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I. INTRODUCTION

A Country Profile

1 EconomIC Profile

a EvolutIon of PolIcy and Performancel

In 1960, IndoneSIa was one of the poorest countnes 10 the world EconomIC growth was
stagnant dunng the last years of the Old Order But smce 1966, IndoneSIa has made ImpressIve
economIc progress Per capIta GDP has grown almost as fast as 10 the rapIdly growmg
countnes of East ASia -- an average annual rate of 4 5%, compared to 5 5% 10 East ASia As
a result, per caPita GDP Increased from $50 In 1967 to $730 today Whereas 60% of the
populatIon (some 70 mIllIon people) lIved 10 absolute poverty 10 1970, today only 14% do
(around 27 mIllIon people) Its growth record has been matched by SImIlar Improvements 10 the
qUalIty of lIfe a dramatIc mcrease 10 lIfe expectancy, a halvmg of the mfant mortalIty rate, and
nearly UnIversal pnmary school enrollment

The pattern of economic performance over time has been Influenced by big shifts In the
external environment and domestiC polIcies IndonesIa benefitted from the a boom ill 011 and
other commodity pnces dunng the 1970s, then suffered from a declme 10 those pnces as well
as apprecIatIon of the yen with respect to the dollar, mcreasmg the dollar value of IndoneSIa's
large yen-denommated debt dunng the 1980s The posItIve terms of trade effect of the 1970s
added 12% to GDP by 1981, while the negative external shocks of the 1980s subtracted 15%
from GDP by 1988, especIally after 1986 Then dunng the late 1980s, IndoneSIa was able to
take advantage of the foreIgn capItal from Japan and the ASIan TIgers, lookmg for cheaper labor
to produce labor-mtensIVe textile and other export goods

Government polIcy has changed over tIme m response to these changes m the external
environment IndoneSIan economIC history smce Independence has two major penods -- the
"Old Order" (1948-65) under PreSIdent Sukarno and the "New Order" (smce 1967) under
PreSIdent Suharto The "New Order" can, 10 tum, be further diVIded mto three sub-penods
the InItial years of the New Order (1967-73), the 011 boom years (1973-82), and the adjustment
penod (1982-present) And finally, three separate phases the adjustment penod can be
discerned the first adjustment penod (1982-85), the second adjustment penod (1985-88), and
the non-OIl export boom (1988-93)

The stagnant economic growth of the early 1960s was largely due to Inward-Iookmg

I DISCUSSion of the evolution of IndoneSian econoDllc performance and pohcy ImplementatIOn draws heavily
on Bhattacharya and Pangestu (1993) and the USAID/lndonesla Country Program Strategy (1994)



- 2 -

econonnc policies amplemented by the Sukarno government These polIcIes Included
government control of the finanCIal sector became extenSIve, a pervaSIve system of Import and
Investment lIcenses provIded a new group of IndonesIan Importers and traders WIth access to
consIderable rents, bUSInesses owned by ex-colomal Interests were nationalIzed, state enterpnses
were set up to lead the national development effort, showcase projects were ImtIated that would
soon become "whIte elephants", and 10 an act of 1OternatIOnal defiance (and probably also of
1Oternattona1lmpotence), IndoneSia wIthdrew from the IMF and World Bank The result was
chaotic tnpie-digit 1OflatIon rates, dw1Odl1Og foreIgn exchange reserves and debt servIce
reqUIrements that exceeded foreIgn exchange earn10gs An abortIve coup 10 1965, WIdely
belIeved to have been mstIgated by the Commumsts, plunged the natIon mto vIolent polItical
upheaval

It was agamst thIS chaotic backdrop that Suharto's llNew Order" regIme came mto power The
ImtIal years of the New Order saw macroeconomIc stabIlIty restored, aIded by the "balanced
budget" law of 1967 that prohIbIted domestic financ10g of budget defiCIts Monetary growth was
sharply curtaIled and by 1969 the mflatlOn rate was brought under 20% The exchange rate was
allowed to deprecIate whIch enabled a reVIVal of export growth The government also
lIberalIzed the trade and external payments regimes and took a more favorable view of
pnvate mvestment

Dunng the 011 and commodIty boom of the 1970s, IndoneSIa enjoyed sIgmficant WIndfalls,
enablIng the government to mtensify ItS development efforts Compared WIth other 011­
exportmg developmg nabons, Indonesia used Its enhanced revenues WISely (World Bank,
1993a, p 137), mvestmg heavIly m phYSical mfrastructure and human capital development
Resources were channelled mto rural 1Ofrastructure, whIch contnbuted sIgmficantly to the
tremendous growth m agncultural productivIty, and mto expandmg education, health servIces
and famIly planmng, as well as transfers of regIOnal development funds to the Outer Islands
These mvestments were 10strumental to IndoneSIa's success 10 reduc10g the mCIdence of poverty

RapId growth durmg the 1970s, however, obscured the need to pursue market-oriented
econonnc POlICies, and throughout the 1970s the state came to play an mcreasmgly dommant
role 10 the economy The trade regIme turned 1Oward-lookmg and restnctions were placed on
foreIgn 10vestment whIch reduced overall economIC effiCIency IndonesIa's over-relIance on 011
earnmgs became a glarmg lIabIlIty when the 011 boom ended m the early 1980s In addItion to
a drop 10 011 and other commodIty pnces, world Interest rates also rose These external shocks
led to a sharp reduction In exports and fiscal revenues and correspondmg external and budgetary
Imbalances

From a macroeconomIC perspective, the Suharto Government responded quickly and
effectively to these external shocks The government qUlckly restored macroeconomIC stabIlIty
by cuttmg fiscal expendItures, launchmg tax and customs reforms to restore revenues over the
medIUm term, and In 1983 took Important steps to deregulate the finanCIal sector by freeIng up
Interest rates By 1985, these polICIes brought down the current account defiCIt and reduced the
country's dependence on 011 exports And throughout the penod, the government contmued to
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pursue Its long-term development obJectIves, protectIng human capItal expendItures even as the
Investment budget was cut In real terms But on the downsIde, the government made trade
and mvestment POlICIes even more mward lookmg and subject to government control durmg
1982-85

Then came the even sharper declIne In 011 pnces m 1986, combIned WIth the run-up of debt (due
to appreciatIOn of the yen WIth respect to the dollar, SInce much of IndonesIa's foreIgn debt was
denomInated In yen), made It necessary to Implement a second round of stabIlIzation measures
But more Importantly, the government became convlllced, as It had m the early years of the
New Order dunng the late 1960s, that lIberalIzation of trade and lllvestment were necessary
m order to Igmte a new phase of growth based on non-oIl exports At first, the trade and
Investment deregulatIOn was cautIous But In 1988, trade and Investment deregulatIon
accelerated, and was accompanIed by a more thoroughgOIng deregulation of the finanCIal sector
ThIS latter was reqUIred In order to finance the hoped-for new Investment In non-OIl export
manufactunng enterpnses

Entenng the mld-1990s, Important Imbalances persISt But today's Imbalances derive from
problelllS of managmg an mcreasmgly complex and dynamiC pnvate sector rather than those
associated WIth the 1970s' government-domInated economy based on OIl/gas, or one mIred In
receSSIon as was the case In the 1980s The government must refine Its macroeconomIc
management polICIes to cope WIth surgIng pnvate sector Investment and consumer demand, and
WIth the greater volatIlIty of a deregulated finanCIal system For example, the 1988 finanCIal
sector deregulatIOn contnbuted to rapid monetary growth, forCIng the Bank IndonesIa to tighten
monetary polIcy 'n 1991 Tight monetary poltcy eventually led to a reqUIrement that state
enterpnses buy government secuntIes, ImpOSIng a severe cash crunch on these firms Monetary
polIcy loosened slIghtly In 1993, allOWIng the InflatIon rate to reach 10% In 1993 and 1994, up
from 5% In 1992

Most dIsturbmg of all, however, IS the stagnatIOn of non-oIl export growth over the past
two years non-oIl/gas export growth fell from 28% In 1992 to 16% In 1993 (pangestu and
AZls, 1994) Incomplete data through September IndIcate near zero growth In non-OIl exports
for the first mne months of 1994 WIthIn manufactured exports, the textiles and garment
Industry expenenced 2% growth, down from over 30% In preVIOUS years (textIles account for
nearly one-thIrd of manufactured exports), but other manufactured exports continued to perform
well

Although world demand for IndonesIan exports may explam part of the declIne In growth, a
more Important cause IS the decl10e m export-related 1Ovestment, begmmng In 1991 But the
dechne 10 Investment may have bottomed out 10 late 1994,2 so non-oIl export growth may pIck

2 Import and 10vestment approval data both lead to the conclUSiOn that realIzed 10vestment began to declIne 10
1991-92 After growmg at 40% per year dur10g 1988-91, Imports of capital goods actually decl10ed 10 1992 and
1993 Investment flows are be10g dIverted to other low-eost labor econOmIes lIke Chma Domestic 10vestment
approvals pIcked up 10 1993, as dId foreign 10vestment approvals 10 1994, but the lag between approval and actual
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up In 1995 But other factors may have contnbuted to the declIne In Investment clImate -- more
problems In USIng the already-complIcated duty drawback mechamsm and some retrogressIOn
In the 1993 Investment deregulatIOn package -- whIle stIll others may contInue to restraIn non-OIl
export growth, pnmary among them the creepIng apprecIation of the real exchange rate SInce
1992 and repeated Increases In the mImmum wage For textIles and gannents, the mam
problem has been sharply declmmg prices for exporters at the low end of the market
Those at the hIgh end say they can stIll compete, but that theIr maIn problems are related to the
trade bureaucracy, wluch can add 25% to firms' overhead (pangestu and AZIS, 1994, P 20)

To summarIZe, alternatmg combmatIons of external booms and downturns, mward vs.
outward lookmg pOhCles, state control vs. a free market orIentation, have resulted m the
variable pattern of growth over the perIod 1960-93 The major dImensIOns of IndoneSIa's
growth pattern are Illustrated In Table 2, wIth the data organIzed accordIng to the sub-penods
IdentIfied above The rapId and faIrly well sustaIned growth SInce 1965 has caused the structure
of the IndonesIan economy to undergo extenSIve transformatIon SInce the 1960s Table 1
hIghlIghts these major structural transformatIons over the same penod 1960-93

Fust, trade (the sum of exports and Imports) now exceeds 50% of GDP, up from 14% In 1965
ThIS IncreasIng openness was Imtially spurred by the lIberalIzation of economIc polIcy In the late
1960s, strengthened by the 011 and commo<hty boom of the 1970s, and more recently by the non­
011 export boom

Second, Investment and saVIngs rates Increased steadIly, reachIng extraordInanly hIgh rates In
1980, near the end of the 011 boom, but SInce then have declIne to more moderate rates These
figures also demonstrate the fallacy of "culturally-based hIgh ASIan savIngs rates" -- gross
natIonal saVIngs started the penod at a paltry 8%

ThIrd, as IS typIcal dunng a penod of rapId economIc growth, agnculture declIned dramatically
as a share of GDP -- to 40% of Its 1965 share all and mInIng domInated dunng the 1970s,
WIth manufactunrg emergIng as the most dynamIc sector SInce the early 1980s

Fourth, the sharp declIne In 011 pnces dunng the 1980s, along wIth neglIgIble growth In output,
has meant a sharp declIne In the Importance of 011 as a source of foreIgn exchange earnIngs and
fiscal revenue, trends aIded by the tax reform begun dunng the early 1980s and the non-OIl
export growth begInmng In later years of the decade

FIfth, follOWIng the reforms of the 1980s, the pnvate sector has begun to play and IncreaSIngly
Important role In the economy the pnvate sector's share of total Investment has Increased, as
has ItS share of total external borrOWIng, and the pnvate sector IS estimated to have contnbuted
almost three-fourths of overall growth SInce 1983

lDvestment means that reahzation of Investment may only be bottommg out now



Table 1: STRUCTURAL CHANGE
(as percent of GDP, unless otherw~se stated)

1965 1970 1980 1990 1993

Openness
Total Trade 14 a 22 2 46 8 54 7 53 a
Imports 7 5 10 6 15 5 26 3 25 3
O~l/Gas Exports 2 5 4.6 19.8 12 7 7 a
Non O~l/Gas Exports 4.0 7 0 11 5 15 7 20 7

Gross Domest~c Investment 8 0 15 8 24 3 36 1 30 6

Gross Nat~onal Sav~ngs 7 9 14 3 33 a 31 9 28 5

Sectoral Shares
Agr~culture 55 a 47 5 24 a 21 4 17 6
Manufactur~ng 8 5 10 9 13 a 20 3 21 9
Other Inductry 6 5 8 9 28 7 19 0 20 2
Serv~ces, etc 30 a 32 7 34 3 39 2 40 3

Government Revenue 12 6* 21 4 19 5 18 8
O~l/Gas Revenue 13 7 8 7 5 7

External Debt (total) 50 a 35 6 26 8 61 1 65 8
Owed by Pr1vate Sector 13 4 15 a 15 4 20 a

As Percent of Exports
O~l Exports 40 a 40 5 78 5 44 8 25 4
Debt Serv~ce 11 a 6 a 13 9 27 3 29 3

Notes * -- 1972

Table 2 GROWTH TRENDS IN KEY ECONOMIC AGGREGATES
(real growth, ~n percent per annum)

1960-67 1967-73 1973-81 1982-88 1988-93

1 7 7 9
-0 5 5 5

1 7 7.3
1 6 4 1
1.0 9 5
2 a 9 0

1 1 23 5

GDP
Per Cap~ta GDt'

Non-O~l GDP
Agr~culture

Manufactur1ng
Serv~ces

F~xed Investment
Publ~c

Pr~vate

Non-O~l Exports 2 1 25 6

7 5 3 3 6 8
5 2 1 3 5 a

8 a 4 3 7 0
3 4 2 9 3 1

14 1 5 2 10 4
10 a 5 a 7 3

11 7 -0 5 8 8
11 a -2 a 9 9
12 3 a 7 8 1

0 0 7 6 17 6

Sources Central Bureau of Stat~st~cs (BPS) and World Bank Staff Est~mates

World Bank, Trends ~n Develop~ng Econom~es

World Bank, World Tables
World Bank, Indones~a Sus~a~n~ng Developmen~, Report no 11737-IND,

May 25, 1993
IMF, Governmen~ F~nac~al S~a~~s~~cs

IMF, "F~scal AdJustment ~n an O~l-Export~ng Country The Case of
Indones~a, PPAA/94/21
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SIxth, external debt was sIgmficantly reduced between 1965 and 1980, large 011 exports dunng
the 1970s makIng foreIgn borrowmg unnecessary HeaVIer borrowmg m the 1980s, m response
to falhng 011 exports, was compounded by appreciatIOn of the yen WhICh falsed the dollar value
of Indonesia's yen-denommated debt As a result, the external debt burden has reached
womsome levels m the 1990s, although the pnvate sector has contracted most of the mcrease
m external debt smce 1990 Indonesia IS now among the five largest developmg country
borrowers 10 the world

b RegIOnal Development and Income InequalIty

Indonesia's decentralIzatlon pohcles must be understood m theIr hlstonc context, m partIcular
the memory of strong secesSIOnIst efforts m 1957-58 and recent separatlst tenSIOns m the
provmces of Aceh and East TImor Nevertheless, the government has begun to talk more
explIcItly of the need to grant more regIOnal autonomy, but thIS has meant 'deconcentratIOn' -­
the transfer of certaIn responSIbIhtles and functIOn wIthm the central government apparatus to
lower level central government UnIts -- than It has actual 'decentralIzatlon' -- devolutIOn of
authonty to the r<;gIOnal governments as autonomous sub-natlonal UnIts of government

The government's regIOnal development polIcy has become lllcreaslllgly oriented toward
addresslllg regIOnallllcome dIsparities, especially as they relate to the eastern ISlands where
the poorest provmces are located The mCIdence of poverty vanes WIdely among provmces
OffiCIal Bureau of StatIstlcs figures for 1993 show a country-wIde mCldence of poverty shghtly
under 14%, WIth Jakarta the lowest mCldence at 6%, SulaweSI and Ball next at 9-12%, a range
of 12-16% on the rest of Java, 11-15% on Sumatra, and a range of 19-25% m the eastern
Islands, except for 36% 10 East TImor (pangestu and AZIS, 1994, P 33) Although
understandable, the emphaSIS on regIOnal dlspanty -- the focus on reqUIrements -- Ignores
other unportant ISSUes such as the exploration of regIOnal potentIal for IlldustrIal
development and exports III the outer ISlands The attempt to Imk North SulaweSI WIth the
PhIhpp10es IS one example of such a development-onented strategy to reduce regIOnal dlspanty

Smce 1969, the government has used three mechanIsms for transfemng funds to lower levels
of government, the so-called INPRES funds, to WhICh a fourth was added m late 1993 They
conSIst of (I) block grants to prov1OcIal and local governments for SOCIal and economIC
development expendIture as determ10ed by the local governments themselves, (n) categOrical
grants to provmcIal and local governments, earmarked by the central government for specIfic
uses, usually m tr.~ areas of transportatIon, educatIon and health, (111) operatmg expense grants
to pay the salanes of specific local government staff pOSItIons (no local autonomy m decldmg
which pOSItIons), and (IV) the recently-mltIated IDT program of small grants to VIllage
governments, for 'qUIck yleldmg' development actIvlues determmed by grassroots Village
organIzatlon (women's groups are specIfically mentIOned as pnme candIdates) Transfer
programs (1) through (111) are allocated on a per capIta baSIS, but (IV) WIll allocate a fixed amount
to each of over 20,000 poor VIllages HIStOrically, local governments as a whole have
received about three-quarters of their financlllg from transfers (I) through (m) In return,
the have lIttle fiscal autonomy to establISh new taxes and set tax rates, e g rates on the



lQ\c)e 3
Survey of Recent Developments

TABLE 11 Glnl Index by Provmce 1984-93

41

Index Change (/ )a

1984 1987 1990 1993 84--87 87-90 90-93 84-93

Slgmflcant Improvement In Glffi Index dunng 1984-93
East Nusa Tenggara 039 028 030 025 -28 7 -17 -36
South Sulawesi 035 027 030 027 -23 11 -10 -23
North SulaweSi 035 029 028 029 -17 17
Southeast Sulawesi 032 029 030 027 -9 10 -16
East Kalimantan 036 031 030 031 -14 -14
West Nusa Tenggara 031 029 030 027 -6 -10 -13
Lampung 029 028 027 026 -10
Cpntral Kalunantan 029 024 025 026 -17 10
Averages 0.33 028 029 0.27

No slgmfxcant change In Gml Index dunng 1984-93
InanJaya 037 038 033 037 -13 12
South Kalunantan 026 028 025 027 8 -11 8
Maluku 030 030 027 0.30 -10 11
E1st Java 031 033 030 032 6 -9 7
Central Java 031 028 029 030 -10
Rlau 026 025 026 027
Central SulawesI 030 027 027 029 -10 7
West Java 030 030 032 030 7 6
Dr Yogyakarta 034 030 035 033 12 17 -6
Averages 031 0.30 029 0.31

Slgmfxcant Increases m Gml Index over 1984-93
Bah 029 033 030 032 14 -9 7 10
South Sumatra 027 027 027 0.30 11 11
Aceh 026 026 022 029 15 32 12
North Sumatra 026 029 025 030 12 -14 20 15
\\est Sumatra 026 026 027 031 15 19
Jambl 020 023 023 024 15 20
West Kalunantan 025 026 028 030 8 7 20
Bengkulu 021 022 026 028 18 8 33
Averages 025 026 026 029

Special cases
East Tunor 038 023 035 0.34 -39 52 -11
DKlJakarta 029 034 031 033 17 -9 6 14

IndoneSia 033 032 032 0.34 6

aBlank entnes mdicate change less than 5%

f="ro~ PCL" ~ e.. ~+v.. D."" ,J Qz~ ~ l~c.-J f J. [;2
) { )
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centrally-admmlstered local property tax RegIOnal transfers have amounted to about 3% of
GDP smce the mld-1970s (Rams and Stewart, 1994, pp 45-48)

Although the government has been tremendously successful m reducmg the mCldence of poverty
through the mdlrect approach of economIc pohcy, mvestment m phySIcal mfrastructure and
human development by central government mlmstnes, and regIOnal transfers, the government
bas deternllned that a more targeted approach will be reqUired to reduce poverty further
Pangestu and AzlS (1994 P 35), however, questIon whether the IDT program carnes more
pohtIcal mgredlents than real economIC elements and are concerned that It has enormous
opportumty costs, "smce much of the regIOnal development funds m the current and planned
budget WIll be redIrected to thIS program "

Since the early 19805, mcome mequabty has changed little at the natIOnal level, although
some changes have ocurred at the provmclal level Nor have regIOnal Income dispantIes
worsened, although the dIfferences In per capIta Income between prOVInces remam large -- a
factor of SIX between East TImor and .East KalImantan Pangestu and AZIS (1994, pp 38-41)
CIte eVIdence on mcome dIstnbutIon over the penod 1984-93, usmg Gmi coeffiCIents calculated
for each provmce and for the natIon as a whole Table 3 reproduces the Gml-coefficlent results
Whereas mcome mequality on Java has not changed measurably, mcome mequa1Ity worsened
m Sumatra and Kahmantan (where Incomes had been more equally dlstnbuted than the natIonal
average), but Improved m the eastern Islands (where mcomes had prevIOusly been more
unequally dlstnbuted) For the natIon as a whole, no dIscernIble change occurred m the degree
of mcome mequahty, but the vanabilIty m mcome mequality amont provInces declIned Thus,
rapid mcome growth has not apparently worsened mcome equalIty natIonwide and has
actually lessened the disparIty m mcome mequahty among the provmces

c EconomIC ProspectIve

IndoneSia's prospects for contmued 6-7% real GDP growth -- necessary for the Indonesian
economy to generate enough Jobs to employ the stIU growmg labor force -- depend on the
government's abIlIty to rekmdle non-oll export growth by mamtammg the momentum of
econOmIC reform But It IS not enough to complete deregulatIon of the export sector, the
government must extend deregulatIon to those sectors of the economy that proVIde mputs to
domestIc mdustry and consumer goods to domestIC consumers

2 DemographIC and SOCIal Profile

a General

IndoneSIa conSIsts of nearly 14,000 Islands, 60-70 of WhICh are mhabited, spread across an
archIpelago runmng 3000 mIles east to west IndoneSIa IS a large country, WIth a total
populatIOn of almost 180 mIllIon m 1990 (and around 200 mllhon today), makmg It the fifth
most populated country m the world The annual rate of populatIOn growth reached a peak of
24% dunng the 1970s, but declmed to 1 8% dunng 1985-90 and now stands at 1 6% Three
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sOCIO-economlc developments smce the late 1960s account for the dechne m fertilIty
underlying these populatIon growth figures. rapid economic growth, rapid expansIOn of
girls' prImary educatIon, and expansIOn of family planmng servIces See Table 4 for detalls
on populatIOn growth dunng 1930-90, by provlOce

b Household Structure

In 1990, out of a total IndoneSian populatIon of 179 mIllIon 39 7 mIllIon were heads of
household, of whIch 5 3 mIllIon (13 3%) were females, 32 5 mIllIon were spouses, of whIch
almost all (over 99 %) were female, 85 1 mIllIon were chIldren, of whIch 40 4 mIllIon (47 5 %)
were female, and 29 5 mIllIon were "others" Females account for about the same share of
all heads of households m urban (13.7%) as m rural (13 1%) areas

c RelIgIOUS and EthnIC Factors

Islam IS by far the predomInant relIgIOn, but IndonesIan Islam IS a mIlder form than one
encounters as one finds 10 the Near East and Western ASia WIth 156 mIllIon Moslems recorded
10 the 1990 Census (87% of the total populaoon), IndoneSia IS the country WIth the largest
Moslem populatIon 10 the world ChrIStIan, Hmdu and BuddhISt mInoritIes also bve In
Indonesia 3 6% profess CatholICIsm, 5 5% conSIder themselves Protestants or other types of
Chnstlans, under 2% claIm H10dUIsm as theIr relIgIOn, and a lIttle over 1% are BuddhIst
BuddhIsm claIms 2 6% of the urban populatIOn, Protestants and other Chnstlans 66%, WIth
lower than-natIOnal-average figures for Moslems and H10dus Chnsoans predommate 10
SulawesI and HlOdus 10 Ball

The Indonesian population IS also diverse ethmcally Although Malays constItute the major
ethnIC group, over 300 separate ethnIC groups and 250 dlst10ct languages eXIst throughout the
archIpelago

d PopulatIon Growth

PopulatIon grew by 21 5% over the 10tercensal penod 1980-90 IndoneSia'S decl1010g femlIty
rates have begun to Impact nooceably on the growth rate as well as the age structure of the
IndoneSIan populatIOn The population IIpyramid II from the 1990 Census IS pInched at the
youngest five-year age cohort 10 1980, the age cohorts for 0-4 and 5-9 year olds were equal
10 SIze, 10 1990, the number of 0-4 year olds actually decl10ed compared to 1980, and the
number of 5-9 year olds 10creased by only 8% IndoneSia has "turned the comer" on populatIon
growth ThIS has Important ImplicatIOns for a stable school-age populatIOn through the first
few decades of the next century, and a decbmng growth rate of the workIng-age populatIon
startmg around the year 2000 FIgure 1 Illustrates the populatIon "pyramId" p10ched at the
bottom Nevertheless, the rate of growth of the IndoneSIan labor force WIll contmue to exceed
the (decl101Og) rate of population growth lOto the mIddle of the next century, because of the
"populatIOn bubble" of men and women that must work ItS way through the work1Og years, and
because of the cont1Ou1Og 10crease 10 the female labor force partICIpatIOn rates of women over
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TABLE 14 IndonesIa
1990

lab\~ 4-
PopulatIon and Growth Rates by Provmce, 1930-

Source Central Bureau of StatIStICS, PopulatIon Census Reports, 1961,
1971, 1980 and 1990, StatIstIcal Yearbook of IndoneSIa 1984, and
SUPAS 1985

Populat>a:> fOOO) A=- Growth It&Jc <'i' p ....)
Rcg>oll

1930 1961 1971' 1980 1985 1990 1~1 196171 1971 80 1980-&5 1985-90 1\I8(}-90

Java 4171& '3,059 7"436 '1,27' ",&51 It1,574 1.3 1-' 2.' 1..1 1.5 1M

DKIJ,hrtl 811 2,973 4579 6,S03 78&5 8~ 4.3 4.11 4.0 3.9 0.9 1.38

WalJava 10)156 17 615 21624 V 454 3O,K30 3S,3ll1 17 2.1 2.7 2..3 2.8 2.S4

CentnlJava 13706 18407 21877 25373 26945 28,522 1.D 17 17 1.2 11 IJ7

OJ YogyU&IU 1,5S9 2.241 2,489 2,751 2.930 2.913 1.2 11 11 1.3 -01 0.57

EutJava IS 0S6 21823 25,517 29189 31262 32,504 1.2 1..6 1.5 1.11 o.s 1.08

Sumatra &,255 1:5,739 2Q,M9 28,817 32,"J J',455 2.1 U 3.4 3.I 2..3 2.C1

Larnpung 361 1668 2,m 4625 5,90:5 6006 51 5.2 5.8 S.D 0.3 2.61

lkngJrulu 323 406 519 768 943 1179 0.7 2.5 4.5 4.2 4..6 4.29

South Sumatra 1,378 2,m 3«1 4630 5,370 6.zn 2..3 2.2 3.11 3.D 3.2 3.20

RJau 493 1235 1642 2,169 2,548 3,306 3.0 29 31 3.3 5.3 4.11

Jamb. 2>45 7« 1006 1446 1745 2,016 3..6 31 41 3.8 29 3.32

WalSumatr.l 1910 2,319 2,793 3407 3698 3999 0..6 1.9 2.1 17 1..6 1..60

North Sumatr.l 2,542 4,965 6622 8,361 9422 10,256 2.2 29 2.6 2.11 17 2.04

Aceh 1003 1629 2,009 2,611 2,972 3416 L6 2.1 30 2.6 2.8 2.69

Kalimantan 2.17. 4,l02 S,ISS 6,723 7722 ',11' 2.1 1.3 3.8 2..1 3.4 3.04

Wesl Kahmanlan 802 1~1 2,02:0 2,486 2,819 3239 2.2 2.5 2.3 l.S 2.8 2.6S

Centnl Kahmantan 203 497 702 954 Ill8 1,396 29 3.5 3.5 3.2 4.5 3.81

South Kahmanlan 836 1473 1699 2,065 2.V3 2,598 l.8 1.4 2.1 1.9 2.7 2.30

Eut Kahmanlan 329 551 734 1).l8 1,512 1877 17 29 5.8 4.4 4.4 02

Sulawesi 4,231 7 t1, I,m 11,_ IJ.554 11,511 L7 U 2.2 2.1 U U3

Central Su1aWC5l 390 693 914 1290 1,511 1711 1.9 2.8 3.9 3.2 l.S 2.82

North SulaWes1 748 1.310 1719 2,115 2,313 2,479 1.8 2.8 2.3 1.8 l.4 J.59

South SulawesI 2,657 45J7 5181 6.062 6.610 6982 17 l.4 1.8 17 11 l.41

Southeul Sulaw= 436 559 714 942 1120 1.350 o.s 2.5 31 3.5 3.8 3..60

Other Islands 4,n, 71e.; &,CO 11871 12,.3U 13,"1 L7 2.. 1.3 1.2 2.1 2.12

Bah 1101 1783 2,120 2,470 2,649 2,778 1.6 17 17 1.4 I.D 118

West Nusa. Tc:nggara 1016 1808 2,203 2,725 2,995 3.370 1.9 2.0 2.4 1.9 2.11 2.12

Eut Nun Tc:nggara 1,344 1967 2,295 2,737 3061 3269 1.2 1..6 2.0 2.3 13 178

Maluku 579 790 1 III9 1410 1609 1856 1.D 3.3 2.9 2.7 2.9 2.74

InmJay.a 179 7~ 92J 1174 1.371 1641 4.8 2.0 2.7 3.2 37 3.35

EutTunor ll.&. 5SS 631 748 2.6 3.5 2.98

Totollndonesu 60,593 970&5 119,208 147490 164047 179,322 1.5 2.1 2.4 2.1 1.8 1.96

a Includes adJusunent for the exclUSIOn of rural Irum Jaya.

1=="'10""- f' <' ~..:.., !)f'}'J J"'"
)
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e RegIonal DIstnbunon of Population

A majority (60%) of Indonesians still bve on one island, Java, but Java's share of total
populatIon has declmed steadIly smce 1900 when It IS estImated that over 70% of IndonesIans
lIved on Java Although outward mIgration from Java contmues up to the present, largely as
a result of cont1Ou1Og transmigranon programs of the government, 10ward mIgratIon 10creased
dramatically dunng the 1980s Rapid growth of the non-oIl sector smce 1982 and Its
concentratIon on Java (apart from the wood products and other natural resource based
10dustnes concentrated 10 Sumatra and KalImantan) IS the cause of mcreasmg mward
mIgratIon to Java, espeCially to Java's urban areas As a result, net outward mIgratIOn from
Java IS becom1Og neglIgIble

The chang10g demographIC pattern wIth10 Java IS also 10teresnng Although Java's share of
total populatIon has been fallmg, West Java's share has been mcreasmg whIle Central and
East Java (along WIth Ball, Just off the East Java coast) have posted the slowest population
growth rates among all IndoneSIan prov1Oces Again, thIS IS due to the dynamIC economIC
growth of the greater Jakarta metropolItan area

f Overseas MIgratIOn

Turn10g to overseas mIgration, the offiCIal count of outward mIgrants has Increased dramatically
through the early 1990s, to 150,000 10 1993 (RI, 1993, p 118) The majOrIty of overseas
mIgrants are women gomg to prOVIde maId serVIce m Saudi ArabIa If Illegal mIgration IS
of the same order or magmtude as the legal flow, the total outflow (around 300,000) would be
eqUIvalent to around 15 % of the annual 10crement to the labor force, a sIgmficant contnbutlOn
to the problem of absorb1Og 1Ocreas1Og numbers of workers 10 IndoneSIa, and IS of a SImIlar
order of magmtude to the number of unemployed (3 2% of 70 mIllIon = 225,000)

The flow of expatrIate workers mto IndonesIa has accelerated smce 1990 Expatnate
workers numbered 38,000 10 1992, up from 21,000 10 1990 From 1984 to 1990, the number
had hovered around 19,000, except for 1988 when the government clamped down on work
permIts, reduc10g the number of expatnate workers WIth work permIts from 19,000 to 13,000
(RI, 1993, pp 172-3) ThIS polIcy lasted only one year, however, as the government realIzed
how Important these hIghly trained workers were to a rapIdly economy Smce they are all
hIghly skIlled workers -- half were managers or profeSSIOnals 10 1992, the other halftechmclans
and foremen -- they play an Important role 10 fillIng the gap the IndoneSIan education and
traImng system IS still unable to fill, that of prepanng an adequate cadre of hIghly qualIfied
techmcal and managenal personnel

g Urbamzanon

As IS the case throughout the world, IndoneSIa has undergone a process of urbanIzatIOn dunng
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most of tlus century (RI, 1993, P 65) Urban populatIOn grew at around 4% per year dunng
1930-71 and has grown at well over 5% per year smce then As a result, urban populatIOn has
Illcreased Its share from a mere 7% in 1930 to 31% III 1990, yet tWIce as many IndonesIans
still lIve III rural than urban areas IndonesIa's rural populatIOn wIll contmue to declIne as
a share of the total and It IS expected that the absolute number of IndonesIans lIv10g 10 rural
areas WIll begm to decl10e early 10 the next century ASIde from the ObVIOUS case of Greater
Jakarta, WhICh IS 100% urban, East KalImantan and Greater Yogyakarta are the most urbanIzed
prov1Oces, at 44-49 %

Poverty IS also becom1Og an 1Ocreas1Ogly urban, rather than rural, phenomenon The World
Bank (1992, pIll) estimates that, although two-thIrds of IndonesIa'S absolutely poor still
live III rural areas, the IllcIdence of poverty has been greater In urban than In rural areas
since 1980 IndonesIa has had great success 10 reduc10g the 10Cldence of rural poverty, aIded
by rural/urban mIgratIOn, but thIS same mIgration process has made It more difficult to reduce
the 10CIdence of poverty 10 the rapIdly grow1Og urban areas at the same pace RegIOnally, the
10CIdence of poverty IS lowest 10 Sumatra and KalImantan (around 9% 10 1987), prov1Oces where
IndoneSIa's resource-based 10dustnes of OIl/gas and wood products are located, higher 10 Java,
hIgher still 10 SulawesI and hIghest 10 the other Islands

h Education

EducatIOn IS mamly under the control of the MInIStry of EducatIOn and Culture In addItion,
the MInIStry of RelIgIOUS AffaIrs IS 10 charge of IslamIC relIgiOUS schools at the pnmary level
Pnmary school, covenng the first 6 years of school1Og, was made compulsory 10 1987
Secondary educatIOn, which IS not compulsory, lasts for an additIonal 6 years -- 3 years ofJUnIor
high school and 3 years of senIor hIgh school Both levels of secondary school are diVIded 1Oto
general and vocational systems After finIsh10g senIor hIgh school, some students go eIther to
academy (levels I, II and III) or the UnIVersIty, eIther of whIch can lead to a bachelor degree
In the late 1980s there were 48 state and 744 pnvate UnIVerSItIes Postgraduate work IS carned
out at the unIversity level

EducatIOnal attaInment has dramatically Illcreased over the past 30 years, the rate of
Increase has been more rapid for women than men Table 5 Illustrates the Improvements 10
educational attaInment over the penod 1961-90 IndoneSIa has achieved unIversal pnmary
educatIOn, but drop-out rates remaIn hIgh (one drop-out for every three graduates dunng 1986­
91) Table 6 detaIls the numbers of pnmary and JUnIor secondary school drop-outs Pnmary
drop-out rates, later entry 1Oto school and low grade achIevement for age are especIally hIgh
10 rural areas, 10 large famIlIes, among chIldren of low-1Ocome parents, among chIldren of
uneducated parents, 10 commUnItIes With lower adult educatIOnal levels, and 10 commUnItIes With
low norms for homework effort But hIgher school fees do not seem to dIscourage school entry,
completion, or grade achIevement

Although 25% of women aged 15 or over stili had no schoolIng In 1990, these were aU older
women Nearly all boys and gIrlS aged 15-19 now have at least some pnmary educatIOn (the
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Indonesia PopulatIOn Aged 15 Years and Over

by EducatIOnal Attamment
1961-1990

Percentage of Population with

Year No Incomplete Completed Completed Academic Total
schooling Pnmary Pnmary lower or or Percentage

Schooltng Schooltng Upper UniverSity
Secondary Education
Schooling

Males 1961 557 226 167 48 02 1000
1971 324 294 27 1 104 07 1000
1976 260 389 226 107 1 8 1000
1980 21 8 359 255 159 09 1000
1985 144 301 308 233 1 4 1000
1990 122 243 322 288 25 1000

Females 1961 796 11 2 73 1 9 00 1000
1971 570 21 2 165 5 1 02 1000
1976 475 31 3 148 58 07 1000
1980 41 4 304 188 9 1 03 1000
1985 306 293 250 146 05 1000
1990 254 249 28 1 203 1 3 1000

Both 1961 68 1 167 11 8 33 o 1 1000
Sexes 1971 452 25 1 21 6 77 04 1000

1976 372 349 186 8 1 1 2 1000
1980 31 9 33 1 22 1 124 06 1000
1985 227 297 278 189 09 1000
1990 18 9 246 30 1 245 1 9 1000

Source Jones and Manning 1992 1990 Census of Indonesia
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1990 Census showed figures of97% for gIrlS and 98% for boys In that age bracket) and pnmary
school graduation rates for the nation as a whole are generally comparable among boys and gIrlS
Average school attendance rates are above 90% nationWIde, and even In rural areas pnmary
school attendance averages 90% for both boys and gIrlS In 1990, 85% of the boys and 83%
of the girls aged 15-19 had completed prnnary school, up slgmficantly from 1980 when only
58% of the boys and 49% of the girls aged 15-19 had graduated from prnnary school

EDUCATIONAL ATTAINMENT by GENDER -- '980 and 1990
In percent of age group cohort

ary g g
Source U S Census Bureau, 1993, Table I-ED2

1980 1990
EducatIonal AttaInment Level

by Age Group Male Female Male Female

15-19 year olds, pnmary graduates 582 486 849 828

20-24 year oIds, secondary graduates 14 6 83 353 260

25-29 year oIds, college graduates 14 07 40 29

Note Second: raduates Include the eneral and vocatIOnal tracks

However, Important male/female educauonal differenuals sull eXIst at the secondary and tertIary
levels of educatIon Although school attendance rates for boys and gIrlS In the Jumor hIgh age
group vary by less than 10 percent, the gender dIfferential In school attendance doubles at the
semor hIgh age group (ages 16-18) In urban areas, the gender dIfferential In Jumor and semor
secondary graduauon rates track the attendance rates, but In rural areas, many more gIrlS than
boys attending secondary school do not graduate -- two-thIrds as many gIrlS as boys graduate
from Jumor and semor secondary school

Nevertheless, the major educauonal dIfferences are not between boys and gIrlS, rather, the
rural/urban educatIOnal attaInment differenuals are the most wornsome Rural school attendance
IS around 25% below urban attendance for Jumor hIgh aged boys and gIrlS and only half the
urban rates for semor hIgh aged boys and gIrlS For unIversity-aged boys and girls, rural
attendance rates are only 20-30% those m urban areas'

The data also indIcate that large numbers of prllllary school graduates are not gomg on to
attend high school Indeed, at present, only around 64% of chl1dren aged 13-15 are attendmg
school, sIgmficantly less than the 92% of chIldren aged 6-12 attendmg school The drop off In
attendance and graduation IS even more pronounced In rural than In urban areas In the former,
the drop-off In graduation rates from pnmary to Jumor secondary IS by more than half and from
Jumor to semor secondary by Just half, whereas In urban areas most of those who make It
through Jumor secondary also get through semor secondary



TABLE 103

Source

-r: ~ \.~ 0:;
Pnmary School Number of PupIls, Graduates and Drop-Outs,
1980/1981-1989/1991

Mmlstry of Education and Culture, InformatIcs Centre, Rangkuman
StatlstIk Persekolahan Tahhun 1980/1981 - 1989/1991

Yedr Totdl Number Totdl Drop-Outs
of PupIh Grddudte..,

1980/1981 22,551,870 2,027,754 1,143,678
1981/1982 23,862,488 2,300,372 1,175,474
1982/1983 24,700,075 2,508,102 877,912
1983/1984 25,804,380 2,924,003 783,496
1984/1985 26,567,688 3,289,390 920,147
1985/1986 26,550,915 3,359,188 1,068,235
1986/1987 26,444,756 3,340,715 993,006
1987/1988 26,649,890 3,389,548 1,077,212
1988/1989 26,725,364 3,355,731 1,219,260
1989/1990 26,528,590 3,336,590 1,098,302
1990/1991 26,348,376 nd na

Moreover It IS cledr that contInUatIOn rates on to lower ~econdary school (SMP)

are not hIgh It IS estImated by the MInIStry of EducdtlOn thdt dround 1 2 mIllIon SD

graduates edch yedr do not proceed to SMP Table 104 In fdct ~howc; thdt there has

been d declme m the numbers of students In JUnIor hIgh c;chool m IndoneSIa m recent

years

TABLE 104

Source

JUnIor High School Number of Pupils, Graduates and Drop-Outs,
1983/1984.1990/1991

MmIc;try of EducdtlOn InformdtIOn Centre, Rangkuman StdtI<;uk
Per~ekolahdn Tahun1983/1984 - 1990/1991

Yedr Totdl Number Totdl Drop-Outs
of PupIls Graduates

1981/1984 4,757,608 1274,465 248,424
1984/1985 5,188,964 1,156559 292,551
1985/1986 5,669,966 1,597620 121,289
1986/1987 6,112,057 1,719461 228,201
1987/1988 6,422,421 1917117 250166
1988/1989 6446,966 1 802 100 801407
1989/1990 5852 S07 1 701875 477,226
1990/1991 5 h86,118 O<l Od

f"Q ......... N\~ IJ'.\ s-t\' '-':) " f'J\o", t t w-e. 'r ) :J 0-' Ie> lo\~ !L ~ & lOLl(
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SCHOOL ATTENDANCE RATES -- 1990
In percent of age group cohort

ryg g
Indonesia Census of Population -- 1990, Table 23Source

Urban Rural NatIonwIde

Age Group Male Female Male Female Male Female

6-12 year olds 95 1 95 1 899 90 1 91 4 91 6

13-15 year olds 830 758 600 562 669 625

16-18 year olds 642 546 330 270 437 373

19-24 year olds 260 180 82 42 15 1 93

Note Jr and Sr seconda raduates Include eneral an< vocatIona tracks

The bIggest gap In attendance and graduation rates IS between the secondary and tertIary levels
Once at the umversity level, male students outnumber women m the pubhc educatIon
system by nearly two to one, WIth few women pursumg techmcal fields hke engmeermg,
mathematIcs and computers Instead, women are channeled, or channel themselves, Into fields
lIke psychology, educatIOn and teaching, arts and mass commUniCatIOns See Table 7 for details
Male/female graduation rates from dIploma (and Academy) programs are about equal because
of the large numbers of women that pursue teaching careers, but SIgnificantly fewer women than
men graduate from the UniVersIty 40% less In urban areas and 60% less In rural areas

EDUCATIONAL ATTAINMENT by GENDER -- 1990
In percent of age group cohort

Urban Rural NatIonWIde
Educational Attainment

Level by Age Group Male Female Male Female Male Female

15-19, pnmary graduate 928 91 1 803 780 848 829

15-19, Jr secondary grad 59 1 555 38 1 262 392 370

20-24, Sr secondary grad 54 1 455 200 138 342 255

25-34, DIploma graduate 37 33 1 1 06 20 1 5

25-34, UniVersIty graduate 55 32 08 03 24 1 3
Note
Source

Jr and Sr secondary graduates Include general and vocatIOnal tracks
Indonesia Census of PopulatIOn -- 1990, Table 11

These results reflect the government polley focus on achIeVing Universal pnmary educatIOn As
the government turns ItS attention to universal JUnior hIgh education, JUnior hIgh graduatIon rates
for boys and guls WIll become more equal, but the gap between Jumor and semor hIgh



TABLE no

Source

~b\~ 7
Se},. RatIO of Higher Education Students Undertaking Diploma (50)

and Undergraduate (52) Programmes by Sector and Field of Study,

1987/1988-1991/1992

MInistry of EducatIOn dnd Culture, InformdtIC'i Centre, Data Peguruan
Tmggl Negen Tdhun 1987/1988 ddn 1991/1992

Ared of Study 1987/88 1991/92

AdmmIstrdtIOn 1633 2304
ArchItecture dnd Town Planning 3231 2610
Language 876 1144
EconomIc~ 1409 2336
Law 1713
HumamtIes 217 0 2903
EnvI ronmental Studies 1905 1525
SOCial and BehaVIOural SCIence.;; 1324 1538
MedIcme and Health 2178 991
Teachmg 1293 1096
Fore\try 3072 5626
Arts 1895 1358
Mas,; COmmUnICdtIOn 1778 990
Mdndgement 743
MdthematIcs and Computer SCIences 2050 4004
Other 2038
ServIce,; 708 313
EducatIOn 1232 882
FIshenes 1864 1635
Agnculture 1596 1556
Trades 1907 2596
Ammdl Husbandry 1892 1600
Psychology 603 393
Technology 9925 7488
Trdnsport dnd COmmUnICdtIOn 1969

TOtdl 1657 1709

.--
N 'iJ', s-hv-
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graduatIon rates may wIden However, If thIS strategy IS to succeed, greater effort must be
placed on expandIng the quantIty and qUalIty of educatIOn servIces In rural areas

Turnmg to the qUalIty of educatIOn, student achIevement IS substantIally lower In rural areas and
off Java ControllIng for objectIve measures of school qUalIty, student achIevement IS
dramatIcally hIgher In commumtles where a larger proportIon of adults have completed pnmary
school Therefore, past INPRES3-1ed expanSIon of pnmary educatIon WIll pay unexpectedly
hIgh dIVIdends In the near future as chIldren of educated parents perform better because of the
educated parents Teacher achIevement IS a strong determmant of student achIevement, and
teacher achIevement IS hIgher on Java than off-Java Per pupIl book expendIture has a very
strong effect on student performance, but a school's phySIcal condItIon does not The lower
qualIty educatIon prOVIded 10 rural areas, as IndIcated by lower student and teacher
achIevement there, reduces the payoff to educatIon and thereby reduces the perceIved value
of an educatIon to rural parents and students

The prImary school teach10g force IS young, tenured and under qualIfied few of the I 5
mIllIon pnmary teachers have educatIon beyond semor secondary teacher traInIng, half are under
35, WhICh means they wIll be teachIng for the next 25 years under current CIVIl servIce rules
Therefore, If theIr skills are not upgraded, the qUalIty of pnmary educatIOn WIll contInue to
suffer well Into the next century

B Summary. ConclusIOns and RecommendatIOns

I GUIdelInes for Support of Women's OrgamzatIons

Support should only be prOVIded to orgamzatIollS for the purpose of Improvmg women's
participatIon 10 the labor force or as businesswomen, or on Improvmg the qualIty of
women's human capItal The organIzatIons to be supported should eIther already be workmg
WIth thIS purpose In mInd or wlllmg to adapt ItS agenda to Include thIS purpose, and agree to use
any POWER resources only for that purpose WIthhold A I D support from women's
orgamzatIons that dIStraCt women from such productIve partICIpatIon (e g Dharma Wanzta and
many women-run NGOs focused on non-economIc Issues) Many women's organIzatIons dIvert
women's attentIon from theIr baSIC roles In hfe, reproductIon, economIC partICIpatIon m the labor
force, and commumty servIce

Women's orgamzatIollS should be encouraged to work WIth and promote their agenda
through mamstream orgamzatIollS For example

Women's StudIes Centers should be encouraged to work WIth maInstream

3 INPRES IS the indonesian Governments's regIOnal mvestment program Past INPRES programs COnsiSted
of block grants to provmclal and local governments, as well as categoncal grants for specific types of mvestments
or salary expenditures
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departments -- such as economIcs, socIology, busmess and technIcal fields -- wIth
the goal of gettIng those mamstream dePartments to conduct research on women's
role m the economy and mtroduce these findmgs Into the classrooms of these
mainstream departments ThIs IS preferable to mdependent Women's StudIes
Centers workIng on women's Issues In IsolatIon

The Women's MInIstry (SMRW) should contmue workIng through the
mainstream minIstnes to propagate Its agenda The aspects of SMRW's agenda
relevant to POWER mclude support for greater gender-dIsaggregatIon m the
socio-economic data collected by the Central Bureau of StatIStICS and on
partiCIpatIon m mainstream mInIStry trammg programs, support for studIes on the
relatIonshIp between economIC polIcy and women's partiCIpatIOn m the economy,
such as tht> ones IdentIfied above, trammg for female CIvIl servants m substantIve
areas, mcludmg economIc polIcy, etc

Women's orgamzatIons should be provIded With mformatIon on how econOmIC policy
Impacts women as workers and as businesspersons ThIS mformatIon transfer should take the
form of semmars by polIcy analysts who have conducted such or research or understand the
studIes that have been conducted What the women's organIzatIons do not need IS TA m gender
awareness and femInISm

2 POSSIble Entry Pomts for POWER

a GUIdmg Pnnciples

Deregulate the economy further and extend deregulatIon beyond the export sector to mclude
mdustnes supplymg the domestiC market, both those provIdmg mputs and those sellmg
dIrectly to final consumers Further deregulation IS necessary to keep the GDP growth rate hIgh
and WIll tend to concentrate growth m labor-IntensIve actIVIties Together, rapId growth of a
labor-mtensive nature WIll generate lots ofJobs for the more rapIdly growmg female labor force
NothIng could be more Important for poor women than this

Expand secondary educatIon and Improve the quahty of educatIon at all levels WIth the same
VIgor as exhIbIted m the program to attam UnIversal pnmary educatIon, WIth special emphaSIS
on four features

gIrls' secondary education because the returns to gIrlS' educatIon are hIgher than
to boys' educatIon and the dIfferentIal Increases at hIgher levels of educatIon,

rural areas where educational attainment beyond the pnmary level lags far
behInd urban areas for both boys and gIrlS, but more so for the latter,

quality educatIon, such as better teacher trammg, hIgher teacher pay scales,
decentralIzed management of schools, and a cumculum reform, specIally for
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girlS, and

special ltteracy programs for older women mIght be m order because gender­
based educatIon differentIals are much greater among men and women above 30
than for those under 30

Adopt labor polIcies that make the labor market more competItIve and even-handed, such
as emphaslzmg antI-dlscnmmatIon legislatIon, but aVOId actIons that would make labor
markets less efficient, such as quotas and affirmatIve actIon programs to favor women or a
minImum wage poltcy that actually bites, the lIkely result of which will be a cut back m the
level of productIon workers

b POSSible EntrY Pomts for POWER

Entry Fomt #1 Promote further dere2UlatlOn of the Indonesian economy to :enerate more
Jobs for women

The pace at which the Indonesian economy generates overall employment opportunItIes, dunng
the next five-year and 25-year planmng penods, IS the most Important factor m determmmg how
many Jobs Will be available for women The pace of employment generatIon achieved over
the past seven years must be mamtamed (or If pOSSible, stepped up) To accomplIsh this, the
IndoneSIan economy must contmue to grow at a rapid pace, and must contInue to follow a labor­
mtenSlve growth strategy

For thIS to occur, further deregulation of the economy will be necessary, bUlldmg on the
mtenslVe reform effort smce 1988 A posItIve sign m thiS regard IS the GOI commitment to
ehmmate all trade barners With APEC-member countnes by the year 2010, enunciated at the
October 1994 meet10g of APEC It IS 10dlcatIve of GOI commitment to contmued trade
lIberalizatIon that IndoneSIa was the host and pnme mover among the ASian members of APEC

In additIon to the aggregate number of new Jobs created, the sectoral dIStributIon IS also
Important from the perspective of female employment opportumhes Three sectors are of
pnme Importance the rapidly expandmg formal manufacturmg sector, the formal service
sector, especIally trade, tounsm and bankmg (but not the CIVIl service, where employment levels
are unlIkely to grow much because of Central Government fiscal restraint on new hmng), and
off-farm employment m rural areas, through a dynamiC growth of agro-1Odustnes The latter
would be especially helpful 10 order to compensate for the release of labor from the agnculture
sector as a result of 10creases 10 agncultural productIVIty prOjected by some analysts over the
medIUm-term planmng penod DIsagreement eXIsts on the lIkely pace of agncultural
prodUCtIVIty growth Naylor (1994) argues that mechanIzatIOn of plamng and weedmg could
reduce by two-thIrds the need for (largely female) labor devoted to these two tasks In contrast,
USAID adVIsors under Development StudIes Project (DSPP, Agnculture and Rural Sector
Support Program (ARSSP) and Trade and Investment PromotIOn Project (TIPP) argue that such
technologIcal change would only occur If dnven by rapIdly nsmg rural wages, that IS, a shortage
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of rural labor, which does not seem to be the case But small-scale Javanese nce farmers have
begun to use mechanized, hand-operated nllers not m eVidence five years ago

More gender-dIsaggregated data must be collected m order to permtt detaIled analysIS of
the role of women m the labor force and the factors that tmpact on their participatIOn For
example, m order to venfy the hypothesIs that certam export manufactunng mdustnes are
heavIly female labor mtensive and determme how wage dIfferentials vary among manufactunng
sub-sectors, gender-disaggregated data on employment and wages m three-dIgIt manufactunng
mdustnes IS needed Some of tlus data may be aVailable from SAKERNAS (the quarterly
Nanonal Labor Force Survey) If It IS not, a Special survey would be necessary

The structure of Indonesian businesses consists of large-, medlUm- and small-sized
manufactunng firms Each generates large numbers of employment opportumnes for women
But one size-category may be generanng employment opportumnes more rapidly than others
And different sets of poltcy mtervennons and Infrastructure Investments may affect the growth
of each SIZe-category of bUSiness dlfferennally

The Indoneszan Famdy Life Survey COnstitutes one of the richest databases avaIlable for
analyzmg gender-based tmpacts of SOCioeconomiC poliCies and IDvestment programs With
USAID support, the RAND corporatIOn and the DemographiC Insntute of the Umverslty of
IndoneSia surveyed 7000 households m 13 IndoneSian provinces AnalySIS of thiS data can assess
the Impact of economic and SOCial (e g educanonal) pohcles, and the Impact of mvestment In
phYSical and SOCial Infrastructure, on female labor force participation (FLFP), wage differentials
and household structure It wIll permit analysIs of how FLFP and wage rates are related to
family declSlons to migrate and mvest In children's education Any such analysIs of the FamIly
Life Survey data should link expatnate to IndoneSIan researchers to maximIze the In-country
benefit of such research

Interventions:

• Better Gender-Dzsaggregated Data

In general, every opportumty should be taken to encourage the Central Bureau of
Statistics to collect and publtsh data In a gender-dlsaggregated format Two specIfic
examples of the need for greater gender-dlsaggreganon of data are noted below

The composItion of male and female workers m cnncal sub-sectors of manufactunng (the
so-called two-digit and In some cases three-dIgit ISIC), mcludmg age dlstnbutIon and
education level IS needed to shed lIght on the concentratIon of female labor In these
manufactunng mdustnes The BPS should be encouraged to tabulate thiS informatIon,
If avaIlable m SAKERNAS or Census data tapes If It IS not eaSily avaIlable, sample
surveys of firms m the most Important manufactunng sub-sectors, mcludIng the rapldly­
groWing export manufactunng mdustnes -- textiles, garments, footwear, electrOnICS, toys,
furniture, plywood, household applIances
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Obtain data on the wages of male and female workers In these labor-intensIVe
manufacturmg sub-sectors Ag31n, thIS data may eXIst 10 SAKERNAS or Census tapes,
and If so, BPS should be encouraged to compIle and publIsh It ThIS data IS necessary
for the polIcy study on the causes of wage differentlals

The BPS WIll be conductIng an Industnal Census soon (the last one was conducted 10
1986) that generates data for an extenSIve sub-sectoral breakdown The BPS should be
encouraged to disaggregate all employment and wage data collected as part of the
Industnal Census ThIS IS a data source WIth WIde usage 10 economIC analySIS and the
gender-dIsaggregatIOn WIll 10duce analysts to test a WIde vanety of gender-based
hypotheses

• Studies on the Gender Imvact ofEconomiC Polley Reform

Study to determine WhICh forms of deregulatIOn or other recent polIcy reforms have had
the greatest Impact on generating employment opportumtIes for women In the most labor­
mtensIVe and rapIdly-groWing manufactunng Industnes The IndoneSian Family Life
Survey may have data to help answer thIS questIon

Study to determine the trends In and causes of male/female wage dIfferentIals In those
sub-sectors WIth the largest numbers of female workers (e g garments, footwear,
electromcs, banking)

The analySIS of causes should mvestIgate the relatIve Importance of
male/female educatIonal dIfferences and age as well as other poSSIble
explanatory factors IdentIfied In the text as affecting the wage dIfferentIal

The analySIS of the relatIonshIp between educatIon level and wage
dIfferentIal should attempt to expl31n why the dIfferentIal IS lowest for
men and women semor secondary school graduates but 10creases slIghtly
for umversity graduates and 10creases more rapIdly as one goes down the
educatIon scale, reaching a maxImum wage dIfferential for men and
women WIth no education

Study of the response of firms 10 selected manufactunng sub-sectors to the Apnl 1995
10crease m the mimmum wage In terms of complIance, prevalence of stnkes, productIon
levels, labor/output ratIos The study should emphaSIze but not be lImIted to those sub­
sectors that employ large numbers of women ThIS WIll reqUIre a baselIne study of the
SItuatIon rnor to the Apnl ImplementatIon date as well as a follow-up study several
months later (a panel survey'»)

Study to determine the whether the labor-1Otensity of productIon vanes by scale-of­
enterpnse, and If so, WhICh SIZe categones of firms are generatmg the most new
employment opportumtles, especIally for women If scale-of-enterpnse IS shown to have
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an Impact, follow-up studIes (I) to determIne whIch polIcIes have been responsIble for
the growth of each scale of enterpnse, and the gender-specIfic employment structure of
the fastest groWIng and most labor-IntensIve slze-categones, and (11) to determIne whIch
forms of Infrastructure mvestment are most cntical to growth at each scale, especIally
those generating the largest number of new Jobs

Entry Pomt #2' bnprove the unpact of mfrastructure mvestment on women.

The provIsIon of econOmIC mfrastructure investment -- roads, ports, power and
telecommumcations -- IS critical to rapid economic growth, and an Increasmg role eXIsts for
the pnvate sector In constructing and/or operating Infrastructure faCIlIties Infrastructure
Investment WIll also play an Important role m promoting GOI regIOnal development objectIves

Intervention.

• Studies of Infrastructure's Gender Imoact

Study to determme what forms of Infrastructure are most Important to the growth of the
labor-IntensIve manufactunng sub-sectors

Study to determIne whIch INPRES regIOnal Investment programs are most benefiCIal to
the creation of female employment opportunIties m the Outer Islands INPRES programs
consIst of general grants where the local authonty has WIde dIscretIOn In determInmg how
the funds are used as well as specIfic grants whIch must be used by the local
govemmerts for the specIfied type of mvestment ThIS study should make a SpecIal
effort to determme the relative ments of the new IDT poverty alleViation program (a new
element of the INPRES program) In helpmg women as employees and/or as
entrepreneurs than the older programs

Entry Pomt #3: bnprove women's abilIty to access quality lobs.

Women's dual (and even triple) role m society lunlts women's partIcipation m the
remunerative economy because her other roles -- that ofreproduction/chtld care and communIty
servIce prOVIder -- compete WIth economIc work Because of the multiple roles, women spend
less time m remunerative work than men, especIally In theIr twenties when they are canng for
chtldren ThIS IS partIcularly true m a SOCIety lIke IndoneSia that places pnonty Importance on
woman's role In the famtly and looks askance at chIld care factlities The result IS that women
m theIr thirnes, on average, have gamed less work expenence than have men of the same age

Important features of the IndoneSIan educatIOn system mclude the followmg near unIversal
pnmary education for boys and gIrlS under 25, reduced but still SIgnIficant educatIOn dIfferentIals
at the secondary level for young men and women between 25 and 45, very marked education
dIfferentials at all levels between men over the age of 45, and an apparent mIsmatch, especIally
for women gradu'ltes, between the skills learned m secondary and ternary education and the
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slalls reqUIred by modem sector jobs

The most effective way to mtprove upward mobility of female workers IS to close the
education gap between men and women ThIS WIll mvolve a multI-pronged effort over the
long term (IndonesIa's second 25-year mdIca11ve plannIng penod) first, complete the plan to
achIeve unIversal graduatIon from pnmary school, where gIrlS stIll lag behmd boys (and poor
chIldren lag behmd the rest), second, aggressIvely pursue the objectIve of umversal secondary
educatIon, WIth the medIUm-term objectIve of reachmg UnIversal JUnIor secondary educatIon
wIthm fifteen years, thIrd, dIrect more female students mto technIcal areas of study, at the
secondary and tertIary levels, that lead to hIgher-paymg Jobs, and fourth, Improve the qUalIty
of teachers and cumculum at all levels Two tradeoffs WIll constItute the major strategIC Issue
over the plannIng penods, both the 5 and 25 year plannIng penods One tradeoff IS between
the pace of expansIOn of secondary and tertiary education and the pace of mtprovement m
the qualIty of education at all levels, especIally as both expanSIOn and qUalIty Improvement
relate to the educatIon of gIrlS The other tradeoff IS between the use of publIc funds for
education or other investments

The Importance of gIrlS' educatIon IS based on eVIdence from a varIety of sources showmg
that returns to women of a prImary and general secondary education are hIgher than for
men One study (perma and Wilson, 1989) CItes IndonesIan eVIdence to show that male/female
wage dIfferen11als are less for men and women WIth hIgher educatIOn levels than they are for
men and women WIth lower educa110n levels Some eVIdence mdIcates a reversal of wage
dIfferentIals between men and women WIth the same type of UnIVerSIty educatIon ThIs ImplIes
that a hIgher payoff eXIsts for educatIng women to the secondary and tertIary level Another
study (Behrman and Deolahkar, 1994) also show that educa110n has hIgher returns to women,
these dIfferen11al returns are greater the hIgher the level of educatIOn (through secondary), and
the dIfferentIals are hIgher s11ll when the methodology controls for common famIly and
communIty effects And a thIrd, older study (Corner, 1987) on wage dIfferen11als m urban
manufactunng argues that they are due to four factors female workers have less educatIOn, they
work shorter hours, they are younger, they are perceIved to have less commItment to work
because women usually WIthdraw (at least temporarIly) from the labor force to have and care
for chIldren, and because of havmg temporarIly WIthdrawn from the labor force, even older
female workers usually have less expenence than male workers of the same age The hIgher
average educa110n levels of those employed m the servIce sector reflect the hIgher status and
wage levels assocIated WIth employment m the modern servIces -- commerce, hotels,
government, banlang and other busmess servIces These occupatIOns seem to be pnmary targets
for women WIth a secondary educatIOn

Intervention

• Studies on Gender-Related Education Polley

Use the database generated by the Indoneszan Farmly Life Survey to mvestIgate how
economIC and SOCIal polICIes affect women as workers and as famIly decISIon-makers VlZ-
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a-vIZ 10vestments 10 the human capital of their chIldren?

Study of the costs and benefits of alternatIve educatIonal development strategIes that
emphaSize different balances between rapId expanSIOn of secondary and ternary educatIon
and an emphasIs on across-the-board Improvement 10 educatIonal qUalIty Place
partIcular Importance on the expanSIOn of educatIOnal opportumty to all grrls, the
10tensity of teacher tra1010g and teacher tramers, the pace of transform1Og the cumculum
of gIrlS' educatIon toward more techmcal courses, and the role of women as teachers,
gIven that women compnse about half of the pubhc sector teacher corps One approach
would be to assume a gIven expanSIOn path toward umversal Jumor secondary and
10creased (say 60%) semor secondary educatIon by 2010, then estImate the costs of
forego1Og Improvement 10 qUalIty (10 terms of hIgh youth unemployment, a grow1Og
behef that more educatIon may not be very useful, etc)

Conduct a benefit-cost study of 10creased 10vestment 10 (a) atta1010g umversal Jumor
secondary educatIon wIth10 15 versus 25 years, compared to (b) spend10g the extra
money It would take to do It 10 15 years 10 some alternatIve 1Ovestment, such as roads
or potable water

Use the results of the Indonesza Famzly Life Survey to analyze the causes of hIgh
unemployment rates among well educated young persons under 25 years of age Indeed,
unemployment rates are hIgher for female semor secondary graduates than any other
male/female educatIonal group1Og Amve at suggested explanatIons Hopefully, once
the causes of unemployment among young educated women (and to a lesser extent men)
are more clearly understood, pohcy recommendatIons can be developed to attenuate the
problem

• Develop speCially deszgned traznIng programs

EIther Improved DIploma programs or develop tra1010g programs proVIded by pnvate
sector tra1010g firms, WIth a focus on women, to remedy the shortage of hIghly-skIlled
personnel reflected 10 the contInu1Og 1Oflow of foreIgn workers Donor agenCIes may
have a role here

Entry Pomt #4: Promote peaceful labor relations

The GOI cont1Ou...s to 10crease the ffilmmum wage throughout IndoneSIa, to the pomt where,
smce 1991, real wage rates 10 labor-1Otensive manufactunng 10dustnes have begun to move up
10 spIte of the contInued eXIstence of conSIderable surplus labor 10 the mformal sector 10 both
urban and rural areas Smce 1991, each tIme the mimmum wage has been mcreased, a spate
of stnkes have ensued shortly after the m10Imum wage has gone 1Oto effect Growth 10 the
textIle and garment 10dustnes has dechned smce 1993, WIth anecdotal eVIdence from an
10terview With a Bandung garment firm owner 10dicatIng that one-quarter of Bandung garment
firms have left IndoneSIa over the past two years The cause of thIS worrISome trend m the
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garment mdustry IS partly due to a loss of competitIveness resultmg higher (mmnnum)
wages and the mtroductIon of health/pensIOn benefit packages The mcreasmg labor unrest
may be a related cause As noted above, the first order of busmess IS to moderate further
Increases m the mmlmum wage, so that wage rates are determmed by market clearmg processes
that depend on supply and demand for labor The second pnonty IS to reduce the
confrontatIonal, dIsruptIve nature of labor relatIOns m the labor-mtenslVe, low-wage export
manufactunng sector

Intervention:

• PrOVide technical asSIstance to bUSiness and labor groups In methods to Improve labor
relatIOns, espeCially those asSOCiated wzth the labor-intensIve. low-wage export
manufactunng Industnes

Such TA should mclude proselytIzmg the Importance to each of mimmIzmg confrontation
In the conduct of labor relations, explammg the areas of mutual mterest and teachmg
cooperative negotIation slalls ContinuatIon confrontation has the potentIal to abort
further growth of eXIstIng Industnes -- garments, textiles, footwear -- and the appearance
of new ones -- electromcs, furnIture, toys, household applIances, among others
Stagnation m the garment mdustry IS not m the mterests of female garment workers, nor
IS slower growth mother labor-mtenslve manufactunng exports

Entry Point #5: Budd on the success of the Ball experience.

Growth of the export manufactunng sector m Ball has followed a pattern that may be replIcable
In other parts of IndoneSIa, If certaIn condItIons are met The Bah model was characterIZed
by extensive mfrastructure development, m the first Instance fortUItously associated WIth the
tounst and conventIOn Industry, not manufactunng, and access to 'mformatIon caPital' made
available by the mflux, as de facto reSIdents, of a large number of foreIgners from nch
countnes, and a hIgh female labor force partICIpation rate (second only to Yogyakarta among
IndoneSIan provmces) Ball'S economIC growth IS partIcularly relevant to women because of the
hIgh female labor force partICIpatIon -- along WIth Yogyakarta, the hIghest In IndoneSIa
Important questions for POWER Include the degree to WhICh

Intervention.

• Develop a strategy to test whether the successful elements qfthe economIC boom on Ball
can be replIcated on a carefully selected Eastern Island

The first step IS to determIne what have been the pnnclpal 'lessons learned' from
the Ball growth expenence over the past 25 years LIttle baSIC research IS
necessary SyntheSIze eXIstIng research on lessons learned from the Ball
expenence, especially the four reports prepared by USAID/Jakarta's Development
StudIes Project on the BalI Model Conduct one addItIonal field tnp, If deemed
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necessary, to update the most relevant InformatIon to determIne whether any of
the reports' conclUSIOns need to be reVIsed The study should IdentIfy what are
the major Industnal actIvItIes (textiles, garments, tounsm, etc) and the sectors
where women concentrate

The second step would be to IdentIfy an Island In the Eastern Islands that best
meets the condItIons that made Ball so successful, the 'natural' condItIons eXIstIng
pnor to IntroductIon of the man-made condItIons of large-scale Infrastructure and
broademng appeal to foreIgners In one sense, the task IS to IdentIfy IndonesIa's
next tounst 'hot spots', WIth emphaSIS on the Eastern Islands, as Ball becomes
saturated

The thIrd step would be develop the plan for a pIlot project m the selected
locatIon to determme If the Ball model IS replIcable SInce USAID IS consldenng
concentratIng more of ItS resources In the Eastern Islands, thIS may be a way to
focus those resources ThIS plan should assure that women's roles In the pIlot are
carefully taken mto account



IT THE LABOR FORCE FROM A GENDER PERSPECTIVE4

In Indonesia, men and women allocate theIr time dIfferently Another way to put It IS that
SocIety places dIfferent demands on the time allocatIOn of men and women Men allocate theIr
time pnmanly to relIgIOus activIties, leIsure, and economIC work, women allocate therr time
prunarlly to reproductive tasks, commumty support and economIc work EconomIC work
conSISts of paId work and unpaId work, where the latter pnmanly conSIsts of famIly labor
Unpaid famIly labor IS especIally Important for females In thIS scheme, economIC work,
especIally unpaId famIly labor, IS assumed to be the reSIdual

Thus, less time spent on relIgIOUS actiVIties (for males), or less tune spent on reproductive or
commumty support activities (for females), means more tune avaIlable for econOIDlC work
Women spend more time on reproductive and commumty support tasks than men do on relIgIOns
actiVIties, therefore, women have less tune avaIlable for economIc work than do men ThIS
IS conSIstent WIth data on hours devoted to economIC worked by men and women, WhICh show
that 16% of male workers 10 1990 worked less than 25 hours whIle 35% of female workers dId,
although the dIfference declIned slIghtly from the 1980 Census (Mimstry of Manpower, 1993,
p 92)

1 Gender-Based DIfferences 10 the Labor Force

Based on Census data for 1980 and 1990, some 2.2 to 2.5 mIllion persons were added to the
labor force III 1990,5 yIeldmg a total 1990 labor force of 74 4 mIllIon Over 1 nulbon of

4 A Census of Populabon and Housmg (the Census) was conducted m 1961, 1971, 1980 and 1990 However,
only the 1980 and 1990 can be ngorously compared because of some methodologIcal differences These Censuses,
especially the last two, prOVIde most of the data for the analySIS of labor force data The Labor Force Survey
(SAKERNAS), conducted on a quarterly basiS, proVIdes wage as well as employment data Both prOVIde
conSIderable gender-disaggregatiOn Both the Census and the quarterly Labor Force Survey are conduced by the
Biro Pusat Statrstlk (BPS), which m EnglIsh translatiOn IS the Central Bureau of Stabsbcs No actual analySIS of
Census or SAKERNAS data has been carned out for tills study ofgender-<hfferenbated employment trends Instead,
the Census and SAKERNAS data used m tills study have been obtamed from two mam secondary sources, the
MIDlstry of Manpower's 1993 report tItled Manpower and Employment SltuatlOn En Indonesia and the ILO's 1993
report tItled A Comprehensive Women's Employment Strategy, compIled and organIzed to meet the needs of each
report's sponsormg organIzatIons

5 The estimate depends on the method used to mterpolate annual labor force figures for the years between 1980
and 1990, based on the census-detenmned figures for 1980 and 1990
Approach #1 diVides the difference lD labor force figures for 1980 and 1990 by ten, the number of lDtervenmg
years, to arnve an 'anthmetIc' estImate of average annual growth ill the nommal value of the labor force, then
assumes that tills number of new labor force partICIpants IS the number added dunng 1989-90 USlOg the first, or
'anthmebc' approach, one arnves at a 2 2 lDllhon addition to the labor force lD 1990



Tabl~qt
Indonesia s Working Age Population and Labour Force

1971 - 1990
(m millions)

1971 1980 1990

Workmg Age PopulatIOn

Male 39207 51 304 66 818

Female 41 299 53051 68461

Total 80 506 104355 135 280

Annual Growth Rate

Male 299 302

Female 278 290

Total 288 296

Labour Force

Male 26 184 35099 47 549

Female 13026 17 322 26845

Total 39 210 52421 74395

Annual Growth Rate

Male 303 355

Female 296 5 50

Total 301 4 19

Labour Force Participation
Rate

Male 668 684 71 2

Female 31 5 32 7 39 2

Total 487 502 550

Source 1971 1980 and 1990 Censuses
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these new labor force participants were women, yIeldmg a total 1990 female labor force of
26 8 mIllion, or 36% of the total From a more histoncal perspective, Table A 1 presents
Census data mdicatmg that the overall female labor force partICIpation rate mcreased only
sllghtly dunng the 1970s, but mcreased more dramancally dunng the 1980s6

, exceedmg 39%
m 1990 ThIS compared to a male labor force partICIpatiOn rate of 71 % Table A 1 also shows
that the total workIng age population grew by 29.6% over the mtercensal period,
slgmficantly faster than the 21.5% mcrease 10 total population over the same ten year
period Even though populatIOn growth has slowed, the momentum of faster population growth
dunng the 1960s and 1970s IS still bemg earned over mto the workmg age population In
addItion, Table A 1 shows that the total labor force grew by 41 9% over the mtercensal
period, srgmficantly faster than the working age population and almost tWice as fast as the
total populatIOn ThIS even faster growth of the labor force was due to the mcrease m labor
force partICIpatIOn rates of both men and women, but especIally women

Combmed WIth data from the Nanonal Labor Survey (SAKERNAS), whIch mdicate a slight
decline m the female labor force partICIpation rate between 1987-91, the ImplIcation IS that the
entire mcrease m female labor force partIcIpation during 1980-90 occurred prior to 1987,
that IS, dunng the receSSIOn of the mId-1980s How to mterpret these two data sources? FIrst,
the SAKERNAS data IS more mternally conSIstent because SAKERNAS uses professIOnal
enumerators Second, the 'real' mcrease m female labor force partICIpation dunng the 1980s,
after takmg mto account the broader coverage of female famIly workers m 1990, may have
reflected a 'copmg mechanIsm' m response to economIC hardshIp caused by the mId-1980s
receSSIOn What seems clear IS that thIS 1980s mcrease m female participation was not a
response to mcreased demand for Jobs created by rapid economIc growth, smce growth dId
not accelerate until the end of the decade, m response to the acceleratIOn of deregulatory pollcy
reforms m 1989

With respect to age, female labor force participation follows an mverted U shape, With
participation rates low for younger and older women and hIgh for middle-aged women,
reachmg a maxImum of 55% for those aged 45-59, as shown In Table A 2 and Illustrated m
FIgure A 1 Companng 1980 to 1990, age-specIfic female labor force partICIpation rates were
slIghtly lower only for 10-14 year old gIrlS, reflecting the fact that more gIrlS m thIS age group

Approach #2 estnnates the average annual compounded (or geometnc) growth rate of the labor force dunng the ten­
year penod, uses that estimated average growth rate to project what the 1989 nommal value of the labor force would
have been, then takes the difference between the census-determmed labor force figure for 1990 and the projected
figure for 1989 Usmg the second, or 'geometnc' approach, one amves at 25 mIllIon The same two approaches
can be used to estimate the addItion to the female labor force 10 1990 The truth probably lIes somewhere 10
between, but perhaps closer to the latter

6 The dramatic mcrease 10 female labor force partICIpation between 1980 and 1990 IS partly a real phenomenon
and partly the result of an Improvement 10 the enumeration of unpaId female famIly workers m 1990 If the 1980
Census had achieved the same coverage of unpaId famIly workers as did the 1990 Census, the 1980 female labor
force partICIpatIOn rate would have been higher than the 32 7 % offiCIally recorded, and the measured 10crease m
female labor force partICIpation would have been lower than the 10crease Imphed by eXlstmg offiCial Census data
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Figure A 1
Female Labor Force PartIcIpatIon by Age Group
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Figure A 2
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Indonesia ParticIpatIOn Rates and Changes In Economically Active PopulatIOn

by Age and Gender 1980 and 1990

Age 1980 1990 Percent

Group Number PartIcIpation Number PartIcIpatIon Change
Rate Rate 1980-1990

MALES

10-14 1 180921 129 1 362060 123 153

15-19 3 581 193 477 4581 176 480 279

20-24 4749416 794 6090091 795 282

25-29 5 183,654 924 6,958772 942 342

30-34 3 824921 95 1 6430,233 978 68 1

35-39 4006347 956 5706352 98 1 424

40-44 3,464800 95 1 3,871 389 977 11 7

45-49 2833,576 94 1 3,624440 970 279

50-54 2447 283 900 3104,928 94 1 269

55-59 1,455 706 846 2,096,753 895 440

60-64 1 196700 767 1,819585 801 52 1

65+ 1 169,529 534 ',902715 592 627

Total 35094046 684 47 548494 71 2 355

FEMALES

10-14 805 596 95 955 244 92 186

15-19 2430329 31 3 3 156093 337 299

20-24 2398774 342 3,716232 438 549

25-29 2068010 36 1 3795643 466 835

30-34 1,636430 395 3,217839 486 966

35-39 1 861 488 427 2833942 52 1 522

4044 1 735 524 460 2160719 535 245

45-49 1 468808 468 2 141 307 55 1 458

50-54 1 193 999 443 1 773762 522 486
'"5559 681 884 408 1 242354 484 822

60-64 549 830 329 933 194 402 697

65 + 490401 190 919 919 245 876

Total 17321 073 327 26846248 392 550

Source 1980 and 1990 Censuses
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were attend10g school 10 1990 In spIte of the 1Ocreas1Og school attendance of older teenage
gIrlS, theIr labor force partIcIpatIOn rates 10creased slIghtly An 1Ocreas1Og average mamage age
for young women would help explam the 10crease 10 labor force partIcIpatIOn for the 15-19 age
group, because It puts off child-beanng ThIS IS relevant because women tend to temporanly
wIthdraw from the labor force when they have chIldren under the age of five7 For all women
aged 20 and above, partIcIpatIOn rates were sIgmficantly hIgher 10 1990 than 10 1980 The
pattern of partIcIpation for men follows a sImIlar 10verted U shape, but whereas partICIpation
rates mcreased for males 25 years old and older, they dId not mcrease for 15-24 year old males,
reflecting the fact that boys were receIvmg more secondary and tertIary educatIOn than
preVIously

WIth respect to educatIonal attamment, female labor force partIcIpatIon follows a standard
U-shape, with the lowest partIcIpatIon for JUnIor secondary graduates (PemIa & WIlson,
1989, p 32) FIgure A 2 Illustrates the U-shape POSSIble explanatIOns for thIS U shape mclude
the followmg

women WIth no or lIttle educatIOn are poor and are forced to work to supplement
meager famIly 1Ocomes, or are, themselves, heads of poor households,

women attammg JUnIor secondary educatIOn get Just enough educatIOn to marry
well, WIth less pressmg economic needs to push them mto the labor force, yet are
faced WIth more 10tense SOCIal pressures to remam 10 the home,

women who obtam a secondary education, and even more so those who obtam a
umversity educatIon or advanced diploma, have access to hIgher-quality Jobs 10

the servIce sector, WhIch offer hIgher salanes and SOCial status

And finally, female labor force partICIpatIOn IS hIgher from households WIth mortgages to repay
It may be that women WIth a secondary and tertIary education are more hkely to have purchased
a home, especially the 1Ocreas1Og numbers of well-educated female profeSSIOnals

WIth respect to the urban/rural breakdown, female labor force partIcIpation rates are much
hIgher in rural than in urban areas -- 41 % compared to 28 % 10 1985 -- WIth rural rates
hIgher for all educatIon levels except unIversIty graduates (PemIa & WIlson, 1989, p 32)
Urban labor force partICIpation rates are, however, more rehable than rural rates because of the
greater uncertamty 10 determ1010g whether rural women are 10 the labor force EVIdence for thiS
relates to the problem of mamtammg a consistent treatment of unpaid family workers from one
Census to the next, and famIly workers are mostly rural (see footnote on page 2 of thIS sectIon
for an explanation)

Female labor partICIpation also vanes WIdely among the regIOns, as shown 10 Table A 3

7 interview With Dlah Wl(lartl, Research Department of Mmlstry of Manpower)
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IndonesIa Labour Force Participation Rates for Regions

1980 and 1990

PROVINCE/ISLAND MALES FEMALES

1980 1990 Change 1980 1990 Change

Java 692 72 1 +29 332 392 +60

Jakarta 627 656 +29 226 306 +80

West Java 667 706 +39 247 30 1 +54

Central Java 71 1 735 +24 397 456 +59

Yogyakarta 672 700 +28 51 0 597 +87

East Java 717 746 +29 356 43 1 + 75

Sumatra 677 686 +09 330 392 +62

Kalimantan 694 726 +32 372 41 4 +42

Sulewesl 650 688 +38 21 0 292 +82

Other Islands 657 71 2 +55 355 476 + 12 1

TOTAL 684 71 2 +28 327 392 +65

Source 1980 and 1990 Censuses
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Central Java and Other Islands (other than Java, Sumatra, KalImantan, or SulaweSI) have the
hIghest female partIcIpatIOn rates, whIch approach 50%, Sulawesi and West Java, mcludmg
Jakarta (because It IS entirely urban) have the lowest female participation rates, at around
30% At the provmcIal level, Bah, East Nusa Tenggara and Yogyakarta have the highest
female participation rates, at around 60% (MInIStry of Manpower, 1993, p 148) Not only
do the Other Islands have the hIghest female partICIpatIOn rate among the regIons, they also
expenenced the hIghest mtercensal mcrease m partICIpatIon rates for both men and women
(MInIStry of Manpower, 1993, p 146)

2 Gender-Based DIfferences m Sectors

a Formal/Informal Sector Breakdown8

• Ove11'zew

It can be shown from Table A 4 that, for the economy as a whole, formal sector employment
grew by 76% dunng the mtercensal penod 1980-90, compared to 29% for mformal sector
employment Despite the more rapid growth of formal sector emplOYment, the mformal
sector still employed over 63% of the total Indonesian labor force m 1990, WIth 60% of male
workers and 68% of female workers defined as havmg mformal work status The vast ma]onty
of agncultural employment IS mformal m nature, WIth Table A 5 showmg a steady 83% of
agricultural workers considered mformal in both 1980 and 1990 For the non-agncultural
sectors, however (except for transport), formal sector employment has been growmg much faster
than mformal sector employment By 1990 44% of non-agricultural emplOYment was
mformal

• Female Formal/Informal Sector Employment

Female employment grew faster than male employment dunng 1980-90, m both the formal and
mformal sectors and among famIly workers Therefore, as FIgure A 3 illustrates, the female
share of total, formal and mformal employment rose over the mtercensal penod, and withm the
latter, the female share of famIly workers also grew Female mformal sector workers
mcreased by 42% durmg the mtercensal period, but 75% of that mcrease was due to an
80% mcrease in unpaid female family workers (from Table A 4) AnalySIS of employment
m the formal and mformal sectors sheds further lIght on the problem of data conSIstency 9

8 Formal sector employment IS defined to COnsiSt of employers and employees Informal sector employment
IS defined to consist of the self employed, the self employed asSiSted by temporary help, and (unpaid) famtly
workers

9 Data on formallmformal sector labor does not, stoctly speakmg, represent labor force participation Rather,
It excludes the openly unemployed Open unemployment IS pnmanly an urban phenomenon, With urban
unemployment rates three times rural rates (Mwstry ofManpower, 1993, p 89) The dlstmctIon between a formal
sector employer and an mformal sector self-employed IS often blurred, as IS the dlstmctIon between mformal
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Indonesia Change In Formal and Informal Sector Employment

by Gender 1980 and 1990

Number Percent Growth

1980 1990 19801990

Male Female Male Female Male Female

Self Employed 9 666 373 3617 067 9827313 4318187 1 66 1938

Self Employed 9222 508 3884370 12915026 4440680 4004 1432
assisted by
temporary help

Family Worker 4077 154 4909752 5024951 8835740 2325 7996

TOTAL INFORMAL 22966035 12411 189 27767290 17594607 2091 41 76

Percent 666 743 601 682

Employer 723239 180693 828795 243636 1459 3483

Employee 10284974 3803508 17380457 7 650845 6899 101 15

TOTAL FORMAL 11 088 213 3984210 18209252 7894481 6542 98 14

Percent 334 257 399 31 8

TOTAL 34486029 16705483 46 194862 25788 997 3395 5437

Source 1980 and 1990 Censuses
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CalculatIons based on SAKERNAS data (reproduced In ILO, 1993, Table 3 12) reveal that over
90% of unpaid female family workers bve m rural areas Although the SAKERNAS estImate
of family workers IS much higher than the Census estImate, It nevertheless Imphes that, to the
extent Improved enumeratIon techmques are responsible for the mtercensal mcrease m unpatd
female family workers, thiS was matnly a rural phenomenon, mostly m agnculture and
secondanly m trade A much smaller portIOn of the mcrease IS attnbutable to better coverage
of unpatd female f'amlly workers m urban areas, matnly mformal urban trade

The number of female formal sector employees doubled durmg the mtercensal penod 1980­
90 -- from 3 8 mIlbon to 7.6 ml1bon -- yet shll number considerably less than the 8 8 mllbon
female faml1y workers Female partiCIpatIOn m formal sector actIVItIes mcreased most rapIdly
In manufactunng and trade, although other servIces, whIch mcludes the CIVIl service, stIll
accounted for over one-third of formal sector female labor force partICIpants The share of
females m formal trade nearly doubled and that m formal finance more than doubled (although
the latter IS stIll small, at 1 7% of total female formal sector workers) Although many of these
female formal sector employees may earn low wages, these low wages are probably preferable
to the paternalistIc practIce of bemg patd 'm kmd', as IS the case WIth family workers Figure
A 4 Illustrates how the dIstnbutIon of male and female employment between formal sector
employment and the three types of mformal sector employment changed dunng 1980-90

• Regwnal Differences m Formal/Informal Employment

Jakarta was the only regIOn With more formal sector workers (over two-thirds) than
mformal, yet Jakarta was also the only regIOn where mformal sector employment mcreased Its
share of total regIOnal employment dunng 1980-90 (MInIStry of Manpower, 1993, 160) West
Java expenenced a dramatIc mcrease m the number of formal sector employees, as rapId formal
sector Job creatIon spilled over from Jakarta mto the surroundmg metropolItan area and other
West Javan secondary CItIes West Java will become the second regIOn where formal sector
employment exceeds Informal before the end of thIS decade SulaweSI, Sumatra and some
of the other Outer Islands had the highest share of employment m the mformal sectors (over
72 %) Unfortunately, no gender-breakdown of formal/mformal employment eXists at the
regIOnal level

• Educatwn and Formal/Informal Employment

As one would expect, better educated mdlvlduals tend to work m the formal, rather than

temporary help and formal employees, but the malO difficulty relates to the Identification of unpaid famtly workers,
specifically, to the ablhty of Census enumerators to ma1Ota1O a consl!>tent methodology 10 perfornnng this
IdentificatiOn As noted 10 an earher footnote, coverage for unpaid famtly workers was slgmficantly Improved 10

the 1990 Census, whereas the profeSSiOnal enumerators who conduct the annual NatiOnal Labor Force Survey
(SAKERNAS) have mamtamed a more consistent approach smce resummg annual surveys 10 1987 Nevertheless,
10 SPite of the methodological problems With the overall approach, It prOVides a good first approximation of formal
and mformal sector employment



TABLE 53

Sources

La.h\.e. R 5"'
Indonesia ProportIOn of Employment In Particular S~tors

Which IS Informal, 1980 and 1990

Central Bureau of StatIstIcs 1980 and 1990 Censuses of Indonesia

Percent m Informal Sector
Industry Sector

Agnculture
MImng
Manufactunng
Electnclty
ConsUllcuon
Trade
Transport
Bank and Fmance
Other ServIces

Total

1980

8231
5762
4523
2121
3280
8873
4321
10 05
3417

6911

1990

8308
1261
2874
1047
2593
8508
4871

366
2054

6339
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the mformal, sector (MInIstry of Manpower, 1993, p 106) the 1990 Census showed that less
than a quarter of those wIth no schoolIng were employed in the formal sector, whereas 72% of
secondary school graduates were formal sector employees, as were 87% of those wIth ternary
educanon The World Bank (1990, p 16) notes that laborers expenence a lower mCIdence of
poverty than the self-employed, Imply10g that laborers (formal sector employees) are, on
average, better-off than (1Oformal sector) self-employed workers ThIS IS based on data for both
sexes taken together But excepnons can be found, For example, curb-sIde 'hawkers' sell10g
a WIde vanety of SImple fare are esnmated to earn approxImately 15% more than manufactunng
sector producnon workers 10 In SpIte of the excepnons, a reasonable conclusIon to draw IS that
POlICIes that promote the rapid growth of wage labor, those that draw workers out of self­
employed status mthe mformal sector (and certamly out of unpaid famIly worker status)
wIll reduce poverty It IS also reasonable to assume that rapId growth of female wage labor WIll
reduce poverty among women In the same way

• The Concept of 'Earnzng Workers'

Pemia and WIlson (1989) pay SpecIal attennon to what they call 'earnIng workers', defined as
employed workers less (unpaid) famIly workers 11 They argue that the concept of 'earn1Og
workers' presents a better pIcture of IndonesIa's labor market condItIOns than does labor
partICIpatIOn Pamcipanon rates as 'earnmg workers' for males reached 60% m 1976 and have
remaIned stable SInce, both dunng the boom penod through 1981 and the 1982-86 receSSIOn
(pemta and WIlson, 1989, p 26) For females, participation rates as 'earning workers'
contInued to increase slIghtly from 1976 to 1982, then remaIned stable at nearly 22%
through 1986, as 10creasmg numbers of female labor force partICIpants moved mto unpaid work
Thus, the dechne 10 partICIpation rates for those aged 10-19 means that partICIpatIOn rates for
20-59 year olds Increased more, between 1982 and 1986, than the global figures IndIcate The
1990 Census updated thIS data, mdicatmg that partICIpatIOn as 'eammg workers' remained faIrly
stable through 1990

To the extent that female workers are supplementary earners, their labor market behaVIor
IS especially sensItive to economic condItIons RapId economIC growth sIgmficantly mcreases
the number of female wage earners, at the expense of faml1y workers, and VIce versa The
mcreas10g numbers of female famIly workers dunng 1983-86, even as female "eammg workers"
remained constant, reflects the receSSIOn The boom years from 1989 onward should have
WItnessed a reversal of thIS trend Indeed, the number of famIly workers dId declIne between
1987 and 1990, then remaIned constant through 1992 (annual SAKERNAS studIes, as
reproduced m Mimstry of Manpower, 1993, pp 57-58)

10 From an mtervlew with staff of the USAID-funded Development Studies Program

II Famdy workers do not go unpaid m the stnct sense -- they no doubt receive room and board -- but because
of this 'm kmd' form of remuneration, famdy workers should not be conMdered as fully mtegrated members of the
labor force Approxuoately 80 % of famdy workers are employed m agnculture and a disproportIOnately large share
of all famtly workers are women
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TABLE 3A+""
Indonesia DlstnbutlOn of Employed Persons

Accordmg to 1961 1971 1980 and 1990 Censuses

Mates Females

Industry 1961 1971 1980 1990 1961 1971 1980 1990

Absolute Numbers ( OOOl

Agriculture 17649 17 391 19671 23311 6331 8429 9 081 12690

Mining 78 86 326 596 11 6 60 147

Manufacturang 1 226 1 597 2652 4838 722 1 511 2116 3666

Construction 570 749 1 616 2802 22 10 40 75

Trade 1 534 2402 3492 5460 704 1 902 3225 6314

Transport 677 926 1 448 2652 25 19 22 44

Services 2071 3033 5 170 6531 1 069 1 149 2274 3855

TOTAL 23805 26 184 34375 46296 8884 13026 16818 25791

Percentage Dlstnbutlon

Agnculture 742 664 572 505 71 2 647 540 492

Mining 03 03 1 a 1 3 o 1 04 06

Manufacturing 52 6 1 77 105 8 1 11 6 126 142

Construction 24 29 47 6 1 02 o 1 01 03

Trade 64 9 2 102 118 7 9 146 192 206

Transport 28 35 42 57 03 o 1 01 02

Services 87 116 150 142 122 88 135 149

TOTAL 1000 1000 1000 1000 1000 1000 1000 1000

Intercensal Change Average Annual Percentage

Males Females

1961 1971 1980 1961 1971 1980
1971 1980 1990 1971 1980 1990

Agrrculture o 1 1 4 1 8 29 08 40

Mlnang 1 0 160 83 · · 145

Manufacturing 26 58 8 2 7 7 34 73

Construction 27 89 74 · · 88

Trade 45 42 56 104 60 65

Transport 3 1 5 1 83 · · 100

Services 38 6 1 26 07 7 9 70

TOTAL 1 0 3 1 35 39 29 53

Source Population Censuses

F'"{'lO'I"<"' ILO.) lqq3) [tt'o\e... 3 J./
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b Sectoral Breakdown of Employment

Table A 6 presents Census data Illustratmg the histoncal evolutIon of the sectoral breakdown of
male and female employment The most pronounced long-term trend, however, IS the
continumg dechne m the share of agricultural employment, from almost three-quarters of
total employment m 1961 to half of total employment by 1990 ThIS declIne has been
dramatIc for both men and women, but slIghtly faster for men

Even though agnculture's share of total employment declIned markedly between the 1961 and
1990 Censuses, the absolute number of those employed m agnculture contInued to mcrease
SAKERNAS data through 1993, however, mdicate that the absolute number of Indonesians
employed m agriculture peaked m 1990-92, at 42 mIllIon, then declmed to 40 mIllIon m 1993
FIgure A 5 Illustrates how each major sector contnbuted to growth m total employment dunng
1989-93, compared to Its share of total employment m 1990 As can be seen, agnculture IS no
longer absorbmg addItional labor Gender-disaggregated SAKERNAS data for 1987-91, as
shown In Table A 7, mdicate that the absolute number of females employed m agnculture grew
by less than 1% d..mng 1987-91, compared to 6% for males WIth the absolute number female
agncultural workers slowmg faster than the number of male agncultural workers, It IS lIkely that
female agncultural employment has also peaked

In contrast to the contmumg declme m agriculture's share of total employment, all other
sectors mcreased their share durmg 1980-90 The penod begms m 1980, at the heIght of the
011 boom, and ends Just as the non-oIl export boom IS taking off, after passmg through an
Intervenmg penod of recessIon It IS thIS combmatIOn of boom, bust and boom that transformed
the structure of employment FIgure A 6 Illustrates that transformatIon m the sectoral
dIstnbutIon of male and female employment FIgure A 7 Illustrates the mcrease m female
employment by sector from a slIghtly dIfferent angle -- the change In the female share of sectoral
employment 12

Transport and constructIOn By 1990 the share of transport and construction employment
Increased to 7 7 %, but these are sectors where IllSlgnificant numbers of women are
employed

Manufactunng Census data show that male employment In manufactunng grew faster than
female employment over the mtercensal penod ThIS anomaly IS explained m greater detail

12 Nme major mdustnal sectors are Identified m the Indonesian Census data, plus an Others category Some
mvolve relatively homogenous actiVIties, such as agnculture, forestry, huntmg and fishmg -- agriculture for short,
mtmng, petroleum and quarrymg -- IDlmng for short, manufactUring, constructIOn, and transport, storage and
commumcatlon -- transport for short The three remammg sectors are more complex m composition wholesale
and retaIl trade, restaurants and hotels - trade for short, financmg, msurance, real estate and busmess serviceS -­
finance and busmess services for short, and so-called 'pubhc services,' whtch mcludes government, personal
services and housemaids -- public services for short The tenn Services often groups finance and busmess services
with publIc services, and on occasIOn may even mcJude transport and trade
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FIgure A 6
Sectoral Dlstnbutlon of Employment
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below m the sectIon devoted to manufactunng But SAKERNAS data for 1987-91 mdicate that
thIs trend has, mdeed, been reversed, female employment m manufactunng seems to have
mcreased faster than male manufactunng employment durmg the early years of the recent
non-oIl export b<Jom

Trade By 1990, the share of female employment m trade, mcludmg restaurants and hotels as
well as petty trade, exceeded 20% natIonwIde, and exceeded 37% m urban areas (m 1991)
Total trade sector employment was about evenly dIvIded between urban and rural areas m 1991,
WIth slIghtly more women workmg m rural than urban trade and the reverse true for men
Whether urban or rural, the trade sector IS dommated by mformal sector employment relatIons
to a slIghtly greater degree than agnculture, WIth 85% of trade employment defined as mformal

ServIces The share of servIce sector employment (whIch mcludes such actIVItIes as government
and commercIal and personal servIces) rose to over 14% by 1990 Female service sector
workers mcreased faster than male servIce workers, mcreasmg their share of services sector
employment from 31 % to 38% And servIce sector employment became mcreasmgly
formalIzed, WIth more women entenng the government, poSSIbly also commerCial servIces, and
accordmg to the ILO's Comprehensive Women's Employment Strategy (1993, p 33), "a
correspondmg declIne m personal servIces housemaids" over the penod

Other sectors Fmance and busmess servIces, a sub-sector of servIces, employs small numbers
of people, accountmg for less than 1% of total employment m 1990, but ItS growth has been
dramatIC over th~ mtercensal penod So was the growth of mmmg employment, whIch
accounted for 1% of total employment Both sectors have WItnessed extremely rapId growth of
female employment And the degree of formalization IS high m both sectors: 96% m finance
and busmess services and 87% m mmmg Therefore, the qUalIty of employment m these
sectors may also be hIgh

In summary, female non-agncultural employment has been strongest m trade (along WIth
agnculture the sectors most dommated by mformal work status) Although to a smaller extent
m servIces and manufactunng, female employment growth has also been strong In those sectors
Most servIces and manufacturmg, along WIth mmmg, finance and perhaps tourISm, prOVide
women WIth the best opportumtIes for Improvmg the quality of Jobs they get By
companson, growth of male employment has been more evenly dIstnbuted across the dIfferent
sectors of the economy

c Manufactunng Sector Employment

The manufacturmg sector has been the driving force for Indonesia's recent non-Oil export
boom Anecdotal eVidence as well as data from some micro studies mdlcate that female
workers constitute a large share of these (labor-mtensive) export manufacturmg industries
m Indonesia ThIS IS SImIlar to the role women played m export manufactunng m the
development of NICs such as Taiwan, Korea, MalaySia and Thatland Therefore, the
manufactunng sector WIll be treated m greater detail
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Manufactunng activity IS heavIly concentrated on Java, with nearly 77% of manufactunng
employment located there 10 1990 (Mmlstry of Manpower, p 78) Rapid growth of (large-scale)
wood-based mdustnes 10 the Outer Islands dunng the 1980s (especIally Sumatra and KalImantan)
meant that concentranon of all other manufactunng sub-sectors 10 Java 10 1980 may have been
even greater than 75 % Smce 1990, the concentranon of rapidly growmg labor-mtenslve export
manufactunng mdustnes on Java, especIally 10 the Greater Jakarta metro area, Imply that the
overall concentrauon of manufactunng employment on Java has mcreased And withm Java,
geographIcal concentrauon 10 Jakarta and surroundmg areas of West Java mtensified dunng
1980-90

As shown 10 Table A 7, urban manufactunng employment IS growmg fast Nevertheless, as of
1991 more than half of manufactunng employment was snll located 10 rural areas 13 Male
manufactunng workers are evenly divided between rural and urban Although female
manufactunng workers are relatively more concentrated In rural areas, the rural biaS of
female manufactunng employment has narrowed markedly smce 1987 Female manufacturIng
employment In urban areas more than doubled durIng the four-year penod 1987-91, while
male manufactunng employment mcreased by 60% This compares to relanvely equal growth
rates of total female and male urban employment over the same penod (36% vs 32 6%) The
rapid growth of female manufactunng employment 10 urban areas has probably connnued
through the early 1990s because It IS assumed that the great maJonty of non-OIl export firms
have located 10 urban areas

ManufacturIng employment mcreased faster In large- and medIUm-sIZed firms durIng the
mtercensal penod than In small enterprISes (117% to 63%), especially off-Java where the
wood products mdustry was boommg (Mmlstry of Manpower, 1993, p 78) Whereas 86% of
employment 10 large- and medIUm-Size manufactunng was concentrated 10 Java m 1980, Java's
share fell to 76% by 1990 And as one would expect, employment 10 large and medIum-sIZed
manufactunng frrms IS concentrated m and around urban areas, With 72% m the major
clues and surroundmg dlstncts (Jones and Manmng, p 392) In spite of thiS rapid growth m
the large- and medIUm-Size firms, smaller firms and cottage mdustnes sUll employed 60% of
total manufacturmg employment In 1990, a result consistent With rural biaS of manufactunng
employment

It IS Important to note, however, that the rapid growth of large- and medIUm-Sized manufactunng
firms (the modem manufactunng sector) has not translated mto as rapid growth In overall
manufactunng employment because the growth of modern manufacturIng often dISplaces
cottage (mfonnal) manufacturIng enterprISes that compete m the same or slffillar products,
such as textIles Jones & MannIng (1992, p. 391) hypothesIZe that many of the smaller
manufactunng firms, and all of the cottage mdustnes, are mformal and located 10 rural areas,
and that female unpaid famIly workers constitute a large share of theIr dISplaced
employment, for example, the female-dommated cottage mdustnes of Central Java and

13 Rural, as used by the Central Bureau of Statistics, mcludes pen-urban areas, much of what IS registered as
rural manufactunng employment locates ill these and other rural areas where the electnclty gnd has been extended
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IndonesIa Growth of Employed Persons oy Industry In Urban
and Rural Areas, 1987-1991

Central Bureau of StatistIcs 1987 dod 1991 NatIonal Labour Force Survey

Male

1987

Number Percent

1991

Number Percent

Percent
Increase
1987-91

Urban
Agnculture
Manufactunng
Trade
ServIceS
Other
Not Stated

927370
1416702
2284735
4002674
1255 165

933

94
143
23 1
405
127

1.559361
2258603
3032853
4907615
1 354.546

o

11 9
172
231
374
103
00

68 I
594
327
226
79

Tot3l

Rural
AgncuIture
Manufactunng
Trade
ServIceS
Other
Not Stated

9887.579 1000

22256080 683
1767489 54
2697868 83
4199017 129
1 671 763 5 1

522

13 112978 100 0

23 732 082 69 6
2 152062 63
2.595301 76
3974210 11 6
1662439 49

o 00

326

66
218
-3 8
-54
-D6

Total 32592739 1000 34 116094

Female

100 0 47

1987

Number Percent

1991

Number Percent

Percent
Increase
1987-91

Urban
Agnculture
Manufactunng
Trade
ServIceS
Other
Not Stated

407600
675,473

2147,705
1603444

343.528
782

79
130
415
310
66

674699
1413 093
2646.885
2215616

90,229
o

96
201
376
315

13
00

65.5
1092
232
382

-737

Total

Rural
Agnculture
Manufactunng
Trade
ServIceS
Other
Not Stated

5 178.532 100 0

15 131039 665
1958790 86
3330881 146
1394642 61

927,627 41
614

7040.522 100 0

15,239649 68 8
2 122592 96
3155616 142
1442113 65

193615 09
o 00

360

07
84

-5 3
34

-791

Total 22743.593 1000 22 153.585 1000 -2 6
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Yogyakarta FamIly workers account for 40% of mformal sector manufactunng employment
(Mmlstry of Manpower, 1993, p 100), and mformal sector manufactunng IS probably a rural
phenomenon Extendmg the hypothesIS one step further, If the female famIly labor dISplaced
from cottage manufacturmg returns to the agricultural and trade sectors, It would help
explam why female employment mcreased so much faster than male employment m the
agnculture and trade sectors dunng 1980-90, and why agnculture and trade absorbed the 110n's
share of fanllly workers dunng the same penod (MInIStry of Manpower, 1993, p 100)

Table A 5 shows that manufacturmg employment became much more formal over the period
1980-90 WIthIn the formal manufactunng sector, the number of employers declIned whIle the
number of employees nearly tnpled (MInIStry of Manpower, 1993, p 100) Both these trends
are conSIstent With the IncreasIng urban nature of manufactunng employment and the IncreasIng
share of manufactunng employment In large and medIUm-SIzed fIrms Table A 8 shows that
female employment m the formal manufactunng sector mcreased faster than male
employment, whereas female employment in mformal sector manufactunng grew slower
than male employment in mformal sector manufacturmg ThiS helps explam the apparent
InCOnSIstency between an overall declIne In the female share of manufactunng employment
dunng 1980-90 and an mcrease m the female share of formal sector manufactunng employment,
WIth growth of female employment m non-OIl export manufactunng fIrms bemg an example of
the latter It also JIbes With the displacement theory highlIghted m the paragraph above, If most
of those displaced workers In cottage manufactunng were females

d Employment m the Trade and Service Sectors

Trade and servIces are even more unportant employers of IndonesIan women Dunng the
1970s and 1980s, trade and services absorbed the hon's share of the Increase m the female non­
agnculturallabor force Table A 6 shows that trade absorbed 40% and services 31 % Although
most of the trade sector employment conSIsts of low-productIVity actIVItIes, thIS IS less so for
service sector employment, and the latter IS 'modernlzmg' faster than the former But even the
trade sector shows SIgns of modernizatIon, WIth the boom m tounsm (hotels and restaurants) and
urban shoppmg centers

The moderruzmg service sector has particular unportance for women m urban areas
Bankmg employment, although small, grew rapidly over the penod, and female employment m
bankIng grew even faster, real estate and msurance, along WIth other busmess servIces, also
seem to be growth sectors for women, whereas maId servants are declmmg m Importance Jones
and MannIng (1992, p 395) note that m rural areas, the service sector concentrates most of
the better-educated workers, most of them government workers ThIS reflects large GOl
IOvestments 10 educatIon and rural health faclhtIes

Government IS an Important segment of the modem servIce sector The CIvIl servIce accounted
for 5% of the natIonal labor force 10 1990 (nearly 4 millIon workers), WIth more than one-thud
women at the Central Government level, most of them teachers, but only one-sIXth women at
the provmclal and local level (MIOIStry of Manpower, 1993, pp 38 & 79) ThIS ImplIes that
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Workers by Industry and Sex 1980 and 1990

r-

INDUSTRY 1980 1990

SECTOR FORMAL INFORMAL FORMAL INFORMAL

Male Female Male Female Male Female Male Female
Agflculture 2810 3886 69 51 5734 2258 2370 6803 5973
MlOlOg 1 14 032 072 039 288 1 26 o 19 021
Manufactuflng 14 15 1937 405 840 1958 2884 388 727
Electricity 053 o 16 006 003 062 o 13 005 001
ConstructIOn 909 081 2 18 013 11 18 078 261 005
Trade 463 3 61 1269 2378 5 91 631 15 51 2658
Tansport 722 044 273 005 1 79 047 464 003
Bank & 1 58 078 008 003 2 11 1 66 006 002
Finance

Other ServIces 3261 3453 708 833 2683 3555 424 463

10000 10000
TOTAL 10000 10000 10000 10000 10000 10000

Source 1980 and 1990 Censuses
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decentralIzatIOn of governmental functlOns, responsIbIlItIes and employment may not be such a
good th10g for women as government employees But fIscal restraint smce the 01.1 price
decbnes of the early 1980s have markedly slowed growth III the clvl1 service ThIS helps
explam why the servIce sector was unable to playas dynamIc role 10 provId1Og employment for
the better-educated dunng the 1980s as It dId dunng the 1970s when government 011 revenues
were plentiful

3 Gender-Based DIfferences 10 OccupatIons

a OccupatlOnal Breakdown of Employmentt4

FIgure A 8 Illustrates the change 10 the occupatlOnal breakdown of male and female employment
dunng the mtercensal penod 1980-90 Half of IndonesIan workers, both men and women, are
farmers -- no surpnse gIven the sectoral breakdown hIghlIghted above Turmng to non-farm
occupatlOns, men are heaVIly concentrated 10 production and women 10 sales and servIces But
the apparent concentratIon of male workers 10 the productIon occupatIon, maskes a dIverstIty that
IS not present among the smaller share of female productIon workers, to WhIt, that male
productIon workers conSIst not only of manufactunng productIon workers large numbers of
construtlOn laborers and transporttIon workers Female productlOn workers, on the other hand,
conSIst almost entIrely of manufactunng productIon workers Thus, men are more broadly
represented across all occupations, women tend to concentrate m sales and (manufacturmg)
production The occupatlOn WIth the hIghest qUalIty Jobs IS probably the
professlOnal/admInIstratIve/clencal category WIthm that category, a large share of employed
females (4 5%) work as professlOnals compared to 3% of employed males, WIth the great
majonty of profeSSIOnals of both sexes bemg teachers Men, 10 contrast, predommate 10 clencal
and related fields (6% of employed males vs 3% of employed females) AdmImstratIve ann
managenal personnel are small 10 number -- less than 0 2% of total employment

Beyond thIS SImple occupatIOnal breakdown, It IS 10terestIng to observe how occupatIons cross
WIth 10dustnal categones Table A 9 presents the detaIled cross tabulatIon of occupatIOns and
10dustrIal sectors15 10 IndoneSIa The hIghlIghts mclude the followmg

The sales occupatIon IS essentIally eqUIvalent to the trade 10dustry (mdustry #6),
WIth the 1OtersectIon compnsmg over 95 % of both categones

14 The indonesian Census of PopulatIOn and Housmg Identifies seven occupational groups, plus an Others
They are defined as follows profesSIOnal, techmca1 and related workers -- profe5Slonals for short, adnurustratIve
and managenal workers -- ammmstratIve for short, c1encal and related workers -- clencal for short, sales
workers, service workers (an extremely vague tenn) , agnculture, aOlmal husbandry and forestry workers,
fishennen and hunters -- agncultural workers for short, and production and related workers, transport equipment
operators and laborers -- productIon workers for short

IS Note that the numbered mdustnes across the top of the table are 'decoded' on the second page ofTable B 8
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Figure A.a

Occupational Breakdown of the Indonesian
Workforce
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Table I H4 EconomIcally ActIve Populatl0n by Orc~ 1tlon, Industr) ar i Sex, for IndonesIa

1971, 1976 1980, 1985 and 1990 contlnLo"d

n d u s t r y
Year, -- .
occupatIon and sex Total 1 2 3 4 5 6 7 8 9 10 11

1;190

T)ta I
Both sexes 71 983 859 35,450,385 733,205 8,221, '55 ,IS 511 2,841 656 10,593 313 2,663,810 535,969 9,695,920 33,446 1,069,489
Male 46,194,862 23,039,196 588,721 4 654 527 26, ''W t!.,768,775 5,395,770 2,621,077 400,691 6,060,003 24,359 515 704
Female 25,788,997 12,411,189 144,484 3 566,628 19 41 72,881 5,197,543 42,733 135,278 3 635 917 9 087 553,785

P 0f es s 1ona l,
technIcal and
related workers
Both sexes 2 603 802 6 184 6 654 33 160 8,797 26 457 7 389 9 913 19 812 2,445 767 14,622 25,047
Male 1 465,113 5 711 5 554 28,345 7,999 23 694 4 502 9,064 14,429 1,343,314 10,004 12,497
Female 1 138,689 473 1,100 4,815 798 2,763 2,887 849 5,383 1,102 453 4,618 12,550

Aimlnstratlve and
manager1al workers
Both sexes 110 726 218 1,481 38,213 1 678 17 167 5 943 5,412 17,013 22,273 218 1,110
Male 95,204 218 1 481 32 398 1 215 16 828 4,913 4 540 13,880 18,403 218 1 110
Female 15 522 0 0 5 815 463 339 1 030 872 3 133 3 870 0 0

Clellcal and related
workers
Both sexes 3 588 430 28,663 24 571 2 5 12 '0 ~1 n '0, 1" n(l ','" ?22,82"7 356 , 77 2 538 797 520 31,286
Male 2,841 219 22 575 ?O,908 152,692 6 ,8 31 36) 9 1t- 201 12, 255 675 2,066 411 302 24,376
Female 747 211 6 088 3 663 82 820 4 23 9,15" 19 :>24 21 706 100,502 472,386 218 6,910

Sales workers '\.""'J
Both sexes 10 521,625 27,657 2 988 70 063 22) 3,071 10,1 0 0, ,3E 6,306 63,474 90,987 450 65,766 )~
Male 5,355,357 13 841 2,32 ' 52 673 22~ 2 183 5,117 ?7) 4,768 45,165 64,997 450 31,449 ~
Female 5 166,268 13,816 66 1 17,~90 I 888 ~,0'i3, ,59 1,538 18,309 25 990 ° 34,317

Snrv!ce workers
Both sexes 2 951,891 10,550 6 596 64,675 1 '9 3,7 7 112,',19 13 888 29,('51 2,610,853 482 28,363
Male 1,208 425 7,053 4,82 50 92/, 1 '9 2 771 1,5 ,08 11,463 24,767 978,553 482 10,684
Female 1,743,466 3 497 1,773 13 1'1 r 96.6 ,6 '\11 2 425 4,284 1,632 300 0 17,679

Flrmers
Both sexes 35 603,625 35,235,47n /9,3 16 70 318 678 2 658 25 ';34 4,001 795 70,222 0 164,625
Male 23,125,612 22,879,881 20,334 44,?65 239 2,234 17 131 4,001 561 55,759 0 101,207
Fema Ie 12 478,013 12 355,597 8 982 26,051 139 424 8, 03 ° 234 14,463 0 63,418

Ploductlon a~ related
worker~ transport
equIpment operators
Both sexes 15 971 658 141,635 661 59<,. 7 708,512 11 698 2 748 067 92 201 2 401 234 49,370 1 912 936 4 024 140,382
Male 11 851, 724 109,917 533,294 292 528 ?8,384 2 689 702 66 831 2 385 891 45 937 1 529 292 3 432 96 516
Female 4 119 934 31 718 1 8 305 3 ,15 984 13,314 58 365 25 370 15 343 3 433 383 644 592 43 866

Others
Both sexe" 19 428 0 0 ,~~ 220 0 549 229 277 4 085 13 130 236
Male 14 343 0 0 702 0 0 390 229 277 3 274 9,471 0
female 5 085 0 0 0 220 0 159 0 0 811 3 659 236
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Table I H4 Econom1cally ActIve Populat10n by occupat1;', Industry and Sex, for Indones1a

1971, 1976 1980, 1985 and 1990 contInued. . .
n d u s t r y

YeFJr,
oClupatlon and sex Total 1 2 J 4 5 6 7 8 9 10 11

19°0

Not stated
roth sexes 612,674 0 0 0 C' 0 0 0 0 0 0 612,674
~Ia l e 237,865 0 0 0 0 0 0 0 0 0 0 237,865
I emale 374,809 0 0 0 0 0 0 0 0 0 0 374,809

Noles

1 AgrIculture, Forestry HuntIng, FIshIng
2 MInIng and QuarryIng
3 ManufacturIng, Industry
4 ElectrIcIty, Gas, Water
5 Constructlon
6 Trade, Restaurants, Hotels
7 Transportat1on, Storage, CommunIcatIon
8 FInance Insurance Real Estate, BusIness ServIces
9 PublIC Servlce~

10 0 ~e~~ 1'07 ' Act 'ee not ~dp~u~tely de~1ned)

11 Not stated w
~

\'
Source IndonesIa Central Bureau of StatIstICS 1975, 1971 Pooulatlrn
1976 lntercensal PopulatIon Survey, IndoneSIan Labor Force Taoulat'on
1983 Results of the 1980 PopulatIon Census, Jakarta, tables 47 7, 4, &
1985 Intercensal populatIon Survey, Jakarta, table~ 47 7 47 8 a ld 47 9
Ce,sus Jakarta, tables 33 9

4
....

~n<: IS Ja\:arta, table "8, 19~7,

~l~S Num~er 2, Jakartl tae e )
nc 4/ 9 1987, Resul ts o· tie
ard 1991 1990 Population
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The large number of men employed as productIon workers are spread broadly
among the manufactunng (mdustry #3), transportatIon (Industry #7), construction
(Industry #5) and publIc servIce (mdustry #9) Industnes In contrast, most of the
women categonzed In the same occupatIOn work as production workers In
manufacturmg

More than 90% of all the female servIce workers are employed In so-called pubhc
servIces, but probably mostly personal servIces whIch Includes housemaids

Almost all profeSSIOnals and three-quarters of clencal workers of both sexes work
In the publIc servIce Industry These are mainly government employees, Since
the 4 milhon CIVIl servants constitute about half of the publIc servIce Industry,
and WIthin government, over 1 6 milhon CIVIl servants were teachers In 1992
(BPS, 1992, P 38) Most of the remaImng female clencal workers are employed
In manufactunng and finance, WIth a smattenng In sales Most of the remaining
male clencal workers are employed In transportation (8%), manufactunng (6%)
and finance (5 %)

b EducatIOnal Attainment by Occupation

Educational attainment vanes WIdely among occupations, Just as It does among sectors The
U S Census Bureau (1993, Table I-H6) prOVIdes the source for the numencal conclUSIOns CIted
below Farmers have the lowest education level of all occupatIons almost one-quarter of
all farmers, and over one-thIrd of female farmers~ have no education at all, only 3% of all
farmers and 1 5% of female farmers have receIved a semor secondary degree, and less than
o 1% of farmers have a umverslty degree The most highly educated workers gravitate
toward three occupatIonal categories profesSIOnals, admInistratIve and clerical workers
And the hIgher proportIon of female admimstratlVe workers WIth umverslty educahon and the
hIgher proportIon of female clencal workers WIth semor secondary degrees suggest that women
must be better educated to compete for such Jobs

Although the number of adminIstratIve workers IS small, approxImately 80% have
graduated from semor secondary school Furthermore, 30% of the male
adminIstratIve workers and 44% of the (much smaller number 00 female
admlmstratIve workers have university degrees

Over 70% of all clencal workers -- 87% of female clerical workers -- have
graduated from semor secondary school, whIle 16% of the female and 13% of
the male clencal workers have receIved Academy III or umversity degrees

Over 90% of male as well as female profeSSIOnals have completed semor
secondary school, 26% of the male and 16% of the female profeSSIOnals have
receIved Academy III or umversity degrees, and over 60% of the female
profesSIOnals have received semor secondary vocatIonal degrees, representmg
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the large number of female prnnary school teachers m thIS occupatIon ThIS
compares to 48% of male profeSSIonals wIth semor secondary vocatIonal degrees

The other three occupatIonal categones -- sales, services and production -- have educatIon
levels In between farmers and whIte collar workers, but men m these three occupatIons have
higher average educatIonal attainment than the women

Less than 0 5 % of all workers In each of these three occupatIons have umversity
degrees

For those who work In sales or as productIon workers, approxImately 16% of the
men but only 8% of the women have graduated from secondary school 16

Among servIce workers, 24% of the men, but agaIn only 8% of the women, have
degrees from semor secondary school

Some 20% of the female productIon workers have no educatIOn at all

FIgure A 9 looks at the relatIonshIp between occupatIOn and educatIOnal level from the other
SIde (a) shows the occupatIonal breakdown for male and female graduates of pnmary and
general Jumor and semor secondary school, (b) shows the occupatIonal breakdown for Jumor and
semor vocatIOnal and dIploma graduates For tertIary-level educatIon, no IllustratIOn IS
necessary 83% of female umversity degree holders and 75 % of male umversity degree holders
work as profeSSIonals or clencal workers The great maJonty of DIploma I, II and III holders
also graVItate to these two occupatIOns, most of them as secondary school teachers The great
maJonty of rural elementary school graduates work as farmers, but many of them also work In
productIon, sales and servIces Female pnmary school graduates concentrate more In sales and
servIces than do males, whereas a hIgher proportIon of males work In productIon (29 %) than
females Jumor vocatIonal graduates are Widely dISpersed among the occupatIons, whereas
and so are male semor vocatIOnal graduates, but female semor vocatIonal graduates are
concentrated m the professional occupatIon as prnnary school teachers

4 Gender-Based DIfferences In Management POSItIons

Data on occupatIOn breakdown from Table A 9 show that admInIStratIve personnel numbered
only 110,000 In 1990 and are predommantly male -- 86% Of those women who do occupy
such posillons, more than one-thIrd work In manufacturmg, 20% In finance and bankmg and
25% In publIc servIces (government and bUSIness and personal servIces) From another angle,
Table A 4 shows that of the over 1 mIllIon formal sector workers categonzed as employers In
1990, 240,000 were women More Importantly, the number of female employers Increased by

16 Recall, however, that male production workers mclude a Wider vanety of mdustnal sectors -- construction,
transportation and pubhc services as well as manufactunng -- than do women production workers who only work
m manufactunng
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35% over the Intercensal penod 1980-90, whIle the number of male employers Increased by
15%

5 Gender-Based DIfferences In Job QualIty and RemuneratIon

a Job QUalIty

Job qualIty cannot be defined In terms of a smgle factor, It has a wIde vanety of dImenSIOns -­
job secunty, benefits, health and safety, stress of pIecework, opportunItIes for upward mobIlIty
and traInmg, cost-of-hvIng But earnmgs are arguably the mam factor m detenmmng Job
qualtty At the low end of the job qualIty totem pole IS unpmd famIly work m agnculture and
trade For females, thIs form of employment IS large and grow1Og Qf course, unpmd famIly
labor plays a more or less Important dunng dIfferent penods 10 a woman's lIfe-cycle, and IS
partIcularly useful to women when they must care for small chIldren and 10 theIr older years
Trade IS largely an mformal sector phenomenon, especIally for women, who opt to work In
Informal trade only because other more deSIrable jobs are not avmlable, for example, dunng
economIc downturns Compared to unpaid family work m mformal trade and agnculture,
mcreasmg numbers of poor women are findmg higher qualIty Jobs m the labor-mtenslve,
low-wage export manufactunng sector Although the number of male manufactunng workers
Increased faster than female manufactunng workers dunng 1980-90 (as well as dunng 1971-80),
growth of female workers predomInates In the labor-mtenslve export sub-sectors of garments,
textIles and footwear, whose rapId growth has been the result of IndonesIa's deregulatIon efforts
over the past 7 or so years

Employment opportumtIes In the servIce sector (as dIstInct from the Ill-defined servIce
occupatIon) vary WIdely but thIS sector mc1udes most of the hIghest-qualIty jobs avmlable to
women As noted above, housemmds at the lOW-qUalIty end of servIce sector jobs for women
are declImng In Importance In contrast, women are movmg mto higher-qualIty jobs m
'modern' sub-sectors of servIces (such as the Civil serVIce, busmess and fmancIaI servICes,
personal servICes, mcludmg real estate) To thIS should be added the modern sub-sectors
of trade, mcludmg the rapIdly growmg tourism activIties ThIS IS where many of the
secondary and hIgher educated women seek and fmd work -- salanes tend to be hIgher In
these modern servIces, and other dImenSIOns of job qualIty also tend to be better Among the
hIghest qualIty jobs are those m bankIng and finanCIal servIces, although stIll small m number,
opportumtIes for women are groWIng rapIdly

EducatIonal levels of men and women employed In the dIfferent sectors reflect dIfferences m the
qualIty of jobs proVIded by these sectors PernIa and Wl1son (1989, p 39) cIte eVIdence from
1985 to show that the service sector has the highest mean years of schooltng, with urban
manufacturmg second That men still predommate in the servIce sector IS at least partIally
explamed by hIgher average male educatIOnal attamment -- mean years of schoolIng for
females was 79 % that of males In urban areas In 1985 In rural areas, the differential was even
greater, WIth mean years of schoolIng for rural females 70% that of therr rural male
counterparts However, these schoolIng dIfferentIals have probably narrowed slIghtly SInce over



Figure A.9 (a)
Graduates of IIGeneral 1i Schooling by Occupation - 1990
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Figure A.9 (b)
Vocational & Diploma Graduates by Occupation - 1990
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the past ten years

It IS now possIble to propose a workIng defimtlOn of 'modern occupatIOns' and 'modern
mdustnal sectors' for the purpose of Idennfymg higher-quality Jobs for women Followmg
Comer's (1987, p 141) lead, 'modem occupanons' for women mclude profeSSional, techmcal,
admlmstranve, managenal and clencal as well as producnon workers (employees) m the
manufactunng sector, whIle 'modern mdustnal sectors' mclude the CIVIl service, commercIal and
finanCial services, some personal services and tounsm, and non-cottage manufactunng The
term 'employee' as It applIes to producnon workers IS cntIcal here, because It dIstmgUIshes
between Jobs m the modern vs the cottage sector of manufactunng The conclusIOn of all thIS
IS that non-cottage manufactunng (especially export manufacturmg for entry-level women)
and modern services are high quahty 'female work' m the good sense of the term These
sectors consntute women's qUIckest and most effectIve route, as employees, mto the modem part
of the IndoneSIan economy For example, entry-level producnon manufactunng Jobs teach
women some baSIC skills and work habits reqUIred of modem sector employees

b Wages and Earmngs

Turnmg to recent trends m real wages, two conflIctmg views dommate the dISCUSSion One view
asserts that real wages have not grown much, If at all, smce 1965, due to wage repression
associated With a lack of trade umon freedoms In contrast, the World Bank (1993b, p 263)
asserts that average earnmgs have grown as fast or faster than other newly mdustnalIzmg
counties lIke Smgapore and MalaySia over the penod 1970-90, because of the power of rapid
economic growth to transform labor markets WhICh VIew IS true has an Important bearmg on
the Judgement whether IndoneSIan men and women are Improvmg theIr economic well-bemg

• Wage Trends for Unslalled LabO,.t7

The truth IS somewhere m between -- real wages rise dunng penods of rapId econOmIC
growth and stagnate or fall durmg perIOds of slow growth or declme As Manmng (p 75)
tells It, the story runs somethmg hke thts real wages declmed dunng the slow-growth years
pnor to 1965, recovered m the early years of the New Order, sustaIned real growth dunng the
011 boom penod, stagnated dunng the recessIOn years of the 1980s, and began to nse agam In

the 1990s There IS every reason to beheve that thIS applIes to women as well as men, mdeed,
possibly even more so to wome because more women are new entrants to the labor force -- the
last hIred and first fired

Manmng analyzed five sets of wage data for unskilled workers. Java rice wages, estate
wages; unskIlled constructIon labor; wages m Bandung textile manufacturmg; and lower
echelons of the CivIl service Table A 10 proVides detaIls on the growth of wages m each
sector Real wages grew between 2 % and 6% per year over the penod smce 1971, WIth texnle

11 The diSCUSSion of real wages IS pnmanly denved from Manmng (1994), unless otherwise noted
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TABLE 2 Dally Real Wages and Wage Growth zn Sekdtd Actrot~

1971-72 to 1992-93a

Slower
Growth

ActlVlty Early Late
Oil 011

Boom Boom
1971- 1976-

72 77
1980­

81

Non-ol1
Export
Boom

1986- 1992-
87 93

Real wages (Rr 1983 pnces)
RIce 618 625 675 885
Estates 923 914 1,312 1,359
TexWes 410 734 1051 1049 1,424

Constructlon 8%b 1064 1889 2184 2,l94c

CIVU S€lVlCe 695 1401 2022 1.aso 1,961

Growth ('Yo p a )
RIce 03 16 46
Estates -02 75 07
TexWes 12.3 12.6 0 5.2
ConstructIon 35 154 29 01
CIVU selVlCe 151 95 -14 07

BPS unpubhshed data vanous years average of monthly data
unwelghted mean of daIly wage rates m hoel1lg (males) West
Central and East ]a...a (1976--October 1993)
BPS Average Wages on Estates vanous years average of half
yearly data for permanent production workers (both sexes)
Indonesia (1971-92)
Department of Pubhc Works unpublished data average of
month!\. data for unskilled workers Jakarta (1972-November
1992)
Perteksl (associatIOn of textIle producers) annual agreements
between Perteksl and the labour unIOns (5PS!), nununum wage
for unskilled labour Bandung (1971-93)
Department of Finance unpubllshed data basiC salary only
Grade Ib Level 9 covering pnmary and lower secondary
graduates IndoneSia generally lllcJuded m the budget and
effectlve from ApnI (1971-93)

Clvtl SerVIce

Texnles

ConstructIOn

Estates

aAll data are two year averages

b1972 only

cl992 only

Sources

RIce
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and publIc sector wages IncreasIng the fastest (5% per year), wages In the two agncultural
sectors IncreasIng the slowest (1-2% per year), and wages of constructIOn laborers IncreasIng
at 3% per year The Java nce wage senes IS the only one of the five that does not comcide wIth
the 'wage story' recounted above, nsmg dunng the slower growth penod of the 1980s but not
dunng the 011 boom Manmng argues that large rural labor surpluses durmg the 1970s kept
nce wages down The other four wage senes generally track the 'story' Unfortunately,
these data are not gender-disaggregated, nonetheless, the story they tell probably applIes to
women as well as to men, except for constructIon wages because few women work m
constructIon

It IS noteworthy that the renewed upturn In real wages smce 1991 IS due to three mam factors
a declIne m fertIlIty SInce the late 1960s, that began to reduce the supply of new entrants mto
the labor force b} the mId 1980s, renewed growth of the IndoneSIan economy In 1989, based
on the export-led boom m labor-IntenSIve manufactures, and Increased Government attentIon to
mmimum wages, especially In manufactunng Recall that SAKERNAS data mdicate that the
manufactunng sector generated 25% of all new jobs created over the penod 1989-93, even
though It employed only 11 % of the total labor force

In summary, the conclUSIOn to draw from these wage data IS that real wages have nsen dunng
the New Order, and that they mcreased fastest In penods of rapId economIC growth The lesson
for Indonesian economIC policy-makers IS the following: creatmg and mamtammg rapId
economIc growth IS the most effectIve way to Increase real wages To quote Manmng (p
109),

"These Issues are Important to the current polIcy debate between 'economIC
ratIonalIsts' [the 'technocrats'] and 'technologists' Fundamental to the former's
argument IS the premIse that IndoneSia IS stIll a labour surplus economy, rapId
labour absorptIon IS of central sIgmficance to rIDsmg economic welfare, and
labour-mtensIve export growth IS the major vehIcle for achIevmg thIS end Cntlcs
of IndoneSia's development record pomt to low and stagnant wages as an
argument for greater government mterventIon In labour markets and areas of
SOCIal polI"y Our analySIS suggests that gIven low and fluctuatIng trends m real
wages, absorptIon of unskIlled and semi-skIlled labour In new job opportumtIes
IS stIll the most Important employment challenge In the 1990s "

• ReglOnal and SIaU-level Wage DlfferenllGls

Wages vary across regIOns and by skIll level RegIOnally, wages m Java are the lowest of all
provmces, but wage rates m Java grew faster durmg the 1980s (WIth the exceptIon of
Yogyakarta) than m other regions (Mimstry of Manpower, 1993, p 166) In the 1970s, wage
dIfferentIals of 3 1 for blue-collar skIlled to unskIlled workers eXIsted, for supervISOry staff the
dIfferentIal was around 4 1, and for profeSSIOnals It ranged from 5-10 1 (Manmng, p 104)
SkIll-based wage dIfferentIals have declmed SInce 1977, probably due to the groWIng supply of
secondary school graduates dunng the 1970s and 1980s The declIne m skIll-based
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differentials was most pronounced for male workers, IIDplymg that higher skIlled female
workers mamtamed a greater wage premIUm over their unskilled COUSInS Nevertheless,
some categones of employees In the modem pnvate sector -- especIally secretanes, accountants,
financIal analysts, engmeers and managers -- receIve very hIgh wages, suggestmg that a shortage
of hIghly-qUalIfied personnel IS a major problem m thIS segment of the economy These skill
shortages are reflected m the mward mIgration of highly-skilled foreign workers and
illustrate the contmumg faIlure of the Indonesian educatIonal system to provide suffiCient
qualIfied graduates, both men and women, m these techmcal areas

• Gender-based Wage Dl(ferentlals

Mannmg's data (p. 102) on gender-based differentials m real wages for unskIlled labor m
the estate and Java rice sectors show that female wages are lower than male wages m both
sectors But the patterns of nse and declIne for male and female wages over ume are strIlangly
SImIlar, leavmg the SIze of the differenual essenually constant, WIth the result that the overall
rIse m real wages durmg 1976-90 IS roughly the same for men and women withm each
sector Based on these compansons, It IS reasonable to conclude that a male/female wage
differenual eXIsts In the other three urban wage senes It also may be reasonable to conclude
that, lIke the wage dIfferential m the two rural acuvIues, the wage dIfferentIal m the three urban
trades has remamed SImIlar m magmtude smce the mId-1970s, m whIch the overall nse m
female wages would be about the same as that m the average wages for both men and women

An ILO (1993, Tables 4 1 & 4 2) report presented data on gender-based wage dIfferentials
whIch show that female wages m manufacturmg rose slIghtly faster than male wages over
the perIod 1982-90, but still were only about 50% of the male manufacturmg wage The
report also mdlcates that real agncultural wages on Java for female work (plantmg) Increased
by 1-2% over the penod 1985-91, but remamed approxImately constant, on average, for male
work (hoemg) Table A 11 shows gender-based wage dIfferentIals for production workers m
eIght dIfferent ma'nufactunng sub-sectors Wage differenuals, defined m terms of the female
wage as a percent of the male wage, are greatest for the food, dnnks and tobacco mdustry
(42%), the clasSIC protected mdustry catenng to domestic consumers But no dIfferentIal eXISts
m the mmmg mdustry (99%), where very few women work Wage differentials are moderate
for two of Indonesia'S most Important export mdustnes -- textIles, clothmg and footwear
(82%) and timber and furmture (76%) The average male/female wage differenual for all
manufactunng IS 64%

SAKERNAS data was used to obtam a gender-dlfferenuated urne senes on hourly wages and
weekly wage earnings over the penod 1987-92, for men and women workmg throughout the
Indonesian economy, Without controllmg for the sector m whIch they worked The data
appear In the nght-hand column of Table A 12 The average ratio of female to male hourly
wage over the five-year perIod was 67%, WIth the ratIO Increasmg over the penod to 69% m
1992 Smce women worked on average 4-5 hours per week less than men, women's average
weekly earnmgs over the five-year period was 58% that of men, but the earnings ratIo also
Increased over the penod and stood at 61 % In 1992
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Wages of Unsl<llled Production Workers 1990

Type of Manufacturing Dally Wages Percent Monthly FemaleIndustry (November 1990) Increase Wage as
19891990 percent of

Male Wage

Male Female Male Female

Food Dnnks Tobacco 4441 1 874 071 024 422

TextIles Clothing Leather 2842 2319 1 18 052 81 6

Timber aod furnIture 3476 2648 045 041 762

Paper Publrshmg and 4328 2848 052 053 658
Pontlng

Chemicals Rubber and 4173 3054 065 038 732
Plastics

Mining and quarrYlOg non 3876 3853 041 029 994
metals

Iron and steel basIc 5256 - 1 8 -
IndUStry

Metal products 4876 2944 088 034 604
machmery etc

Other lndustry 4130 4022 042 063 974

TOTAL 3850 2455 065 047 63 a

Source Biro Pusat Statlst,k 1991



Table~ r::ll:2..
Welghted

Female to Male
Wages and Earnlngs

I
Hourly Wages

I
110 Some SD SMP SMA Hlgher Total

per Educatlo SD Grad Grad Grad Educatlon
Hour

Female/ Female/ Female/ Female/ Female/ Female/ Female/
year male male male male male male male
87 63 33 61 41 53 11 69 58 87 84 83 93 65 38
88 63 48 58 94 55 61 66 09 79 92 77 28 63 43
89 67 66 60 56 52 80 68 11 81 72 76 36 64 64
90 54 76 59 76 60 68 65 38 83 57 71 43 66 43
91 79 72 67 20 59 95 72 12 87 14 75 14 71 12
92 63 85 63 58 59 23 69 12 85 75 73 82 68 83
~verage 65 47 61 91 56 89 68 40 84 32 76 33 66 64

1

WeeYly Earnlngs I
No Some SO SMP SMA Hlgher Total

per Educatlo SD Grad Grad Grad Eaucatlon
vleeJr -

Female/ Female/ Female/ Female/ Female/ Female/ Fef"ale/
year male male male male male male male
87 51 63 50 26 50 32 65 92 78 34 75 45 57 37
88 49 95 50 87 51 52 62 73 74 36 72 09 56 54
89 53 49 50 56 51 07 60 98 73 82 71 74 57 29
90 49 71 49 08 51 67 61 80 72 93 66 33 57 17
91 50 43 52 86 54 73 64 55 78 44 69 93 61 21
92 50 52 51 67 53 16 64 04 76 89 69 53 60 56
Average 50 95 50 88 52 08 63 34 75 80 70 84 58 36

F'\o\..-r- \.A'SR/D/JQ~Q,(,--\'>- e.-;,1LIMq.{-eS bCL~e~ on SIH~ERNQ'S

ptJ-'b\,cohe.d. ~£.pO'l'\'" (1~~7-q;;2.)
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Proponents of wage repreSSIon explam gender-based wage differenuals by notmg (ILO, 1993,
P 43) that female workers hued by the export manufactunng firms are more lIkely to be young
women hIred on a temporary or casual baSIS as pIeceworkers or homeworkers, are dIscnmmated
agaInst m traInmg opportumues, and have less opportumues for promouon Others who follow
a more market-oriented explanation, lIke Comer (1987, pp 154 & 158), argue that factors
besides WscrUDlnatlOn explam most of the male/female wage differentials She pomts out
that women have less educatIOn than men, they are younger and tend to work shorter hours,
mIddle-aged women have less work expenence and semonty (because they have taken ume out
to have and care for chIldren), and In general, women are perceIved to have less commItment
to theIr Job because of theIr muluple roles In SOCIety All these factors make women more
expenSIve to hIre, or make women perceIved to be less producuve, therefore, they lead
employers, on average, to offer female workers lower wages Employers may also perceIve
women as supplementary workers, rather than the famIly's maIn bread-WInner, makIng It
unnecessary In theIr mInds to offer them the same wage they offer men

• MznImum Wage LeglslatlOn

MImmum wages are deSIgned to mcrease earnIngs of lOW-Income wage earners However,
enforcement IS only feaSIble for relauvely large, formal sector enterpnses GOI enforcement
of mmunum wage legISlatIOn IS made even more difficult by a system of mmlDlUm wages
m Indonesia that IS complicated and anythmg but transparent, With different mmunums
set for every provmce and even for sub-regiOns wlthm provmces Table A 13 presents a
hIghly SImplIfied descnptlOn of the recent hIStory of thIS regIOnally-dIfferentIated mmimum wage
at the provmcIaI (but not the sub-proVInCIal) level As of Apn11995, the mInImUm daIly wage
In the Jakarta metropolItan regIOn (DKI Jakarta) and the surroundIng regIOn of West Java (Jawa
Barat) IS the same (4600 rupIah or a lIttle over $2) Whereas the Jakarta mInImUm wage WIll
be nearly three tImes what It was In 1989, the West Java mimmum wage WIll be nearly SIX tImes
ItS 1989 level Smce accumulated mflatIon SInce 1989 IS less than 70%, thIS mmunum wage
has undoubtedly begun to bite for employers, when enforced Although government
enforcement efforts have apparently been mtensified, the hIgher mmimums create much greater
Incenuves to evade enforcement and are lIkely to slow down the process of formalIzatIon of the
manufactunng sector

A five-year tIme senes (1987-92) of average wages for unskIlled (defined as graduates of
pnmary school) male and female manufactunng workers, disaggregated for West, Central and
East Java, can be obtaIned from the SAKERNAS survey data CIted In the preVIOUS sectIon
FIgure A 10 graphs the results for East (Timur) Java Three poInts Jump off the page

The bottom graph shows that female wages are lower than male wages but both
move pretty much In umson, and that the mimmum wage IS at or near the
average wage for female workers but well below the average male wage

The top graph shows that as the mimmum wage has mcreased over ume, an
mcreasmg share of both male and female workers, but especIally females, rmd
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themselves earmng less than the mmnnum wage

Although some firms tend to Increase wages over time, reducIng the share of
workers earmng less than the mlmmum, the wage corrections are becomIng more
and more Incomplete That IS, more and more firms m East Java are breakIng
the IDlllllllUm wage law

What can one conclude from thIS data? FIrst, SInce women are more lIkely to find themselves
earnIng less than the mimmum wage, especIally In the months nght after a new Increase In the
mimmum wage, thIS helps explaIn why women have led the demonstratIOns agaInst firms that
do not comply WIth the mimmum wage Second, It also helps explaIn why stnkes occur With
the greatest frequency In the months nght after an Increase In the mlmmum wage Of course,
the compleXity of the mlmmum wage system IS also a factor, makmg It difficult for an employer
to know whether he/she IS complymg With the law And thud, women are hkely to feel the
pnnclpal Impact of the mmlmum wage law, for good or III But economics teaches us that
mmnnum wage laws that succeed m ralSmg wages above the market-clearIng wage rate are
lIkely to reduce the rate of new Job creatIon Thus, m the case of IndoneSia's mlmmum wage,
the unmtended result Will hkely be fewer employment opportumtIes for women m the affected
firms (formal sector manufactunng) The affected firms Will either cut back their operatIons
or elImInate some margInally productive female workers made redundant at the new higher
wage Either of these outcomes wIll force a larger share of the surplus female labor to rInd
lower-paymg, more precarious Jobs In the mformal sector

c EducatlOn and Wage DIfferentIals

The SAKERNAS wage data contained m Table A 12 IS not only coded by gender but also by
educatIOn level Male-female wage differentials, averaged over the SIx-year penod, follow an
Inverted V-shape as a functIOn of education level through secondary school, as portrayed m
FIgure A 11 With educatIon level on the X-axiS and wage differential on the Y-axiS

Wage dIfferentIals are largest for prnnary school graduates Female laborers
who have graduated from pnmary school earn an hourly wage only 57% that of
males With the same educatIon level Wage differentIals declme for those With
some pnmary school, and for those With no educatIOn at all the differential IS
even less ThIS ImplIes that the returns to girls of a prnnary educatIon are less
than the returns to boys

MOVIng to hIgher levels of educatIon -- Jumor and semor secondary -- the gender­
based wage differentIal decreases even faster Indeed, the wage dlfferentlalls
really qmte small between men and women With a secondary educatIon But
more Importantly, thiS means that, for those boys and girls who have graduated
from prImary school, the econOmIC return to the girls of gomg on to graduate
from jumor or semor secondary school IS higher than It IS for the boys
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UnIversity education IS the anomaly with regard to the lDverted U-shape,
because the hourly wage dIfferentIal IS hIgher for men and women umversity
graduates than It IS for semor secondary graduates Thus, the return to women
of a umverslty educatIOn IS less than the return to men, but thiS lower return
could reflect the fact that men are more hkely to get degrees m techmcal fields
With hIgher eammgs potennal

As for eammgs, the weekly earmngs dIfferential IS approxImately the same for those With
no education, some pnmary school and prImary school graduates, WIth females eammg half
what males With a comparable educatIon earn Why IS the earnmgs differential constant for
these three educanonal levels? One hypothesIs IS that pnmary school graduates are more lIkely
to have a stable, full-time, formal sector Job than those With less or no education, whIle the
latter may also find themselves more frequently subject to casual employment m the mformal
sector The male-female earnmgs dIfferential for JUnIor secondary graduates IS less than
for prImary school graduates, and the earnmgs differential declines further for semor
secondary graduates Fmally, the earnmgs differential IS greater than the hourly wage
differentlal at each level of educatlon, Implymg that, on average wlthm each educational group,
men work more hours than women But smce the eammgs dIfferential exceeds the wage
dIfferential by a greater amount for those WIth no educatIOn than for the other educatIOnal
groups, the difference In hours worked by men and women WIth no education would appear to
be more than the 4-5 hour average overa 11 educatIOnal groups

Behrman & Deoialikar (1993) conducted a study of the relatlonshlp between wage benefits
received by IndoneSIan men and women for each additIonal year of schoolIng, up through semor
secondary school What makes theIr study umque IS that It controlled for common household
and commumty effects such as schooling quality, ability and motivation of students, role
models of classmates, and repetition and dropout rates They amved at several Important
conclUSIOns

first, studIes that do not control for household and commumty effects overesnmate
the overall returns to schoohng,

second, these studies also overestImate the returns to lower levels of schoolIng
(e g pnmary school), and

third, they overestImate the returns to schoolmg for males relatlve to females

ThiS means that, although men and women do not benefit as much from schoohng as
prevIous studIes have shown, the returns to women of additIonal education are greater than the
returns to men for the same amount of additIonal education And thiS also means that, although
the returns to higher levels of educatIon (e g Jumor and semor secondary school compared to
pnmary school) are greater for both men and women than prevIous studIes have shown, the
added returns for hIgher levels of educatIon are relatIvely more pronounced for women than for
men In summary, the return to girls' education IS hIgher than to boys' education, and the
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advantage mcreases the more education they both receive

6 Gender-Based DIfferences In Unemployment and Underemployment

a Unemployment

Overall unemployment IS stili low m Indonesia by mternatIonal standards, but as Table A 14
shows, the rate of unemployment nearly doubled (from 1 7% to 32%) dunng 1980-90 ThIS
IS probably explained by the economIC downturn of 1982-86 WhICh generated fewer jobs Table
A 15 shows that unemployment rates are three bmes higher m urban than m rural areas
(over 6% compared to 2%) However, SAKERNAS data (MImstry of Manpower, 1993, p 88)
indIcate that urban unemployment declined over the penod 1987-91, a resonable conclUSIon In
lIght of the rapId economIC growth Since the late 1980s

The rate of unemployment for all educatIonal attainment categones rose dunng 1980-90, save
for those members of the labor force WIth no education, as shown In Table A 16 Those With
the highest educatIon levels experienced the largest Increases m unemployment ThIS IS
probably explamed by IndoneSIa's rapId urbanIzatIOn, combmed WIth hIgher unemployment rates
In urban areas and the relatIve concentratIOn of semor secondary graduates In these urban areas
In 1990, unemployment rates were hIghest among semor secondary school graduates followed
by umversIty, dIploma III and jumor hIgh graduates A startlIng conclUSIOn ansIng from all thIS
IS that, of all those unemployed III 1990, 42% were senior high or tertIary school graduates
(compared to only 15% III 1980), even though only 15% of the 1990 labor force had a
secondary educatIon or beyond (MinIStry of Manpower, 1993, p 86)

From a gender perspectIve, Table A 14 shows that the natIonal unemployment rate IS hIgher
for women than for men (3 9% compared to 28% In 1990) Unemployment rates are hIgher
for females than for males In both urban and rural areas RegIOnally, female urban
unemployment rates are hIgher In the Outer Islands (ILO, 1993, P 39) Unemployment IS

concentrated among the young school-leavers (aged 10-24), especIally young women, WIth still
hIgh rates among those aged 25-29

TurnIng to unemployment as It relates to gender and educatIon, for those WIth a pnmary
educatIon or less, female and male unemployment rates were equally low But Table A 15
shows that at higher levels of educatIon, unemployment rates were systematIcally hIgher for
females than for males (WIth the mInor exceptIOns of urban jumor hIgh vocational graduates
and rural dIploma I/II graduates) Unemployment rates were almost tWIce as hIgh for females
With a secondary educatIon or beyond as for theIr male counterparts, makmg the problem
of unemployment tWIce as pressmg for well-educated, young adult women

The strong relatIOnshIp between unemployment and education level can be explaIned m a vanety
of ways

men and women WIth no educatIOn are usually among the poorest, and therefore
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Indonesia Unemployment Rates by Age and Sex

Data Source MALES FEMALES
and Date IRural ITotal I Rural ITotalUrban Urban

All ages Percentages

1971 Census 5 0 1 9 24 45 1 4 1 8
Senes C

-

1971 Census 10 8 68 7 5 17 1 107 11 5
Senes D

1976 Supas 54 1 2 1 9 59 1 5 20

1976 Sakernas 69 1 9 27 5 1 1 1 1 6
(Sept Dec)

1978 Sakernas 70 2 1 29 38 1 4 1 8

1980 Census 27 1 0 1 4 30 22 23

1990 Census 5 6 1 7 28 7 6 26 39

MALES FEMALES

Urban I Rural ITotal Urban I Rural ITotal

Age Groups 1980 Percentages

10-14 yrs 60 24 26 47 38 39

15-19 8 3 27 35 5 7 38 4 1

20-24 68 1 9 3 1 65 30 38

25-29 23 09 1 3 26 2 1 22

30-34 1 0 06 07 1 5 1 7 1 7

35-44 08 05 06 09 1 5 1 4

45 + yrs 1 0 o 5 06 08 1 3 1 2

1990 Percentages

10-14 25 7 70 90 177 79 9 5

15 19 18 7 5 6 8 2 15 1 7 7 9 9

20-24 16 1 40 80 17 5 59 100

25-29 5 6 1 2 2 7 78 20 3 7

30-34 1 6 06 09 22 1 0 1 3

35-44 1 1 03 06 1 1 08 09

45 + yrs 1 1 04 06 1 0 08 08

Source Hugo et al 1987 287 Biro Pusat Statlstlk 1991
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Unemployment Rate and Educational Level

1990

EDUCATION LEVEL URBAN RURAL

Male Female Male Female

No school 072 077 023 029

Some pnmary school 1 35 1 64 043 056

Pnmary school 260 2 51 o 91 1 12

Junior HIgh Gen 527 755 248 404

Junior High Voc 6 59 458 242 5 10

Senior High Gen 1286 21 05 898 20 17

SenIOr High Voe 887 1220 4 15 1099

Diploma 1111 414 7 51 3 13 255

Academy/DIp III 594 12 91 5 86 12 14

University 6 63 1449 13 72 17 88

Average 5 66 6 52 1 27 1 49
Unemployment Rate

Source Biro Pusat Statlstlk 1991
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TABLE 43

Source

10

TQ~\~ ~~
IndonesIa Unemployment Rate and Labour Force
ParticipatIOn Rate by EducatIonal Attamment In 1980 and 1990

Central Bureau of StatIstIcs 1980 and 1990 Censuses ot Indonesia

Unemployment Labour Force
EducatiOnal Number of Rate Partlclpatlon Rate
Anamment Workers

Level ill 1990 1980 1990 1980 1990

No Education 12699300 1 3 09 538 576
Some Pnmary School 20.527970 1 3 1 6 460 474
Pnmary School 23275160 1 8 25 51 7 562
Jurnor HIgh School 6823267 28 54 434 443
Seruar HIgh School! 9,555265 41 93 665 627

Diploma IIII
Academy/Dlploma III 591 717 20 65 806 758
Uruverslty 926019 15 86 874 794

Total 74395256 1 7 32 502 532
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TABLE 48

Source

lab)-e.... ~ I 17
Indonesia: DistributIOn of Workmg PopulatIOn by Hours
Worked, Accordmg to Industry and Sex, 1980 and 1990

Central Bureau of Statistics 1980 and 1990 Censuses at IndonesIa

!'=xnuge Duuibunona of Wod:Jng Populanon by WU<try

Sex And HOUI'I

WOlied Agn Manufae:t Con=c Trade Trana Savlccs All In-
eulwre unng non port dustrJ.<:sb

19&0 1990 19&0 1990 19&0 1990 1980 1990 19&0 1990 19&0 1990 19&0 1990

Mala

<25 224 229 101 8..3 70 69 140 12..1 7.5 78 10.2 91 174 158
25 34 166 200 7.5 7.5 5.5 59 91 102 53 7:1 108 142 130 149
3539 54.5 537 658 704 688 72..9 508 53.2 498 52.9 648 660 573 583

60+ 65 34 166 138 187 14.3 261 2A.5 374 32..1 14.2 101 12.3 110
All hours worked 1000 1000 1000 1000 1000 1000 1000 1000 100.0 1000 1000 1000 1000 1000

FemaJ«J'

<25 42.6 46.5 774 251 142 196 2A0 22.1 90 99 203 183 340 345
25 34 196 22.1 136 144 97 93 13.3 14.2 61 50 130 166 166 183

3539 355 303 493 52.0 615 62..8 416 42.7 678 738 441 45.2 398 38.2
60+ 2.3 1 1 97 85 146 1&3 21 I 210 171 11.3 22.6 199 96 90

All hours worked 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000

BoIhS=
<25 287 306 177 156 70 7.2 187 170 7.5 79 133 12.6 227 22.5

25 34 17.5 2!J7 101 10.5 56 60 111 12.2 54 7.2 114 15 I 14.2 161
3539 487 455 586 62.4 687 72..6 464 480 SOO 53.2 584 5&.2 517 51 1

60+ 51 3.2 136 11.5 1X1 14.2 238 228 371 317 169 14 I 114 10.3
All hours worlced 1000 1000 1000 1000 1000 1000 100.0 1000 1000 1000 1000 1000 1000 1000

a The small group wnh hours not stated were dlSlnbuted pro rata.

b Includes mmmg electnclty fmance and others', which are not shown m mdlVldual columns because
they employ relauvely few people
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must work to survIVe,

secondary schools may not be produc1Og graduates wIth the nght skills for theJob
market, especially female graduates who take less mathematics and SCIence
classes,

the same could be said for hIgher education, where women tend to aVOid
engmeenng and other techmcal fields 10 hIgh demand,

secondary school graduates may have unreahstically hIgh Job expectations, gIVen
the poor qUalIty of education prOVIded, or alternatively,

many secondary graduates may come from well-to-do famIlIes and can afford to
stay unemployed longer 10 order to Walt for Jobs that can maxImIze hfetIme
eam10gs

b Underemployment

A cursory analySIS of underemployment figures contaIned 10 Table A 17 seem to IndIcate a
severe problem As a first approXImation, people can be defined as underemployment If they
work less than 25 hours per week AccordIng to thIS defimtIon (gross underemployment),
almost one-quarter of all those employed 10 1990 were underemployed The gross
underemployment rate for women was over tWIce the rate for men (35% compared to 16%)
10 1990, although the dIfference dechned shghtly from the 1980 Census Gross
underemployment IS concentrated among younger and older working ages It IS especially
concentrated 10 the agncultural sector (almost half of agncultural workers work fewer than 25
hours per week) and the trade and manufactunng sectors (where around one-quarter of those
employed 10 trade and manufactunng work less than 25 hours per week) Thus, gross
underemploymept IS predommantly a rural phenomenon, the rural underemployment rate IS
tWIce the urban rate for both men and women

But thIngs change dramatically If one conSIders the extent to whIch underemployment IS
Involuntary, WIth Involuntary underemployment defined as workmg less than 25 hours per
week and seekm~ more work So def1Oed, the problem of Involuntary underemployment
appears much less severe than the gross figures 10dlCate In 1990, Involuntary
underemployment stood at around 7-8%, compared to the 23% gross figure, and
Involuntary underemployment rates were lower for women than for men -- by around 40%
(M1OIstry of Manpower, 1993, p 95) Therefore, although more women work less than 25
hours per week, most are not lookIng for addItIOnal work They are satIsfied WIth thIS SItuatIOn
probably because It allows them to fulfill theIr multiple roles

At the OPPOSIte end of the working hour scale, Table A 17 shows that, 10 1990, about the same
portion of male workers as female workers work long hours (11% compared to 9%), defIned
as more than 60 hours per week The InCIdence of long working hours dechned slIghtly from



TABLE 48

Source

lctk)-L (],17
Indonesia Dlstnbutlon of Workmg PopulatIOn by Hours
Worked, Accordmg to Industry and Sex, 1980 and 1990

Central Bureau of Statistics 1980 and 1990 Censuses at Indonesia

Paccnuge D1>t.nouo",,· of Wodang Populaoon by W",,"Y

Se1 wd HOllIS

Worked Agn M.nuf.", Consouc Tnde Tl1lU- Savlca AllIn-

aJ.1= unng two pat dustnab

1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990 1980 1990

Mala
<25 22.4 22.9 101 8.3 70 69 140 12.1 75 78 10.2 91 174 158

25 34 166 200 75 75 5.5 S9 91 102 53 72 108 142 130 149

3539 54.5 531 658 104 688 72.9 508 532 498 52.9 648 660 57.3 583
60+ 6.5 34 166 138 187 14.3 261 245 374 32.1 14.2 107 12.3 110

All hours wooed 1000 1000 1000 1000 1000 1000 1000 1000 100.0 1000 1000 1000 1000 1000

Females

<25 42.6 46.5 7:14 251 142 196 240 22.1 90 99 203 183 340 34.5
25 34 196 22.1 136 144 97 93 13.3 14.2 61 50 130 166 166 18.3

3539 35.5 303 493 520 61.5 628 416 427 678 738 441 452 398 38.2
60+ 2.3 II 97 8.5 146 183 211 210 17 I 113 22.6 199 96 90

All hours worked 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000 1000

BolhSazs
<25 287 306 177 156 70 72 187 170 75 79 133 12.6 22.7 22.5

25 34 17.5 207 10 I 10.5 56 60 111 12.2 S4 7.2 114 151 14.2 161
3539 487 45.5 586 624 687 72.6 464 480 500 S3.2 584 582 517 51 1

60+ 51 32 136 11.5 187 14.2 23& 22.& 371 317 169 141 114 103

All hours worlced 1000 ]000 ]000 1000 1000 1000 1000 1000 ]000 1000 1000 ]000 1000 1000

a The small group WIth hours not stated were dlStnbuted pro rata

b Includes mmmg electnclty flnance and others. which are not shown m mdlVldual columns because
they employ relauvely few people
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the 1980 Census Long work1Og hours are especIally prevalent for the poorly educated, among
employers and for workers 10 the transport and trade sectors Women 10 the trade sector are
almost as likely as men to work long hours, but are less lIkely than men to work long hours 10
the manufactunng sector

7 OpportumtIes and ConstraInts to Women 10 the Labor Force

The IndonesIan economy presents severallDlportant opportumbes for women to Improve therr
partICIpatiOn 10 the labor force

The rapIdly grOWIng economy generates large numbers of Jobs 10w-pay1Og, labor­
10tensive manufactunng Jobs for young women WIth lIttle expenence and hIgher-qualIty
Jobs 10 the servIce sector for better-educated women

ExpansIOn of the educational system toward umversal Jumor, then umversal semor
secondary educatlon will benefit more young gIrls than young boys

ImprOVIng the qualIty of educatIon, WhICh IS pnmanly a matter of better
teacher traIn1Og, could benefit eXIStIng teachers, and women ConstItute a large
share of the teacher corps and a maJonty of publIc sector pnmary school teacher
corps

Implementation of the recently-authonzed IDT anti-poverty grants (under the INPRES
program) dIrectly to VIllage-level grassroots organIzations presents opportumty for
village women's orgamzatIons

ConstraInts that stili lImIt women's full partICIpation 10 the IndonesIan economy

Some POlICIes lImIt the growth of Job opportumtles for women, such as protectlve
legIslation and mimmum wage

Educational InequalIties WIth respect to men at the secondary level

TradItIonal attitudes toward what are acceptable Jobs for women whIch hmit the
occupatlops and sectors 10 whIch women eaSIly find Jobs and theIr abIlity to move
laterally wIth1n firms, and therr abIlIty to be promoted

Multiple roles that women must fulfill, and the pnonty IndoneSIan SOCIety places on
the non-economIC roles, Impede the pace and depth of work expenence women can
accumulate 10 the work place

A plethora of 1Ostltutlonal constra1Ots to growth of output eXIst, WhIch are especIally onerous for
smaller enterpnses Slower growth negatively affects the demand for female labor more than
It does the demand male labor Although the deregulanons smce 1983 have eased many of
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them, IIcensmg requIrements remam tortuous and labor regulations on the laymg off of
workers contmue to be a hmdrance to profitabIlity, with a consequent negative nnpact on
output and employment growth

8 Current ImtIatIves In Support of Women

Government polICies are the most unportant factors affectmg women's participation m the
labor force TraditIOnal attitudes may well constraIn women's partIclpauon as much as poor
polIcies, but It IS easIer to correct polICIes over a shorter tlllle frame than It IS to change
attitudes, although partIclpauon m the economy IS can playa very Important role m changIng
those attItudes, often more effectIve than frontal attack on negauve atutudes or support to NGGs
Involved m advocacy programs

PolICies can affect labor markets from the supply SIde and the demand Side Supply-side
polICies are those havmg to do With fertIlIty and populatIon growth, labor force partICipatIon,
overseas labor mIgratIon, spatIal dIstrIbutIon of populatIon (and labor force), and educatIon and
trammg Demand-Side poltcles compnse a somewhat longer lIst macroeconoffilc demand
management, factor pncmg, mternal terms of trade (between agnculture and mdustry), taxes and
subSidies, measures to remove InsututIonal constramts on demand expanSIOn at natIonal, sectoral
and regIonal levels, and SpecIal employment programs In addluon, measures to remove
mstitutIOnal constramts, both formal and customary, on Job stereotypmg are especIally Important
demand-sIde polICIes for female employment

a Supply-Side Poltcles

Sustammg IndoneSIa's effort to reduce fertIlIty IS Important, but ItS Impact on reducmg growth
In the labor force IS felt With a 10-20 year lag Fortunately, past success m fertIlIty reductIon
has already begun to have an IllIpact on reducmg the rate of growth of the workmg age
populatIOn MIgratIOn IS another way to reduce the labor supply The OffiCIally recorded
150,000 unskilled mIgrants per year account for a not-mslgmficant 10% of recorded
unemployment and 7% of the annual addItIon to the working age populatIon And of course,
the assumed large numbers of unoffiCIal outward mIgratIOn would Imply a much greater Impact
on the rate of growth of the labor supply Both reduced fertIlIty and mcreased outward
mIgratIOn WIll hasten the end of labor surpluses m IndoneSIa, whIch WIll also hasten the day
when real wage rates can begm to nse consIstently PolICIes that permIt the mward mIgratIon
of skilled techmclans and managers helps reduce the shortage of skilled workers ThIS shortage
of techmcally-skIlled personnel grows m Importance as the modem sectors of the economy grow
rapidly

Measures to reduce pnmary school dropout, mcrease tranSItIon rates to Jumor and semor
secondary, and e' pand non-formal programs to absorb school dropouts, all reduce the labor
force partICIpatIOn of mdlvlduals under the age of 20 But measures to reduce the drop-out
rate also increase the quality of the labor force When educauon and trammg programs
enhance qualIty, adaptabIhty and prodUCtIVIty of the labor force, they mcrease the mcentIve to



- 46-

invest, thus expandmg the economy's capacity to absorb labor

Since teacher achievement IS a strong determinant of student achIevement, and smce the maSSIve
expanSIOn of pnmary educatIOn over the past 15 years may have reduced teacher qUalIty, tlus
same result can be expected for the uPCOmmg expanSIOn of JUnIor secondary schoohng ThIS
WIll have a negatIve effect on the qUalIty of Jumor secondary educatIon, because a large cadre
of poorly-tramed but tenured secondary teachers WIll set back the qUalIty of secondary educatIon
for several generatIOns of school-goors ThIS ImplIes that a balance be struck between expandmg
secondary educatIOn and Improvmg the qualIty of teacher traInmg HIgher, performance-based
pay for teachers IS another good Idea QualIty educatIon for gIrlS also means reVISIng the
cumculum Correctmg the mISmatch between skIlls taught girls m school and the skIlls
required by modern sector Jobs -- lIttle emphasIs on mathematIcs, SCIence, engmeenng and
management -- could reduce female unemployment and Improve remuneratIOn of female
workers

WIth regard to techmcal/vocatIonal traIn10g programs as a way to resolve the mIsmatch, thIS IS
often money wasted because firms prefer to hIre educated persons and tram them government
programs fall to match skills taught WIth skills demanded by pnvate sector firms and pnvate
trammg programs are still madequate 10 number Government can save money by
transferring the trammg function to mdustry

The keys to regional redIStnbutIon of population are dIrect government mvestment and
mcentaves to private mvestment outside Java In contrast, the early success of dIrect
government efforts to reduce the rural population on Java through colomzatIOn programs dIrected
at the Outer Islands IS now be10g questIOned Increas10g numbers of mIgrants from the Outer
Islands are mov1Og to urban areas on Java, 1Oclud1Og large numbers of women, WhICh has begun
to counterbalance the number of outward mIgrants from rural Java

b Demand-SIde PolICIes

EconomiC downtunIS related to fiscal austenty, such as 1982-86, and Instances of tight
monetary polIcy, such as 10 1991, reduce the demand for employment, and hkely reduce
demand for female workers more than for male workers The 1983 finanCIal deregulatIOn
resulted 10 sharply hIgher 10terest rates Although It served as a dismcentIVe to capital-mtensive
Investment, It may also have dampened overall Investment But startIng In the late 1980s,
Government deregulation of trade and mvestment, as well as additIonal deregulation of the
fmanclal sector, Jacked up mcenhves to IllVest III labor-Illtenslve, non-oil export
manufacturmg ThIS created many new Jobs, espeCially for women

Because of Its strong backward hnkages to Input supplIers, the large pent up demand for
reSIdential construction (spurred on by finanCIal deregulation) also has the potential to generate
sIgmficant employment The fact that the domestic mput supply mdustnes are still relatively
heaVIly protected will, however, hmlt the efficacy of thIS approach and Increase the costs
Labor-IntensIve pubhc works programs stand out as one of the few SpecIal programs deSIgned
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to expand employment wIth possIbly worthwhIle outcomes, although Its budgetary ImphcatIOns
reqUIre careful attentIon

Further deregulatIon IS necessary to sustaIn rapId Job creatIon In non-oll manufactured exports
and to spur addItIonal Job creatIon In domesttc consumer Industnes Indeed, If the current
growth momentum IS to extend to those sectors of the economy that produce goods and servIces
for the domesttc market, deregulatton poltcies must begIn to work theIr way Into the relatIvely
undIsturbed world of protectIon enjoyed by bUSInesses servIng that domestIc market Thts
should Include domestIc producers of Intermediate goods and servIces Not untIl domestIc
producers can (are forced to) compete WIth Imported Inputs In terms of pnce and qUalIty, WIll
non-OIl export Industnes begm to source mputs domestIcally A rapIdly growmg domestIc­
market busmess sector wul generate that many more Jobs to absorb the surplus labor,
especIally the unpaId female famIly workers

Real wage rates were largely constant through 1982, may have declmed slIghtly up to 1988 as
a result of much slower economIc growth dunng 1982-88, but have begun to nse durmg the
1990s as a consequence of rapId growth smce 1988 ThIS latter mIght IndIcate a slIght tIghtenmg
of the labor market But more lIkely, It represents a lag m the response of IndoneSIa's still
largely rural surplus labor, through stepped up rural-urban mIgratIon, to meet the rapIdly
groWIng demand for labor In urban areas PolICy-Induced terms of trade favorable to agnculture
-- nce pnce supports and fertIlIzer SubSIdIes -- have been reduced as a result of fiscal stnngency
ThIS should actually have speeded up the mIgration response to labor demand 10 urban areas
The government IS now embarkmg on a polley to raISe the IDmmlUm wage to levels WhICh
WIll affect wages of the lower paId workers, especIally women The bkely result will be a
lower demand for such workers -- a result defimtely to the detnment of poor female workers

Landmark tax reform begun In 1983 has dIsmantled a whole range of SpecIal 10cenuves and
dIscretIOnary exempttons, resultIng In a reversal of the source of tax revenues between 011 and
non-OIl revenues and a net reducuon In the biaS agaInst labor use Whereas 30% of revenues
were denved from non-OIl sources In 1982, now over 70% of revenues come from non-OIl
sources But the accelerated depreciatIon allowances on capItal eqUIpment sull mamtam a degree
of biaS agaInst labor use



III HISTORY OF INDONESIAN ECONOMIC POLICY SINCE INDEPENDENCE18

Indonesia's economIc hIStOry SInce Independence has two parts -- the "Old Order" (1948-65)
under PresIdent Sukarno and the "New Order" (sInce 1967) under PresIdent Suharto The "New
Order" can, In turn, be further dIVIded Into three sub-penods for purposes of economIc hIStOry
the InItIal years of the New Order (1967-73), the 011 boom years (1973-82), and the adjustment
penod (1982-present)

1 Old Order Penod

Although nch m natural resources, IndoneSIa emerged from Its struggle for Independence In

1949 WIth one of the world's poorest economIes Centunes of colomal rule had left IndoneSIa
WIth a very poorly developed mfrastructure The natIon's lIteracy rate was an abysmal 10%,
and the maJonty of the workforce was uneducated, unskIlled, and largely dependent on
SubSIstence agnculture In short, fifty years ago, IndoneSIa'S growth prospects looked bleak

The post-Independence penod under PreSIdent Sukarno WItnessed some progress m advancmg
the nation's development, notably m the field of education DespIte the polItical turmOIl that
charactenzed thIS era, some economIC growth occurred dunng the early years Over the penod
1950-57, growth averaged 5 4% per annum However, a combmatIon of factors -- rebellIons
on the Islands of Sumatra and SulaweSI, antI-colomalIsm and antI-Chmese sentIment that
manIfested Itself m the natIonalIzatIon of foreIgn-owned firms, and a hIghly dIStOrted trade and
exchange regIme -- caused output to plunge m 1958 Over the next several years, budget
defiCIts grew, InflatIOn soared, and the government assumed an mcreasmgly dmgzst role

Government control of the finanCIal sector became extenSIve, spearheaded by a
senes of bank natIonalIzatIOns WhIch enabled state commerCIal, savmgs and
development banks to dommate the sector

A pervaSIve system of Import and mvestment lIcenses proVIded a new group of
IndoneSIan Importers and traders WIth access to conSIderable rents, WhICh became
a powerful lobbymg group for contmued protectIon

Busmesses owned by ex-colomal Interests were nationalIzed

State enterpnses were set up to lead the natIOnal development effort

18 The diSCUSSIOn of the history IndoneSian econOillic pohcy draws heavdy on several sources Bhattacharya
and Pangestu (1993) and USAlDlIndonesla (1994) for the penod up to 1991, InternatIOnal Monetary Fund (1994)
for the penod smce the IDld-I980s, Pangestu and Azts (1994) for the early 1990s, and UNDP (1994) for a look mto
the future at what polley refonns are sttll needed
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Showcase projects were InitIated that would soon become "white elephants"

And In an act of InternatIOnal defiance (and probably also of InternatIOnal
Impotence), Indonesia wIthdrew from the IMP and World Bank

In retrospect, wIth 20-20 hIndsIght vIsIon, these actIons were clear cases of poltcy error Why?
because they establtshed rules for the "economIc game" that made WInners out of those who
could successfully lobby the government for addItIonal advantages Instead of those who could
Increase productIvIty, and because they Isolated the WInners from the need to be fleXIble In
respondIng to changIng world markets Instead of rewardIng those who qUIckly and effectIvely
responded to such changes In world markets

The result was chaotIc tnple-digit lOflation rates, dwlOdhng foreIgn exchange reserves and debt
service reqUIrements that exceeded foreign exchange earnIngs, whIch made It IncreaSIngly
dIfficult to manage the uneasy balance of power between Commumsts on the left and the nght­
wlOg mlhtary An abortIve coup 10 1965, WIdely beheved to have been InstIgated by the
Commumsts, plunged the natIon Into VIOlent pohtIcal upheaval MaSSive purges of Commumsts
and their sympathIzers were earned out, WIth estImates of those ktlled rangIng from 100,000 to
one milhon

2 IOItIaI Years of the New Order

It was agaInst thIS chaotIc backdrop that Suharto's "New Order" regIme came lOto power The
lOitIal years of the New Order (1967-73) WItnessed aggreSSIve measures to restore
macroeconomIC sraollIty ana Introduce market-onented reforms- CntIcal macroeconomIC
reforms datIng from thIS penod were deSIgned to restram the government's abIhty to repeat such
dIsastrous macroeconomIC mIsmanagement, and helped IndoneSIa respond effectIvely to the
external shocks of the 1980s The lOtellectual foundatIon for IndoneSIan economIC pohcy under
the New Order fell to a group of Western-traIned economIsts who became known as the
"technocrats" In mId-1966, shortly after the Army put down the Commumst Insurgency,
several of these young "technocrats" began to teach economiCS to semor officers at the Army
Command School In mld-1966 One of those semor army officers was then-General Suharto
He ltked what he heard And ever SInce he became PreSIdent, promInent "technocrats" have
filled Important pOSItions In hIS CabInets, prOVIdIng a degree of contmUlty and good sense to
GOI economIC poltcy

FIrst, drastiC expenditure cuts to eltmmate the fiscal defiCIt were followed by the New
Order Government's attempt to ensure future fiscal responsibIltty through passage of the
Itbalanced budget" law 10 1967, a law that prohIbIted domestIc financmg of budget
defiCIts As Bhattacharya and Pangestu (1993, p 14) note, "external borrowmg and the
drawdown/bUlld up of Government depOSIts have allowed fiscal pohcy to deVIate from
a stnct balanced budget rule, [but] the absence of domestIc borrowmg and money
creatIon have ensured that IndoneSIa aVOIded the fiscal excesses common to many other
developIng countnes "



- 50-

Second, a senes of exchange rate reforms and large devaluahons enabled the GOT to a
fully hberallzed capItal account m 1971 ThIS open capItal account has put an effecuve
check on any Gal mclmahon to use expansIOnary monetary pohcy to sumulate the
economy because any attempt to mcrease the money supply also lowers mterest rates,
WhICh Immediately translates mto an mternatIonal outflow of capItal and a correspondmg
dechne m the money supply Thus, from the very begmmng, the New Order
Government has purposefully "ned Its hands" from a macroeconomIc polIcy perspectIve,
WIth unquestIOnably poSItive results so far

Sweepmg reforms to the trade regIme and to the mcentIve structure were mtroduced WIth
extraordmary speed, unhke the more recent expenence of the 1980s The reforms abohshed the
Import hcensmg regIme (although the protecuve tarIff structure remamed httle changed),
ehmmated most pnce controls, ehmmated dIrect allocahons of foreIgn exchange, opened the
economy to foreIgn mvestment, and returned some nahonahzed enterpnses to theIr preVIOUS
owners IndoneSIa also reJomed the IMF and World Bank Although these structural
adjustments would be largely reversed dunng the ensumg 011 boom, as the country turned mward
agam, they served to demonstrate for future reformers the speed WIth whIch trade hberalizahon
and other market-fnendly reforms could produce posiuve results

The state banks were also reorganIzed Important changes mcluded transformatIOn of one 1Oto
Bank IndoneSia and consututed as a formal central bank, restnctIOn of each of the five remammg
commerCIal banks to a few specIfic areas of SpecIalIZed lendmg, and aSSIgnment of the task of
long-term lendmg to the development bank But the most Important fact was that state banks
mamtamed theIr pnvileged posluon wIthm the mdoneslan finanCIal system state enterpnses
were reqUlred to cleposit government funds WIth them whIle Bank IndoneSIa extended credIts to
non-financIal mstItuuons and managed the stIll large fertthzer SubSIdIes In 1968, state banks
held 75 % of total bank assets and accounted for 93 % of total commerCIal bank credIt Although
credIt flowed mto the IndoneSIan economy, no sIgmficant finanCIal deepemng resulted

AlongSIde these hberal pohcy reforms, Important restnchons were Imposed on foreIgn
mvestment, IdentIfymg those sectors ehglble for foreIgn mvestment and specIfymg mimmum
mvestment and dIveStiture reqUlrements These restncuons were Imposed by a Gar that felt It
had to do somethmg to reduce the pohhcal heat, after It had put down hoshle student
demonstrauons protestmg foreIgn (especIally Japanese) mvestment and dommance of the
economy by ethmc Chmese and had squelched an apparent coup d'etat attempt In addItIOn,
several strategIC state enterpnses date from thIS penod The state 011 company (Pertamma) and
the natIOnal food-tradmg agency (BULOG) were among the most Important, lasung up to the
present In addItIon to the overt role of these pubhc enterpnses, as promoters of natIonal
development, accordmg to accordmg to Crouch (1978), they were VIewed by the new mIhtary
rulers as a source of "extra-budgetary" resources, thereby requmng only moderate levels of
offiCially budgeted funds so as not to call attenuon of the pubhc to the real fundmg needs of the
mIhtary In the ensumg years, the mIhtary has dIVerSIfied Its sources of "extra-budgetary"
financmg, but was usually careful to aVOId "excesses"
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WIth the resultmg economIc recovery -- mflatIOn below 20% and external accounts m balance
by 1969 and strong GDP growth across all sectors -- the government turned Its attention to long­
term development m the form of the first of a senes of five-year plans, WIth emphaSIs on
agnculture, 1Ofrastructure, SOCIal sectors and on 10dustry to support agnculture

3 The 011 Boom

Dunng the 011 boom years (1973-81), Indonesia benefitted from an upsw10g 10 the pnce of 011,
and to a much lesser extent m the parallel upswmg m other baSIC commodIties Important to
IndoneSIa, such as rubber, tm and palm 011 [check WhICh commodIty pnces actually dId nse]
By 1981, 011 and gas accounted for 75% of export earmngs and 70% of budget revenues In
retrospect, the GOI used thIS 011 wmdfall effectively to promote economIC development and
poverty reductIon -- certamly better than other OIl-nch countnes of the day The Gal spent
heavtly on agnculture and rural mfrastructure dunng the 1970s, m a major effort to achIeve nce
self-sufficIency, a goal It dId achIeve by the early 1980s The Gal's ImpressIve efforts to
expand educatIon and health servIces also date from thIS penod, efforts that had essentIally
achIeved umversal pnmary educatIOn by 1990, although dropout rates remamed womsome m
rural areas and among the lower mcome groups The Gal's also strengthened Its generally
conservatIve pohcy of external debt management, although It took the shock of the state-owned
petroleum company defaultmg on some short term debts m the mld-1970s to forcefully Impress
the need for conservative debt management on the natIOnal psyche ConservatIve external debt
management thus became the thIrd pIllar of the Gal's stable macroeconomIC pohcy framework

DespIte these achIevements, and even though overall GDP growth ran at 8% per year, WIth non­
011 sectors (those serv10g the domestIC market) growmg apace, IndonesIa was unable to mamtam
mternatIOnal competitIveness of the non-od economy ThIS was largely due to the well-known
"Dutch dIsease" large 011 revenues led to an overvaluatIOn of the real exchange rate, making
non-od export mdustnes less competIttve m world markets and creatIng pressures for protectton
These pressures combmed WIth lush 011 revenues and wIth10 several years, extenSIve government
controls had replaced the lIberalIsm of the late 1960s, greatly compoundmg the problems of the
non-oIl sector Three examples of thIs polIcy reversal stand out m Importance FIrst, trade
pohcy became progressIvely mward onented and complex, creatmg a substanttal biaS agamst
exports and m favor of rent-seekmg Second, the dIstortIons m the trade regIme were remforced
by mvestment (especIally foreIgn) regulatIOns, and by credIt allocatIon at SUbSIdIZed mterest
rates ThIrd, the pubhc sector expanded SUbStantIally, WIth a rapId expanSIOn of the CIVIl
ServIce and the scope of bureaucratic mterventtons and WIth publIc enterpnses assummg a
dommant role m many sectors, mcludmg heavy mdustnes, petrochemIcals and mmmg

By 1980, a dIsparate web of tanffs and WIde range of non-tanff bamers (NTBs) had been
created The latter mcluded Importer hcensmg, Import bans and quotas, and "mformal NTBs" ,
the most notonous bemg the complex port and customs clearance procedures By 1982, Import
lIcensmg was expanded further to promote Import substItutton m strategIC mdustnes such as
cement, chemIcals, synthettc fibers, Iron and steel
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The maIn competItIon-stIflIng Investment regulatIons Included a restnctIve Investment licensIng
system, extensIve controls on foreIgn Investment, a proliferatIOn of prOVInCIal and local
regulatIons, cumbersome land and labor laws and an IncreaSIngly outmoded framework of
corporate law Investment lIcenSIng was Implemented VIa the Investment pnonty list, a pOSItIve
11st regulatmg entry Into specIfic Industnes for foreIgn and domestIc Investors Although the
plethora of other reqUIred hcenses, permIts and approvals often served legItImate regulatory
concerns, they represented a sigOlficant bamer to entry because they were mevitably complex
and subject to corruptIOn And a useful "rule of thumb" IS that such bamers to entry are always
more effecttve agamst entry by smaller firms than they are agamst larger firms And foreIgn
prospectIve Investors were subject to much tougher rules than domestIc Investors, especIally the
IOltIal reqUlrements for local ownershIp and the tImetable for transfer of full local ownershIp and
the limIted access to domestIc bank borrow1Og

The large Inflow of revenue from 011 sales nsked 1Ocreas1Og the money supply and settIng off
exceSSIve 1OflatIon, so Bank IndoneSIa (BI) Imposed tIght credIt controls BI allocated 011
revenues to each state bank, 10 the form of "hqUldity credIts", although pnvate banks also
receIved a small fractIon (around 5%) of these "hqUldity credIts, and Imposed credIt and 10terest
rate ceIlings specI5c to each state bank But credIt controls were also used to SUbSIdIze selected
actIVItIes strategIC 1Odustnes, food stocks, nce productIon and small scale credIt And the
prohIbItIon agaInst new entry of foreIgn banks was used to protect the state and pnvate domestIc
banks from foreIgn competItIon ThIS set of finanCIal sector pohcles had five negatIve outcomes
first, It assured the grow1Og state partICIpatIOn 10 the economy, second, SUbSIdIZed credIt
10creased 10 coverage and the generOSIty of terms, 10 response to Interest groups lIke the sugar
estates and constructIOn 1Odustry, thIrd, the emergence of an effiCIent bank10g system was
postponed, smce state banks had no need to mobIlize sav10gs nor to decIde for themselves how
to channel loans and credIt celhngs also hmlted pnvate banks' abIlIty to 1Otermedlate, fourth,
real 10terest rates on bank depOSIts were negatIve throughout the 011 boom years, WhICh
contmued to lImIt finanCIal deepeOlng, and fifth, the credIt ceIlIngs faIled to stenlIze the 1Oflow
of 011 revenues, because of the leakages from foreIgn borrow1Og due to the open capItal account

4 Major Shocks of the 1980s

Then, 10 the 1980s, IndoneSIa suffered a senes of major external shocks In essence, these
shocks can be bOiled down to three a dramatIc declIne 10 the dollar pnce of oIl, reduc10g the
dollar value of foreIgn exchange earOlngs and a run-up In Interest rates worlwlde, combmed WIth
an equally dramatic 10crease 10 the dollar value of IndoneSIa's foreIgn debt as the dollar
deprecIated dunng 1985-88 (much of IndoneSIa's debt hav10g IS denommated 10 yen), thus
1Ocreas1Og the dollar cost of debt repayments The penod of economIC adjustment 10 response
to these external shocks occurred 10 three sub-penods first adjustment (1982-85), second
adjustment (1985-88), and non-OIl export-led recovery (1989-present) The 10tenslty of the
combmed effect of both external shocks dunng the second penod was much greater (perhaps by
a factor of five) than dunng the first penod
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5 FIrst AdJUstment Penod

Dunng the first adjustment phase, declImng 011 pnces meant balloomng external and fiscal
defiCIts To close the fiscal defictt, expendttures were cut by rephasmg large pubhc projects and
reducmg subsIdte~, such as that on fertIlIzer, tax reform was ImtIated, wtth follow-up reforms
to strengthen tax admimstratIon, and effiCIency Improvements were made to customs (by turnmg
over valuatIOn responsIbIlIty to a SWISS firm) But even though aggregate expendItures were cut,
the GOr managed to boost the share of expendItures gomg to mfrastructure and human capItal
development To restram Imports and Improve the competItIveness of non-oIl exports, the GOI
devalued the exchange rate by 28% m early 1983 and began to manage It more fleXIbly
thereafter WIth the adoptIOn of fleXIble exchange rate management, the GOI added the fourth
pIllar, and the final touch, to what has become a very successful, stabuIZmg GOI
macroeconomIc pohcy apparatus (recall that the other three were the "balanced budget" law and
the open capItal account establIshed at the begmmng of the New Order Government and an
mcreasmg1y prudent polIcy of external debt management) These reforms were combmed WIth
the mtroductIon of new mstruments of monetary control However, the GOr also resorted to
Increased commercial borrowmg, largely denomInated In yen, whIch would come back to haunt
the GOr In 1986-88 when the yen appreciated

In addItIon to these macro reforms, and m order to Increase domestIC savIng, reform of the state
bankIng sector was ImtIated The credIt and Interest rate ceIlIngs mtroduced durmg the 011 boom
were elImmated, as were the remaInIng SubSIdIes on depOSIt rates (although Bank IndoneSia
mamtamed sIgmficant dIrected and SUbSIdIZed refinancmg schemes), and Bank IndoneSia
SWItched to a mOle mdirect form of monetary control by mtroducmg government certIficates
(SBls) and deemphasIzmg the dIrect refinanCIng of bank loans The Impact on the finanCial
sector was largely pOSItIve real Interest rates turned pOSItIve, mcreasmg savmgs and finanCIal
deepemng, mterest rate spreads for both state and pnvate banks declIned, and credIt Increased
rapIdly, especIally that proVIded by pnvate banks

However, trade and mdustnal pohcles became even more bIased agamst exports and more
subject to government mterventIOn The GOI mcreased the number of goods reqUInng an
approved Importer lIcense, and worse, to restnct the number of approved Importers (often to
only a few) and mcrease the number of goods WIth Import quotas And export bans, taxes,
quotas and hcensmg reqUIrements were Increased, especIally as they related to agncultural
products ThiS produced massive rents for the pnvlleged lIcense holders By 1985, more than
1,700 Import Items were subject to lIcenSIng reqUIrements, accountIng for over 40% of total
Import value, 68% of manufactunng productIon and 54% ofagncultural productIon (lMF, 1994,
P 23) Further, the Import of more than 20 products were banned entrrely, mcludIng
automobues, motorcycles, TVs and radiOS The level of nommal protectIon vaned Widely from
one product to another, making the real effectIve protectIon even more vanable and dIfficult to
determme Overall, the regIme favored "upstream" over "final product" Industnes, thus drawmg
resources mto capital-mtensive actIVItIes supplymg the domestIC market and penalIzmg the
relatIvely more e:ficlent, labor-IntensIve "downstream" producers And although mvestment
lIcensmg reqUIrements may not have worsened dunng thIS penod, neIther were they loosened
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Fmally, publIc enterpnses remamed dommant m 1985, wIth 214 owned by the Central
Government and many others owned at the provmcial and local publIc levels

The resultmg Improvement m the fiscal deficIt, current account balance and mflatIOn came at
the cost of slower growth CombIned WIth hIgher Interest rates as a result of financIal reform,
the slower growth led to finanCIal dIfficultIes for mdustnal enterpnses whose domestic market
had dned up and were operatmg at well below capacIty

6 Second Adjustment Penod

Dunng the second adjustment phase, the GOI agam acted rapIdly to restore macroeconomIc
stabIlIty (thIS tIme In response to a 50% drop m the world pnce of petroleum) WIth a 31 %
devaluatIon of the exchange rate m late 1986 and a cut of 25% m the real value of the publIc
mvestment budget The GOI also began to rely on concessIOnal officIal financmg Instead of
commercIal borrOWIng But thIS tIme the GOI combmed macro reforms WIth trade and other
regulatory reforms that broke WIth the mward-onented polIcy establIshed dunng the oil boom
years Government offiCIals began to talk openly of IndonesIa as a "hIgh cost" economy,
recogmzIng that structural reforms would be necessary to remedy that SItuatIon For example,
the GOI heSItantly began to lIberalIze the mvestment lIcensmg system m 1985, mitIally by
streamlInmg procedures Early on, the World Bank began fmancmg Harvard InstItute for
InternatIOnal Development (HIID) adVIsors In the MmIstry of Fmance, the HIID adVIsors
remam, but are now financed WIth GOI funds USAID also began proVIdIng vanous GOI
minIstnes WIth technIcal aSSIstance m economIC polIcy analySIS USAID polIcy analySIS
resources have been used to aId the GOI m assessmg the lIkely Impact of many of the reforms
hIghlIghted below

Trade reform began m earnest dunng thIS three-year penod Tanffs were reduced across-the­
board In early 1985 The number of dIfferent tanff rates was reduced from 25 to 11, tanffs for
most products were reduced to the 5-35% range, and the tarIff ceIlmg was set at 60% (WIth
some exceptIons), down from 225 % And placmg the senSItIve Job of Import certIfyIng In the
hands ofpnvate (SWISS) surveyors conSIderably reduced customs clearance costs Unfortunately,
the WIdespread applIcatIOn of Import lIcensmg partIally muted the benefits from tanff reform
A year later, the GOI mtroduced an Import duty exemptIon and drawback system to msulate
major exporters from the adverse Impacts of the Import regIme 19 The duty drawback scheme
IS deSIgned to benefit exporters WIthout "domg damage" to the baSIC network of protectIOn
etlJoyed by Industnes servIng the domestIc market, In practIce It only benefits large- and
medIUm-SIzed exporters Then, after the 31 % devaluatIOn, the GOI began to dIsmantle the
Import lIcensmg system, elImmatmg lIcensmg for some 200 Items accountmg for nearly 20%
of Import value (Bhattacharya and Pangestu, 1993) Later reforms mcluded (I) a reductIOn ill

NTBs and tanff rates, (n) mvestment dehcensmg and the relaxatIon of controls on foreIgn
Investment, (m) reducmg regulatory restnctIOn on exporters, and (IV) major deregulatIon of

19 The drawback system applies to the VAT as well as tanff duties and allows exporters to bypass Import
hcensmg restncttons for products under NTBs
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ShIppIng to reduce costs and encourage pnvate sector partIcIpatIOn

By late 1988, the second and more thorough bberahzatlOn of the financIal sector got underway
FInancIal deregulatIOn bmlt on the 1983 reforms by lowenng entry bamers for pnvate banks,
IncreasIng competltlve pressures, and some deregulatIOn of capItal markets was Introduced
Entry bamers were lowered by authonzmg new Jomt venture and domestic banks, easmg
regulations on opemng new branches, and allowmg foreIgn banks to open branches m SIX major
CIties The financIal system was made more competitive by allowmg state owned to depOSIt up
to 50% of theIr funds m pnvate banks, reserve reqmrements were drastically reduced (so low
they had to be raised agam), and legal lendmg bmlts for SIngle or group borrowers were
Introduced The celbng on foreIgn borrowmg by banks was replaced by a maxImum net open
pOSItion of 25 %, allowmg for more fleXlblbty CapItal markets were deregulated by making It
eaSIer for compames to go pubbc, ebmmatIng hmlts on pnce fluctuations of stocks, allowmg
Jomt venture (WIth maxImum foreIgn partICIpatIOn set at 49 %) and local companIes to become
secuntles companIes, and equabzmg the tax treatment of mterest and dIVIdends to boost the
attractiveness of shares The result was a surge of overseas mterest m the IndonesIan capItal
market

7 Non-oIl Export-led Recovery

After a bnef penod of easy monetary pohcy, It turned restnctIve m 1992, abrupt reversals m
Internatlonal capItal flows buffetted monetary dunng 1993-94 Inflation stands at the edge of
becommg a problem, hovenng nght at the 10% level, and the fiscal defiCIt has remamed below
2% ofGDP smce 1989 Pubhc sector debt management contmued to Improve m the 1990s, WIth
pubbc sector debt decbmng m relatIOn to a rapIdly growmg GDP The debt management
problem of the mld-1990s relates to the rapIdly growmg pnvate sector foreIgn debt the sum
of short-, medmm- and long-term foreIgn debt owed by the pnvate sector tnpled over the penod
1989-92

Havmg begun m earnest In 1985, deregulation gathered momentum dunng the early years of the
non-od export-led recovery The pattern of one or two structural reform packages per year
continued ThIS has Included ShIppIng deregulatIOn, whIch has made the IndoneSIan shIppmg
mdustry one of the most lIberal In the world

But perhaps the greatest progress has been achIeved m deregulatmg foreIgn mvestment
bcensmg reqmrements were streambned, treatment of foreIgn and domestic mvestor became
more equal, ownershIp regulatlons were eased and work permIts for foreIgn workers became
eaSIer to get Reforms of the mvestment bcensmg system accelerated markedly m 1989 In that
year, the way the government regulated foreIgn mvestment was changed -- the SWItch from a
restncnve posltlve bst Idennfymg those sectors ebglble for foreIgn mvestment to a short negatIve
bst debmItmg where foreIgn mvestment was prohIbIted WIth that change, foreIgners were
allowed to mvest m most areas open to pnvate domestic mvestors DIvestiture requIrements
were relaxed In 1989 (mdeed, ebmmated for export aCtiVIties), foreIgn firms were gIven almost
the same access to domestic finanCIng as domestic firms, and the mmlmum SIZe of foreIgn
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Investment was reduced, from $1 mIllIon to $250,000 The mId-1994 deregulatIon package took
another gIant step toward complete deregulation of foreIgn Investment It elImInated the
mInImUm Investment reqUIrements and geographIc prohIbItIons to foreIgn mvestment, practIcally
elImmated the dIvestment reqUIrement for foreIgn mvestors, and opened up mne Important
sectors to foreIgn Investment, such as telecommumcatIOns, electrIcIty, potable water, ports and
ShIppIng, and mass medIa No more than about 20 sectors remain on the short negatIve lIst
It stIll contaIns domestIc dIstnbutlon and retaIlIng, In order to protect small retaIlers and
wholesalers, along WIth SIX sectors where It IS Judged that productIOn would endanger people's
health, and publIc opposItIon to openmg the mass medIa to foreIgn Investment led the MInIster
of JustIce to Informally place mass medIa back on the negatIve lIst Investment lIcenses are stIll
only valId for 30 years, but they can be renewed

WIth regard to trade reform, more NTBs were elImmated and tanffs contInued to be lowered
throughout the early penod, follOWIng the trend set m 1985 By end-1993, less than 300 Import
Items were stIll subject to NTBs, a year earlIer, the share of Imports covered by NTBs had fallen
to 13%, down from 43% m 1986, and the share of domestIC productIOn protected by NTBs fell
by almost half, from 41 % to 22 % Table III 1 shows the downward trend In coverage of NTBs
Nevertheless, Important manufactunng sectors remained subject to NTBs, Includmg engmeenng
goods, paper products, food processIng and a major portIon of agncultural goods, and the Import
system as a whole remaInS complIcated By end-1992 the unweighted average nomInal tanff
stood at 20%, down by almost half smce 1985 when It stood at 37% Most tanff-cuttIng effort
has gone Into reducIng the hIghest rates, follOWIng an explICIt goal of achIevmg a tanff ceIlIng
of around 35 %, by 1991 over 80% of all Items had tanffs at of below 35% Table III 2 shows
the Improvement In the tanff schedule, although tanff dIspersIOn stIll remains hIgh Further
progress was achIeved In 1993 when tanffs and surcharges were reduced on steel, glass and
pharmaceutIcal products as well as Inputs to the electrOnIC components Industry, and more
fleXIbIlIty was proVIded m the Import of used machInery And the duty drawback system was
further SImplIfied Progress has lagged In the area of export controls marketmg restrIctIons
and taxes remain m effect on sawn logs, plywood and a vanety of agncultural products such as
cloves and palm 011 and exporters are reqUIred to possess trade permIts, WIth 50% of agncultural
exports regulated under thIS system

In 1992, a Cabmet shuffle removed most of those CabInet heads IdentIfied WIth the "economIC
technocrats", the cadre that had dommated economIC polIcy SInce the mceptIon of the New Order
Government ThIS may help explain why, SInce 1992, trade reform has become more specIfic
and less WIdespread and haltIng trade reform may help explain the declme m export-onented
capItal eqUIpment Imports In 1992, whIch, combmed WIth tIghtened dIvestment requrrements m
the 1993 Investment reform package, are CIted as two of the reasons for the 1993 declIne In non­
oil exports and In foreIgn Investment approvals As of early 1994, accordmg to the World Bank
(1994, p xu),

"NTBs cover about 30% of manufactunng and 35% of agnculture, about the same as In
1991 The average nomInal tanff has been about 20% smce 1991 Average effectIve
protectIOn In manufactunng remains about 50%, ThIS protectIon IS roughly double



Source World Bank, Indones~a Susta~n~ng Development, May 1993, page 65

11 Product~on coverage est~mates for 1986 are based on 1985 product~on weights
Est~mates for subsequent years are based on 1987 weights

Table III-2 Indonesia Changes ~n the Tar~ff Schedule 11

(In percent)

Pre-1985 1985 1988 1989 1990 1991 1992

Average tar~ff rate

Unweighted 37 27 24 27 22 20 20

Weighted
By ~mport value 22 13 15 12 11 10 9
By domestiC product~on 29 19 18 19 17 15 13

Index of d~spersion II 62 108 90 93 89 83 83

Average effectlve tarlff l/ 4 9 5 1 5 4 6 2 4 5 4 8

Source World Bany, IndoneSia Sustaining Development, (May 1993)

11 Including surcharges
11 Coefficient of variation (standard deviation over the mean) of unweighted

average tariff plus surcharge
l/ Revenue from import duties in relation to non-Oil imports (fiscal year)
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that m countnes such as Korea and MalaysIa Although protection has been reduced for
some mputs (for example steel ), It has nsen m some other sub-sectors One example
IS petrochemIcals, where the potentIal mIsallocatIOn of scarce capItal IS large and the
downstream Impact on exporters could be severe "

The mId-1994 trade reform package was also disappomt1Og NTBs remam hIgh on major
agncultural COmmOdItieS, mak10g reductIOns 10 tarIffs on these commodIties of lIttle real
sIgmficance, although the reductIOn 10 the domestic content reqUIrement for soy meal WIll reduce
slIghtly the pnce of hvestock feed Tanffs were also reduced on Imported 10puts and capItal
goods However, these partIcular tanff reductions actually 10creased dIstortIons by 1Ocreas1Og
effectIve protectIOn on final goods, and by lowenng the pnce of capItal eqUIpment, they served
as an IncentIve to choose capital-1Otensive rather than labor-mtensiVe techmques (pangestu and
AZIS, 1994, pp 25-26) In contrast, the Improved regulatIons to faCIlItate subcontractIng by
exporters, and expanSIon of the drawback on the VAT for mdirect exporters (domestIc 10dustnes
that use Imported mputs to make products sold as mputs to final exporters) are clearly pOSItIve
because they should mduce exporters to source more of theIr mputs from domestIc supplters

Nevertheless, IndoneSia's commItment to the ASEAN Free Trade Area (AFTA) -- mdeed, the
leadershIp role IndoneSIa played at the November 1994 meetmg of AFTA -- bodes well for trade
reform over the long term The ComprehensIve PreferentIal Tanff scheme under AFTA caIts
for the elImmatIon of NTBs and reductIon of all tarIffs on manufactured and processed
agncultural goods20 to 10% by 2005 Although trade WIth Its ASEAN partners IS stIll relatIvely
small (13%), such trade has surged m recent years The prospects are good for large gatns from
complementanly among the rapIdly growmg manufactunng sectors of these tradmg partners

SIgmficant finanCIal reform contmued mto the 1990s DetaIled cntena for bank soundness were
estabhshed, hIgher profeSSIOnal standards were reqUIred of bank dIrectors and by 1993 banks
were reqUIred to meet the InternatIOnal CapItal Adequacy reqUIrement of 8% The 1992 bankmg
law ehmmated the Idea of SpecIalIzed banks, a carry-over from the first days of New Order
Government, foreIgners were allowed to purchase bank shares, state banks were transformed mto
hmited lIabIlIty companIes so that they be managed more lIke pnvate companIes, and capItal
reqUIrements for Jomt venture and domestic banks were mcreased to Improve prudentIal
reqUIrements (and also to lImIt the rapId mcrease 10 the number of pnvate banks) AccordIng
to the World Bank (1994, p 18), "IndoneSia's finanCIal system has undergone one of the most
thorough-gOIng deregulatIOns In the world" The most recent finanCIal reform package (mId
1994), Increased the reqUIrement that publIc enterpnses allocate a portIOn of theIr profits to
develop small scale enterpnses But however well-mtentIOned thIS program may be, pubhc
sector bureaucrats make poor venture capitahsts, and the program has httle to show for ItS two
decades of operatIon (Pangestu and AZIS, 1994)

The result has been dramatIc growth of the finanCIal system sInce 1988 the number of pnvate

20 Unprocessed agncultural goods and serviCes are not mcluded ill the scheme
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banks doubled and the number of foreIgn banks nearly trIpled, the number of branches of
domestIc banks mcreased five-fold, the state banks' share 10 assets and credIt fell below 50%,
and finanCIal deepemng finally accelerated On the down SIde, InflatIon rose to 10% and the
current account defiCIt Increased TIghter monetary polIcy 10 1991 was accompamed by tougher
capItal adequacy reqUirements and loan-to-deposlt ratIos By mId-year, Interest rates had soared
to the 20-30% range The response was a dramatIc Inflow of foreIgn caPItal, whIch the
government curtaIled WIth ceIlIngs on foreIgn borrOWIng for publIc-sector projects and by banks
Monetary polIcy has eased SInce 1992, WIth Interest rates fallIng below 20% by early 1995

IndoneSIan publIc enterpnses suffer from two systemIC weaknesses -- poor finanCIal performance
because of overstaffing, too many objectIves and management weakness and concentratIOn In
sectors that faced lIttle domestIC or Import competItIon WIth these weaknesses, pnces of theIr
output were usually well above world pnces, puttIng a heavy burden on other sectors of the
economy that used theIr output In spIte of these weaknesses, however, no progress was made
In pnvatIzatIon dl'nng thIS penod, neIther dunng the early 1990s But WIth the rapId growth
of the non-OIl economy In response to deregulatIOn, and lack of dynamIsm of the publIc
enterpnse sector, the latter began to declIne relatIve to the rest of the economy And by early
1995, the GOI has gIven some IndIcatIOns that active pnvatIzatIon may finally be In offing

8 Necessary Further Deregulation

Further deregulatIOn of the IndoneSIan economy WIll be necessary dunng the current five-year
plan, Repellta IV (1994-99) By strengthemng ItS non-Oil export strategy, the IndoneSIan
economy can contInue to generate large numbers of modern-sector jobs to employ the rapIdly
groWIng labor force To contInue rapId export growth, IndoneSia WIll need to sustain ItS strong
export dnve In machmery, metal and electncla products, become more competitIve In textIles
and move up the qUalIty ladder, and mcrease exports In other areas where It should have a
comparatIve advantage such as agnculture and agro-mdustry And to accomplIsh all thIS,
IndoneSIa WIll need further deregulatIon

But keepIng In mInd that IndoneSia's total labor force WIll contmue to grow at around 3% per
year Into the next decade, whIle the female component of the labor force WIll grow at 5 %
annually, deregulation polICIes should also reach deep Into those sectors of the economy that
produce Inputs for domestIC mdustnes and final products for domestic consumers Only by
tappmg the employment generatIng capaCIty of these mdustnes catenng to the domestic market
WIll the IndoneSIan economy be able to generate jobs on the maSSIve scale necessary to absorb
all future growth 10 the labor force

The polICIes cntIeal to reIgmtmg and sustammg the non-oIl export strategy are hIghlIghted
below

strengthen GOI commItment to macroeconomIC stabIlIty

o stable growth based on labor-mtensive manufactunng cntlcal to contmued
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absorptIOn of (female) labor from agnculture sector

o competItIve real exchange rate

o non-InflatIonary fiscal and monetary polIcy

o senous financial sector reform to mtermedIate savmgs to mvestment and
efficIently finance growth

further trade reform

o aucnon texnle and apparel export lIcenses and prepare for ehmmanon of muln­
fibre agreement under GAIT

o Improve access of small firms to duty drawback system

o speed market-onented agnculture sector reforms mime WIth Uruguay Round
proVIsions, Includmg agncultural commodity exports for which IndoneSia IS the
low-cost producer (women as workers m nce paddles versus export commodIty
producnon ??)

o allocate GOI mfrastructure, export promotIOn, trammg and mformanon resources
With a "hght-handed" sectoral focus

o Improve GOI and IndoneSian firms' ablhty to deal With ann-dumpmg charges

foreIgn mvestment pohcy

o source of Improved management skIlls, technology and marketmg lInkages,
especially Important for export of more SOphIStIcated product lmes

o further reforms to reduce divestIture reqUIrements, land nghts and labor
regulatIOns, madequate mfrastructure and human resource capabl1ltIes hmlt
mvestment m more SOphISticated export products and m certam regIOns,
mvestment bottlenecks at the local and provmclal government levels

phySical mfrastructure

o madequate power and commumcatIons mfrastructure a constraInt

o relatIve lack of mfrastructure outSIde Java hmits spread of benefits from export
growth

o calls for encouragement of pnvate-sector partlclpatIon m prOVISion of
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Infrastructure, accompamed by necessary regulatory functIons, and pnvatIzatIOn
of some parastatal Infrastructure provIders

o use sectoral projections of export growth (see above) to gmde Infrastructure
development

human resource development

o so far, foreIgn skIlled labor (PhIlIppines, IndIa, Singapore) has complemented
IndoneSIan un-skIlled labor, but lack of domestic skIlled labor, managers and
professIOnals wIll become a problem as IndoneSia upgrades exports to hIgher
value-added products

o IndonesIa IS weakest, compared to ItS internatIonal competitors, In Its educatIOn
and trammg programs, 15 years of sIgmficant progress In UnIversal pnmary
educatIon must be complemented WIth secondary-level education linked to needs
of busmesses for mdustnal and export skIlls

o example of finanCIal sector where deregulatIOn startIng m 1988 resulted m the
creatIon of hIgh-salary Jobs and a scramble to obtam trammg on the part of
IndoneSians, but such a revolutIOn has not yet hIt the productIon sector

o many donors gettmg mvolved In trying to develop training programs lInked to
export and bUSiness needs, but future efforts must mclude systematIc and
coordmated plannIng among economIC and educatIonal/traInIng minIstnes and
encouragement for pnvate sector proVIders of educatIon and training

technology pohcy

o so far, technology polIcy has been focused on hIgh-tech actiVItIes earned out by
parastatals far removed from the export dnve

o WIth the tranSItIon to more sophIstIcated export productIOn, technology polIcy
should be more effectIvely Integrated WIth the export sectors

export promotIon/internatIOnal marketIng

o GOI efforts should be targeted toward promotIon of a competItIve enVIronment
supportIve of foreIgn Investment and to proVIding aSSIstance, especIally training,
to smaller firms

o Successful pnvate exporters WIll take care of developing theIr own marketing
skIlls on-the-job training and pnvate traIning faCIlItIes

AI
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o wIth the Importance of export s10lls trammg (market1Og, adverus1Og, product
development, etc), and the planned activIties of several donors (among them
UNDP and ADB), USAID mIght have a role to ensure that women particIpate m
these tram10g programs

mternatlOnal trade negotiations, market access, trade dIsputes

o USAID has a natural role, as an expresslOn of expliCIt USG policy to hasten
ImplementatlOn of Uruguay Round and APEC agreements on the part of
parucIpat10g countnes, to be mvolved 10 assIstmg the GOI to support further
trade lIberalizatIon 10 these fora and to Implement the agreements so far reached
as rapidly as possIble USAID currently aSSIsts MInIstry of Trade m mternational
negotiation

o Of Special Importance IS knowledge of 10tellectual property nghts, antI-dump1Og
and firm-to-firm dIspute settlement on the part of pnvate busmesses

role of small and medIUm busmess

o SMEs were leaders m the export dnve, With conglomerates only entenng later,
If at all

o HypotheSIS SMEs (as well as micro-enterpnses) m all lIkelIhood constItute the
most ferule ground for women-owned busmesses They are a dynamiC sector of
IndoneSIa's export-onented pnvate busmess sector, and therefore the area WIth
the hIghest potentIal payoffs 10 terms of numbers of potentIal women
entrepreneurs

o Work on SMEs IS closely related to domestIc trade and competItIveness Issues,
and to bUIld10g up sub-contractIng and other backward linkages to larger
exportmg firms Although a greater understandmg of the constramts to SME
development, as well as more effiCIent domestIc trade, IS greatly needed, a
thoLough study of why IndoneSia has much weaker backward lmkages from
exports than most other East ASIan countnes would be a lOgiCal "entry pomt" for
understand10g and addressmg these constraInts

qUalIty control and product standards

o ThIS IS not a questlOn of requmng hIgh-qualIty productIon, rather, It IS a questIon
of meetIng dIfferent mternatIonal standards of qUalIty for dIfferent market nIches
Therefore, conformmg IndoneSia's product standards to mternatIonal ISO
standards Will help mcrease the competitiveness of IndoneSIa's exports

o Use pnvate exportmg aSSOClatlOns to Implement qUalIty control, WIth appropnate
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GOI oversIght

o StreamlIne overlappmg authonty of numerous mmistnes

o Ellmmate bans on low quahty exports where markets for them eXIst

the legal enVIronment

o weak legal systems dIscourage busmess among dIverse groups, gIvmg the
advantage to famIly firms or chmese firms than can depend on a network of
Informal codes of behaVIOr to reduce transactIons costs

o The need for better legal systems to protect IPR WIll grow as IndonesIa enters
more SOphIStIcated hnes of export productIon (WItness Taiwan's growmg concern
for IPR m ItS relatIons WIth mainland Chma)

o USAID does, and should because of ItS foreIgn pollcy mterest In IPR, have a
commerCIal law program WIn INDAG The ASIa and Ford FoundatIOns have
been actIve m programs to Improve the commerCIal law system

o One partIal solutIon IS to develop a commerCIal arbItratIon system for foreIgn
firms to CIrcumvent the weak formal system

o Land law IS an Important subset of the overall formal legal system (USAID IS
apparently mvolved m thIS)

labor relatIons

o The appropnate approach to labor relatIons IS one that Imks mcreases In wages
to mcreases m workers' skIlls and prodUCtIVIty, so as to maintain mternatIonal
competItIveness ASSIstance to Improve labor/employer negotIatIons must
emphaSIze thIS pomt If It IS to aVOId destroymg the Ugoose that lays the golden
eggs"

o One approach to try IS to encourage firms to tram theIr own workforce,
accompamed by hIgher wages and better workIng condItIons to encourage greater
attachment of workers to one firm

o Aho Important to elImmate restnctlOns to labor markets, where they eXIst,
especIally those on dIscIplImng non-performmg staff Labor regulatIons that
make the hmng of female laborers more expenSIve should be aVOIded, WhICh
means that the cost of provIdmg day care faCIlItIes should not fall on the
employer
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enVIronmental polIcy and sustamable development

o From an export perspective, the envIronmental Impact of forestry polIcIes, such
as restrIction on wood and rattan exports, are a pnonty ThIS IS partIcularly
Important smce plywood exports are among IndoneSia's top three export products
POSSIble role for "eco-Iabehng II How WIll thIS enVIronmental concern affect
employment of women 10 the Industry?

Unhke other ASIan NICs, the large SIze of the domestIc economy, approachmg 200 muhon
potential consumers, also makes the IndoneSia domestIC economy a potentIal source of growth
RapId non-oll export growth generates demand for IntermedIate Inputs and the worker Incomes
generate demand for consumer goods However, these backward and forward l10kages can only
be realIzed by domestic producers If deregulators tum theIr attenuon to the domesuc economy,
a sector of the IndoneSian economy stIll relatIvely untouched by the deregulator's hand Thus,
although IndoneSia's economIc pohcy reforms dunng Repehta VI should continue to focus on
the export sector, they should pay Increasmg attentIOn on deregulatIOn of the domestic economy

o deregulatIOn over the past 10 years has focused on foreIgn trade and Investment,
leaVIng domestic production and tradmg hIghly regulated, often domInated by
parastatals firms or pnvate sector monopohes A non-competitive domestIC
economy means that export actiVIties generate few backward lInkages, WIth
employment generation hmited to Jobs In the export acuvitIes

o The hIghly centralIzed pubhc finance system encourages proVInCIal and local
governments to raise funds In trade dIStortIng ways USAID IS Involved In a
mUnICIpal finance project, WhICh should focus on developIng revenue sources that
grow as bUSIness actIVIty grows, thus InstIlhng self Interest In busmess growth on
the part of local governments

o DomestIc deregulation IS complIcated by greater vested Interests In the central as
well as local governments, but reform can greatly leverage the employment
generated from expanSIOn of the export sector

o However, the Importance of lIberalIZIng domestIC trade and mvestment goes well
beyond Its role In Improvmg the Impact and effiCIency of export actlvIues
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