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'PREFACE ~'' ''' ~ 4~ .

This Interim Repo'rt is 's'ibmnittdto the, United States, 'Agency'<
f or, Inrternat i onalI Deve I pment /Ja kart a ,(USA ID) , as7 req u ired by
Cntract No. AID-497-I0331-CL00-2060' between USAID '.nd' Developro'ent~

A7tr-naives, Iric. (DAD) wshich was' signed''on 30 Mray. 1982. '3 ,,'w"

The Chief of.Party of the:DAI contract,tarn ri.iied, work '

On' the contract con July3 Ist 1932'0 and was joinI d. i'3Iun Se pt ernber~ by
a tan fromYayasan Dian Desa ,which4 i~s participating. in ,t-,e ,".&.

degnr project7 as a sUb-corntractolW to DAL~ Jarmes' Doorng'ard,
ar rived in 'early Novernber and h as L participatvd,.fully 'as a tea
rner%ticr arid prnia cotrbto totis'epr atouhhei

r', t -Formal ly partV of' the', DAI corstract tlearn3 . "" "

P ratdal of primsary and 3sec ondary. research h~as;4 beer, done

to date involving~ many people who arej related in3varoswy to
thi-- contract' t ea~rn. primary partiacipants have coie fromf 'Yayasar 3

Diart Desa, Yayasan PUrba Daniartha,7 Gajah'tMada Universiy nt 4
Research Triangle Institute as, well,7.of '3cours e, -a's frorn the
Central Java BAPPEDA, USAID and DAI. ., .~. , 7.. .,7..'73,

A ~ still larger 2,rc'UP -of localpriiat has been,' involved&3."'
""'' in assisting the teamn "with,' varioits aspects of itsdesign~ work. 3,,

I h :!L- ilnlUde the mnemsbers of 'ihe oa' Count'erpart Tearn'whi 7ch '3

3' "3p reneits vario'us OUbl ic sector assistance ag enecies3 andprvt
3P,',7QbUSiM~ss nrOUPS and as met with Ithe.: con rac 5be amr' severa I 3t rner

'W aScUSs elernen-'CsL'T the design process,'_~ Several, mebr o44f437

th~is team have also workd dir-ectly with desi~gn teas~r mrnrber5..lP
an ,ndividUaLRbasis. to ass5itin, data cleto~ciiiSbJt ,

in Semarang.and in the field. 7. 44

33iw o Pliannarg WokthPS 3were hel wih3h

p' aiing' process as WO-1 Each attracted~ 50t ,~0priate ansd7  3'$ ''

public sector repr snativs wh pat~ptirrOp'
"diSCuSSicans designied to assist" th tat 3team7. toidenrtify and~"~h~~

Under-starid 3t he key, constraints, to, ernterprseL.3 ,eVel~prnent.'-, in
Cent al'Java and 5u 9 s aso~eui 7 g~ri3mv~Wthose,'333434P
"'onstra nts Thcontract tearn is" very,. grateful4to ~'a ' fthose,

& L nd ividUalS' and inistitutions. who 'ha'vassisted i-nst'he rsac

~"''~ ~""Id de'sign activities I lading, u to4, this reoLrt."3.r.,4'

The report-itself is organied4inr such a way 'a-, to lead t'he' ."3
reader thouhroglyth as an e "sort.; of 'analytical " path tihat they

cctitrat earn fol lowed, i n~h t 3'iresoearcth and thirnkino lea an u pto
t 4 , report7 . The Jreader has~ the advanitage of raceivian-g the437

,:~"Sort formri':fthis procen~s anid'is spared F enldless ,hours '"
'4,7'3 -svci.tssion and data asay~ ' is vwhi4'ch have pone' into the report. 774 3,



~ h s Irtr i~ Rco-rt-is supported, by ~a s e r S cerl rk~
S"paper5 which have bye vreare fL the, desirrs'j

-- eam arld~thers. hese WOrkirio Pape5 are beirig publised. ThhI~

'~-'~'se~v~te~y~d~ycvidd~toUSAI-D alorig_ i -Whe, rnirl reprt.-J>;&f

The -contIractu teaE:m wasimande1 upo~f, -the follwrig i nd i Viuali- S~K:
ji W~vh C part1i pat ed fcor vary ing eri ods oi- tm e, andi i vaio-us m y

$~~' r.r ee pr rt'~i of '~his rep.r '' i

Fromn Develcepme-ritPiterinitives, I -nc.:

Gary D. K i Imer Ch ief ofParty)
Dorid R. IMickelwait
Wil1ern G. Heyrieker'

NnyM. Sraukohae
Richard' H. Pattenr ----- '--

Frmthe U. S. 'Dpar*tmlerio fLabor~ ard USR-D: ,

From Yayasari DiJar Desa:'

An-tors odaw
lyMasri Sirigarimbun --

Slaroet Sudarmadji

From --Reseearch -Triangl1e institute:

Jerry Van Sars-t

DPI expresses its oratitude t cl these iiidividuals. aia f
~~''t- 'C- --hers, too nuWmerous~ to mneritio-n here,. who have helped to rnak 2 P.

his report posts ibI1. We, OfCOL:ze ratlain ~f lI responsi bi Iity~
fri the comnt ent of 'the itself.2

~Semararn22 2 2
c

March 1 198
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THE ECONOMI~C ENVIReO',XENT FOR, EETERPRIS' VLEMET A>

I NTRODUCT10N . 4

The ratLre of the c&..,ro rn c al I; r .(,ou for etrI:,r iz e
JEve oo en has tzri imp ic -,_ n f:,:"- '11-kii: tifica

desir;:ard iNplereritat1uU C'j _DP. This chZ1ytr* provides' a

ief overv~iew of certanr aspctsC. Co -~h'eral :Javvi occrsoroy ad~'~
outlines cirie approzich a dop t od i n ' t- des 4 gri effort for th2 "4

I '' ..<>.- >&VA '4 eus c~ ::!, - , - ''

oid ' -i'f jcelticr of "Pit & o rc i cC. i iterVL2j71y S i th s

Ernvir'rrnerit. . Th e discusiorn hboor, divided in~to three

ecu " ~n:A)" the rmacrc corn ic u8se ng D)n , t~ th e d'ned Lt ri~

s r uct ure; and ,C) ar, apprOL c- ' e z aa1s z of y oirid us*tr ia,1 P
subsectors. \ ' ;

'The first of thoe se ect i or, s is b-ased or, CJEDP Workai i naper 4'

o1, The -i~s Cr ! r, t r a 1"Java. The, second
sectio draws onavailableo'crce' exist"ing

irind u tr i aI eflt erpr i ss c c or idi n r ,I C: SCE, S --and

octar.The third p ar;"r~ ~" otcomng Wrig Papers

previa-v., a 'h ,

ent it I ed tTe ,i i S e ct+'r p1 ',+i " -Th'4Erit ))21 i
vvelciorneir , Cet .Alj. a anrid dra-ws . 0F Arrriex A t c thisr

5,='~cor' Case StCudien. ~' ",j"'-4 "

T8r *C 4 AREC 0N 011 C SE:T T IrG ~ ~ 4' 7

thea decade of t severit ic w a p e r o d of r ad aorm C

'4 '. ' ro-wth for both I -rd oresia1= and Canr.al Java. I h e r: compar~ed to' the'

eXtrc'mle econ~omic initcbilituy du.trir t~he first'hli of'~ the" iS36Zis1

t h' ~'-- r ecen t reccord .i amnipre S Si \ . i.9 u S iS S0a soeci kI IY' t.r ue "'sri o

the qro-Uridwcork fc'r ecco"iorco lc ''covo~ry was "'an place well befo5re t-t~

o~il boomi of' the seventic-u' F.re opolld Inose,4 a t os i ts. preserit

'classi'ficatio'n as a ccdl-C~'~t un0UI ry.'
'484 , ++++,+7. 'i+ 7

It- is riot c]ear, '"owe'er., tcna h9~ a mpressiv.e rowth irj"8 4 -

produc ticn was asscociaed wih OCLa! imr~Bv?. ar5ir

~~~lply t Giv --- 4--- ablno'k.ute saeof t11hb ia24h'4""""'" "

, S W . LI S .n 
.r........ :...... , , , B

C"Significant ' al~'~ tha '4 "he decade of
,,e es will c -t 1 c, f h a r E? Se C e ' t 1 '"t 'L?

4'4~''~Gc c.I.7orny 7-i the~ 1ace e'rl'C C ii'4r:iSt -I bi+i+ty a-rid ,

Oil j-, r .1\, t '



Three main topics will be addressed in this section: A) the

patterns of change in production during the 1970s; 8) labor force

and employment; and C) the prospects for the economy arid

prcductive employment irn the 19130s.

Structure arid Growth ot Producticn r rQ tne 1970s

Both the national arid provincial economies were
characterized by sustalried arid healthy rates of growth in
production during the seventies. Natioral Gross Domestic Product

(GDP) grew at an average annual rate of 7.9 percent, in real

terms, between 1971 and 19L0. During the same period, Cenrtral

Java's Gross Regional Dormest ic Product (GRDP) ircreased at only a

slightly slower average arual rate of 5.9 percent, again in ro--l

terms. These figures, howtever, mask the fact that Certra! Java's

growth lagged well behird national growth in the 1971 to 197S

period but rebounded to a rate slightly ahead of the natioral

average after 1975. This reflected accelerating growth ire Certral

Java and decelarating natioral growth.

Structurally, provincial growth was led by the tertiary
sector (trade arid ;Iervices, inlclutdirg public admninistration and

defense) which grew at an average pace of 11.0 percent per year

throughout the seventic!s. The rate of growth in these activities

slowed corisiderably during the seccrd half of the decade-, fa1llirq

from 13.9 percent ir the early years to 7.3 percent ire the l.ttr

half of the decade. Pub lic administrat ion and defense was the

largest single cortributor in, absclute terms, to this suctor's

(aric aggregate GRDP's) increase, although transpcrtatior ard

comMuricIat Ion, arid barei rg and finarnce also grew very rapicly.

The rate of Erowth ir primary (agriculture arid extractive)

arid secordary (marlufacturirig, utilities, transportatiorn Aric

comrfiurications) isector activities, both of which were rrcatlve

during the first half of the decade, accelerated conrsiderably

after' 1975. Agriculture achieved a positive growth rate of L.0

percent between :1975 arid 1980 arid manufacturing accelerated frori

-6.9 percert before 197' to ar average rate of 9.5 percent in the

post-197,i period.

These different ial rrowth rates imply changes in the

sectoral Itructure Of product ion. The share oF the primary

sector irn GFRDP dccl iricd from' 53.3 percent to 40.7 percern butween

197' ard 1980 while the percertage share of the secordary s-ctor

declirted from 17. [? prrcernit to 14.1 percent. This contrasts with

the pattern of rat ionil growth which was led by the secondary

sector with a much srivalle'r increase in the share of GDP claLrmed

by the tertiary sector. This tends to highlight the spatially

uneqgual pattern of industrial development ir Indonesia durirng the

1970s.



The Labor Force arid Emrplooryient in Central Java

The analysis ot issues related to the labor force and

employment based on macro-level statis3tics is problematic in

countries such as Indonesia where a substantial proportion of

economic activity is undertakern ir, household and family

enterprises, basied in agriculture and subject to significant

seasonal variation. Ir, such a setting, work patterns are

extru ,siy coiipie- and riot amenable to relatively Uimple

classification schemes. The pa-ticular problems with the

available Indoresiar, labor force statistics are discussed irn

detail in the Working Paper from which this summary is drawn.

During the 1971 to 1980 period, the total population of

Central Java grew at an average annual rate of 1.G7 percent while

the working-age pcpulation, defined as those ten years old and

over, was growing at 2.27 percent per year. This differential is

the result of the relatively youri age-cohort structure of the

population. The total number of economically active perscons

increased by 1.9 ,iillor during the period which is art average of

212 ,000 persons per year. The number classified as "working"

incre.ased by s;iightly le,;s, averaging 211,000 per year.

The mc'st si gri ficart sectoral shifts in the deiniand for labor

during the 19710is were the dcline in the proportior of the

workforcf? in agriculture from 63.9 percent in 1971 to 55.2

percent ir, 1980 ard the iricreasirig importance of the trade arid

service act ivit ies- a- sourc-- of employment. 'he sharo of the

workirig pcpulator irn manufacturing exhibited orly a modest

i ncreai;, from 10.4 perce nt in 1971 to 11.0 percenrt itr 1980. The

most rapid avreraqe .rrn 1 growth ratuti in terms of total

employment were i, miri rig (21.4 percent), banking arid firanicu

(13. 7 )ercrnt ) , ut i I I ti (12. 1 pe rcert ) and constrtmt ion (10. 0

percent ) . Employmerit in marufacturing increased at a, avL.ragu

annual rate of only 3. 1 percent throughout the 1970s.

1 here is little direct evidence available to assist 
in

anialyz ing Import art issues related to the quality Lf emplOyinent

or Its prodtictivity. There? ar,, however, several indirect

indicatc.rs W, ich can b? v.xaminred.

Ce~rissm!- data on "ermplo yment status..--that it; whether the

rvspcrderit was se 1 f-employed, a, employer, an umploye, or an

unpaid famiiy work(r--have beer, analy.ed. The- prcportion of

"er trvpr'rneurt" (s 1f employed ard employers) it, the total

work forr:e rcrea.seu d from 38.3 percent in 1971 to 41.5 percent in

19130. I hi i r,cret,';t, caime at the experase of about equal

prc.;o, o t :(,,, of ,mploye, arid tiripaid family workers, implying that

the ratio of "lmp loyi, vts" to "emp1oyrs", or average firm size,

hias! decreas.ed. 1 his firidinq is subject to interpretation but it

s(],,ts 5 that miucl of the growth ir, the working population has

not riec-ssari1y bee, n ri i gh productivity employment but rather

it r less productive uvlf-employment.

3
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~Ti hypothesis~ is futher supported by other indirect ~,

evidnce.Research on real wage trends indicates that or, average<'
-- there- has.been- li4ttlecharnge_ in a rng13is s ince 4S70Y, However, in

c ertain segmn of the~' economy, 4 gspecial~ly-amongs Ik 1&d7 ---- -

industrial%:tworkes ~wgsand -prodc ti-ity have, risenr, This
imlis soedecl-in in.otherI seCtorm Ot evidnce indicating~

increases' in margin Ia 1: employment' i c1m s o'agIrgt levels. of

average 4 abor prodUctivity'rin the economy, s:and' unreasonablyehigh;'~;

employment elasticities in'certain'~sectorshe ~'<

Open t unempl1oymnent does $not appear4 t o be the maj Orr problem in

the Indonesian econom1yat the present tine. In the.first place,
the concept of Openunemnployment has little~ relevance, in the

rural) economy whi h is basLdnthy~hl ;''a 4 .~~m
earning andslaring unit. In urban areas,. where the'cnet

~should have great er applicability, Io pen' unemnploymnent', has', little j

diec asoito 4ihpvry; Th pen uneriploymen1,thatdoes

exst s apaetycnetrtdaogt ed UCat ed Young 'Who a re '4"

~waitinig for etter. jobsthan those re Iadily 4available and who are> 1 !1

being. supp tedl by their rela>ieyw~ell-off families.4 kThe'vast

majority~ of the4 'populatioV' cannot 'afford4 theAlux.ry) of4
unernploymevitand44:rfustenter the,workforce <in any way possible in

order to .earn a liv~ing, nro matter~ how. small1. 3Inbth urban and
rural ~areas then, the issue 6f impo'rtance is underemployment niot 4 .. A

Hence, while the macro-level data suggest that the demand.

for labor has been4>keeping pace wit th~r t~ f the working-

-age population, it is more likely that, the con-dition~of povertyW-

44 4 necessitates that those of working age enter the 4labor force~as,~ "

44 entrepreneurs" 'ini 'an attempt t secure .at least,a marginal 'share.;4A

of the available income. This4 supply 'side 4"push" is-as a 4 plausible
an explanation of the aggregate data as the "pull" of>4demand.

The Prcgsgec2 s 2r b g 4 
.444 .

The relatively high GRDP growth4 rates of the seventies were~

insufficient to absorb the rapidly growingsupply of labor in4

.4 productive activities. This had the consequence not of 4 >~

inrasn levels of open unemploymenlt but,,of,,apparently 4

increasing marginal, iow-,produc-'ivity . enploymerst. >">-

The size' of4 the working-age population'Will'continue to ~
goadding iresingly~large4.numbers ofpotential workers t o 

'-">-'

.4- 44the lao oc-ahyartruh-a es the end. of, the~

cent- 4
4rUnder 4 reasnb'asmtoscne igtesrbltyf

44the economy: to 4prouctively44employ, these inicrements,, it was' found~
tthat overall conomi~c .gro'wth must 3be approx imately 7.8_ percent
per year, with rthe _industrial 4 sector growing' by no lestan1.

44 pereent'4per ye r,.4if the labor forc-e s ituation is to uimprove. 44~

4444.4 444 Ii: 4 is,of considerable importance, therefore, that the decade4

c, 4~f ~the~eighti be one of~ sustained economic growth in Centr~al' 4 4

>.
4 44

--
4 ' 4 4

Java. This must go~ hand in hand, however,~ with conscious -efforts

44 .44.44.4 44.4 4 444 44



to direct that zorc~th in Ways that' its,' employment content is ' '"4

substar-,i a 1' Given the declining capacity: of the ag]ricultural'
.~.sector:.to. absorb' -labor zirid' the, que'stionable- welfare implications

cf coritinued~lrapi'd absorption in the tertiay, z-ect r~ the, burdens
placed on the" industrial eetd io t ccaet ome,,are great.'

_____ -. ef-i ort mrust--be--rmadetc-~nt jat r fqowhwhich__

has a 'high capacity for gener ig'prodct'ive empl'Omrit.

~'it was rioted earlier, that,. the decade of the eighties is'"><~

expected t-,ofepricual difficul-t challenges to 'the

Indonesian economy. This arialysis has focused on one of the
imfportant issuies, the grotwth of output and' ernjKloymenit.' Related

4,to this is the reminder that a significaa~l portion of the' growth

of the seventies was a di'rect result of the bcoom in oil rezvenues

~'' "4 and the relatively large governrment' developmenst budget which this

-~ ;''facilitated. it Could riot 'have been otherwise, as oil revenues
in the 'second half of the seventies accounted for 70 percent. of

th oermn' total revenue, oil' exports generated two-thirds.
of the country' s ,forei gn exchange arid the oil' bonanza measurably,
improved Indo.nesia's ability to borrow abroad.

'.-'nr~i, thb -~rnor of Bn

Iis agis h . cgon htthe Bov

4 'Indonesia repor~ted the 1982 figures on the trade position of the "

nation. According to his report, gross 'incomae from' petroleum and
LNG, exports, declined by nearly 16 per~cernt between Deceraiber 1981
and December 1982. 'When ~this is combined wilth a. ten percent
decline ina the value of nion-o-il anrd gas exports, (over 30 percent

for Central' Java)4coverall expor~t earnings are down 15' percent

Since the end of 198i' At the same 'time for~eign exchange
spending increased 'nine percent and reserves of foreign exchange

were cut in half. .These declines will be compo'unded by,

reductions in oil prices and allocations in 1983.

This' weakening internat ional1 posit ion of the -Indonesian
ecconomy reinforces the importance of promoting industrial
.activity with all 'the available tools. If the development

prc'gress of the 1970s is to be sustained in, the face, of difficult

and. increasing constraints, private sector eco'nomic activity will

have to assume a leadership position in addressing the task which

lies ahead. In the context of both promoting grovith in'
4"' 4 product ion and in productive employment, the Central Java

Enterprise Development Project offers a viable' and justifiable

opticon in the mix of activities required during the 1980s.

INDUSTRIAPL STRUCTURE OF CENTRAL JAVA

'The purpose of this section is to explore in greater detail

the nature of the manulfacturing sector 'in' Central Java.- Trade

and service, act ivit ies comprise an important source of non-'
agricultural employment in the 'province, but systematic -4

information is noct, available which would allow, detailedanialysi5 4

''of these act ivities., 'The em~phasis of this section 'is to briefly



examine the si;,- ::rrcl .,d sectoral ccmpositi ̂ "e Of

industrial entr,.. . i. . ,/vince.

Data are av.- . frc.,. -veral different s .... "I-' '"'
assist ir, this aly:ni.. U, _t ..... ,-e y, the co',, -,
-he irdividual sourc.., . i col ..... d each of ,overseeing aqer, c.c .s h a '"t it istc~ as~ aJdcV:to,, ,-0ein sle~ I c-Wr, set 0of- concepts ai'-J -i'it o~

which makes irter-',ourci comparability problematic. TL '
Indonesia has comimissiored a study v'sich is 1' piece
together a complete, district by district, picture o- the
.ar, ufacturinrg sector in Central Java. When this becomes
available, it will ba the cnly coriplete cro ss-sEctios ccrmpilJation
of industrial data available for the province.

In this report, readily-available information has been used to
provide a reasonably accurate unrderstarnding of the manufacturing
s. C.cr. Where the data base is more consistent, some attempt is
also made to assess dynamic patterns of charnge in certain
isanufacturing sector characteristic,-.

H,-,'-hold arid Small-Scale Erterprisps in tho Marufacturinq Sector

,ianiufacturi-io firms ir Inior, osia are divided by the Central
Bureau cF Statistics iritC four size cateories as follows:
hc'utahold (1 to 4 w ers)l 1... sina ll (S to 19 workers), medium (20
to 99 workers) arid lare (100 or more workers). By far the
largest riumber of "firms", of course, are in the household
industry sector. Household enterprises are riot legally licensed
and r.ost do not operate on a full time basis. They are only one

c. mry income generatirg activities undertaken by households and
a reflection of complex urban and rural household labor

a~l--, tonstrategies.

Accordirigly, r;,o'-t workers in, household erterprises do riot

dzvott? full tim, e to their rai'ufacturinq activity. Such work is
ofter, seasoral or used to fill tie which is riot needed for

primary ecoromlic activities. It is riot possible to consider
te':e housPhold eriorprise jo-bs in the same way "o corisider f.. .

tiar.ise eploymrit in one of the medium Or larre scale enterpris.

To do so would require some rather heroic assu, ptions about tha

sr,:,d,tctivity of labor and "full--time job equivalents".

The iridustrial cO.i, sus Of 197i/75 (see Table I-1) estilated
that out cf a total pc, ,atior of about 2G rmi1lior people, over

. million were erg aed in more than 50C, 0) hous~hoid
t.,rpris.'s i, Cc,,tral Java. Of that total, over 1.1 million

v.c,krs (70.7 percent) ir more than 36', untcrpriseL (70. 8

purcrnt) w(:,re S,:rkir, in only thre. irdustric~s ba:!Iho, ratt an

nd w iilow product s; cther suqgar (traditional paArn sudar); ard
b:At- ik McnuL f act urir. Other ac.jor product liine,;i iriclud, soybear
curd arid other prc..... s.d be ,i foods (tahu/tlumipe) aind other food
prccLIs-Agrq, roof tile mar, ufact urinsrg, cordage, rope aid twine
,f-i ufn f t uririg, and brick making.
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Table I-1

Household Manufacturing Enterprisas
in Central Java

Industrial Description No. Workers No. Units
Code

31330 Bamboo, rattan and 541,885 175,070
willow products

31182 Other sugar 456,171 151,099

32114 Batik manufacturing 128,458 42,465

Subtotal 1,126,514 368,634

Others 465,859 152, 258

Total 1,592,373 520,892

Source: Birc Pusat Statistik, 1974/75 Industrial Census

The 1974/75 Census of Household and Cottage Industries was
based on a sample survey which is generalizable only to a
provincial level. Other data and field investigations, however,
document that production which is primarily for the local market
is widely distributed throughout the province. Other industries,
such as batik, exhibit more concentrated patterns corresponding
to the major town production and distribution centers.

The 1979 Survey of Small Industries showed a total of
140,000 workers erigaged in 20,000 srliall scale industrial
enterprises in Central Java (see Table 1-2). Again the greatest
number of firms and workers are concentrated in a limited number
of industries. In this case, the top five industries account for
54 percent of total employment arid 43 percent of the total number
cf firms.

Small-scale riiarufacturirig enterprises are more
geographically concentrated within the province than are the
hc, usehold units. They also participate in somewhat longer
r;ark:eting channels as their prcducts are more likely than those
of household incustries to be traded throughout the province or
inYterregiorial ly.

Armong the notable geographic concentrations of small
in'ld Lri-s are the firts nrgaged in the manufacture of wooden
f urIiture found in Jopara, a traditional center for woodworking
activities. This industry sprves a national market. Similarly,
concentrat ions of small-scale batik makers can be found in

7



Table 1-2

Small-Scale Industries
in Central Java -- 1979

Industry DescritiRion No. Firms No. Workers
Codes (thousands)

1974/75 1979 1974/75 1979

33210 Wooden furniture 455 2250 3.6 18.5

32114 Batik 1018 1794 10.8 18.3

32112 Weaving mills 1309 1537 13.7 16.1

31212 Tahu/tempe 353 1990 2.0 11.3

31250 Krupuk/emping/etc. 603 1256 4.2 10.2

31410 Tobacco processing 248 903 1.3 9.9

31161/2 Rice mills 1337 1555 8.7 9.5

36410 Brick making 166 1340 .9 7.9

31151/2 Coconut/veg. oil 10 492 .1 3.2

31140 Fish processing 131 384 .8 2.8

Su oa 60 13501 46.1 107.7
SUb Total 5 60E 9Y Y6

Others 3582 6906 27.9 30.6

Total 9212 200407 74.0 138.3

Source: Biro Pusat Statistik, Statistik Industri Kecil,
1974/75 and 1979.

Surakarta and Pekalongan while the tobacco curing and processing
industry is centered around the major tobacco growing areas of
Kabupatens Boyolali and K) ten. Other industries, such as those
which process food products (tahu, tempe, krupuk, emping) are to
be found more or less evenly distributed throughout the province
and oriented to the local market.

8



Medium arid Larle-Scale Enterprise

Medium and large scale industrial enterprises in Central
Java (Table 1-3) are concentrated in two, "two-digit" sectors:
food, beverages and tobacco; arid text iles, wearing apparel and
leather. In 1980, these two sectors accounted for 84 percent of

the total number of medium and large scale firms, 83.4 percent of
total employment in medium arid large scale enterprises arid
provided 79.3 percent of total value added produced by these
.firms.

---------------------------------------------

Table 1-3
Medium and Large Scale Industries

in Central Java

Industrial Number of Firms Workers
Code (thousands)

1974/75 1980 1974/5 1980

- -- --- --- -- ---- - ---- - --- - -- - -

Food, beverages and
tobacco 536 567 69.4 84.3

Textiles, wearing
apparel and leather 731 766 53.0 70.3

Wood, wood products
and furniture 31 40 1.5 3.3

Paper, printing and
publishing 58 65 3.7 3.5

Chemicals, petrol, coal
rubber and plastic 89 73 9.3 10.5

Non-met a 1 i c m i nera l
products 53 87 2.0 4.9

Basic metal 1 .4

Fabricated metal,
machinery and
eq u i pment 54 92 3.7 6.7

Other manufacturing 8 20 .8 1.5

Other not classified 24 -- 5.6

Totals 1584 1711 149.0 185.4

---------------------------------------------------
Source: Biro Pusat Statistik, 1974/75 and 1980

Industrial Census

9



.7Disaggregation t o five-digit Indulstrial Codes (Table 174)

sW;-; ho~ws even, more clearly the degree to which med i um arid large
Icae industrial enterprises are concentrated in a few specific"-

activities. The five most important industries accounted for

vJ73-percent of toetal employmnent~ i n mediu m and -large-scale firms
ard r77-.4--percent.of-the ~t t al--va luez-added" by--t hese--firrns.-",7:- ,-
The tobacco industry alone is responsible for 36. 8 percent of,
total employment in mnediuim and large enterprises and 26.9 percent'

~- ~r- cf their total value added while varrious elements of 7th~e textile
irndustry account for an additional 32~.0 percent; arid.27.4 percent
respectively in those two categories. These areindustries which
serve a national market.

- - - -- - --- - - - -- - - - - - - - -- - - -- - - - - - - ~ . -

Table- 1-4 -4-.

Most Important Industrial Subsectors
'for Medium and Large Scale Industri es

in Central Java -- 1980

Industrial, Description No. Firms No. Workers
Codes ji(thousands)

---- -------- ---- ---------

31420 Kretek cigarettes 109 44.3

312 Weavina 354 33.0

31181 Sugar mfg. 15 16.7

32111 Yarn and thread 13 11.3

32114 Batik mfg. 257 11. 1

g tr a :,

31430 Cigaratte mfg. (white) 3 .9

31410 Tobacco processing 124 . 3.9

Sub Total 875 -eu

Others 836 64.2

Total 171,1 185.4

-----------------------------------------------------------
- Source: Biro Pusat Statistik, 1980 Industry Census

There- is alsco some regional specialization among the meditim
arndlarae-scale firms. There are several-areas, for example,
w~ ~ heavy cocetrtin -f krete (clove) cigarette

m niufacturing operations including Kudus', Baryumas, and ---

Purwcre jo. The textile industry, is centered in Peka 10 nganKudus
and the Semarangoareea., The sugar processing, enterprisesare more
widel y distribUted corresponiding to suacanePgrowinga -3

- nyUrnaS,'Klaten, Karanganyar,L LPati, Kudus, Tegal and Bebes. -

6 , -112



In some cases it is clear that locational decisions are made
on the basis of access to raw materials (e.g. sugarcane). In
others (e.g. shrimp exporting) it is access to port facilities
which determines enterprise locatiorn. Still other types of
industry (e.g. woodworking or batik making) tend to be located in
areas which are traditionally noted for certain types of skills
or activities. In still other cases it is difficult to determine
why enterprises have been sited as they have been although in two
cases we were told that large scale private firms in Central Java
chose their location on the "instructions" of the government.

Growth in employment in medium and large scale manufacturing
can be compared to the growth rate in value added. In real terms,
value added grew at the rate of 8.8 percent per year between
1974/75 and 1980. At the same time employment in these firms
increased at an average annual rate of 4.5 percent. This
suggests that the newly employed labor had increasingly higher
prcductivity in this part cf the industrial sector.

Furthermore, although redium and large scale industrial
enterprises employed only 9 percent of total industrial workers
in 1980 they accounted for 88.4 percent of total value added.
Value added in small scale and househcld enterprises is estimated
to have increased at an annual rate of 16 percent, between 1975
and 1980. These findings are consistent with the analysis
presented in the first section of this chapter, which suggests
that large numbers of inarginally-productive workers entered
househiold and small industry employmient in the last few years,
atdinrg to aggregate value added, but holding steady or, more
likely, actually reducing averape labor productivity arid real
returns to labor.

It is worth noting that a substantial proportion of the
ermiployment in industry of all sizes in Central Java is made up of
wor0ier,. The team which studied the Badan Kredit Kecamatan (BKK)
procrai discovered that 60 Percent of all loans from this source
are rciap to women. In larger scale manufacturing in the province
it has beer reported that u to four fifths of all employees are
woMer. Thor is a.s ir, orgari zation of wormen entrepreneurs,
IWAPI, wtiich is actively involved irn the development and support
of forilale-owred enterprise and with which the CJEDP will
undoubtedly cooperate in the implementation of the project. It
is therefore clear that, at whatever level of enterprise the
CJEDP is working with a particular sub-project it will have a
direct impacton women.

SUBSECTOR ANALYSIS

This section of the repcrt focuses on the question of
identifying appropriate areas for CJEDP intervention. The basic
thesis presented nere is that the traditional methods of
searching for possible interventions have had only limited
success, largely because they have been based on a superficial
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understandirig of what are, in* fact, corplex phenomena. By

adopting a "systems-oriented" view of non-farm enterprises,

however, it is possible to gain a much clearer grasp 
of the

opport uit es arid corstraints facing entrepreneurs arid

enterprises arid, even more critically, to see how performance can

be imprcved through appropriate interventions. This systermis-

oriented approach has beer, termed the subsector approachl to

ecoriomic research.

This section is broken into three parts: A) a discussion of

certain alternative approaches to identifying 
enterprise

develcopmlent interverntions; B) an overview of what is meant by

subsector analysis, and C) an assessment 
of the approach as it

has been applied in the design of the CJEDP. The Case Studies

thermselves can be found in Annex A to this report.

qp aches t2 Identjfing Enterprise Deve1c' 2e-it Interventior, s

The prcblem of identifying appropriate areas 
for

enterorise development intervention can be approached in several

ways. Ore methco relies or aggregate industrial statistics to

assist it, ranking sectors of the econromy for project attention.

On the basis of certain assumptions concerning the relationship

between available statistics and project 
objectives, industries

cari be sorted with the goal of identifying those sectors which

could defire the tarcet industries of the project.

One study currently underway in Central Java, for example,

is identifying priority industries for financial 
assistance by

comparing the value-added per capita by sector ir Central Java

with c4.rr2Spcsdririg figures for other provinces. Other criteria

could include, for exarkmle, different measures of efficiency, the

capital-lat)c-r rat io or eriployriert elasticities. The rigor of

such ar, apnrclach, however, must be weighed against its dependence

or agg-eqAte data Of questiorable reliability, the rather

restrictive character of irdustrial classification based on

,,reira iz'd .ridu-,t!'y cooc.s arid the faith which must be placed in

hyzcthesu's crcvrr,;rl the ,elatiorisnip between aggregate

st tist ic. I' I ', -I '- L. Jbject lvus. Furthermore, it s ,ct clear

how such L .r ays i L. u at, usec to cuLtermilre the types of necessary

arid desirable interven'tions into selected priority industries.

Or- alterrative approach would involve an organized firm-

level research effort desigrLd to collect certain quarititati-e

i -fc,'rn,%t lor, whict could be usLed irs a similar fashion as the

ao7r(rerat? ircutria" cata. The difference between the two

riet.thou,€-, that thi,, type of researcn could be used to examine a

rour11b P r Of filicro-- levol hypotheses which would contribute to the

icdrit it icat ior of target sectors. Such issues iricude firarcial

and eccrcmic profitability, efficiency analysis and so on, based

on rilpreseritative groups of firms within industries as well as

between industries.



This methodology has the obvious advantage of facilitating a
somewhat more sophisticated analysis of the economic potential of
various industries ard types of firms withirn industries. It has
the associated drawback, however, of requiring ti me-corsuming arid
exer, sive survey research whose productivity depends on the
degree to which businessrer, are willing to share quantitative
details concerning their firms' :,peration. Furthermcre, this
approach tends to be quite weak in suggesting particular forms of
i rit ervert i on.

A third approach to idertifying appropriate irterver,tions,
the subsector approach, is predicated or the assumption that
ecorcmic profiles of industries as defined by aggregate
statistics or grCLIps of mar, facturers within or across industries
can tell the analyst little concerrirg the potential
opporturities withir industries or how these opportunities can be
realized. Perhaps ever, more importantly, such research says
rothir,_ about how project intervertions can help industry
participants achieve their goals.

The prc, osed apDroach do'es rot reject the use of quarntitative
data and is rot ircomm:atble with either of the methods presented
above. It argues r steac, however, that before it is possible to
learr anythirog of relevarce about project interventions from the
analysis of data of either type, it is first necessary to
understand the structure, orgarization and furctioning of
particular industries. Without such an understarning, the
analysis of cuartitative irformatiorn is likely to be
uninformative or perhaps even misleading.

The Nature of the Susectc or Approach to Industrv Research

When forced to work with aggregate irdustrial statistics it
is necessary to adc,Dt the categories arid definitions which are
-hc, ser, by the statistical service. No such restriction is plac2d

cn ta.,-se collectinr, Drirmary irformat iorn. The quest ior, of which
firris are to be LV-c-uDed fcr analysis ofter preserts a
particularly difficult challerige to the researc:ier. There are no
urivlrsa'lly accepted Cuidelir, es which can be fcllowed.

The estior. cf cef irir, ar indtistry is ro closer tc resolution
today than it wa._ fitty yearr ago. Perhaps the nest statement or,
this issue wasi made by ;ircfe,-cir E.A.G. Robinson in 1931:

"We had hopecj that it would be possible for us to
define a°r industry as a urc up sOf firms proucrir, the
same corimitc i ty for t he sarie rarket. We must n'ow
reccqr P, t, t .4t cc, t 'c fir,e it either by the cocmmodity
producOd, or hy thf nekrk'et for which it procuces, is Ir
mary cae'-, ither imoss ibli e or at ieast urisati sfactory.
In practice, all that we can do is to follow the example
of thos*, wrio -%re a ctually cr,,aged ir, i ndustraes...They
are simply a classiificatioro of firms which may for Lhe
moment be convenient. A change of technique and or
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orgarisation may require a riew classificationr and a new
industry. "

Consistent with this view, the subsector approach places
very little emphasis on the particular slice of the eccnony
chosen for study. It could be as broad as the food and labor
industry or as narrow as orramental brass exports fror Flores to
Sierra Leone. The approach does require, nowever, that once the
industry is selected, certain factors must be taken irnto account.

The subsector approach has its fourndatior, in the "system1s"
view of real world phencornena. Viewed from this perspective, an
industry is much mocire thar, just a collection of mlanufacturers
grcouped according to a set of starndard iriterr, aticinal ccdes. It
is cor icsed, instead, of a variety of heterogenous participants,

oeratiri in the context of cifferent incentives which are

involved in the trarnsfornmatior, cf raw materials into finished
procucts in the hands cf consumers.

Two elements are of central . mport arice to tne definition of
ar, ir,0ustry as it is used in, the subsector approach: The

vertical and horiznortal diniersicris. Within tnese twc dimensions
a-l of the essential diversity of industrial economic activity
care be captured.

The vertical tinlersion recognizes that ecocnoric activity
involves the trarsfc-rmat ion -c-f tne prctucts of the earth into

final :rccucts In tne narics of ccrisuMers. Tnis transformation
girce_ 1 rcli udes vartous staces at w.ich ecrtain ,rurict ions are
:erfco, rod. Different industries are ccom posed of different sets
of recessary furIC1Yoris. The vertical dimer, sior, then, corresponds

t-, a vertical slice of the chloser, ir dustry which has, at ore end

the final corisurilers arid at the other, raw materials.

A careful examiration cof this vertical slice wil I most

.ikely reveal that there is not just ore path from materials to
der,&arcj. At vario0us oairts alonr the vertical cut there will ie

alterriat ave, soe,7t iriE's co'm.lemntary, somet iries coTODet it ive,

vertic-al trar, sfc-rriiatior channels. Tese alternative vertical
charnre lis co mrise the hcor ortal dimersicr, of an industry.

m._,erch orn irsdustries must accounit for the part ici oants and

ertercmrises irvoivc zr, the vertical moveriiert of products through
the vari,:u-., 1t az,, recuiired to t rarisforri materials irto final,
C iItri,'t.Mud JrC°IULCtL, as wull as for alternative and competing
vcrtica crarr~es which zive the 3rdustry its norizortal
d. a r os I cr .

Onco eqi.pped with tre suzsector approac. the analyst is
t _t. f 1cr Ciro a'y ., a e of cor, cerns with all his

avaa I 1: i , tools. -ie Lubsector aDproaci' is not a formuula but a

cCUi- i V . I f I t mm, a arOCccr[cei ved or Incidental bias it i E that
ar~c : a,-z;s otten; t urn out to be surprisingly complex arid tnat the

iicit ,;,jv iouti s pr'ool ems are frequertly sym:)toms of more furicamental

systc'riitic issues.

.1 4



A source o Many problems for enterprise developmentiszin
the coordination of the divergent interests anjd incentives! whi6h ~
charactri~s the various part iciparits in suchiecosomic, systems. 74

uetisofappa tgross. ineffiece in prdction for
exa-mle, are Mfen- dif ficult' to explAirn in~he-presence of -a
seemingly competitive industry. A more careful 1ok, however,
may reveal that the problem has.nothing to dowith tecn..olo.gy.or
fieance but rather in faluresin other partsof ,the production-
distribution system. This would bear importntly n th 'type of
intervengtion which' could make a difference.

-tg WA st.suCn uEema a

As part of this design effort several industries in Central

Java we selected to be the subject of "quick ind'clean'stidy.
The objectives of this research were:

a To further the design team's understanding of the
sbusiness environment in Central Java-based on firm and

industry-level research;

e To obtain an understanding of the structure and
organization of selected industries and-to obtain a
preliminary assesshnent of the opportunities anKd
constraints facing businessmen in these industries,

o To assess the potential role of the CJEDP in addressing
key enterprise development issues in the selected~
industries arnd the implications of these findings~ for.
the design of the project; An~d

o Tco provide, a foundation for the further analysis of
industries and enterprise development issues in the.

conextof the CJEDP.

The select ion oif industries to be examined was based' onu a'
nuimber of criteria. First, it was thought desirable to examine a
raqge of industry types, in~cluding import-substitution, export-,
crienited, agro-processing and domestic consumption'typeproducts.
Secondly, within these categories the judgment of the project
staff and consultants was used to identify potentially
interesting industries.

At this stage the macro-level industrial statistics were:
used to fin~d those industries which were moost promminient in the~
pro~vin~ce and also'the kabupaten~ distribution o~f the industries.I
]Finally, the degree of coverage, which varied among 'thee selected >

industries, was based onu logistical considerations in comb~ination
with our preliminary assessmenit of-the payoff to loioking at ~the7
in~dustry in 1any detail.. ''

Given the limited time available to carry out this" <'

pr'elamira ry. research six industries we re chosen 'for study. "It %''



was rnot known at that t'ime how coumplex, certain4 1nd ustri es;-yjou Id~4  4

<~turn out 'to be avd therefo~re the~ go' wstd s-ruchv a i
~~ pi.. a e,'l g iven e ,t.ime- cornstrainrts.'4 ~;

-ie,~ Teorigirnal list iraC'u ded textil'e exprtsj, ciayeprod uct..s4
(b~~n oo ~'sveget'abIles c*'-ls, mrietail-ca'st-ingad---,-rd.

~~.finishing, arid f urn i ture. Durin :the course .f, the ,f ield work.>
tA ex txi Ies were, replaced' by shrimp exports . (Which i.s Central ja'sl-
*majo'r exooirt -activity, but 6oes. n ot 4a p pear, in the, iridustrial
nt, t~cstics), -bricks wer'e dropped and 'handicraft exorts were '

4tdded. For this interim report it was felt4 that information was-
~.~11 cintto preserrt three of these industries (shrimp exports, <j

the mi-etal iridustry arid roof tiles) as reasonably complete but 4

still preliminary case studies. These car, be4 found in, Annex A- to
this report.4

4- I Eased on work to cate there appear t o be a, var iety o ft
possbletypes of activities4 whi'ch cc'ld profitably be pursued~b

C7DP. These are contained in the corntext of'-act'ual 6ase.,studies.
L-Ad briefly' Summarized below.

There appears to be considerable op:"c'rt unity for further
developing the shriinp export industry irn Central Java. Frozen
shr i ri ar e the province's main export, but constraints inu the
ZcUaCU'ture productiors system limit the tremendous poterti'al for
increasing sales. These constraints are complex but result
Prim~arily from problemns in -the hatchery system and
Underinvestm'ent by the public arid private sectors in pond
immro v e me rit.

Am~ong other possibilities, the application of an agro-
'z-rocessing-_model'b'ased ors a -reatei' private sector role in system
c.orcination would likely yield substaritial mains for shrimp
frm~r5 and exporters. This would also encourage improved systemn
performance by stimiulating desirable forms of competiton between
alterniative product di stribut iOn Channels.

The clay' roof tile iritUstry is art example of an industry1;- .

.operat-'i in ncornit ions of some unicertainty regarding the future
-Vcourse Of deriand. Raoitd entry into the in-duIstry, improvemets in

-~ rodct ontechnology, -the. increasing importance of alternative
roofcing materials aridthe :-rowing significance of interprovinicial
crmmetitlier h'ave 4eac,- constributed to the uncertain prospects for

* thiS -indl_,Ftry. Befo're determining the need for intervention -.

into this," industry it is recc'mmericed that CJEDP Conduct a
thcsrouch stUdy of t'he-demliard for roof tiles. This would 'riot only 7
:-elp inIasessino the need fcor CJE'DP assistance but would also
pro'vide important input for those other agencies currently
invo'lved in-prcomotiig~the gqrowth of the industry. .'

The metal and- enigineering sectors 'have an. importanr,. role-ito
p lay i-n laying the foundatioin for rapid industrial sector growth.-' 4 44

-- ias :-rdr'uStry's rate of' development and ability 'to lead
i ind ust r ia 1 crcwth ,i s less th an it should be. Th 4System is '- 44,

-p' - pro sing but at a rate which is i.nsu ff ic ient to. support 444



development in the rest f t he vecono..my. CJEDP~ rpearcn sugges
~ t~ te~usad~curert 1y prova ded: fcr.product devel opmenftis

w~-w- t~ ~ developjrnqrit -'ftheseui ndstie -- CJDPcaj'44ply;"urnber of
v' 4 ' oleso Iwhch CUccntr iute-t o- he'ore "sats fact ory,~4 44~

4A prelimnary loo'k at three oth-er industries also suggests
potential areas of focus. Thes~e will be further refined An Phase
11 of the project design process.. There are several other~
conclusions which cani be drawn from more geneeral 4cross-Andustry
faindings.

0 There is a surprisingly strong interest in a,
project such as CJEb'p which could-serve as a,--
cent~rala clearinghoause for information arnd --

4 ~~assistance to busireessren. M~any entrepreneurs4
- expressed the view that there is V~o institution in

4the proivince -which approaches problems~ from a-
"business" perspective., This is regarded as arn
important deficiency.

44 ~0 Among2 medium and large-scale firms there was clear444
indication that services could be provided on a 4

- fee basis if they were related to benef its which
- - can be realized by private firms. it would, be

4444 necessary, however, to -demonstrate efficacy before
-- such-a market' for services would actually

materialize.

0 The or~areization must be able to respond quickly
to particular "firefighting"a type concerns but-.
must, at the same time, possess the capability to

-design, coordinate and imnplemnt longer-term,
systemnatic, interventions.

0 Both types of interventions must evolve from a
previously establishied understanding of the
industries which are to be assisted. This
suggests a gradual project development that slowly
broadens its ability to deal effectively in
different industries. It would be a mistake to
pursue, act ivities in portions of the economy that

- were no't well understood by the project.---------

S Often the types of4 expertise required to haqdle - 4
- certain issues are highly specialized. This.~

4 suggests thatthe project would wan~t to be ableS to 44

rel h ~eavil on shr-tr cotrc emlye who

,are hired to deAJ with 4 :particular problems. 44 4
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eOVERNMENT TPOLICY WHICH AFFECTS THE
BUSINESS CLIMATE IN CENTRAL JAVA ~ 1

The pol icies~ of the Go~vern~ment cof Indonesia which affect the
private sector have changed c'ver~time as Oiffering priorities ~'
have been assigned to goals of eqLiity, financial 'stabihity, a nd
economic growth. For the desigrs of the Central Java) Eterprise
Development Project, it is necessary to understaud how' 2current(~q :
policies affet the business climate in the province, and to'
propose ways n which the project p.in: A) assist entrepren~eurs~
to better functio~n within the existing policy environment, anid B)
assist' policy makers and administrators to know~ t~he actual impact
of specific policies which may work again~st the achievement
employment and growth objectives in~ Central Java.i

-~It is rnot the inetent of the design team to asseor judge
the c'orrectness cof ,government policy. It is rathert Wassess the
impact cof such policy 4on the conduct' of private business! VThe
following pages briefly consider policy as it rel~ate to: A)
credit and finance, B) industrial licensing, taxation and --

investment incentives, C) weak economic group arnd cooperative
prcomotioni, and D) informal administrative costs.

CREDIT AND FINANCE POLIC;'

Bank In~donresia ?the Central bank), stands at the apex of the
-national fin~ancial system supported by -five state banks.
Together, they account for 80' percent of the gro'ss Assets of the
formal fin~ancial system. There are also 75 private and foreign
commercial banks, 26 r~egional development banks and the
Development Bank of Indonesia (BAPINDO) which account for the
rem ainineg 20~ percent of total assets. A variety of non-bank
financial institutions and sub-banks, such as the highly
successful Badan Kredit Kecamatan MRK) program operating in
Central Java, are outside the formal banking structure, and hold
only a small portion of total financial reserves. Table 11-1
presents the inventory of the formal banking system represented
in Central Java. -

Th credit adfiance syte of the economny is clsel

regulated4 by Bank Indonesia and used as -an instrument of 44

governement policy,' which inc-ludes te tran~sfer government-
revenues trirougn subsidized credit to selected sectors of-the
ecconomy. There are overalllending "eiliigs on each bank and<
subsidized inter'est rates (through means of low~ cost rediscount -

facilities), for special lnigpro'gram; directed at agt



The BAnking Sistem in Central Java .~

State Bank Branches 794
N.ational Private BankE 5
Regional Development Bank (BPD) 23* .

Nat ional Development Bank (BAPINDO) I' .

To~tal 5

-------------------------------------------------------

F>- Source: Balk Indonesia Data.

groups in agriculture, exporting, trading, mining and

manufacturing. The many lending programs are differentiated by

sect or, scal1e of investment, l ocat ion, ownersh ip structure and
type of finiancial institution.. Bank Rakyat Inidonesia G(RI), the,

* state bank chartered- to provide agricultural production credits,

has 704 branches in Central Java under the Bank Unit Desa'

i..program, and offers 262 different credit Programs, each with-its
owncriteria and administrative procedures.

Many small and medium-scale Indonesian, entrepreneurs have
benefited from special credit arrangemients such as the KIK/KMKP
program which provides both fixed and working capital loans to4

small-scale entrepreneurs. _The Aspiring businessman in Central
Java can theoretically choose from- among multiple pro'grams which

make up a credit "ladder"I beginning with very small rural lending

and extending to large scale loans through the state banks. The
eight major subsidized credit programs in the industrial sector,.

a.nd their limits, purpose, interest rates and terms Are presented
in~ Table 11-2.

Bccnn Kc 0n=etmen adD Wrk-in C922i0a1 Credi in Central java

While the policy of extending credit at subsidized rates to

targetted sectors and scales of economic activity 
2satisfies one

aspect of government policy, it does not necessarily allocate,

444 capital resources to the most potenatially productive. investments

in Central Java. In addition, although the total resources of
the financial system are considerable, only a very small
percentage is available for medium and long term capital
investment.

According to preliminary Bank Indoniesia data, total credit

S p outstandin~g it Central Java increased by 28.5 percent to a level
of Rp 762.94 billion (USD 1.1 billion) at the end .of 19827 as

compared to one year earlier, as detailed in~ Table 1173. 44

194
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22 '" Non-Argicultural 2 C)-e d it Ladc~~ o r "

Prc'in,,L Lwi Lrn it s 'Pur2'sp Interest Tr
22"" '* 2 (R000)

Kreci t Cardak Rp 3-15. trading 1%4 per mrit h 3 mnth'2

'KUlak' (4 -21Y I 4Y forced max imum;

Sadaa Eredit Rp 5-2~00~ ' trading & 3. 5%' o '.vc varizble~
Lc atn($7-286) product ion + forced -- mnt h72

savings common

Kredit Mini Rp 10-200 W. C. 1%per annUM 1 year
($14-286) F.C. 12% per annum 3 years ~

Kredit Midi Ro 200-500 W.C. 12% per annum, !'year,
6$266-714) F. C. .10". 5% pe~r annumi 3 year~s

K Rp 1,Q100- F.C. 1.%per annum 10 years
1,Q0 4i years

($11 429-21, 429) Drace-

K M AP Rp 1,000- W.C. 12% per annum. 3 years

Kredit Kelayakan Rp 17000- . same as K'IK/KMKP/XIBwith easier
75,000* -collateral requirements ''

($1,429-107, 1L43)

Kredit Investasi nco established F.C. 10. 5 to 10-15rs
2 iaalimits 13.5%yeIas

Per- annrum 3 years2
grace

W.C. = Working Capital

2 F.C. = Fixed Capital
*=lo~wer, limnits -riot specified in lending condit ions, 'estimiatesi. '"2' 7

for comrparative purposes only.

Source: Bank Indconesia .data compiled by' CJEDP design t eamn



Table 11-3

Bank Credit in Central Java According to
Type of Credit - December 31, 1982

(Rp 700 = USD 1.00)
R2 Pillions $ Millions Percent

Working Capital

i MKP 108.9 155.5 14.3

.,anaced Credit* 14.4 20.6 1.9
Kredit Midi 2.4 3.4 .3
:recit Ekspcr 37.5 53.6 4.9

:i'mas/In ras** 15.1 21.6 2.0
Other Program Lending*** 18.6 26.6 2.4
Non-Program Lending 366.9 524. 1 48. 1

Subtotal 563.8 805.7 73.9

Fixed Capital (Investment)

I. 36.2 51.7 4.8
Xanaged Credit* 7.8 11. 1 1.0
Xredit Midi .3 .4 -

Krodit Investasi Biasa 22.2 31.7 2.9
Project Assistance*** 30.7 43.9 4.0
Other Program Lending*** 5.8 8.3 .8

Norn--Prograrn Lending 76.9 109.9 10. 1

Subtctal 179.9 257.0 23.6

Construct ion 18.6 26.6 2.4

Other (not detailed) .6 .9 .1

Totals 762.9 1090.2 100.1

Notes: * includes Kredit Mini, Kredit Candak Kulak, and Badan

Kredit Kecariatan (BKK) program lending.

g* agricultural production credit.

•** pri marily supports government projects.
--------------------------------------------------
Source: Bank Indonesia, Semarang.
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Within the government-subsidized programs, working capital
credits accourted for a far higher portio.', (73.9 percent) of the
total than fixed capital, or investment, loans (23.6 percent).
Workirig capital program credits directed at private-sector
borrowers accounted for 21.4 percent of total lending while fixed
capital loans to the private sector under these programs made up
only 8.7 percent of the total.

The same data indicate that 34.3 percent of total credit was
supplied to trade ard service enterprises while manufacturing
received 33.9 percent arid agriculture 19.1 percent.

Approximatley 58.2 percent of total credit (Rp 443.8 billion
or $634 million) was provided as "general" credit outside the
subsidized lending pro-,grams. The bulk of this general credit
(82.7 percent) was for working capital. These are primarily
short-term (3 months) high interest (24-36 percent per annum)
credits used by large trading concerns to finance their
inventories. This keeps the wheels of enterprise churning, but
does nc't provide resources for expansion of existing, or
construction of new, productive facilities.

7hat there is surplus demand for investment and working
capital credit among very small scale entrepreneurs is clear, as
documented in a recent evaluation of the BKK program wnic.i
charges effective interest rates approaching 80 percern. Yarket
rates for ursubsidized short-terrm manufacturing credit are often
quoted at approximately 35 percent in indonesia. Wher credit
U:der special government prcgrams is availaole at 12 percent,
cemand will exceeo supply ard a rat ioning system must bo applied
to screern applicants and select those to be awarded access to the
restricted loan funds. In these circumstances the investments in
orocuctive enterprise which will bring the most growth and
an ) loymert benefits to Central Java may rot be the ones selected
to receive loan funds.

When there is excess dermard fo-r loan funds, banks
zraditionally place their money in short-term, low-risk wrojects.
They favor trace and w,-orking capital (secured by commodities in
product-ion or alreaoy produced) over investments in now Diant ard
ecuipri ert. Equity arid collateral requirements are set at hign
levels to help insure thiat loans can be repaid. Mary ircigerious
','sd',esian enitreprereurs, who were irtended to n.riefit from the

special subsidizod lenrding prcgrams, are unable to meet the
str ict requirerunts. in respnrse to these probles, Bank
>"donesia recently establisned a new program, Xredit :<alayakan,

which reduces equity and co=llateral req-uirerments to otherwis-e
qualified borrowers. Loans drawn untCer this special proarram,
waich in all ,-other asacts fol lows the requirements of the
A:A/.XP prcgrams, tctalled apprcximately .5 percent of all
investmert arid wc"kinrgr capital lending for enterprise development
in Central Java in 1982.



~ 'Potential me d iurnvandIlar ger- c~alIe 'man ufact ur i ng 'investors

''~? face different problemis of, restricted acesto credit. Bank
~Indones~ia has, assisted ir, the forrmaticon of. the Development Bank~
of IridoriesiaK (BAPINDOv whi'ch has ean frther' capitalizeby~'"

____<~. oriBank. ard Asianc Development Bank 4cied i t. There~ is.,a4 <h'
BPPINDO. Offic inYr Ser64ar'whicW currenstly has'outstarnding:Rp.. 20~
bilHior,$285 illion) outstanding in loans, within a-Credit,

eing 6f Rp. 35 bilIlion ($50 m i Ii on) .. Lend i n -a'e Ien
,provided to enterprises in' steel bar manufacturing, textiles,
food processing, pharmoaceuticals, rarid hotels. Although BAPINDO~
regulations permit its equity part iciption,. irn new enterprises,
this has occurred ira only one instance in Central Java.

Loans fromn the non-bank financial institutions established
,to provide investmenat credits (IDFC, PDFCI,.and P.T. Bahana),,are

3 insignificant in the province' because of the distance to their
offices in Jakarta, the'reat ional -scope of, their lendirng
portfolios, arid the special restrictions placed on their loants.
cFcr example, P.T. Baharia 'requires that a bank officer sit I n the '

board of directors of each firm in wh irch it makes ant each equity
investment, a practice not favored by investors who run family
businesses;

Besides the development finance inst itut ions, there are
larcer loans for manufacturing and industry available un der
special government programs, such Las Kredit Investasi Biasa
(KID). These loans can be very l arge, and Bank indonesia has
instituted a liberal credit ceiling policy so that qualified RIB
loans will be accepted, event if they exceed an institution's
'enrdirig limit.

The probleas~ with acquiring these loans, as with BAPINDO
credit, is the absence of well-prepared and economically-sound
projects, presented for financing. For all loans over Rp 10 0
million ($143,0~00), a feasibility study must accompany the loan
application. Such studies regularly cost five to 10t percent cef
the value of the loan, and fees must be paid up front to
consulting firms which specializelin such studies. Manty of these
reports are criticized for their quality and the absence of
empirical data arid analysis. .In particular, demand projections
are notoriously weak for the domestic market.

Thus, potential enstrepreneurs seeking inrve stment credit in
Central Java--the very small, mediuma and large--suffer from
dissimilar problems but with the same, result. There is
restricted access to investment credit. The smallest rural
traders arid producers will pay very high rates for ready credit,
but many still cannot find loan funds.

In the mediumn ranige, Subsidized government programs bring
with themn an allocation system which is niot likely to bring the
highest' growth' and employmnent' benefits to Central Java. Many

"potential entrepreneurs are unable to'secure subsid iLzed. credit3
'i ~fromi special government programs. For miediumn and large loanSI
t 7 the requirements for'feaslibil ity studies and paperwork to



dtochumette soundness of the vetler t decis.on limits ithe .'-
abilit to draw available e' -. ne r NDOi or.e special programs

o Tehse .i byi th e, so a T e s.m on O all three
"circumstances leads to~the l'imiled draqk~dqwn ,on investmentY,

f inancing_ fVom wkihia _systemn ina which total berdi#6 "is'«j;w''
7relAt ively-lArgey. . "v ~ """A "3" A'p ~ 3"7'

INDUSTRIAL LICENSING; TAXATION AND INVESTMENT INCENTIVZS .

A large body of~ liter'ature has grown up on the subject or
industrial licensing, taxition 'and investment incentives in
Indonesia. Much of this literature~ has been generated by the
for'eign donor community, led by the World Bank"' which argues that
the administrative apparitus of the government is unable to
administer the policies as set forth. The peration of the
sy'stemis as applied in Central Java i's described below.

There are two channels for obtaining an industrial license.,
* The first and most beneficial to the investors, is through the

investment Coordinating Board (BKPM) located in Jakarata,' with
offices in, many provincial, capitals, including Semarang. All
enterprises with any amount of fo~reign ownership mnust use this
licensing channel, and any Indonesian investor- may use this
avenue to seek special 'tax, import, and other investment j

incentives related to the establishment or expansion of certain
"prom~oted" "Industries.

BKPM publishes priority lists of promoted investments, the,
A latest version being for the years. 1982/1983, including edit ions

for foreign (Pt1A) ansd domestic (PM1DN) investors. 'The DSP (Daftar
'Skala Prioritas) includes 88 pages of industrial activities ande
product lines in the local investment edition, showing what is'
pro~moted, the level of incentive and special tax provisions
offered, and the preferred locations for such investments. Java
is often restricted while the outer islands are acceptable for
the sam~e types of investm~ent.

For a potential investor in Central Java,'.the first stop is
the3 local 'BKPM office, where clarification and assistance is II
provided on the procedures and special provisions of the BKPM
investment.process. The approvals, review, negotiations and
agreement, all necessary to move the licensing process forwardy
are accomplished in Jakarta. The actu'al BKPM requirements are
well specified and call for' a reiterative series of submission,3
reviews, additional 'data-as requested, 'and 'preliminary' and final
approvals. After recent changes in procedures;' BKPM~ now3 handles
the majority ofll licensing requirements; a c"&-sto ' 'center
for ,those- seeking to~ create new~ industri'al capacity for
'Indonesia. '

2tI
3 3'"V '

......... .. ... .... . ... ... .... '



The BKPM process takes time. Official estimates of thre

average time between each step have not proven useful for tne

license applicant, since each case must be considered or, its own

merits, and every sittiation presents a special case. We were

unable to obtain data on the average length of process time from
beginning to approval, for Central Java. Foreign donors suEr-e-;t

a range of from six to 24 months as an appropriate estimate.

BKPjM approved 39 new investments or expansions of production
facilities in Central Java in 1982. Of the 39, 26 were new

facilities approved for Indonesian investors, one was a foreign

investment approval. Two approvals were for large govErr;:.W nt

investments in electrification and estate production. Eiht of
the enterprises selected for special concessions were in the

textile industry with a total estimated investmont value of 026

million, and new employment opportunities for more than 4,2-00
workers. Sixteen of the approvals were in various industries,

the largest being a $46 million dollar oil-based polypropyler e
plant, the smallest a $230,000 fruit processing facility. This

miscellaneous grouping of approved investments totalled 6
miinior, dollars.

The second licensing process is defined by a 1934 regulation

abbreviated BRO, a Dutch acronym. It specifies the require:ments
for industrial approvals by Indonesian owners who do not seek
special investrment incentives. These licenses (which a!so apply
to prornoted investments but are obtained by BKPX) are operating
permits (izin usaha) from the Departments of Trade and industry,

obtained after filing Articles of Association with the Department
of Justice office in Semarang. This process also registers the
company with the tax office.

The basic operating licenses are granted by provincial
authorities in Central Java without major time delays if the
papers are in order. The design team found little complaint
amrong local businessmen over this licensing procedure. But the

process is far frcm over at this point. After the operating
licenses are acquired, the following special licenses r-viht be
needed: a building permit; an import license (for raw materials
and machinery required for overseas); a health cert ificat ion for

the output of the plant; an environmental license to irIcluLce
sanitation, health, noise pollution, air pollutiC. public
nuisance protection; a generator license if the po-.er grid is not

used; and an export license for those products which are to be
sold abroad.

In addition, it is necessary to submit labor requirements to
the Department of Manpower, arid to follow the regulations of that
department corcerning worker safety, particularly when the plant

is inecharizied. Buying land is not possible until such tirre as
the Department of Justice formally accepts the cormpany
registration, but land rental is an oft-taken alternative.

The licensing system in operation presents const raints to
efficient and speedy entry into new investment in industry in



~*~<7> Central'Java. The BKPM1 process carries with it major tax
inceni'tives, but the time needed to satisfy the requirements and,

~w''. process the paperwork mnust~ be set againest t~he gains to bei
obtained. iWhile there are complaintsj theE(RO mechanism appears 4

to ork rea~tiy~yjajgj.Ic~rsmalerddmstic~Mnvstments_____
whih do Vot "N6UdUfMi b f& Ti~6th Are

V'vu not reqmired, !the speieso h R iesn rcdrn

the tax incentives as thie system functions4 Jas distinct froin the
legal descriptio~n) for smaller companies,> are not> as attractive

.Was they might appear to large investors. The administrative
costs attendant with speeding the licensing process are discussed
below.

TAme and Investm IncEntiv

The company incom~e tax and the sales tax affect the business
community. In each instance, the amount of the tax and the base
upon~ which it should be calculated are well established. For
high-visibility foreign in~vestments, the progressive corporate
tax is reason enough to apply for BKPMi approval (evenif there
were an alternative, which thyee~is not). Investmentjincentives
care include a Maximum tax hoiiday Of six years, investment
allowances; the right to carry-f~'rward losses, accelerated
depreciation,. exemption from dividend tax, no investigation of
the sources of local capital, and~.exemption from the capital-~
stamp duty. ,This is. in additionl~o duty free importat ion of
approved raw'rmaterials and machinery..

4 . In Central Java, small and medium scale enterprises often
sip through the net of the forrnai company tax system, and thus

<~>' the incentives provided by the BKPM1 process are not as attractive
as they are to larger,' more visible businesses. For both larger
arnd smaller enterprises, the tax system in operation presents an
economic cost which must be entered 'into the calculus of
in~vestmnent opportunity and rate of- return. Itlis not a major
impediment to enterprise development in Central Java at' this
time.

Potentially more damaging to businesses which might generate
'significant employment benefits, is the operation of the sales
tax. 'This tax is levied on the total value of merchandise> at the
time of sale, and is "lcascading", with each processor paying the
tax on the full value of goo'ds sold as they pass to the next
stage of manufacturing. Such a tax benefits the vertically-
integrated, large-scale enterprises at'the expense of those small
businesses who subcontract, or complete only one stage of a,
mult i-stage production process. Although there are vocal
complaints from the business community, the sales tax is neilher
levied nor enforced in such a-~manner as to constrain business
development in Central Java at this time.

'I'' V 'V~26
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ZNFOQRIMOL ADMwINSTRATIVO COSTS

O-ne~ factor which permeates, the, relationships .between
the private sectcor an~d the'governmnet is thepprevalance of

he-speca al7I chros 6i'~ foe r
investors refer to~as the "5coil of dcoing business in Indomnesiafj,
and Indcnesianlbusinessrnent refer to as spaling pengertianQ
(mutual understanding).

Ins a western society, small payments to speed the
administrative process are the exception, rather than the norm.
In Indonesia, these payments are often important in insuring that
paperwork is teliverec; letters typed, appro'vals granted and
other bureaucratic processes carried out in a timely fashion. In
a system innerited from the Dutch, the government, at the
,natiosnal level, issues very general policy directives. These are
then clarified and interpreted in a large number of departments -

and offices, giving off icials'not intended to be policy
decisionmrakers significant discretionary latitude over when and
where to process forms arnd approvalsi. This process makes the
development oef a system of informal payments highly likely, if'<.
riot inevitable in any bureaucracy.

The Indonesian government has made significant str~ides
towards bringing this long-standing system under control--the
one-stop licensing, procedure of BRP,is an important example. In
Central Java, the licensing and- taxation procedure does not.
hinder household or cottage industry; or most small scale
producers, irs either, its formal or informal mechanisms. M iediumn
and larger scale, more visible enterprises,.will oftenjface the
requirement to deal 'with the informal system to satisfy such
requirements, however. The CJEDP should attempt to understand,
and take the uncertainty from the operation of this informal
system without passing judgment on its propriety.

informal administrative costs are the difference between the
system as created on paper, and the system in operation. in,
thcose cases where this process hinders employment-generating '

enterprise development, policy makers should be provided with
documentation which will allow intervention as appropriate to
reduce this factor as a constraint to the development of private
enterprise.
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ENTERPRISE DEVELOPMENT'7SERVICES><':

A complex array of services is available to support private-
sector enterprise development in Cerntral Java.. These services
are provided by a large number of public and private sector
orenizaions operating independent programs. The result nas

benservice duplication arid inefficient use of resources, as
well as confusion amoang the 'potential~beneficiaries o'f these ~~
programs.

o In fairness to these programs arid the individuals who are

develo'pment efforts are relatively -new in CentrealJava and many
of the people being asked to implement them have little 7 Previous
experience. The.commnts which follow in this chapterare not"
int~ended only to criticize the existing-program , efforts, /6Xt also '

to identify areas in which a CJEDP contribuitions-cars'K1'~p 7to

ovrcoesm of the current weaknesses and 7.".77'7<.'.'q7t';7

overall enterprise development effort. 'It is not-possible to, "'r7

design a program to overcome problems or strengthen any. "system"'
until the problem is understood. The purpose of this chapter' is,
to provide that understand ing with regard to current ernterpvrise
development services.

Existing enterprise development services may be categorized 7

under four headings: 'technical assistance, training, marketing.
7 'and credit. The'rmost im~portanit service providers include the,

Departments of Industries, Trade, Cooperatives and Labor, .a num-
ber of universities and technical iristitut~sy banks and several
Private Voluntary Organizaticons (PVOs).' A large amount of
research has been done on this subject and several of the 7CJEDP-
Working Papers might be useful to the reader' with a special
interest in a particular aspect of enterprise development >7''

assistance, including: ', ''"

No. 3 Descripticin and OrBi~tcra nalysis Qf Public
Sector Industripl Assistane Progrmin'etrlJv,

7 Nancy M. Straughan, Development Al ternatives, Inc.

No 57 77.'

(Informatiort About Business Develbpment Through Tech-
nical' Tra'ining), Faculty of 9gricultural Technology,,.

'7' ~~Gajah Mada University.7. '""

~ ~ "> No. 6. A Survey of, oft"war 7 'Tra ininind Educatic' fcr SEnt rgk
""7>"" "' 7 ~n2~r2'Yayasan Pur~bs "Danart' ', '<"'< . ~---A~'<

7'29 7 7~. . 4s "'>'77 <" , 7 774~4~~



No! 7 Mekanisrne Morlitorin, Da'larn Proy , Pr2cek. iPernbanqLinar, i-
JawaaTengah '. (The .Mov.itoring.Mecha.isrn .in Developmn.t.
Projects,:in Central jav a)Peter Ha 11iYayasan Dian 2 :

TECHNICAL ASSISTANCE

The prmr oreof technical assistance 'to smnall-scale

enterprises is the Departmenit ofIndustries MDinas Per ind ust r ian)
through its BIPIK (Bimbingan dan Pengernbangan In~dustri Kecil)-'
program which began in FY 1974/75rand is operational throu&ghout
Central Java. Technical assistanceis also provided by various
technical institutes and several private voluntary organizations
(PY0s).

iti .The BIPIK program is focused on small and household.
enterpiIses. It concentrates on :increasing the prod uctive -
efficiency of these firms by assisting them to obtain, improved
equipment and raw materials. The program is imnplemented ir the

I - field by a network of extensionworkers (TPLS)j in'each kabupaten.

BIPIK services are organized around a number of ,industry;
~~22 service centers in the province: -textiles in Pekajarugan .--

(Kabupaten Pekalongan) and Klaten, woodcarving in:Jepara, and
salt in Rembang. Training is proviied to producers in ,the use of
techniques applicable to their industry. The, center- supply
special oelor equipment which small entrepreneurs might not.
otherwise have access to, and training-courses are conducted in

-" their use. When training courses are not being~conducted,ithe
2 equipment is available for the use of entrepreneurs in their-own
j businesses. .Service centers have also been established at each

of the small industry estates' (Linkunigan- Industri. Kecil) in
Semarang, Tegal and Cilacap which offer the same basictehia
services to their clients and other entr~epreneurs in the area.

The service centers are also feeder points for raw materials
which Dinas Perindustriani obtains on behalf of the producers, and
as locations for management training -and other assistance,
~Those who receive raw materials provided byDiras Perindustrian"
repay over a ,period4 of one to two months. In. most cases, an
interest charge of 3 percent isadded to the cost of the goods.c~

The TPLs 'coordinate the provision of equi pmnent and, raw.2
materials to producer groups who are not 2located near the

:": ":' Equi eri,22is: provided Isse

industry service centers or LIK esats Eqimn2spoie
to the users on a usufruct basis with'-the intent. that it be ,'

shared by members of an, informal' producersv associ'at ion or'"y~ ~2
cooperative. 'TPLs train recipients in the use of 'the equipmll nt2 '%j.j
and latermonitor equipmnent use and' maintenance.' '

A number of 'problemus in thssytr are enumerated below-and j&k2
discussed i ' oedti in Working.Paper No. 3S<'"'2-2

2 2 222 '2, 20
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* lack of appropriate training and experien~ce on'the part '~z
of BIPIK extension personnel TPsand thus their
lack of credibility- with small-scale entrepreneurs;

ack, -c r t me t a'h -pr o -h -7TPs -s7a e U

~ ~of their bein'g hired'on'two-year contracts 'without a
* ~clear career path; K'~

0 equipment provided to producers is often inappropriate,
to their needs, and the equipment provided in the
service centers is often not used by local entrepre neurs
except during' training courses;"

* equipment which is intended for use by a group of

producers frequently ends up being used only by the one,
or two most prosperous members of the group;

* raw materials which are provided by BIPIK are often of
the wrong type and amount and are not~ delivered at the
most appropriate timne to assist the producers to res-1
pond to market changes;

0 budget limitations frequently prevent the.
implement at ion of technical assistance proj3ects5
according to plan and necessitate short Cuts which
limit the effectiveness 'and impact of the programn.

BIPIK is also responsible forcoordinatinsg the Bapak Angkat
(foster father) program'which' links small producers with, larger
enterprises to encourage the development of subcontracting and
~supply relationships. Although this program has one or two
success stories in the' province, it has niot brought the pc'sitive
results that were, intended. In one, well-documtented successful
linkage the "parent" company sees that its long term interest is
best served by developing a strong network of subcontractors to
provide components for its "large scale assembly operation, thus
reducing its dependence orn foreign supplies. This company
considers the development of competent and reliable sub- a

contractors' to be a very important part of ,its' business. In.....
other cases, the "bapak" company does riot feel this self-interest
so directly, and the program is correspondingly less successful.

Ancother major, although underutilized, source of' technical
assistan~ce is the network of industry-specific technical
institutes which have been, established 'at various locations in
Indonesia. These include the 'Institute of Technology (ITD), the
MIDC (Metal Industries Development 'Center) and the Ceramics
Institute all in Bandunto, the, Leather anid, Plastics, Institute, ini
Yogyakarta' and the Brackish~ Water PqUa~CUlture Inst itute in "

Jepara. Whiler these institutes are, niot Of- Un if orm quality they~
are capable of providing valuable technical advice' to srna I I aid"''
large'scale 'producers. ~



Although coften criticized by businessmen for being
excessively acaderici aid research oriented, the institutes'
direct assistance tolprivate enterprises is even more limited by
their budgets which are not'sufficient to allow development of an,
effectiyve-outreach-po g ram. 'es wo f thbese" iyostitutes have
been AV' ffective in" wrking with-priyte-'ent'reprenieurs wnen,
outside resources have made this possible.

The Ceramics' Institute worked directly with traditional'
roof-tile makers in Kebumen to introduce improved technology and
increase their productivity, 'in part using an i.mproved tile press
developed by the Institute. (See Annex A, Case II..) Specialists
assisted producers for a full year to teach them how to 'use the
new technology. This was supported by the World Bank assisted
Bank Indonesia small enterprise project in Semarang, which funded
the technical assistance and'rnade KIK/KMPK loans available to
entrepreneurs for purchase of the' presses. The MIDC also has a -

good record in working with small and medium-scale metal workers
when some outside source provides funding for such assistance.

The problem wi~h all of the Institutes and Centers is
accessibility and kh'teraction with the private sector. First, "

the problems of local' producers must be correctly analyzed to
determirne where the solutions should be sought, and then
resources must be available to pay for the required services
either from the entrepreneur him~'self,' in the case of medium and
large-scale enterprises, or from some 'other source, in the case
of small-scale 'and household enterprises.

Ancother source of technical ZAssistance, especially for
small1-scale producers and producer associations, is' the group of
specialized Private Voluntary Organizations (PYOs). These
include LP3ES, ATMI, Pekerti, PIKA,lYayasan Dian Desa and. others.
Mo'st PVOs are. limited in what they can accomplish by their budget
and human resource constraints. They do, however, offer an
effective and low-cost means' of working with groups of small-
scale. producers and, in some cases, offer special expertise in
technology development and applications or training which might
be used to benefit the entire province.

There are also many private companies and individuals who
have a special expertise in production technologies or other
business aspects. The assistance such companies and individuals'
can offer 'is limited by the amiount of time they have available
and the resources which can be used to provide compensation.
When properly 'approached, however, many would likely make
substantial contributions without payment.

TRAINING '

Quantitatively the role of governmenO is extremely important
' ~~n the provision, of trainin' programs for enterprise 'developmeit

in Central' JAva. The Primar'y government 'sponsors of' such
training'are the Departments of 'Industry '(II)'Education and

'4'' 4 ' 42 '



Culture, Trade, Coocperatives arnd Labor. Trainlnogis lagely,
fnarced, control led anid, administered by Censtral Gc'vernmert

officials but i 'mpltrieruted. by provincial and local governments.
Albout 15 percent c'f all~ training progr~ros in the province are
provided by privatle foundation~s. In these cases there is.
ge,ierally more local direction, and control.

A~vailable training courses co'vera wide variety O'f Subjects
incl1ud inrg management, entrepreneurship, mo'ct i vat ion, export ing,
production technologies arid market ing. The duration of

<individual courses ranges froma two days to six moniths with ans
'average of about two' W001-S. Avarage training coutrt size runz,
from twenty to fifty' participants. Training participants5 are

9 usual ly reimbursed for, transportation and room and board charges
and receive "pocket money" ranging from Rp 15CIO to 121000 ($ 2.00
-to' 18.0) per day. Twcu months of training may provide -ant extra
income more than equal tc. ,a full1 year' s formal salary for some
participants in government -sponisored training prcograms.

9' Although somne of the Ecgenicies which offer regular training
programs maintain' a full time training staff, miost~ traininig
ins5tructors are hired temporarily from outside the sponsorinig
ac:en~cy: 'from other government aenis -?ieriis, private
businesses arid -PVOs. This arrangement 'provides attractive income
supplements to the temporary instructors wjh-ile b eing relatively
efficient for the training agencies.

Amoeng the more important providers of trainingq in Central
Java are the following agencies:

a BIPIK, which 'provides a variety of training'
programs including the introductory nine-week
training Course for new TPLs'and various technical
and managerial trairning activities organized
around the industry service centers;

0 BLKI (Dalai Latihan Kerja IndUstri), an agency cif
the Department'of Labor which focuse-s cm technical
training' in fields such as mechanuics, ele ctroni1cs,
woodworking and construct ion, with well1-equipped
facilities in Sei-iarang, Surakarta and Yo'gyakarta;

0 BLPT (Dalai Letihan Pendidikan Teknik), fcocuses o'n
technical training and the provision of equipment S
to graduates of the junior technicEl schocols whco
could riot otherwise use the, skills they have been
taught;

* BALATXOP (Dalai Latihan Koperasi), regularly uses
25 'different trainiing modules focused on, various
management issues 'to help strengthen 2xistinb
cooperatives and stimulate the grow~th oil-
enterprises under' the cooperative umbrella;9

9 
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0 Manpower Service, established-in 1980' onthe
direction of the Governor of CentralJava to
assist in overcoming problems -of the large ,
unskilled and unern plIoyed la bor .f orce by pro'viding

, .<technical trainn n assist ing ire jobs placement, 77t:P

Nysn P F i~rt ~Sma~gbsdPVO_ wh Fi c
provides a range. of'practically~oriented trainrq.
programs and other services~ to1 snai1 scale Censtral
Java entrepreneurs.

In addition to those listed above, another f'orty-three
agencies have beens idenitified which offer some type oif training
related to enterprise develcopment. (See Working~ Papers 5 and 6.),
Approximately 11,000 persons have~comp.eted enterprise-ralated
training programs in Central Java to'date. Current tiairsing
capacity is about 3,000 graduates per year.

The following problems in enterprise-related training
programs have been reported:

0Many agencies are, involved in various training
programs. The lack of any effect ive- coor~dinating
mechanism leads to duplication and inefficient
application of limited resources.

0 There is minimal effective moidtoring of ex ist i rig
training programs and almost rno follow-up with
trainees to help in imn rovinq traindig
effect ivenoss and impact.

0 Participant selection for tra-C.singprograms i s
* rarely based on objective criteria. Most trainees

are appointed by local officials for reasons
having little to dco with the 1qualifications of the
trainee or the potential utilityof the training. "

* There are few well qualified and effective <

trainers. Those who do exist are quickly
overcommrtited and thus lose a pa -t of their
effectiveness.

0 Post-training follow-up is uncommo~n. Onl two
percent of those former trainees interviewed
reported receiving any kind of post-traiin
assistance. (See Working Paper No. 6.),

MARKETING III

There are three primary sources of, marketing assistance in
Central Java, most related 1to small 1scale pro dUcers I These,

include the Department of Industry through the1 EIPIK program, th
Department of Tradearid 4some PVOs. 1I I1

1 1 1 11141 >4 I~l4~I44



I'arketig'services managed by BIPIK reusually attached'tb
related technical services. The,industry service cen~ters in

IL-tern and Jepara have associ 'ted rtarketing':censters and separate
' ~ product promot ion centers have beens estabi isl-'ed in Semaranoj!,

3Surakarta, and Pekalongan. Eacrh of tVhe small industry estates
3" includes a showroor to di'splay locally prcoduced articles.

Ail the product promrot ion centers, and showroomrs publish
brochures and leaflets advertising the types of prc~ductS
available in the area. They are also chartered to assist. in th~e

3 organization of trade fairs in, the districts and promote lc'cE3l
producer" participation in,- such fairs.

The Provincial Trade Office is also involved ins the
maketing of produtcts produced in Central Java by orgenizing

33trade fairs at, kabupaten and provincial capitals to display local
products.

Medium and larger-scale enterprises may benefit from market
informat ion provided -by the trade service and from the
"discussion workshops" it occasiconally Organizes. These
discussions fOCUS on Current problems, consumer perncsand

3 ~market oeut lets for various proiducts. prfens

The Nat ional Federaticon for Export D~veloprnent (NAFED),
operates a -non-oil export promotion pro'gram under the auspices Of

3 the Trade Departmnent at-the provincial level. Its services
include studies of, potential markets, the organization of3
overseas trade exhibitions, the provision of assistance to
Indonesian' participants ins such'exhibit ions, and. 3insFormat ion
services designed to stimulate exports.

Various Private Voluntary Oroanizationi-s also offer m~arketing
assistance to their client enterprises, Ioften as a part cif a
broader package of services; Yayasan Biria Swadaya, for example,
emphaizes capital accumulat ion for its target group through the
iorration'of credit union~s and the provision of working capital
loans or co-f inancirig for new' enterprises. Marketing and
management services are linked to the financial services.
Pekerti Operates a similar program, but with-a focus on the
development cof handicrafts, while Yayasan Dian Desa' s program
erspolasizes technology develo'pment and moves to marketing
activities fro'm that 'base.

Probleos arid limitations of the programs related to the
marketing of goods produced in Central Java in~clude:

* All1 of the programs, analyzed are producer' rather
thanmaret oiened;They focus on the marketin

of goods already produ~ced in Central Java rather
than on, assisting local enterprises to -rodutce
goods that can find attractive markets either i n.3
Indonesia or. overseas.3
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0 There is very little, co'ordinat ion amc~'g he K
~~ ~ government programs related. to marketing1 an7d~

virtually none between the governmetrorm n
those of thelPYDcommunity.

o There is an abser se of, macket reseach-Lactiij AN '

such at the analysis o osu-6en0 at4~ * "

or the projection' Of market trends for specifc
commodities into the future, arid a-lack of ''
personnel who are qualified to carr out Ac

4 ~~~research effectively. r utsc

a There are no programs specifically designed to put
buyers in direct contact with sellers of
particular commodities, with the exception of the
Bapak Aregkat linkage described earlier.

CREDIT 
'

Credit services to private enterprise activities aire
provided primarily by the various commerical banks operating in'"
the province. There are als~o a few credit pro'gramns such as the
Badan Kredit Kecamatan7 (BKK) and Xredit .Candak Kulak (KCK) which
o'perate outside the no~rmal banking systemn and attempt to reach
the very small scale entrepreneurs near their pace of business;_A previcous section of this 'paper (Chapter 11) analyjzsgovurnment
credit policy as it effects'the business climate and supports'
enterprise development progra~is in Central Java.

OTHER FORIGN DONOR PROGRAMS

External donor assisted projects1 currently under way in
Central Java aimed at various aspects of enterprise developmen4'<'4' >"

* in the province include the following: -It

ra The World Bank supported small enterprise~
development project is active in Central Java'
through the Regional Pro'ject4 ianagement.Unit
(RPMU) in the Bank indonesia branch in Semarang.,
The project is primarily concerned with expanding
the facilities available to small-scale
enterprises through the KIK (Small Investmfent' 'L
Credit) and K(MKP (Small Working Capital Credit)
programs which are handled by the state and
private 4co'mmercial banks. The RPMUy'is also using :
Wo~rld Bank funds in a4 few selected pilot efforts
to link producer associations with appropriate4,
sources of technical as'sistan~ce such-as between q >'

the Ceramics Inst itute and >the roof-tile Pro'ducers 4, v

"" in Kebumen menticoned earlier.



Th A g ustr alian Govenett ri .- ughBakdoei s sup port i-g the effor Oa xt c, .-
researcher tco work w ith D .pce eoroi Un, ves ity i n

Seml-arng on the preparatio~n of a' baseline survey ~*~~

com Q et ed. this survey should be useful to, ot'zh er s
wh ae terormsact'r't anad;"77
prod uct ion -i thejprov irice. It will r ep r E z-a r4 t~ a
relatively comiprehensive a-nd consistent data
Source, two qualities coftenmissing In the
Provincial level data which are currently
available.

a UNIDO has placed one industrial enginieer wilt-h the
Depart m-e-nt of industries zat the provincial. level
for cene year t6. ijork at the small industrial
estate (LIK) in 5emLarallg. He is to 'Look for ways
to improve traditional small-scale prduct-ion
tech no!lo gies. 'This enqirieer is part of the
'larger, riatiori-wide UNIDO project which isz being
coordinated by the Directorate General ofo Small'."

I- Scale Industries.

0 Both the Dutch and British governments are
currently providing assistance to the E4ALATKOP
(training center)'c'f +,he Provincial 'Cooperative
Department. The British diosarwrin
primarily on management training programs for
cooperative (KUD) staflf while' the-Du.tchteart i S
concentrati-no on the Provision of'technical
assistance and training to the fisheries
cooeratives in the province.

0 There are two otCher USAID-sponsored projects Ii
the provirce which relate to enterprise -oon-

develop;.ent. They are the Provincial Prea
Development Project (PDP) . which is concentrated
in the Nort h east ern part of the province, a. id, the
Cit aiduy Watershed Devel1opmenit Project., which is
located primarily in West Java but also includes a
small part o- F SoLtheso.ern Central Java. Both
projects contain ElIements which are directed at '-

promrotinc, small scale.enterprise activities in
their target areas. The Credit Project stil in
the planning phase, and the Private Sector. Devel.pment:
project, soon to be ir.opemented, will also rel Et 1 a e t t
issues which concern the CJEDP.

CONCLUSIONhS if
There is, t a V rs en O e)o nterpriso deveIl o pe "n t a$ I15 I

There is :+++:+Y+ T +++a+ + prc+aic'n-+?. eprograms an

.-- Ltntral .Java,. most of rw 5i are' isponsorad by. vzkriousK _Overns-jt.ilenr*,..
a-encies and directed at small scale a-rid household roducers. '
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""C- j'4f'C 'i -h]i eC'"' ......:e ........... - -,,, a t .. .... .... .- "?:J

.. . . . . . .. .. .. . . .. . . .. . .. . .. . . . . .. . . .. . . . .. .. .. . .... .. .. ..... . .. .. ". ... '. ...... + ++ ++++ + +++ :++ , " C+ .. ... ...
__e,_____l_____ '': 'h 4e"P a : S >::p r



The' govenmen has coretl deemie that~4 ths Very ''.~'944~~

Thseeffortsernet as cbretl donetrmind had tpesevaey-
saenle saleke enrereneirs cnlr, esliteed ass d wenlpann thJutr
a7licy spprtsl ptensi~tial to ofri-r t toiupsrading scmle l sa-le

'product ior, activities if certain 'constraints can be overcome.

One overarching problemvn' is the limited scope arnd putrspectivei
of each effort. Sinigle faCtctl "Sol Ut ions" to complex enterprise.
development problems' abound. No single agency has 'a charter,' or.
has seized the opportunity to develop a comprehensive .atta'ck ors .

kIl constraints whichi impede enterprise davelopment.. 9

O ne contributtion which the CJEDP can make will be a
comprehensive anrd in-depth analysi's of select~d in~dustrial
subsectcars. Such research will' help 'to narrow anrd 'focus the huge
"-ask of helping all small producers, to helping those engaged in
one defined production effort. The enterprise development
services which impact on a particular product'line. will be
examined within the context of suppliers, producers,~ finishers,
distributors and marketers as well as~ the governiment, PVO or"'.""4

priatesector service providers.

;with an overview ofl the industrial subsectors. providCed by.49"
the research and analysis carried out by CJEDP staff, it wilb
pocssible for the project to assist in refinuing'anrd strenethenling
indiVidUal assisti-ance efforts, provide corn pIement ary services to
thoselready available and offer some guidance in the
coordination of the overall effort to insure that sm~all-scale ansd
household entrepreneurs receive 'a full range cof needed services
effectively.



CHAPTER IV

RATIONALE FOR THE PROJECT

This chapter links the enterprise development environmr.nent,
as presented in the prior three chapters, with the proposed
project description, which follows. It is divided into four
sections: A) project objectives, B) means of reaching the
objectives, C) rationale for selecting project services, and D)
criteria for selecting project activities.

PROJECT OBJECTIVES

The goal of this project is to increase productive
employment in Central Java. Productive employment, in this
context, has the following dimensions:

a direct employment, as measured by the wage bill of the
firms or groups of associated producers involved;

• indirect employment, as measured by the wage bill of
those suppliers, or retailers, or down-stream producers
who are affected by an expansion in output, or the
generation of new productive capacity;

* linkages backward into the more basic production units
of the province, which may often be agriculturally-
based, and forward into the sectors which package,
ship, market, and service the increased output of the
primary investment.

The first two benefits are likely to be quantifiable, the
third is an aspect of economic growth which is ofter, captured by
the use of a multiplier.

Productive employment generated by the project must be
weighed against any displacement effects of the increased
productive capacity. Because of the importance of traditional
producer units in a number of industries, the relatively
"newness" of modern industrial development in Indonesia, and
because of past government policy actions to protect small
producers from competition with new, more efficient, technology,
any project designed to increase employment in Central Java must
be wary of labor displacement. The cost of employment lost Must
be included in any equation which calculates positive employment
benefi ts.
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Often in this paper, employment is joined with growth as a
dual statement of what the project is attempting to accomilish.
This recognizes that, over time, the dynamics of growth will
demand more increasingly productive labor. Economic growth cars
be associated with various "employment contents". Since existing
factor prices are riot equal to shadow or optimum levels, w.ien
there are choices in technology reflected in capital-lanor
ratios, the positive employment goal provides a clear guiceline
to investment decisions.

It is possible to increase the employment content of growth
through proper pricing and other incentives. While it is
incorrect to select investment proposals on the basis of labor

intensity alone, it is appropriate to bias selection based upon
the return to capital by insuring that the capital-labor ratio
matters. To elect to enter and prejudice the rules cf investment
decisiconrnaking, however, a broadly conceived definition of la'cor
and employment must be used. A capital-intensive irvestiraenz
which displaces labor might be appropriate if it provites
increased demand due to lower product prices, which draws fort.'
more production and provides more ermployrnent in a second round.
The multiplier concept of enterprise benefits should be
calculated ovr the whole economic system in Central Java. It is
the overall economic environment which is the target for this
project, to encourage more arid better employment from the energy,
capital arid management of the private sector.

The project may intervene to help generate positi ve
employment in a limited rumber of instances and sectors over the
course cf thii next five years. An equally powerful contrizuci,-i
to employmeit ger eration may be made by freeing the restraints to
private sector initiatives which presently exist in the province.
The government intervenes in the private sector to achieve
specific goals. Some of the interventions do niot support t :es
goals, but are potentially counterproductive. It will be a sub-
objective of the project to affect the environmilent, the climate
in which business is conducted. The project will attempt to
influence government policy arid bureaucratic structure to

facilitate the flow of investment capital, which in turn
increases productive employment opportunities.

MEANS OF REACHING THE OBJECTIVES

This project has selected a special mothod of reacning the
objectives of increased positive emplcoyment. Lanor-i ntLr.sive
infrastructure construction under government work progrars is
riot an alternative. Nor do programs desigred to lctd the
government with more civil servants represent an accepta:'lu means
of reaching the stated objectives. Rather, this *rcject is
designed as a test of the hypothesis that the private se, ctor,
when adequately supported, can be an effective engine for
development and employment generation.
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There are rany paths to positive ermploymrent generation. One
leads through government service organizations. This is
particularly applicaole to the household and small industry
sector, whose 1.8 million workers are outside the reach of any
individually-oriented private sector service net. These
entrepreneurs must be aided in groups, as producer or marketing
associations. As documented in Chapter III and several of tne
Working Papers, there are many goverrment organizat ions chartered
to help them be more efficient and productive. CJ EDP will work
to help the helpers, and attempt to increase the efficieocy of
subsidized government services provided to the household ard
small manufacturing sector. The project will also seek private
sector solutions, by working directly with mediurn and large-
scale firms, or through subcontracts with fourdatiorjs or groups
capable of sell!:ag services which are needed by enterprise in
Central Java.

It is essertial that CJEDP maintain sufficient flexibility
in its program to respond effectively to varying needs of
different client groups and service providers. Some enterprises
wi'A be directly assisted, some will be givern assistance throuQi)
other private sector service-sellers. Still others will be
assisted by government service providers. CJEDP should be ale
to work with all groups, so long as the ultimate beneficiary is a
private individual or' enterprise. In this sense, the project
will use capacity building and institutional developrnernt as a
means of reachig primary objectives.

There is further an issue of the defirition of private
sector, particularly in the eccromy of Central Java. Ir this
instance, wisdom suggests that entrepreneurial rnariagement rather
than owrership be selected as the key ingredienst. !f the
enterprise acts in the marketplace as a private entity with
clearly defined requirerments to deliver a positive returr or, the
capital invested, particularly in a competitive situation, thonr
that enterprise should be a candidate for CJEDP services. Such a
criteria allows companies which have been capitalized by various
government entities to compete for CJEDP assistance arid funds,
using the test for selection of project activities as proposed
below.

RATIONALE FOR SELECTING PROJECT SERVICES

The preceeding chapters set forth the environm:erit in which
enterprise developrment activities rmust take place. Distilling
and regroupirng the informatior presented, the following
opportunities emerce for intervention into the existing syster,
which might have high payoff in the generation of increased
employment opporturities in the province.
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Labor-IntensiVe Manufacturing ari d Pocess in a she Pri'orit Sectcrs

Producti ye empi oyrnent cipport unit i es4.are. req u ired for Central
-Java to. be able to, absorb the available- work force at other than
subsistence wages. -While the trade and service sectors cars 4

accomod ate e1ar ge--nbers-of'-uris k i'l-ed:'iwork ers? ,such I era p'loy rment-
may be simply spreading the jobs across 'an increasing number of
the underemployed, insuring that wages and returns to labor
remain exceedirogly low. Increasing the skill of workers who are
provided with improved technology will increase'the value added,
and, over time, the wage bill. The second round of demand from
the above-subsistence income of semi-skilled workerswill bring
forth new demand for labor-intensive services. Rather than

* starting at the bottom of the pyramid of labor skills, this
project should focus on upgrading skills, improving productivity,
increasing Output. 4If this is achieved, the unemployed or.
underemployed can move into trade or service employment as the

4. economy ratchets upward.

A gricultural, processing, broadly defined-to include animals,
fish,- essential oils, and arnimal feed, should be a second focus
for project considerat ion. This is Central Java's greatest
comparative advantage, along with hard-working and inexpensive
labor. There is rich land with many workers for labor-intensive

4 specialized agricultural tasks.4

The CJEDP will examine-the export potential--most' clearly
defined in the shrimp industry--and the import-substitution
potential of the metal-working industry and direct its attention
to subsectors where major employment gains can be made.

Wher manufacturing and agricultural processing are selected 44

(las the primary focus for achieving direct employment benefits,
.there are important implications for' engirLering and machine tool
products. A drive to mechanization cans be most effectiv~e if
there is a local capacity to build and-service the essential
machinery required in Central Java. Surveys show this capacity
to be well behind other province on Java, and threatened by
imports and the high costs.of -raw materials.' A deliberate
intervention to build this capacity, to help Central Java obtain
a high degree of capability and. proficiency in the design,
assembly, casting, machining 'and- building of the machine tool
industry, will exert a pull on the-light manufacturing' sector..
This should result in pressure on labor demand from the ~
supporting sectors of the economy.'

As mentioned above, positive employment must be used -as a
guide to promoting investment in the mnufacturing sector. BKPIM
promoted sectors are often highly-capital-intensive. Using the
figures for 1982, the projected cost per new job in textile~s was
$6,383 in Central Java, wihile the cost in the miscellaneous
industry group was $11,807. The cost per new job for the ten
enterprises who received approval to expand their operation, was

7 $26,825, driven by a very large, capital intensive investmnt in-
a rubber tire plant,. in Semarang. Total employment generation for

A
4
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the $150 million dollar investment in industrial expansion was
projected to be 14,536,;c'r a rough average of $1~0"'0per'nek'"

0 job.

Irn Central' Java, where unskilled labor coits i'n agricultural 7
-~ ri-may-~th er ind ust r ies-are-Iess-thI an-7onendo 11al prday e

capital interesive industrialicapacity approved by B-(PM reflects,
the subsidized cost of capital in factor uise., While$1~yO1OO per
new'job is low for U.S. capital-internsive industry, the projects'
apprcoved in Central Java included one horticulture estate
enterprise which itself accounted for 20~ percent of the total new
emiploymnent estimated to be generated, at an average of $867 per
job;. There are obviously other opportunities to generate high
levels of employment at low 'capital cost. These opportunities,
should 'be the target of the WJED project.,

Informa in as a Crucial Kon&~nn of an EnterrAse 2ve2Po0en

Before assistance can be provided to enterprises or to
producer associations, the' project staff must understand the,
problem. 'Disentanglirng cause from effect in a 'society such as'
Indonesia's in which there is strong government intervention in,
the marketplace, protection of inefficient production technology,
and large numbers oaf underemployed workers, 'requires an
information base not presently available. The design team has
undertaken a series of subsector analyses' which 'suggest how
information on particularly product lines or activities might be
collected, organized, recorded and used as the basis~for project
activities. In implementation, knowledge of the workings of
subsectors must, be one important output before action can be'
proposed. Understanding, the problems, by subsectc'r, is a
necessary project component.~

A second type of informat ion presently mnissing in Central
Java is knowledge of opportunities, prices, demand and forward
project ions which could :influence training, investment,, and
employment decisions. There isY5o public service which provides
ready price estimates for skilled labor, commodities, or demand'
trends over a five or ten year period. Even the administrative
process by whichi licenses are' granted, taxes are collected and
agreements are reached to buy and sell are filled with
uncertainty, 'often based upon lack of knowledge. There are also'
questions of the availability of tecniolc'gy, the criteria for'
meeting export standards, the Access to service organizations.
Any attempt at enterprise development needs to address
infosrmat ion gaps as~ one potentially important projuct compoent!. :~'

Services' to household andismall 'industries 'producers should
be providedi~n almos~t all instances,' through existing

* organizations, government o~r private, presently 'engaged in: '1



bnterprise developmenti Chapter III Presents a set of autonmos*
and frgmented-service5, each''definirsg and operatirng within a ,

lsmall selfiliritig sphere of activi'ties. While some, .. 8 take

a broad poigt of view, their smal 1 siz~e rawdmeager resources ,

Jirnit the p.otential impact 'of their,'prog'ras.,CED s1ovid tastt

subsectcsr,3~he many service providers into a' ~omprehensive i9-
package~ fo& the smallest enterprises 'in ,tertral Java.

Anry success will require. strong support fromnationalO
departments and the provincial government, actint& ring

together otherwise independent actors with separate funding'ancd
charters, from their national agencies. Success in bWilding
institutions which reach the, bulk of those emnployed in the
6rovince could pay high dividends irn increased efficiency, lower
production costs, and more 2 viable product lines--based ins part
upon the~information and support provided by CJEDP.""''

"I Ae second set of services will be needed by the medium and
largr saleindustrial oragricultural processing enterprises.

They need assistance in overcoming the particular cconstraints
which beset' their activities. Beginning with a knowledge of what'
exists, and how the producers and' suppliers relate 'in a giver,
subsector, it will be possible to specify the critical-'pcoints of
.intervention.. The project will need this capacity orn itsstaff,

*or available by contract, to overcome the obstacles to increased
enterprise viability, and employment.

g~q2nairia within th ejoicy Envirnnment in Central 'Java

Information and document at ion may be the most 'important

metho'ds of working within the, policy environment. The cr~edit and
finance policy section (Chapter II) suggests several issues the
project should address during its first three years;

0 obtaining additional investment and linked Working. '~'''~
capital for high-return enterprises which wish to

'expand or construct new productive facilities in
Central J This may be' attempted, in a pilot test,
to benefit very small entrepreneurs, through the
addition of a manufacturing window to the DKK program
operating in rural areas. A secon~d endeavor should
be a venture capital-find, to become~operational in the
third year of the project, which would test new
procedures by which the formal banking system could
prcovide additional investmen capital to productive
enterprises wrnich have'high employmient generation

- '' potential.

0 helping entrepreneurs secure funds from existing
government programs by a careful 'matchin~g'-of the ~ ~
enterprise needs to the many-varied alternativ-_S.

- presented by the banking~system;
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. ~providing quality consulting services which are,
tcailored to the requirements~o th akn ytmo
aevelop ent institutions, to, Prod uce e i 0i ili ty

~stud'ies for 'appropriate ,igh-potential jprojects.~ This~~ j

ceilings in'Central ava> are reacheadb emploment
generating ousinesses. , g.'

It is riot a lack of credit within the financial systema in
Central Java wnicri poses constraints to rai industrial anid
rImarufacurin cievelopment. Itris access to thiat credit by
enreorenieurs seeking in~vestmen~t and working capital for'
enterprise expansion or construct io This is one of theproblems

kwn.c 1 i CJEDP snould aadress.3 ..., ....
Some entrepreneurs also need assistance understancing and

o.perating within the, existing system, of licenses, taxationand
irves-rnent incentives. For those opportunit ,s whicn ihave higin K
returns to empoyment ansd growth, CJEDP shu'd provide help,,,
mar ig te uncertainties less problematic, smothinI c arinspeeding
tne process to approval. If, when working Wi'thin the system,
major cisirncenrives appear which slow or" halt the investment .43

p rcess, CJEDP should "ocument them and -bring them to the
attention of cecisionmakers in Central Java, rseeking their hel&p
in resolving the pronlems. ..

UC17ERIi FOR THE SELECTION OF PROJECT ACTIV1TYIIES

There is arn enormous task to be acnpih with limited
resiources. Ani alloccat ion system must schedule where the project
elects t begin, aric expand as a better undersIandiig is nained
of *tie possinJiities in Central Java. Since the project, is
i~tself a systematic attempt to learn how to promote emplo~yment
zeniefits in thi priuaenvironment, one criteriamust be a,
civersity of experienice, by scale,,sector, and problem. The.
:)ro';ect''also must show results- and thus requires a concent rat ion
in few EnQOn~ Instances to insure thlat the productive systemr has
D.een expl'orec, and the assistance provided is sufficient 'to
overcome th'e constraints from the beginning of the supply cnairn,
,,D the f inal sale.

Assume a matrix with the projects or enterprises which are
req.UeStin.; CJELDP assistance listed down the left hancl column.

czr oss t.,ie top cef the matrix, ten criteria lare, listed. . ih h
~erera~rsof a ranking system for each criteria, the cellszi- ....

i;ne mTacrix coulc be completedi, and simle indices could be '~''

4 cerimpu-ecf, sU'l as an indicative cost-Denef it r~atio.

W~ile ,-e atul ceatonof heweightinrg system can be, a
.< sunject -cor the pol'i:,cy advisory board, th'olwngciei

w.-. ne almost~ certain to appear

p@.'ositive ret uin 'on, invest ed cap it a; 1'".4''

3'~ ~~~~ ~~ ~~~ t." " '3.i "''3 '3 3



* direct employwert bonefits, fmeaturod by tc? .. c 1

* indirect melployhmuvrit Der~iftits, rasurud by t-., Wck....
bil1i;

0 multiplier benflits trom nockwara anc tor-wr.rc

0 beritf it dis tr1but icr;

• systeMS (bUiinvss climnate) urapact;

0 insttutlor, and capacity building;

0 1 raplerinta 11ty;

f cost to CJLDP;

0. tiretable aird orocess tor reaching ip .um'ntat:cr,, and *;e
steps to bu, takLrt wiicth would bring the criteria into play aro

Coscribed ir, Lhapter VI.



CHAPTER V

PROJECT DESCRIPTION

To address the objectives outlined above, it is proposed
that a Central Java Enterprise Development Project be established
to provide enterprise development services to entrepreneurs,
business firms, and public and private sector assistance agencies
throughout the province. The basic function of this project will
be to strengthen and assist the programs of existing agencies
which offer services to private enterprises, industry specific
producer groups, arid individual entrepreneurs. The CJEDP will
perform this function in a variety of ways, ncluding
subcontracting to existing private firms or other public and
private organizations providing appropriate services or offering
direct assistance where there are gaps in available services. An
ermphasis will be placed on building permanent institutional
capacity to provide high quality support services within both
private sector organizations and appropriate public agencies in
Central Java. Thus the project's mandate will be to support
innovation, ease corstraints, facilitate coordination, and
improve capabilities affecting participants in the development of
private enterprise activities in the province.

The CJEDP will concentrate its resources or, the promotion of
private sector productive enterprises in Central Java where the
employment impact of enterprise development efforts is likely to
be the greatest. Particular attention will be given to
manufacturing and agro-processing firms but the needs of the
private trade and service sectors will also L. addressed when
justified by the potential impact. It is possible that some
asistarice will be provided to public sector enterprises such as
the state-owned vegetable oil mills or the forest product
industries controlled by Perum Perhutani. Such enterprises
will not be the primary clients of the project, however, and
requests for assistance from them will be weighed against the
priority of assisting private sector development.

The CJEDP will play a strong, but informal, role in the
cocrdination of existing enterprise development efforts in the
JrovirLce. It will work closely with other service agencies to
lake the best use possible of the limited human and financial
resources available for responding to the needs of Central Java's
entrepreneurs. In this way, it will serve an intermediary
funictiorn between private sector entrepreneurs on ore side arid
public and private sector survice providers and policy makers on
the othur.
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T-:- acnieve these objectives, the project will develop
staff, services, organization, and linkages over time. This
gradual developroient will require flexibility and a process of
learring during the first years of activity. As will be
discussed in detail below, the CJEDP's organizational form is
expected to evolve, arid the focus of its service delivery
capaLity to shift, as the project matures.

Au a result of its participation in the design, financing,
iaridL;emerit and evaluation of many different types of projects in

various industries, the CJEDP may come to know more about the
to-,tai levei of enterprise development activity in the province
tnaro any other single agency. It will be able to influence
propo. ed initiatives in the design phase so as to apply the
:essors of experiernce and avoid wasteful duplication of efforts
or r'e3iicatior of projects which have previously proven
ineffective for one reason or another.

The CJEDP will require a highly committed team of full-time
professioraIs or, its staff if it is to effectively provid-, the
rarige of assistance described above. The staff must eventually
include experts in the fields of marketing, industrial
erq,ireurinrg, maragemert, finance, training and economic research.
.he 3norta[Je Of such professionals in Indoresia and the very high
level of' importance which is placed on their preserce or, the
staff load to the recommrendat ion that the CJEDP be implemented
init ially as a developmert project under the management of a
coritr'actor team. This team would be responsible for developing
the c.per'atirq procedures and program for the Center, ard for
recruitnir arid training local professional staff as required.

AIfter an initial period of three years, a decision will be
miiade i f arid how to continue the project for a longer period.
Optionros iriclude ex)terision as a project or transition to a more
perwariLnt entity with its own staff who have beer. prepared for
tneir positions during the initial phase. These options are
u iscussed m'ore f:ully below under "Project Organization."

PROJECT SERVICES

Dadsud on the analysis of the environment for enterprise
developmoerit in Central Java, certain types of potential program
services can be suggested to address the most critical needs.
Althoutit there will be a considerable amount of overlap and
initor,ctior, among and between these activities, each has a
part culAr tocus. Coordioiating staff teams will be formed as
required to carry out specific project activities requiring a mix
Cof t POLIr Ic:aI irputs.

i .t': of the rec'omerided program areas is described briefly
bolow. It is r'-ermphasized that any comprehensive set of
La1piJZItiL1S rop'eierts an objective to be achieved over time as
st.if f arid o'rgari iat iorial resources grow. The actual
cor,! i{ irat ion of programs and aervices offered by this project
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will evolve out of the experience of the first two or three
years. The following descriptions, however, represent a
potential response to currently ouserved needs.

Ccrsulting Services

Consulting services will include assistance activities in the
areas of management, finance, technology, and marketing.

Manag ererit

The CJEDP consulting staff will include management
specialists who will oversee the provision of project consulting
assistance to both private firms and public sector agencies.
They will coordinate their efforts with the EKPM, the Departments
of Traae ar, 1nicustry, Bank Indonesia, and various other
instituti,_tris in Central Java and Jakarta. They will actively
prctf0ote new dornestic and foreign investment in Central Java and
provice nirect assistance to firms that are seeking to establish
or ex ane their operations here. The management consulting staff
wi," draw upon the personnel and information resources of other
CJEDP progrars to proviae the following types of assistance:

* For srnall scale producers -- cooperative and
association organization and management, technical
training, market development, and management training;

* For larger scale enterprises -- feasibility
analysis, site selection and acquisition, licensing,
strategic and operational planning, management and
organizational systems, and data processing;

* For public agericies -- project planning, technical
assistance, technical training, pilot project funding,
arid project evaluation.

Developm ent Finance

The Development Finance staff will provide financial
services ir, the following areas:

* financial consulting (with particular emphasis on
problems of capitalizing new and expanding
enterprises) ;

* equity brokerage (developing direct links between
potential investors and enterprises or entrepreneurs
seeing capital); and

* credit facilitation (assisting entrepreneurs to obtain
credit from existing sources, possibly including a credit
guarantee function).
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These services will be made available to small firms to help them
overcrme transaction barriers. For medium ard large scale firms
they will be provided on a fee or commission basis with the
intent cof gradually reducing the subsidy required from governmernt
to operate the project. Initially, however, it will be necessary
to provide subsidies until the value of these services is prover.
For exam1 le, bank borrowing in Indonesia normally requires a
feasioility study for amounts over Rp. 100 rnillion ($145,000).
he cost of such studies often deters otherwise qualified

,orrowers, especially if there is risk the loan may riot be
granted. The CJEDP could facilitate the process by assisting
with these feasibility studies on a shared cost basis in which
the potentiai borrower's obligation is partially dependent on
wriether the cloan is actually granted.

In the second or third year of the project, a venture
capital turnd snould be established by the project, possibly
with-in BAPINDO, to make equity investments in promising
enter-prises meeting criteria established by the CJEDP. CJEDP
wil retain approval authority for these investments although
they will be managed by BAPINDO or other development finance
institution. The purposes of this capital fund include
faci 1 itat in irvestrnent procedures ard mobilizing other private
eLCuity furICs. An exarmple of similar spin-off effects cormles Irorm
support proviced to the LAKK credit program by the Provircial
Area Development Program (PDP).

Tech nci1 c, gy

Consulting in the area of technology will be provided to
varicus client groups in both the private and public sectors.
The project will develop assistance programs in the areas of
Project design, engineering, and training. The consulting staff
will draw ors other project resources such as the Technical
Iniformatior Center (see below) to provide this assistance. They
will establish and maintain contact with other service agencies
to determine their, needs arid promote art improved level of
ccocrdiriatior amorig them and between them arid the CJEDP.

The services of existing technical institutes, training
orqanizztions or PVOs will be used wherever possible. Where
adequate, these services may simply be purchased or obtained
through a subcontract. In other cases, CJEDP will play a dual
role of building the capability of the existing service provider
while delivering needed services to a client firm or
ent repreneur.

Mar ket i nig

The Marketing Promotion staff will provide specialized
assistance in marketing to enterprises in Central Java. Where
appropriate, they will draw upon the resources of the project
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research staff to provide help to companies irn analyzing patterns
of existing or potential consumer demand. The project will also
nelp with planning and executing marketing strategies for
inustrial groups or individual companies. For smaller companies
it will assist it, developing links to distributors or to
comepanics upstream ir, the production cycle.

Ir, fo:,riat I or, Services

Potential informatiorn services programs incluae a Technical
:nforfimaticn Lerter, research, and monitoring/evaluat ion.

Techrlcai Inr-,rrilatliore Center

The oesign team foresees the need for a Technical
Inf', rrnatiorn Center to serve as arn informational link between the
CJEDP aria ,'ther sources of technical information in Indonesia and
overseas. Jhis need will be tested early irn the life of the
project to: ueteriine the appropriate fcrm and scale of this
ceriter. In any case, the project will establish direct
iratrcrr'atic'r, exchareqe relationships with the various technical
± rls cit 'At urliversities arid other infcrmatiorn centers irn
IrucG, Lre-, . It will also maintain a computer (telex) link withvaeiou irternational technical informiation centers such as those
that are isairitaired by VITA arid the USDA in the United States,
the 11DG (Iriterreediate Technology Development Group) in the
Uri tea Kir iq, rucm or, the Lucknrow Institute ire India.

The project will mairitairi an, "ir house" library of
appr',riate tLchrnical irfcrrneiation which will be freely accessible
t: zj,:tA p'ograwre 1(Jenrcies and individual entrepreneurs. It will
aliscs Ct'vylop a rapid respornse referral network which care generate
cirs wtrs c.r techrical qCuestioris for which suitable information is
ri,t i'utily Available? locally arid be capable of identifying
techrnCil corisutar,ts, ire Indonesia or overseas, who may be
r'ecquii'd by specific agencies or individual enterprises for short
ur i cd,-. he services of the center will be actively promoted

bOtrn within Central Java arid to other parts of Indonesia.

The research staff will carry out an ongoing program of
research itnto specific economnic and industrial issues of
Particular impcor'tance to Central Java for the purpose of
asist iraa the private sector arid various service agencies to
Iert i fy C'ppoCrturait iei for investment or technical assistance.

I tivy w iI I ri'rn it c i' mark.t t rends arid project i ores ir major
CC'111100IC t I 1t- or p'oduct u and suggest areas ir which new i nrvestftierit
satu bii3er',,r.a or discouraged. They will analyze policy.r(jd 'COC'OIVJ Ctlritr airatu~ ire arwa6 ULCh as 11censi rag, firarace,

rld cu,:,Jora Ivt 's. to aisisit policyinakers to reduce disincentives
to' invs-,,titivrat arid grow'Wh. This research wll also be used to help
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busir,essrmiern cope with existing bureaucratic obstacles. The
research staff will have the capacity to perform research ir,
economics, technology, policy, marketing., and industrial
subsector analysis. Some of this r: ... rch will be obtained by
subcontract to existing educational and research organizations
with appropriate capabilities.

Moni t or i ng~ ard Eva 1 uat i or,

The moritorirng and evaluation staff will monitor the impact cfvarious acverr merit programs on the development of labor-intensive
productive enterprise in Central Java. They will recommend
modifications in these programs when findings indicate specific
opportuirlties for more effective service delivery. The project
might, for example, study the impact of various subsidized credit
programs or overall ecoromnic development in the province or study
the impact of present industrial extensior activities and suggest
ways in which they might be streamlined. Such monitoring and
evaluatior activities will also be routinely carried out with
rle~ard to all CJEDP-supported projects in order to apply the
lessorjs ard experience gained or, earlier project activities to
t'ose whichi come later. Specific project evaluation activities
may aso be conducted on behalf of other agercies who wish to
take advartage of the professional ability to conduct such
evaluatiors which is developed by the CJEDP Research staff.

Pilo t Project Furd

Ar, importart program initiative of the project relating
c.osely to irformation and consulting services will be a Pilot
Project Fund. This fund will be used to support innovative
project efforts in the field. Some projects will be selected by
the CJEDP frora amorg requests submitted by existing public and
private sector service agencies. Others will be identified and
cesignred by the CJEDP staff and contracted out to other agencies
for imlpleraertatior,. In, either case the project will provide
',iariagement support and monitor the projects carefully to insure
that the operatior,al lessons arising from their implementation
are captured ard to assess the impact of each project in terms of
its btated goals and the objectives of the CJEDP. Thus design
arid support of these programs will draw on the full range of
CJEDP services such as research and technical assistance. Pilot
project funding will be or, a grant or contract basis.

A small staff will be responsible for management of the
Pilot Project Fund and for coordinating the participation of
other CJEDP units in project activities which are supported by the
fund. It will specifically be responsible for the following
act ivit ies:



* the review of project proposals received from
various public arid private sector implemrenting
organizations and the funding of promising
projects according to specific criteria to be drawn
up by the CJEDP management team and approved by the
advisory board;

* the design of specific project activities to be
finarced by the CJEDP and imaplemented by other
service agencies;

* ranagement cf the disbursement of Pilot Project
funCs accordirng to the budgets and implementation
schedule of specific activities supported by the fund;
arid,

0 coordination with the research staff for monitoring
progress made on individual projects supported by the
fund and the management of CJEDP relations with such
projects and the implementing agencies.

Pilot projects will be distinguished from other CJEDP
activities in that they will be specific, timebound activities
with a plan, budget, defined set of hypotheses to test, specified
evaluation mechlanisms, and procedures to transfer control to apermanent spcrsor if needed. Examples of specific pilot projects
to address constraints observed by the design teari in the Central
Java ervironlent are provided in the following section.

Of the programatic activities described above, several are
service oriented and will be sustainable only on the basis of
coritinuing subsicies. These services will generally be aimed at
the smaller scale enterprise and offered at little or rio cost.

Coniulting services offered by CJEDP to medium and large-
scale enterprises and to foreign investors will have to be
aggressively marketed. To the extent that the project achieves
credibility with these clients, services will be sold on a fee or
other ccmrperisation basis through normal commercial transactions.
Ire general, the project will avoid offering subsidized services
that ccm0pete with private firms marketing similar prcgrams.

As noted above, while CJEDP will develop the competence to
offer suppcrt in each of its program categories, its preferred
approach will be to support or coordinate existing government
programs or to subcontract to existing private sector
crgarizations as an intermediary. Direct services will be
provioed where there are gaps to be filled. Even so, opportunity
wi.l be sought to spin off these new activities to the private
sector wherever possible. In each case, an underlying principle
will be to strengthen the institutional capacity of organizaticons
in the province W'Iich are promoting the development of private
enterjorse'P.
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PROJECT ORGANIZATION

A small adr1iristrative staff will be necessary to carry out
normal adrinistrative functions of the project such as firancia'
maragernert, personnel admiriistration, purchasirg, recordkeep1ng
cirid other cortrol and accountability functions. This staff wi l
alsc prcvide basic logistical and clerical support for the
Drorrarm staff of the CJEDP as required.

T-iere are several criteria wnicli should be applied .n
teteriirir, g the type of organizational arrangements the project
will require if its effectiveress and impact are to be maximizec.

Te iricl de:

* the capacity to analyze policy and infiuerce
policy decisiormakers;

0 the ability to develop credibility and impact in the
private sector;

* the ability to develop effective working linkages
with public sector agencies (line rainistries,
development banks, local government),

S the ability to obtain sufficient operating
resources to sustain its operation over the long
rutrj;

0 a recogrized mardate to support/provice a wide array
of services both to individual entrepreneurs or
erterprises and to puL ic and private sector
service agencies;

* the ability to attract and retain highly qualified
)rcfessiorial staff;

S nanagremerit flexibility and freeor,m from bureaucratic
cortraints; arid,

* cortrol over available resources outside of the
rorrmial ;overrmert budget cycle arid procedures.

These criteria need to be applied to several organizational
issues inc2 udir, the prcject's instiuut ional placemernt, service
delivery, staff ig, arid structure.

Itr, I it o.t t i ora 1 P1lacutierit

Potential alternatives for the project's institutional home
inCILIUL, the following:
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0 an existing line ministry or other government
body which currently offers enterprise oevelopment
services to private sector entrepreneurs (e.g. the
Departments of Industry and Trade);

0 a new or existing private coriipany or foundation
(e. g. LP3ES, Yayasan Purba Var artha or Yayasarn Dian
besa) ;

* an existing banking or credit instituticrn currently
providing credit, other capital, arid related
services to private enterprise (e.g. bank Indonesia
or Bank Pembangunari Daerah); or

* the office of the Governor of Central Java or the
prcvinicial bappeaa.

Placing project functions within a single line ministry or
other government agency is riot a promising alternative as was
CiSCUSsed in the section of this oesign ore existing enterprise
services. Sucn agencies lack effective private sector links arld
credibility. ihey have very limited ability to hire professional
staff whc° are highly knowledgable about private sector management
and technical issues. And, they suffer serious constraints on
their mariagerlent flexibility. Any single agency is unlikely to
have the ability to offer a wide array of services or have major
policy influence. Were this proposed project situated within an
existing gcv wrrrimerit agenLy, it would bc_ very difficult to avoid
.-aviri its program skewed toward the particular programmatic
interests of that agency to the exclusion of other types of
ef torts.

p purely private sector firm or foundation is also riot a
teasible choice for project placement. Such an organization
would have little policy influence, minimal links to public
agercies, and Coubttil capacity to prcvide a wide array of
services. Most important, the sustainiabi lity of subsidized
services thrug,-) a pri,,ate organi zat ion is a somewhat uncertain
prcspect sirce the subsa.-iy must come from governmental funds.eih role of private consulting firms, tecnnical institutions, ard
f-,:undat!or,. sucpporting enterprise develcopment is critically
iriortant for thE coperat ion of CJEDP. But this role is best
played as I5 Lucontractor for or client of services managed by
thle prcject.

A banking or credit institution as a home for CJEDP has some
appeal sirice these organizations are active in providing
financial assistance to the private sector. The badan Kredit
Aecariiat.in (LKA) program of the bank Pembangunani Daerah, for
)X w(e Lu, takL.5 an cftective programmatic view of its credit
bervices to 5mall scale traders and entrepreneurs. bank
Ardorieia, throug a va,^iety of programs har,dled by several state
arid coromercial barits, provide subiiidized credit to various types
arvu ,scaiv, ot industry. 7he proposed project is not primarily acrecit projLct, howover, arid includes a variety of services ard
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activities which are rnot usually considered appropriate banking
f unct ion s. Experienice in proyloitg, technical assistance or
utilizing field staff is imited in the banks as,is coordinati Ion
with agencies providing other enterprise services.

The most effective organizational setting for responding to
the suggested criteria will be arproject responsible to'the
Govern~or of Central Java but, free of direct" idenptification with
any particular prcogram agency. All of the potential project
activities described above fall within the reasonable purview of
the provincial government. Properly structured, a project
directly Under the Governor would have the freedom to contract or
hire appropriate'staff, ccontrol its resources, and engage in
activities responsive to market factors. Through its links to
the Go'verngor and the quality of its research into existing
constraints on enterprise development in Central Java, it has
the potential for-policy impact,. credibility with the private
sector, and the sustainability of those portions of its
activities requiring continuing public subsidy.

Project linkage to the Governor's-office could occur through
the BAPPEDA which has been the counterpart agency for the. design
process. Thisi might offer some advantages in terms of continuity
with the cesign, but might be, less advantageous than a direct
link with the Governor's Office in terms of the political and
oureaucratic credibility of the organization. Either option--a
direct link to the Governor or one through the -BAPPEDA--would

provide a conduit for central government financial- support for
the project through the Ministry of Finance or the Ministry of
Home Affairs The precise nature of the project's l-ink to the
Governcor will, of course, depend on future negotiations between
W~D and the Government of Indonesia after the project design is
apprcovea.

FUrther aspects of. project accountability to the government
are discussed below under -"organizational structure." Buit first
it is importan-t to consider the evolution of project services arid
tche development of its staff.

Service Delivery

The types of project services which the CJEDP should offer
nave been cescribed above in terms of general categories arid some
specific examples of programs keyed to the subsector analysis

- - Portion of this report have been given. This design has
emphasized the importance of step-by-step development of both
servitv% and organization in order to benefit from a continuous
procbst of~ learning about effective interventions. The CJEDP
sho~uld continiue activities begun in the design phase to determine
what clients might best be served and in what ways.-

The project will begin with a small staff and will target
initial activities to address constraints suri as those-idontified in the suasector ana2ys-is portion of this report.



,is will recuire some tecnnical assistance caparnility, proaoe
recourse tc, pilot project furids, and the capacity to continue
irdustry subsectcar analysis to identity corstraints to
rivestrint, orocuctior, aistributior,, arid mar<et ing. Act uai
ir'terverticris will be selected or, the basis of criteria sucm as
tOse c'ut.iriec aoove in the "Project Rationale" section of this
report.

In, the first year of the project, most services will be
subsicizec activities to serve smaller scale enterorises, either
cirectly or trrougn existirng agencies. "the project will riot nave
m,.jc'n crediility with the larger scale orivate sector at this
:c ir, racer wil it have had opportunity to aevelo an active
;flar4.etvir, o roagram tor its own consulting services.

.r the second year, dtvelopmert of a paying c'ientele in, the
rivate sector snCouic occur. 1he project may also be more active
oy t:-is aorit in iene stiyirg prorising private agency erterpr.se
services arc succorntracting for their delivery to clients of
JJZD) services. The lecnnical Informatior Lenter will be
ewia ishec arc tne scale of cther researciu oroacene,. H
furicr icanira mac-ri torirg and evaluation process shculd a sc, be in
3ace. rAi.*cr Droject activities will have expancec, especially
ir su.D 'or't ca ct tier agencies.

Lr, the tnirc year, the full range of services then deerned
recefssary nculd oe creveloeo. ,he conifuration of services may
o rmay icicrmiatc-i te indicative set described in this desirn.
'-iiey b., be cevecapeO in response to actual needs as the project
ccmes to ur,,aerstand them. If the cesign assumption that an
eCuity capita rund would be helpful is validated, ther, this
should be activated in the third year. This fund would provide
irvestmiert ca,,ital to new or growing enterprises, probably in
conjurc cictr, with LA4INDO which has a mandate to make SuCh
irvestmierts but is riot now active in providing equity capital in
Leritral Java.

Tnis pcrtrayal of the trerd of service delivery is based or
curreri assessments of need and an appropriate pace of project
deveic, prenat. It is not intended as a definitive blueprint. The
LJr-DP t;irougn its cwr research capability will be able to
reassess wriere prcjerr resCaurces can be most prcaductively
ern icayed.

btattri

It is strorcly recommer,ded that staff levels be built
CA'acaIAlly over at .east a three year period. This will give
s:orie t AiXi ii ty as the project gains an irproved urCerstanirg
of ceriaru arc reed tcar its services. it will aiso permit more
carIerul ̂'eru1tina thar would be possiDle if a tull staff were
1ired lr,,ec Icately.
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For the first three years, project staff should consist of
both contract team personnel and professionals and support staff
nirmd locally witminr the contract budget and under the direct
control of the contractor. The contract team will be a mix of
expatriates arid Indonesians. The locally-hired professionals,
although recruited urder the contract as project staff (undev the
control of the contract tearii Chief of Party), should provide a
staff resource from which long term leadership will emerge. For
this reason, these locally-hired professionals should be full-
tine project staff with a high level of commitment to the
objectives of the project.

Indicative professional staffing level targets for start-up
and one year riilestones are displayed below. These tables are
intended to portray the trend of staff development. Actual staff
size arid characteristics will depend on the growth of services
and dnd nd for them over t irie.

In the tables below, "contract staff" refers to persons
hired in-coauntry to fill full-time positions in the project
orgarizatiCor. "Contract team" refers to persons, both expatriate
arid Indonesian, provided by the contractor during the life of the
contract. Clerical and support staff and drivers are riot
inciuded in the totals below.

Table V-I

Staffing at Start Up

Function Contract Staff Contract Team
------------------ -------------- -------------

Prc, rar1 Management - I (1*
Inforriation Services 1 2 (1)
Consulting Services 1 2 (1)
Admini st rat ion 2 -

Totals 4 5 (3)

* Nuriiers in parenthesis refer to positions which are likely
to be filled by expatriates.

This staffing arrangement assumes that the contractor Chief-
of-Party will serve as the program director for this period of
buildin the crqanization and initiating service delivery.
Within the irformation services and consulting services program
areas, stdff will cover multiple "desks" during this duvelopmernt

I Cod.

7 he degreu to which the staff needs to be developed during
the first year of operations is presented in Table V-2.
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St af fn a On. Year 4"

Funct i or Contract Staff Contract Team

Program Management 1
In~formation Services 2 3(1
Consult ivq Services 2 3(2
Pilot Project Fun Id 1
Adm irni strat ion 3

Totals 8 7(4)

*Numbers in parentheses refer to positions which likely to be

filled by expatriates.,

By this stage in the development of the project, the Pilot
Prcoject Fund will have begun its activities. Additional '
Indonesian 'person~nel will staff component desks in the
information arid consulting services areas. Contract team
personnel will also have been added to the service components'.

In the second and third years of the project , r at least four
adiditiornal staff will be added. During this period, one-of the.
Indonesian staff mnbers will be identified and trained to serve
as the chief-of-party counterpart for program management. Other
new staff will 'be qualified in areas where demand for the
project's Services is growing the fastest.;

These indicative staff levels are to be flexible. If demand
is great, the project should have the ability to add personnel
in both the contract staff and contract team categories.

Substantial provision should be made. in the project budget.
for the use of short-term technical specialists to augment the
CJEDP full-tim~e staff. This will be Particularly important ini the
early months when CJEDP is niot fully staffed.' However, there will
be continuing need for access to persons with' specialized

4'. . ,' techniical and management skills which are riot represented or, the
recular staff.., Such technical exets hudb drawn first
from Indonesian sources, such as-foundations, consulting firms,
technical institutes,, PVOs and universities, 'and only 'secondarily
from.r overseas ~Sources when the need 'cannot be filledi locally.

''Locally obtained consultants4will constitute'a possible""source of
permnanent Staff inL future years. " w ' " ' 

4

"'ii iliii!j

Most remers of the locally hi red professional~ staff willYj'' '

require training if they are to contribute, their best: to tne"
devel opriient of the' program. In some cases this training can, be
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acCom .olsheC "on-the-job",thrcOugt seminars and lectures Pre~ared

I~n otier cases it will be necessary to arrange tor special
train~ing rourans ira, pecific' subject areas." Such t'rain:Lng should~.

f e he-, CJEDPC b Lid get-.----

Staffing and organizational options for ~the period beyonc
,ine initial. tnree year project phase are aiscussed below.

UraL a{nizaGii ti truttre

F1irgure V-1 presents an organogran of a possible internal
prc'ect structure zased on the services outlined above. This is
ort-y one possi.)ility and is presented to indicate a rational
c2.visi'rs OaT service celivery and 'administrative functions as well
as * cortray the project's link to the Governor and an Advisory
boarc. Tne aczual structure that evolves should serve the
inrTerests of t.ie nest possible service celivery and thus will
ce ' end on zne actua!. configuration ofprograms whlich aevelop.
Tne organization of the smoall initial project staff will be a
managersent conacern~ of the contract chief of party and, will depenc
on tn e focus of initial programs and particular qualificat ions of
com"tract team- and locally hired staff at the time.

Policy level advice and assistance should be provided by the
Governor of Lentcral. Java and an Advisory Board appointed by him.
!*he Acvisory 'board snoul~d be made up of 9 to 1") senior
representatives of various public and private sector service
agencies (Dept. of Industries, Dept. of Trade, Export 'promotion
Oifficer, Bank. indonesia, Yayasan D~ian Desa, etc.) along with
representatives of various 'private sector client groups such as
<flDLiN, HIPPI~ and 1WAiPI.

The Advisory board will have an important 'role in assisting
the project to pain trne acceptance and confidence of existing
service agencies. and private sector entrepreneurs. 'It Will
provice a valuaole forum for discussion among the various groups
represented ana provide the nucleus around which g~reater
coorrdination can be developed. In order for the Advisory Board
to be effective in thiese functions it is essential that the
;nemjers be'hign .level officials of the agencies and orpanizations
they represent. They must be able to speak< for their respective
orvanizations5 On, matter~s of Central Java policy and discuss the
various issues freely with their colleagues on the Board.

The Advisory Board is not intended to have a' control
tunctiLo over the project nor is it a typical "coordinating
coramittee.aA Rather is is intended as a support gjroup and a
policy link to existing systems whosecooperat ion is essential to i
project success. ''

The functional link between theproject, and the~ Governor,'
should be' filled <ba highly qu lified poetofie

by the Governor~t~o serve in ar liaisonrole.1CUualifications,""r''
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resaonsioilities, arid functicns' of thspronsol be joinitly:<j
ar.reec Ltorn Dy, the contractcor, UAID, anid: the Goverhor.. he or

r eccirnmericec~ jointly 3y the project coi~tractor and5 USAID., This,
r'e;:reseri at i ve 'would proba3oly riot be a. government employee ror
vJr-1U.' necessarily serve i r, a full-time capacity. But he or she
mus~t -iave trhe coriT.Lderice of the Governor ared BAPPEDA arnd s.-ould
ne aoe to ma~e a 5uostantive professional contribution to the
imeLemertazio of~ tne project. Irs addition, the project officer

,"e a po'irnt of accountability for the use of project funds
Drc'vided by tn~e Government of, Inconesia budget.

Thnere are, of course, certainrisksinvolved in the
tevelopment of any new. orz-anizat ion. These risks ares greatly'
magnifiet wnen it is necessary tocacevelop and staff this type of

''service agency before coeveboping its program. To ceve~lop a staff
and coperating proceoures and a new and challenging program all at

'u-esame time is antextremely difficult task. The price of
failrng to aucomplish all three is the failure of the,
c'r;arsizatiori to achieve its goal of increasing employment
c'PPOrtL~iTie5 ari productivity in Central Java.

As noted above, this risk is reduced ,by initiating the CJEDP
as a cevelo~menz project rather than as a new institution. It is
recommencea znat tnuis be cone by mean~s of a five-year project
autzicrizat ion contracted in two phiases of three and two years.
Durinz tne first tnree-year phase, a contract team working. under
tne supervision of The Governor's Office (or the DAPPEDA) would
ta~e maragemen~t responsibility for hiring and training qualified
staff, ceve4L'ping the programs of the project and preparing to
.iart over management responsibility for a mature, operating
proJect after a period of three to t ive years.

Sucn arn arran~ement would offer two major benefits over the
alternative of setting up a new institution at the beginning of
project activities. First, the risk and delays in establishing a
new organizatcion would be minimized. That is, the program could
:)egin immediately. Secont, it would call for closer monitoring
and direction from funding sources and thus would provide more
effeczive control mechanisms as the projec-i develops.

A .fter a period of three to five years it should be possible
for the contract team. to hand over management responsibility for
the program to a management team that has- gained experience
workinc within the project and whicn is competent to continue the
development of tie program.

A~t this point, there are three broad options for the -

continuation Of WJEDP activities for the fourth and fifth~years.
One is to simply extend its life as a project. Under this
option, the original contractor could be retained ~ard continuie to
emr' loy the locally-nired project staff recruitedduring the first*
th~ree 'year phase. Expatriate contract tea peonneel~could either

.oe cqraCeally replaced by locally-hied project staff recruited
~.. .'and trainec dur2ing zhe first three' years or, if',necessary, '~

5." 4~~~: ,~~:!i, ii !L ! ,,i i~i ~L 5i i i i ", "* , '+ :"': ; , '5.' -+ i; ii +,. ;'-.5 ', 5- ; i 
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continued tnrouC1c-ut the second phase. The feasibility and
timing of tnis transition would need to be careful.ly stuCiec
after t.,Ie thirC year. in any case, the contractor could continue
to orovice neecec short term tecNnical assistance.

H seconc option would be to use the second phase to develop
a new autonomous orargnization to absorb project staff and
coric rnue tne oPerations of the CJELP. This option assumes tnat an
Cr'zariza'iorn cart De ceveloped that is linseed to the bovernor' sc-rice arc tiat meets the criteria tor effectiveness -iszet above
in :,-e sectior, on 'organizationa. placement. " ucn an
orzar,lzat cl. wouL.c have to be free of usual bureaucratic
cosr ainrs, azn*e to hire ana compensate hign quality

, tession~a. Eicar, and in contro.1 of its own resources in order
to errective-v continue the work of tne LJEbd. This coesign also
assuriies transter of marnaqemen aria program responsibilities to
-ncoresar staff curir,g the second phnase. it ciffers from thefirst optiorn in that responsibility tor the CLJDP programs would
De transterrec rrom, contractor responsioility to a new
or:ani-zaticon in thie fifth year. rurther technical assistance
v,-,u-c then oe contractec by this organizatior,.

!.ie acvan age of suc. an organization is the potential torstitutioai ze a set ot proven procecures ard functions
sujjcr ri enterprise roeve'loDrent in the province. If the CJEDP
:roves ceservlri. or )ernariance, then a permanent structure snould

e ceve..cEC'. L.eariy this is a decision tnat must be ceferred
unil t-e .essors or experience can be carefilly evaluate..

,)e tiirc otion is to discontinue the project at tre end of
the tiir-1 year it it is sufticiently successful in ac0iievrng its
ojectives by that time. In this event, it may be possible to
spit, crr worc.-w,-i1e activities to other institutional homes in
the pu.ic or private sector. but this oppoprturity would be
c-oritraireG ay tne citticuity tnese agencies would nave in
aascorarg start Trom the LJ DP.

PiuJJECT LIN .jlbrS

]he u. iMnate success of the LJbP will ceoera on the
.iniages estaDisnec with key actors in the Indonesian business
anC c-overnrent systems. :he nature cot tnese links will vary.
berera;.y, LJ.J-D will aea wit.) some profit mraring organizations
or. cc1mmrercia. terms. it will also assist sm.1al-sca.'e and
'iousehcd enterprises con concessional terms, most often by

s'cor'tir ~ clt;er service providers, puolic and private. M.ost
cc'cin.ex are the necessary l inks to policy and programn
Le' il1C'rja,<ers in such Lovernment agercies as national
,r nistriv,. the Lentral Java government, state bants, arC
LVH.,\UU. Hs4,Lpcts Cit these lintages are ciscussecs below.
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,he Private bector

UJEDd will operate or a commercial basis with private sector
clients or intermeciaries who are able to buy its services.
LJLDP will thus be a competitor in the market for consulting and
financial services. its success in tns market will ceperd or,
its ability to respornd to marKet needs ard demand while builiing
its owr creibli.ity as a source of cost-effective services.

CJb1jd's tecnnical ard maragemert consulting services will
irc.uCe assistan'ce to potenitLal roreign investors in identifying
oporrunities, tae preparation of teasiility stuties, arid
Cea irng witn .ocai proceaures. Tnese services will be provided
or a tee oasis.

uL zj wi- be more procram ard service oriented with smaller
scae enzer~rises. it may orter suasicizea services to support
er,'erzrise cevelopiiert or inay assist otner providers of such
serv.ces wzzn inrormation,, techrical assistarnce, aria/or turin rag
tnirOUI tie Piaot project turc. the relationsnip of t.-e CJ-I J
Wit.- )se52 ozier arercies wi'l be a two-way street. Wnile
Drovicing nefi support, the project will trequently made use of
-eiu: resCur'ces as well. i-or example, the extension aqerts of
L.e be;Darriiers t .r ntustry can play ar, irnportart role as an
ouQtreaci arm ror LJ.LDP.

LJI L wli wi relate to ror,-Foverrnmer,tal orgarizat ions,
tecnr, icai i(rs~iLutes, arid other service providers outside the
iJreaucracy rit two ways. i-irst, it will cirectly support
efreccive programs tnrougn tecnnical assistance and/or pilot
pro:-ect Turc.irc. becoric, it may purchase services tron these
Or'.l ZEA 01c.r15 ror applicatiorn to proqran support activities or
ifJL.i.t Cr Jrivate enturprise oereticiaries (tor example,
tecir,ica. tr~irirLc, specia~ized research, or consultant
5erl v I ces) .

;ne bcverrmenit

LJi.ru will have several roles vis-a-vis the bureaucracy.
nese iric.LIGL irr.Luerice, program support, and tacilitaior,.

H, ar iri:CLJrcenit entity, LJzbd will have ro cirect poilcy
c,, ,. to, . Lrt . over any agency of governmerit. Yet, as roted
iioVL. 1, ca it critica, rC,.L to play as al int';uerncU boti or
tr.L~v'ar,t 5.. icy ard t ,e pror'Lrns ot Soverrfilerit aq.ricies row

.ar'c'vli ru. L/riti.~rj ~sir GlOvu io menri sCurvices. bLIC.i i nt.Ure wi.
LLDeric Cri toLir t ctLW r :

* 1tr'CorL. ArIL viiz)le backing rom tho coverrior ot Leritral

* Iinr~s with key cecisiorir r n.rounemntagnis
esieci..y tnoe reprosented or the 14cvisory
Loa ru;
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* the cuality of UJLL)d information, anasysis, and
services, an the aegree to whicn they are perceived as
suD c'rt.ve or various agency objectives; an

* abil-ity to provire financial assistance or other
resources to selected programs.

Prcgram support will be a major CJEDP function. 1he project
will identify ard assist existing government activities whicn are
or nave t!he poter, tial to provice effective services to enterprise
cevelc, fert. SucT) support may take the form of technical
assistace, ruring, or research. An emphasis will be placec on
tarc.eting Lecnrica. assistance arid funding on particular
irterventions tna meet established criteria for impact. Some
suci interventions may be of a pilot project nature.

Potertia., clients of rovernment services for enterprise
assistance are often constrained from using such services by a
.ac, of irntorm~ation, bureaucratic barriers, or other access
proa'ems. GJrDbd can reduce this problem by promoting effective
services, icerstitying and attempting to reduce transaction
Jirriers, arnc assisting agencies providing services to improve
availaji.ity of t.iose services to enterprises which would most
Jeriel-I tra if ttIeen. Lrecit is one area, for example, where
fac.i atilor could improve the impact of several existing
z, ver:,merc proLramrs for sinai'- scale enterprise assistance.
raraJlCt r° costs and otner barriers are currently more of a

cnstrd.r, t t:-iar the amount of crecit available. by wor~ing with
0oon the crecit agencies and potential clients, CJ=DP could offer
a, irterratvC a'aroaci to reducing barriers to program
utilzatior, and oeriefits. A similar role could be played tor
tcvu i. ! cot ur prorafs.

-igLuru V-d cisplays these potential relationships with
vario QUs client groups and assistance agencies. It summarizes the
way that the project will give priority to supporting and
5trr,'L;ers2r,( Vxi stirg institutions whicn are capable of
.irovicin, rieucuc services. CJEUP will serve as a resource to
suc inrAitutions and as a point ot coordination for the overall
vnter.)r~tie veic plne ettc, rt ir, the province.

PROJECT EVALUR1 IO'J

(At several points the above discussion has referred to
rtviews cor evaluations whicn the CJFi)D must uncertake to guide
(LhuVe'c,"hjFI1te Cot rc ,ratm, staff, an= organizat icna. form. As part
of .ts .drrilng process, the project will tase self-assessment
'.)rxouo .y. waile its monitoring ana evaluation staff will cirect

:i~i~~ .ort, it wil. :j) an integral part of a.. program
C1' 0'a ior,,*! anr, i corscerrm ot ali startr.
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Interral m'.-ri or i rg

.rterral monitoring activites will oe of particular
rscorta rice ir ouioing prorram ceve..o~mlent. As notgo above, tnIS

monitoring wil be concerned witn programs aotn witnin arc
ouzsice of the project. An awareness of the overall environment
of enterprise services in Lentrai Java is ooviously impcrtanz to
.Progran LecisIonrs or the LJ=LP. In particular, sucn awareness
wvi.. avert the risk of cuplicatirog or competing wit- erfective
services a.reacy in place irom another source. it will also he.p
t-e projecc pinpon:Lt etrective programs wnich it can support or
u i .lze t,.-rouga su~contractirg.

Y;oniorrig cot staft cevelopmernt, operaticoria.L procecures ara
*.,'r,'cia. rlara~eeri wi.X riep tne project phase its starf aria
)rEgram:Itrw;' -r.ire-ilenrly. -here is consiceraole risK of
zryin, t to co too rnuc,- too soon. The point of the CJ-DJP is tc
improve, roc pro:iterate, services. Project rnaragemert will have
Lne res5onsi 1i.1ty ot continually assessing organizational
eftect iveness.

,he priw.ary client of irterral monitoring is trie project
or;anizatior, itselt althoucn summary reports of these assessmerts

i-.' )e :jrcvicec to USHU) and tne bovernmert of Lrecneresia as Dart
c-f e rc, ect's exercise of accountabi.Aity. -Irie project will
use s.-iort ;erfn tecnncal assistance or suticcontractec; assistance
., -cc, urry "c, assist wit.- the inzerral monitorirng effort.

.xterr,. E -va I uait IC,

,ne first externa' evaiuation of the project will ne
corCucec C urir, ; tne tiird year. .his eva.uation wi1i provice
2rorernatior, to e the uovernmert of nacoresia ana UbHIID
Leter!iirie: .) wiether to cortinue the Project atter tie iritia.
miree year term, arao e) whether continuatiorn should retairn tne
tjro. of a :roject or ae placec within a new orcranizational
er-.ity. .115 eva.uaticn. wI;I assess the tollcowirg issues:

0 te TirAct of Uj=Uri-turced pi o. projects;

01 te etLfectiveress Of its miuc~artisnt tor colivering
serv ices;

* the cuality of its techrnlcal assistance activities;

* its impact cr orgarnizat ioros to wnric,- tecnrica. support
-is )V r Liver,;

* its )roret, in stat Uevev;oxiert;

S tUe cecree tco wn!cN there is evicent comaric tor its
se,vicus from pr'ivatu .ector cIients;

t



mne aegree to which effective coordination links have
been ceveloped between the CJEDd anc other service
provicers;

zhe resu.ts and impact of its research activities;

tne effectiveness of its systems for learning trom its
enterprise oevelopment activities and applying that
.earr,rig to new programs ard or~anizational
arranements.

bu
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In March, 198, the Cnr Jav 3.3 Development

Projec i 3. for fu .33. W

. i33ificant stides have bee made, priual in leaning what-

ipedespr.i e se or growth in selected scrote..

P O ECT ! ... V..... .......

Pr'eti it 3 e ed orfl rpenna o. Wiliii

much remains to be cone. Thi. Chapter proposes ... project..

development schedule, beginning with t'-he completion of this 3 '

1 teeri e n report, to the end of thefive-year USID-sponsored
prjeCrt.

From the Interim Reoc'rt tc' the Prod ect Paoer

The design~teari Will undertake three different types of
activities during this period. First,-three additional Working

.Papers on. the methodology of subsector analysis, existing
r€atia g @channels and the potential ,for developing sub-

contracting relationships in manufacturing will be written.

ardthe GOI reviewers of the _n%,erira Report, to clarify points
which may be raised, or provide additional data as requested. in

t(his connection, the tean will assemble the information tO
satisfy the Handbook Three requirements for the preparation o7
'Che Project Paper.

At the samne time these activities are underway, 'he' teamn

will undertake the third assignmer,.~, that of deepening its

underst and ing of at least two subsectors already studied, *in

ortder to:

* determine the specific. interventions which sh0,o ul1d be
carried out within each industry, based upOor,- the
criteria proposed in Chapter !V, for the test irc phase
(October 1983 through June 1984) and the irnplemenlitaLt ion
phase (beg inning July 1984);

* estimate the cost cif specific interventio'ns' for~ each
industry, ;to incluLde both the dol lar (U. Go'vernment)3
and Rupiah (Government of !ndon~sia) amnounts which will
be required for -the implementation, phase;



o prepare detailed stafifang an d budget estimates for tn
five-year life of pro~ject, based upon tc a'verame Jr
interve rition cost for each i ndstry t5, nurbef- cf'

* inidustrie'tc. be aide-d, arid the~cther, 'act ivit ies
(assisting entrepreneur t, pilot project f Unrd, ec C.)
which the project will support;

This additional research will provide the detail neceE;Zary

to fulfill the Specific reqUi.. . -Ments f'or AID and the SDI to
ciiimit funds for project implementation' I The Proect Paper
.should be completed in draft in August 1983, reviewed "or
improvemnents by USID/Jakarta, and submitted to USAID/Jakarta for"1
nal approval in October 1983.

This schedule would call for extendinm the desicgn team
1throuch October 1983. '

S. ' $.From the Codmletion oif th e rae122_1t 1!a sr to the gainnina -c

acoect I rng eenta"ion (Seu2eRnbere 1983 UAo June 1984)

During this period,,. the desig~n teamn should:

I* conduct exploratory research on four additonsal
industrial subsectc'rs with tVhe moal' of deepening
research on two additonal SUbsecitors and identifying

4 and desi gning~appropriate interventions as specified
above, including dollar a-rd Rupiah budgets;

' initiate Up to five small sub-projects whichwil] .
test the operating hypotheses of the project and assist *

in refi4Aning the umethodology based on experience while
delivering positive benefits to the target P0:)L'2ati0on; '

* develop appropriate administrative~ an d management
procedures so as 'to satisfy the reporting and
accountability requirements of USAID and the 601, while
mraintainiing maximum operating flexibility for the.
project. 1. ,, :

The BAPPEDA is eager to begin pilot ,tests as 'soon as they
required paperwork has been, comPleted. With the continuation of
the desion effort. and the use- of funds available from the BAPPEDA.
fo-%r the FY 83-84 fiscal year, pilot tests could be initiated as
early as August of 1983. -I

Suggestions for pilot sub-projects have been dawn from thre. ources: the research conducted to dte or three ubsectors in.:

Central Java; research conducted. onsubsectcrs not yet. rady. for
cornfpi lat ion; and suggestions received from entrepreneurs~ who~ a;re.
interested in Pursuing new investm ent activitie s.~ These , deas, j7

to be refined as the Projec Paper is ben o,0aeinclude:
I 1 I70
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33 s:e 3 A t' ' . ........ ..... ..
0 working to solve the tech-nical problems, facjd by, shramp

<hatcheries; estabishing linkages betleen "hri.
____exporters arid shrimp. lrwers_; _____lv 4 _ ____4;rt

'exportsv to'the 11; SI'warkpt;';7 eveloying r" s7h7 ri M&o
3"f ' or Use 'by timbak farmers'

0 supporting the brc'nze casting. poducers in the "juwn v'
area, to imp;-rove their 'efficiency, lower cc ts,. upgrade
firnishirng arnd seek new domestic 'and: export markets., ~ 3

This will call for wcrking with the staff of Dinas
Perindustian's Industry Service Center, as well as
specialists from MIDC.

o complet ing a local demand study for CentralJals roof
tile industry;

o assistingin the search forjoint-venure 3 partners and

handicraft exports from Central java, irPc, ini-g carved
teak furniture, 'brats and knocked'-down wood'ed and ratt~an
furnituLre;

,0 starting a rabbit breatding Parmto sell pairs to
aspirin; local entrepreneurs, to increaeneat supplies
and arsimal proicessing activities;

0 testing themarketability. of. processed wirtged bean,
grown as a labor-in~tensive, small farmer crop, into"' 7
high-quality cook~ing o'il-and animal (including shrimp
arnd -rabbits) 'feed;.

in each instance, the design~ team will seeA a local;
businessman, or producer group, willing to cooperate and bear
aa1, or almost all, the capital arid operating costs. Technical
assistance will be furnished without charge from CJEDP.-
initiatio'n of these or other selected tests would generate a,
quantum leap in the knowledge of' how to intervene, in specific
enterprise activities irn the province.

This schedule would call for continuation of the design
project from November 1983' to June 1984, tcVcomplete the -listed
activities and insure a smooth transition to the imsplementatiotn

tea-.

I- trhe first' three years of the pr~ject, the core oif CJEDP
is pr oposed to be a contract teams of expatriatIes an-d !ndoanesians.
A4s d'encribed in Chapter' V, some of the Indonesians w"'ad be
candidates for long term placement into a-more' permanent
iostitution which cant cyntiNue CJEDP. servipes, should tnat, be the 33

decision sflthe mid-poinrti review., At the end Wofyear thre;,.
SD aind the, 601 sho'uld&conduct a joint 'evaluation wnich

determines whether the, pro'jcO waP c'nt inue, .the~contra.ct team 3
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Deepereiro o-F the rasearcin or, twco sectors Wjhic,") will load, to
* c:e"ailed interversti'i-s, complet'ing the Project PC-;per ansd tlne

w ing papers 5-ocwn as "forthcomiri" in thie inhterim Repc'rt. K

Octobe-r 1'a83 toc June 190b4

Deepenari. -rosearch in, two more. subsectors1 with pilot tests
ini ti cted in, six~ priority areas. ,

July 12 : to june 1

Prolject i meticniri fi-ve- SUbse~tOI-S plus those ros
o'- opportunity whic-h Emfer-ge, wit.-i services thirou:h the HD~ DP
c.:*r'ract team.

Jully 12q87- "to JuC,~

Project continua(E-tion.1 (as ona.: c'tior,) 'th rc:Lt uh conitract te-afi
s&vrvices, or irst itlt ictnalization wilit.-iin a Structure determoined,
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CASE I THE SHRIMP-EXPORT~ INDUSTRY~'~

The export of frozen shrimp is the leading foreign exchange

earning trade activity' in Central Java. In spite of policy

vs changes which have made the procurement of supplies by processors

more difficult and widespread inefficiencies in the aquaculture

production systemrs, expcorts have responded to stroeng

SAY' ~. international market conditions and continued to show strength

even as aggregate world demand has weakened. .

Table I illustrates the quantity, iroportan~e and resilience

of Central Java's shrimp exports. Inj ach year since 1976-'.

shri mp evocrts have acdourited for over 20 percint of all Central

Java's known-exports. In 1982, the share reached 40Z percent as a

consequence of declining exports of other commodities resulting71

from the global recession. Except for 1980I, the first year -of

Indonesia's ban on-trawling, shrimp exports have consistently,

been Central Java' s number one export commodity.

in spite of this record cof sucuessful gro'wth, there is

considerable untapped potential in the Central Java shrimp

industry. The supply of shrimp for export is far below what 'it

cculd be as the aquaculture systems are presently pro'ducing far-

below their potential capacity. A larger supply ofexportable

shrimp would provide incentives for the extension of export

maretsbeysond the current focus on Japan.

The. majority of prcau.eis facing $hde industry ar 5 of, "A - .

tecnicl ature. ,They result> not fr'm the absense of technical~



~~ ski lls, however, bult rA4 her from prcoblemsrielating toe thie absence

§,of adeq uat e mnechan~i sms for coordinat ing the interact ions among3

the participants in a complex industry. Coordination mechanisms

generally are slow in developing by themselves as a conseqjuengce

~A. .of the divergence-between private incentives and aggregate

perform~ance coutccomes.

* This section will explosre the problems,, opportunities and

$1 F constraiuits facing the industry and the potential for effective

CjEDP intervunticn. Before addressing these issues, however, it

is necessary to describe the overall structure and organization

of the shrimp export industry.

Table I '

Exports of Frozen Shrimp, from Central Java 1976-1982

Year Value of Volume of Export Percentage of Ran" in
Exports, Exports Price Total 'C. J. Total C. J

FOP (M tons) ($/kg.) Exports Exports
A~ millions)

1976 14.8 3389.7 4.87 29. 4 1

1977 18.8 5488.5 3.43 31.0I 1

!97B 16.7 3478.3 4.80I 20~.7 1

1979 23.5 4344.6 5.41 21.6 1

1981 23. 30'26.7~ 7.60Z 23.1 1

1AM 26.7 3204.7 .8.33 40.4 1

Source: Dinas Perikanan, Semnarang

te Structure and Organizatic'n of the NhrOWI Exgnt Iusb

'Figure I presents 'our understanding of the stru~cture and

*...organization of the shrimp industry from the perspective of-the.

-75
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FIGURE A-1 iHE SHRIMP EXPORT INDUSTRY - A SUBSECTOR VIEW
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Gupplies and enids at th~e right with pro~duct -flcows into' the ex ">r

ma-Rt. Before examining product flows throuhtesyem a

brief overview of each participanit will be'preserited.

There are three types of shrimp exporters. The primary type

is the integrated processing, freezing and cold sto'rage factocry.

* There are three firms of this'type in the prov inrce. Two are

located in Semarang and onie is based in Cilacap. These firms are

o'uite_ lcrco, employing' an average of 350~ persons with an initial

±r~esr~intin -the area of 90iZ 'million Rupiah ($1.3~ millions) each.

At least one of these firmgs is a joint-ventbure between~ Indonesi~arr:-

a-ric Ja:pariese partniers. Export volume varies frcom 5i20 to 1500I

metric ton-,rs per year per firm.

The seconrd -type of exporter is an, inrde pend ent agent who~

pur-cha:-ses the use of the facilities cif cother freezing' arid col:.d

st~ergefactories. There are at least two businesses of -this

-type opera-ting in Central Java, on-re in Semaranig arid onie -i

PP k a Io nga n. The third1 exporter type is the governmerit PUSXLJD

ci:.cperative which currently falls into the second category but is

in the process of conistructing its own processing facility ins

seriiarariq. It should be noted -that there are several o:ther

exp:'ri te r-:3roccessocrs int East Java, West Java anid Jakarta-. This

Firms coinpete with the Central Java; firms ins both input'(hip

arid output markets.

Trhere are also three main sources of shrimp supply: large-

scale fish ermen, small1-scale- traditioniLal f ish er m m r anrid

acUaCUlture shrimp (or "tarnbak") farms. 'The re-lative' importance



:IfthEc~ce sgiurces varies accord inrg t d, the 4pr rLe~lt prct ices cf AjA

- At r for exasil>

t he ex.orters. ne of the argest ex pr 7

pUr'chases 35 percenst of its shrimp fr11om t rad it ionaI fi sh Prma,

percent fr ,am shrimp farmers, 30 percent frorn arge-sca .

fishermen and the remaining 20s percentfrom the large fishing

bo~ats.- of its sister firmi. A ncother exporter relies more heavilyAA

oV farmers arid traditional fishermeon.

The relative importarice Of supply sources also varies over

the course cef the year. ,pril and October are the primary' pond

narvPst mtonths. Janualry thrclUph MRarch is the peak .fishirig sPe-As_'Y

'for the' North Coast while uoust' through December is the peak on

the South Coast. Exporters procure supplies primarily in Central

Java but also have anents operating in East Java.

These supply ources are linked with the exporters in two

ways apart from integrated links with large-scale fisherm.n.

Govrnmnt-owedarid Operated fish whol1esal 1 markets (Ternoa

Pelelanga-n Ikar, - TPI) are located in every fishing port in

C CeV.I tr A . Java. Al1 fishermen are reqluired by law to sell their

pronduce through these mnarkets. The market is oroanized as ain

auctiont, bu entry into the shrimp auction is rostrictVed inr-

certain areas.

InCilacap for example, -the' site of the largest TPII only

!'recistered aoerits" of the major export firms are allowe'd t o.

Paoticipat e in the shrimp auction.' There are presently seven

a ut hcriz'E-d buyers froni Central, East arid West Java and 'Jakarta

al11eo-ed to participate, in the bidding at the Cilacap TrPi.AA

In 1982 , an' averIage Of just over- 63A metric tonis ofi -hrip

w or e sol- Id inr the Cilacap market each monith f or, a tcalI of 762 5 A~~A



onis for the year. The average price was IRp 3100 0$4.5) Pn

kil ogram~. Eight percent of the selling prica is taken, by the TPI

Q~ percent from the seller and 3 percent from the buyer) along

with' a small share to the scale operator who removes a handful. of

fish ani -shrimp from each basket as he weighs them. Shrimp

farmers may alsco sell their, produce through the TP11 but it is

niot known how co'mmonly this practice is followed.

~iK The second way in~volves the primary market ing agents in the

system, the brokers who procure supplies for the exporters. .. ary

0 of these brokers have long-standing' patron-client type

relationships with the farmers which ficilitate their ability to

conduct business in this industry. Our informaticon is still''

q~uite limited on this important set of participants, but it is

typically more difficult to make contact with middlement in

any industry.' It is kncown, however, that each exporter emplcoys

(on a commirission basis) a number of representatives who arm

assigned "to cover specific geographic areas. The exporters know

l~ittle about the practices or sources of supply used by the

agents. One agent who' was interviewed (the largest buyer fcor thL-

largest exporter) claimed that eight percent of his purchases

wore from the TPI and' the remaining 92 percent directly from

tertbak farmers.

It is commonly stated by go'vernmrient officials that the

miiddlemen are exploiting the farmers, although we do riot yet have

sufficient evidence to test this hypothesis. Certainly,- much <7'

more needs to. be learned about the marketin~g agents as they

'have played a key role in the success or failure of marny

essentially similar agrc-processirig enterprises.



(~he iil''tse ~t --,- actors irs -the sy5:'7em .Are tn-h

su).icrso:r (bzby shrip) to the tambak pond systems,,

Tfra d it i o ria Il Iy, shrimp wiere secondary ponid pr-oductS with the fry,

co rirei q frorn the sea as a by-product of the filling of the ponf-d..

As shrimo becamae a more importans-t product, suppliers emermed who

collected fry from rnanirove coastal areas anid -sold them to

the *farmers. T'he de~tructic'n of miany of these estuariari areas

(v ir tualI e 1li ireat ioni nr Cent ral1 Java) h as s u bst ant i al 11 y

diminished the supply of fry available fro'm these 'trad it i onal

so-urces.

Rd.ceit ly several goverremen't arid private shrimp hatcheries

naebegurn prod uct i crt in the province. As ill4 be shown l.ater,

hi::'wever, they have experienced a number of problems arnd the

sup ply of fry reprersents a key constraint orn the development of

t,'ie tarm-bak system.

The finial participant in the shrimp inrldustry which must be

MLeritiCoriEed is the ,jcvrrleriet-spcoriscred cooperative7  PUSKUD. WhilIE?

techneically its membership inllUdes all snrimp farmers a-rid

fi sherm--ens, wie have lcocated it apayI t from its )'members" on,- the

diarrAm because at its present stagme of development it isrmore ocf

&.n' indeoerident statbe ent-erorise than an actual cooperative. Its. *

basic premise is that it can compete ire the 'export market

6d1rectly via its onfreezing arid cold storage Plant arid at the

samce imiie circumi-vent the "exploit ive gamies" played by the

wholesalersF (middlemen). This will increase- the inecomres of the

producers presumably becae, th1c1wl buy at a 'higheprc

thtin +O-io brokers curre-itly offer. Th e cocop talso intends to.

becomrie inevolved> in ponid mrjaagemerit arnd the hatchery bus'eess., As* .t

4 .. . . .. . . . . . . . 52* . -, !i~i! ....... ,
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1 ure-as the coop, dc-3b 6plet -Ucceed ine becomeinrg a sle agent~ c'r

r 2 ~~mbak. farmers it is prudent to adopt a weait ari e tved

ro b Iem sL -2crli e ie oetAirets Facirng the IredQst'rI

The pro'blems, opportunities arid corestrairilts facing the

shrimpic industry are cornplen irs that they involve a niumbe~r of

different issues at different stagsoLh ytes Ti eto

2 Will fOC:4cor fOur parts of the systemn, consider the roost

-pinet issues at each ii.tage, arid attempt to illustratre the

inrt errel at ion bet weern the copport uri-ties arid co~nst ra inrts among

2 diffe-rent levels. The objective of this anealysis is to make a

f:;rst effort to understand the types of initerveretiores which could

lik,-ely have the greatest impact in coordinatin~g the d evel ciomneret

cu-F the shrimp export industry.

Th Tamb,_Ak Pguagulture Qs -te-m

I..The general consensus 'of -the observers of, arid part icpanits

irn, heshrimip inidustry is that further developmnt of ~S'.rirnp

e>, orts from Cerntral Java depends upons the improvement of -the

t aubak aCIuaRcult ire syst em. Overfish inrg, nion-selecti ye trawl inrg

arid the ccnimplexity, of controlling foreig icrsosnt

Indo-nesilAns waters resulted irn. A complete bare orn trawling

2 ner-inninc. irn 19~80. This has placed rather severe constraints ors

th ~teetalsupply capacity of the 1. rge-scL e fS heren,. Evri

9,,with the recent decisiore tc' allow the trawlers, to operate with a

rroified, miore selective, net ire certaire'areas, it is Urnlikely

~,... .~ t1-at~ these fishemen will be gable to adequ.-tely, suppcort futrther >

L;rl I:Wt.)ii the Rxport. il'16U-tr'-y.



Tra ditioneal small-scale fishermen have bene'fited from the

bane'r trawling, realizineg so-mewhat larger caches arnd receiving

subsidized credit for lupgrading their b tWE Yarec equipmeret, The.

lim ited range aned already large number of these fishermen..

however, raises cconsiderable' doubt~ as to' the wido, of placing to,:.

mach rel ianece orn this source of supply evern irn the Wcreseeable

future. Not only are they rnow rnot able to catch sufficient

quantities ofexportable size prawrns, but the situation is likely

to o ,.

The genieral -feel ing, evern among those invclved ir, the

upprading program is that there is arn upper limit or, the

potential catch of these~ fishermern. Every effo'rt to imprcove

their capacity sto iperate has the counterproductive consequence

of bri.ig the absolute supply constraint that much closer.

According to the experts, the future is likely 'to bring 'a declin~e

in the impo'rtance of the traditional-fishermen as a source of

supply of all sea products irncluding shrimp.

These considerations lead directly to the conrclusione that

the tambak system represents the orne bright spot ine an otherwise

rather dismal out look. At the present time, however, farmers are

rcqarded' as basically unreliable, seconrdary sources of suppl.y-

At the same time, it is recognized that the tamnbak system is

oacuratirng at a level far below its potential capacity. This

systemn appears to offer. a number of poten~tial areas fcr CJEDP

in~terven~tion arnd therefore it justifries a certain amourrt of.

detailed disculssion.

A Tambsk fish and shrimp6 culture has beern extens~ively

p ract iced in Inedoneesia~ for mcore than five ceneturies. As 'ine



c'utnor no,:ted, "..as fr is it is knouwn, raowhere else in theL

worlrd do there exist joined pond systems which, in rogrd to7 '*>

their extent, surpass the 7tmbk system of Java. " In spite iA

(or perhaps as a result of) its lon~g history, the Indonusian

tamrbaks are characterized by one of the least intensive

production systems anywhere in the world that si.ch aquaoulture is

practiced. Anniual prcoduction is on the order of from 25 to 400

kilogramns of shrimp per hectare with an average yield of

approxidmately 150' ki lograws. It is est imated that with current

A tawbak cornditio'ns an-d only minor changes in farming practices,

average yields could easily surpass 500 kgper hectare. This

compares with ten-year-old estimates of 300 to 1600 kiloprams per,

hectare in India, 250' to 900 kilo'grams per hectare in the

'Phillippines, 75 o10 kilograms per hectare in~ Taiwan arnd

2000 to 6000b in Japan. Indonesian officials feel that an

e-vent'ual goal of. 100, 000Z kilograms per hectare is not

unreaFsoabl1e.

There are a n~umber of factors which cntribute to the poor

perform~anice of the indonesian tarnbaks. The most important relate

to fresh and salt water supplies, water quality, and pollution,

feeding practices (or their absence) arnd low stocking desities.

Other problem~s concern~ the lack of accessibility to many of the

po~nids, spo:ilage result ing from failure to ~use iceilnthe initial

w~rketirig stagu and a shortage of availabiefry. It in also A

clairmed that there is a shortage of funds available for pon'~d" '

improement

1 CD.



Cer tai.n of ths orocblem~s aire esS(c-riially quet ions o~f

.. .. .'. .. ....riAa ~tru c u ra .n v c-VC5 s m ef. rt Hcce5s- roadis and improvmd -iriat a on'

ysmsfor bcoth fresh and salt- wate-.r requi-re ratiher Ia-*,

inv,,estments, the beeisof which are difficult TFor ainy onep

owner to capture. The shortage f ,ry is an issue that he

farmers have little direct control over but which cc[Jstr, hins -

stoc.ing densities. There is also an incentives question related

o.the reluIcotaice. of the ftarm iers to purchas food and feed their

shi-rip on a recular basis whici cintld, by itself, dramatically

imnprove productivity.

Thiere are presentl y several proorams uniderway to try tc'

remedy some of these diffieCtl nties. As far as we can tell they

ea!, "single-issue" interventions sucM aS Water quAity

analysils, improvement -fthe extension. systemn through the

Fisheries Departme-nt, a~'d so o, which b.y thEmselves can only

have a limi-ted imPact. The Asian Development Ebank is launching a

smpproject to finanice hatch-ory development anrd ta mbak

:m~ovme~tbut conly a small share cof the project resources are

fcor Central JYava. TIhe Regioial Pro'ject Mannagemen-t Unit of the

X T~'- P program s in the process of cesigning a small pilcot

project to esta~LIis~n a rk6del tambaR system inC- Pati.

The developnmenrt of the tambak isystert is ak conmilicateud

Oroblr,.. Faroin~g practices are basod on, a long tradition wjhich,

SEe2MS t earn the farmer a satisfactory level of income. Efforts

in amuorove practices have noct miet with tsuccems in -the past. On e

po~sb~ereason, for this aiueis that the complexitbies

a,,sciated- with vertically interco.vin-c-ted systems ha~ve rnot been~

a-ceqoAtely taken into acc.ount, in the.aaysso ltnat iv



intrv~~ert ions. IS this kin~d or~ siitin, ea~ch se o

paricipants in~ the syste~m reisponds to>~ree~ ~ vsrr

caotrairsts. Since the su.pcossful dovel.opmen of On~e Part Ofth

s.ystem is closiely dependent 'orn what~ happr:s. in other parts of the

system~ there is a built-in tenden~cy for such systems to resist

d evel1opmenut efforts.

t,,e- Shr irm Hat cherie.s ..

A niumner of factcors can be blamed, for, the poor perforvmansce

of the tambak farms. The most critical issue, however1 is

considered to be the shortage of availaly fry. There is a

Kindirs9 constraint orn the supply of fry (post-larvao c'-, - fo

stocking the tambaks. Tranitionally, fry were collected in

asuariae areas in Central Java arnd East Java. Destructions of

mang~rove forests suitable for breeding arnd larval development,

dpetionr of coas.tal shrimp supplies by traditional fishermen arid

cc.rtamination of brackish water areas have placed severe

Zmitations on the availability of fry from traditional sources.

Essntially, nro traditional fry are currently available from

Fourc within Central Java. it is ostiated that presenr ly only

20 percent of the total i:fry supply i the Province comes from

:tradit~io:nal sources Mcutside Central Java)' anjd this figure i.s

likely to decl ine.

The altern~ative to traditional sources is the production of

pos-larvae in, hatcheries. There are presenvly three overnment

hatcheries anid three ,privats hatcheries "operating" in the

prov i ce. Their production record- has neers poor and has not come

'close to satisfying the demand of the tambak tarmers. At, best 2
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are currentriy b a rn m eil. ercr iare an e estimated G5 0r, 0Lhac nsi r e

sir a r b bak i n Cent ral ava I VA t tae Very l-w latccIv e-ri E sy

ccl 10 000 fry per hnect ,ra and wittma sub-coptiimal sinnle'croP p G.,

suphhplied by traditional sorIs there the hatcheries mUSt pro'duce

a. miirouri of 5:2 millioin fry pe yer h xisting capaciyo

hatcheries in Central Java is approximately 7 million pc-_r year.

Thc-:rea is therefore a dficit of 4S illion fry. A r i a4- Iy

nrg hatchery under local conditions would have a productiLure

capacity of 4 million fry per year. Therefore there is a rlead.

oras roariy as 13 hatcheries of this size in, central Java at the

Pr.asent. time under Present tambiak prouction systemis.

fAhainist this back;.-r0UndI is the rather disa D)ointing

'OerflolrrialiCe Of the hatcheries whichI are now operatinti in, Cestral1

java.' The hatchery business is very difficult, especially in the

Etart--up phase. There are moany technical factors which cani caus-:e

oroblems includingl eiseases, wa-Ger quaii-Cy anid pollution. The4

M.:St INVOCrtanit me11asure of hatchery performance, is the "'survival

.ratel. This measures trie percentagqe of7 hatched .egg Nupis

w.,hic~n survive to some specified age, commonly to Post larval ni.rliz

zc. 15 ays. The average suirvival rates. at the Brackish Water

~oA01culture Institute ir, Jcpara. Cl'iO Of the three rc'vernimlnt.~

hjntcheries ine Uentral Java, is 10 percenit wit, wide variance.

1'nr~z erivalte hatcharies have mouchr lower survi.val rates. Ca-re 'mut

oa xercised, in initrepret inri these figures, however 7 because, MArly 4

13



V of~ *' the prcoblems 1"aced by hatcheries are re' 1 ted tc, t'h- fr r_-u ti'a

>egs never hatch. Hence, the survival rates apply to a very '.'<>

smal POPuLlatic'r cof Naulplii. This Problem has br-'~ir~ht tn'e

private hatcheries to a very difficult business Posiin.

Techniical suppcert for the hatcheries is'beasoed a-t -rhc-

fBrackish Water Istitute in Jepara. While this ores It ri zaton

. .staffed by a comrpeterit grCIUp of individUals and ecqu1 p:oed wa bii

moder, faciltiies there appear to be constraints in ability

t:' deliver technical services t' the private sector. Th t -I

opinion is based or, the finding that the private hatcheries are

niot, in their view, able to riet 'the r-equired su:Pport h+r_,m tihe

Sist it ute. The experts consulted have followed a "tritl ai-d.

error"CI approach to solving the hatchery probleimssbut have not

systematically attempted to find the Ccause Of the )probli-is.'; This

sIay, in part, be dute to weakniesses in' the lrstitue's ai i ty toC

diagn~ose anid solve disease--related cocens n any Case th er a.

iLs a need to strenigthent the relationrship betwee-n this

organization and the private shrimp hatcheries;.

~'ehWat'er Tarnbak. Pot ent ial1

While n~o primary wo'rk was done on the 1fresn V e, ririmp

p?'oc-duct ion potential, tJS4ID has taken a' keeni iers in -ch e

po:ssioility cif pro'motingj the d evelco'mment' of~ this 'yr

Currently, fresn water prawn Qyacrograch i ur ' fry are ineing tnrol 'wn

away because of a lackt of demiand.. UHccording. to- one exp.rt. ns

prawni ard- almOost per-fect substbu f or- salt =-,,d braclxish te

prawn in the fresh arid, expo:rt miark-,et. itie r e re also. plenity of



* res v)a t er tari-mb qs w rcn ffLrt)u Int iy''

Thne problem inthas systern is a typical c corr i c:tt i-

c: cic iency., A p r im ary 7e AtU r"e o f t he vFac r c nr P.c im urli s ht t '0-Y

.spodI. rapidly after hre C I hF k Et , C. r f -vCo-v r, a I i t t 1e , a D s

m":inutes Withoiut -a spoi lae Can turn the prarn' s m h e

- O~ ccontractc expert is now investinat aing hacchery an.d ~ot.

.. ,. ~ent 1l bt is not a be tlokt-raei isUes. !-e. has -

%'Irc~etntat ClJED- may be arile toc play an i mpo'rtan-, roe irl

t .J14_ .1 c lt ",t t h e vel--{ op n t of efEctive i kk_-... __ _

export sec Ior. Triis is anarea wocrtchy of furtcher "I VE-stilcl.7.oil

.o of t he 2ers ond ..he Co...r..... .v

.is often easy to confus mens with ends in. i

waktst ruct ure and or- @,,1 _t 4 onra I. alIt erna'~jt; I vrS. The ooDject i'e

ofth 'vLopoto the nshrimp ?nut s iEly to differ

from *he perspect ivhhernt MI: opartiantS iviii! I-.i  or h eo c,1"ferF-, IQ O 1systemrj. "h ' rati:c'nal e:'cnornic "...al of the ex o r'ter iS to

F- au cep, se 1-11cazr ar-,id projU.cs asp efbienty as - )osiLe.'

~.oa :rthe1 tiaM~AD; -,Etrfiers is to, sL th eipr'cea e

i hest possible Price wile -At tche same tims-e procucingL as much

is errtol E rl 7n eficen mne e b roke.L-r s, wji

.ute-p to.: cu he-~ a n sell to -.he exporters atc the, highestc

C,.le L r, l V.1
an pc~ssile.

-r hePOrSPE-CtiVE- Of heSyStemT as E; Wi'0le, some4 o1 tile

~ip ,~~n performarici7 cr--toria include increasin.g c-xpozrtcUG,

1)'asnqIcomes fo all tche system,''s part ±cib~lrts, -0-enatiriq

1.5
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aronq part iciparts be co-nolduc'ted cvordinq tu 1n oequiable sot of

I .c s R ca~se for C, CA 1.1, LT' td S i -I m oC 'r o ar, at i r, -f th
car od &), Fi' i U y1 e& 5 0ef..''r0c 1~cr C:

iace0uate. This i.rip Ies t hat -Che o,por tui t ies nd i Scenti ves

~ h at i 0i p Ent. gro0ups Etre rt~. consis-terst with thL Donierat ion oif

'Its Irsdcesia' as ir roarv otner develooirsg and devel°'ed

co,untries, there tend t, be pa ckaee.outioIs'which:6 are

~~i LHere in r, rd orles i a, ' (i . i .' t ul;ed w'ern per'for-anece is foun~d want i rg. Here.. .... " rsdo.... "i":

the.oution is cften for the .overnment to etablish a

co oerative. In the current view of USA ID t.he solution is to,

,xnle.asn the private setcr. Neither however, is, at this leve 1 ,

mose "than deology. "The problem is not to choose ,oe or the

o'her ma r et or ,izat ion but irsd to find the proper m'iix of

a:Lterr, 'vive m-'arke't structk-es which can' fQererate t Lheo d "i a% Fa rEd

pe'r.formial'Ice oi e'. i'fter l 1, it is never' a Cuesb io r 4

reruIa't ion or , reguat iOY. "here. is rio s uch thin, as a private

rn arke in thP absence .,I a set of r uIes to C.Overr the irteractior

of i, d;duals or- busir, esses. The very existence :f a busiress

e'nity 3res.unes pubs ic sectr-1-.- iritervention. It Presents a

curius pictture onl'. t.hatn th'e Urirted States preaches ,. .

private sector in :,'e breathe aid ten sends ou the FDA to

j.ssEc't ai'sd .Iicerse" o,, ; ' t iai- expo-ers,-- o r s c -f 1:r i p r 3

Te : t w a t .y achidrve che de d-- r ,ceO- oe, tir -ce C'f thI

s"ri o i d Gs ry i E,'c. I"ClrIm:"'t.c, h e vl P m, ole-' f , -1 a ro i x o f

.cc' et it I I.r'1uc.;i -distri'outi o, Systers. This means there is

D(I;i :Z: .!24-



j.., t a s,, i Ci r mt e a role tr ho co: rt e er at s cr- s

r r., o'f C di rLct exp'e- noama 'I-mc~ t ft~~~

, a Eirt ,s'cr level cci ch''oo, to coiuc -- r _ _

iv:. ;e chanrel o t'eir Preterecr, e, syster, peforr,a' rce is I ly

CCc I *; ic.,,-'ve. This is rot to say, 1hiwever. that the're is5r ,io need

:'r' Ijirec te s'up ort. Tnerc are several ways thaQ'CJEDP

5. ,rteaveritioi could prormote the desired patter'n and rate of

evel'eo.mert and grmwth in this irdustry.

; m! icat i,,r~s for CJEDf-) -L vent i on

"here are sev e raI oiIttererit t.ways that .:he developmentc of the

S *1.l,rimp exp3ort in tycould be acceleir ated with the assistance

' ,f :,,eIy arid appropriate CJED-' ii terveriron. Furcner work needs

be.,rfe, however, bn n .efOre our' irfor'iatio, -base would be

sul.T-If21E.'I'tc- plahn and ceisioi specfic activities. I parziclar

it inec.ssary to take beter stock of the nature aned content of

cue'$ p ro rarnso " e re. evant 'setviceiniristries and otner.

in e ratio, C1 d o, L ci'r's. L', is expected that -,ne key role of the
"* . 6 '" '" -6 6

C ,JDP w oucodd be to these e 1forts i, an attempt to

• I icen iV ff'aps, i :ex Ast:iri Easts* arce efforts.

S": her poteniial .CJ-EDi5 atir$ies rii ±n cI uce' t e ,,

CI D Co -"Ll ,, t fsne .CeVel-Do1i'ir t o the zlriva'-i h"atcher-y !'
6 6;

.. .. ;: ' /:sy, tern "th',:,U ln ihe imnprovemn t of~ lainkages witmn- ;nr6 techriCal assiStarce. ,

tA D.Il -c aupp c, h:, v e Icop roern c ,o f snrim.p food nmar'iufa C'u0 - -:,...

.6 6

, * I ... . trr o ir'..e- XDC~ree,,-,. 6 Iffor om

1.67



fAianrcia l spport to the farmers tnr'a, n private
secto~r r rXet a nc channrel's.

Promte , te 'aevloprnt ofy s miarketsi and n ayart ret i nr;
systems- '"r (-res watur shrimp.

o Pro'vide teennin.~.al assistanice to..the deveopm~enit orT
the busin~ess operat.aons of t~ie PUSKUD coperative.,

0 Assist the expo:rters in~ miark.et research and
cevelo:prncnt, inmtcIuiri tha sAti tion of all
recjuirwmenrts pacec by shrimp, iporers. inam may
roqui re technical expertise related to food
pro:cesing anid san iu~atiaorn conz~rc.

CASE L. THE CLAY ROOF 1'.ILE !NDUSTRY.

? nt"r 'oc-_,dict i on ard Ove'rVie .

The island of'Java can easily be dist rnuishedfr'rom the air

by the orange aurk wiacn cnaraterizes virtually every popu.lation

settlerm ent. The clay roof tile (genting) whidn is the source of

:s, coloratior is uniquitous in indonesia. Roof ile

r' anu'facturin g is ciszrib,.1ted tiroughout the country but Cent'ral

2a'a is tne home of an, irmortart portion of the i'ndustr .

etweon i968 ard IW75 "he output of the provircial pr,:ducers grew

ny more than fifteen times. Cont inued rapid growth in the num er

of pr.cducers since Tnat tim'e 1Mas gone hand in hand with

:.m rovements in orocuction technology, the emergence of modern

!ar e-scale factor'ies and increasing competition from other

r ,tinrg materials.

,his set of factors ,as creazed an extremely dynamic

buiness environment Which tencs to clo'ud the picture of the

-dustry. Opinions concer'in zhe pr-soects for the industry are

m:ixedr, re'fecting genuine uncertainty as to-what the future,

"."i-cs." Mhe orief amount of time availaolp for research has had

t he resul.t of raising, more questions than were able to -be

1.8



azwred. Mo ,re w '.r neews'to o' cone :rn ni- s sector before t i

,:' si'le e to satisfactoriy sss the need for or usunss . -.

t JEMP i.ntervention.

WE 1ragume Iguan usc Arnizai not r":of UK~ Qno'.tmr

Lent ra! Jav'i s roo:f ti ~le in'sory is com.rposed of. nouseno,31

A. .mall, meciurn a nd relatively la e procucers which Nre, for tne

ros mart, concertrazed in tive o, n ix major prociuct i'cr areas.

"M-ere %.s a wide ec:.vapnc cistributior o:,f housenold and small

ranuacturers, however, whif -ref-ects dispersed cemad.

consi', ions ard ease of entry,' basea or the sirmple, 'radi; ic, al

1. ,.duc .iri techr:,olry. The concentrate, areas correspond to

Pw.';ns ,:'t ibuorian clay sDlies anrc nrle historical cevelypnent

o? n ,rc~strv 'he d',spcrsed producers rely on lower quality

waterials 'From nearby areas. '

in 1975, as illustrated in Table 2, there were 18 medium and

large-scale (more thanL 20' workers) oroducers,097 small ( to 11 9

workers) firms and 16,269 co'.age and household pro'cuctior units

in Centrai Java. Value added was concentrated in the household

units a. a cOnsequence of the enor ous number of. these*

aoreries. Value added per worier, however was positively

relateed to firm ',ze sug giest ing either some economics of scale or

d 2. if'erwce in the products n ufactured. Total umployment in the-

jCfl..ntry in 1975 was nearly 51,ij003 persons. The greatest

Pc:oi'tion, :f thin pr:,bablv reprwesents part-time workers.

C'ore recent data are not available on the housemuld and

co~ttolu ind'.br:, biut do exist for other firm categories.

.... •n 195i and 1979 tWe number of firms_". in the small, medi ui . -



:ic'r~~a~~i~i~a Y-1~ys:n \'~u'~d~sad rrc sict vat in ThL- lat

CucZ i V I.y diCl rr' i4i bc1~r C_~i 1.- 1aurn arid lrc*~r

SC:. n e c'i t c-- r ricesL..- sil a~' c ~e: s r a r e Ie ct ir The

'c.'v C.f trl ;,I rip rc t ec e :'oj y t l a a~ '5 .- a

L~ivenr Che Omctnc :f the tcnoisalcev/elcimerts ir

- m'o'.~; c'rW: ' I be usel"J. to i- dsus hQ friCmt

~r~~r~nt ime~s:~ns':' tricae C'harqges. Rootc' tiles are mnade f-ro z

co~tanof cl'a y, sanrd Ersd Water. The rm saufaCtUrinri process

~Ve~Ci V axn L-i mie r' a ls ,* I- "lxl stnapirs2 the *r:L'l arld "I en, resinovint

ri C S;~ann m't Ur Tr,ad i-ci cna I Iy theL c I;y I s-ard a-rid w at er

~re ous~nedby 'cj.'. his roax- urue was thon shapec a~zirlst a

p~cC.'rv~o arld tried 1-151rf; a oiDn Onf snOEAKIrli: arid a
.4:Kn~- uh.c '.,eL ri7re ;nusks As vuol. hsmhcdistl

~oyec an 11ac ~ y a 1 of? is h''userold ansd sc.'m*e cif "he

D. 'I rno s 1 0 UIne I~w. IL, bewen a rid LqL j t 4i LeS cartbe

:c.1u~i~tr~rc *fts n r product, is5 of low qua"it

:I~l a.~ Yc' arxmty 9 R LDi L.-) (lIe ss t. iri t hr ee c on-.s)

MEaiovmnsNave L-r6LUil Iy riIL.; Q mace in Ekc o.l0f t h E

I*~c C"' Itp.~t c a y anc mict 1r cantr niow be roixed -i a

W L' ~' I ~v;:?rl p u Z ri A o. Ed =ro' 0 1a t e w-a rEr cc4n t en t canr b e

~~'~~~Uri ~ ~ Ot U.rot. .1fcI bi~ h~ a nv3 1.-t~ exruel' rh . a n C

c~'~~ n;Is ~ '.~wtia cEISt 12.rcr, mold wtiei. ~

r~~h'iL' IV. s'r-2vEnI' Tjre2;S (..vrze ~rJtciaywi-h a mantual-

I, - U. ~ lz ~i' LIL znc u: s V; c. ee I r6Pcr day r': canf )riAcn S
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TAM1 2

Tile irnciu"try1 , Mj/Lw/,, to 119 E y rm size.

( < 5 Wor ' rt c ousen.lc d an ma' ll rm 1 . Mpi, aen Large
Cottage irms Q O; 19 irm- )N

(5 Wokes Workers) employeew ana over)'-

xumw~r of~ Firm~s 10411 26i 197

Nupwar cc7 workers 40,475 2M 756 !E&I

- ,F rm'... . 6, 4,i. 0 / 4:. 1 L

/<4,

!oa:l c Value a-w. A bib. b 244.i 41.7 !74.L

P e~r VirnM. c3?.' 4 68. 230.~J7 6221.4

: ('.. . ',''' : .'5 
!  

.' >4 P i : i

Lostn Price ValuLe 1006e. 2 6k,.5 146.5 41.7 1'T4.
wed * (P7, rices)

- P mr Sir 8 .4 337.4 -,: ,3 ,,

- Peur 26rer.,j 46. 3 6w, 11 8 6Z. 2 6:4. 8~

AQUE~S: *L.':mpu.teo using~ manrutiacurin sector price aefflators from
LRDO calculation~s.
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; ad L i.C L, iU i - s t o± I Iowe -d by oil o-r: o-0-c

no Ar taq c f c ormo de rn p rcce ss I s c*iot ly Vue U IC

,:,rccuci v I ty i mrov1e rnen t s n u a a s 're sU- of ;-e S, u pe', 1o:r

.u !it\' of t he tile, Heaver c,:'pressiCn. imr-ves the t ensi Ie

-.tre, itn of the pro r uc arid tne use of the casz iron rno-, as 0. .,u U: I'=

s t.anidard'Izatior l. Improved m' ixirg a'nd control of water cor,r st

rNco cconcrinutes to tche stren;iz)tt of he taleas tutr pernapsi mo:re

rfl ortant Iy substantially .. reduces warDino and fracture Cduringi

:,:i .,-orreriy, up to 4:f percent of pressed tiles 'na to,. be

rcjeczud ror t ese reasons. This number ,has 3eer-i reducec to

'c"weenrl five and ten .Oercetrr witn tne rew technrology.. 'The bes

qua.z" y zei es prod ueec in t-iis ma-nner s tU tor apprcxi ma'tely b-.

'uian (rIne cents) per piece.

A; was rioted earlier, 'the rarket tor Ube low quality tile is

7,rmarl . ocal wnile -the hianer quality prooucc serves a w:o e- 9 1-

,.rk S .adius. t'he mliost part tiles are sold either tro t'he

fac;,:,ry or fr:,m marketing agerts locateC at ht"e roaaslde "near

L irucin E areS. rhese sellers norra1ly represent C*'e or 0 wo -

C euer anld may sell o a corsir-mnent OAS. Che markct-r-

Cyte', s ex'Gremely co'pe-titive an ther e ,CeeC be li lL co cern,

w 'ch The possioilty of nr-c, orpe:itive p ract:ces at Inis leve! _

tie sys'ter. The primary services provided by the seler are

h1 •he represents a quality "tilter.'" arid rmay off-er credi's to

_ .rair. uvers. The eq,'enut and significance of tnese

i~ iotknown.

22
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y I e-~ s*5are, c5 ro i~ r- ,c E c ,c c

crq C c r'y 'a ~ ~ r Cj '.54 7'' C4ri C C,.

Qt2 mrke,,~t cner, ctnm z~ tI.Ct~do vakry w',* rdltcr '

riwill~ inons ofjf: ttne ancssry I ' 2 E 'l '

PA cieve 'omcornt of-I Sorne' ai'ia ca-nsce him bs-~er tH r)eamE r . .E of-

-;he C-Ig~ st-awrCE: 'a of t i*-eo prcdticed 111 la r e-SC a~ E

tic'kc'rle. The 2rsT actocry a ri t;i~e MRja~cr Lrocd rim E% 'ra V A

C~t~lJava had cipprox,-.mrat e-y 50 Wocrkers. BYv CCr;ra:;

ie~mrniirs thie Urvr~tl .S trat Ian' -.aa~E, 4 05st' Jaivaj

iVG s a rflareu'acIure emp 1yi 0 civcr 012I114 -Der-SIre. S

c:'vhas esa .~ia cistributior, netwc.jrk ijP~acch etenLdS w el

)-. IEnta Java. sm . r will, stoc'. lz(-4E Of th e j a tw a ri

* ~C (vrc prit ata .~ etca t rd~t( ch it may

e He) I ls c , o -tre- a o ee -r s W-ic, vcc'w a re S P UCclz e d n

~riaiItae ron ut:..~ tIle rDrC,,/ac. Ihe price~of, t,,'2S tale

:. s:r~ewit a~~ no:weveer, cintracors arz siaid zo b~e viil 1 'n;

--a~y a- ratvipr r (uP~ to- 'a percerit) 7p,Ir~ium Lt o I-r K: rt-

,er "'-s *a 1 isct a +cnrica . 11lStitite Wi,,
C.-I i npar- 5orves tne

-, ~.~~~ry. u, I, Caa C--- rs IC t t e a Ercu~ C w- r: )As resoonrsab"ILe

v~r ~~' ucqrA ci ti ci rcr, roo:ld, rid Thp rilcWiuLW rsss Q SS 0W

widely :.Ltid by smi~all ctn~d rneciur,-,-cale f-.rc-s anid as cotru.Al

Vovo CI an :.1 the Tc~c, Or 00CaISC of- ,Iin Co ityCay, This

te~ is saic, moD ecnily .Stro^0,r. OLIZ S-OmoeJr ,:a- Lak iri

:. ~ to~'ok ~iseywitch t."i)e Mrd..sry We-n C, ,. ..

11*1,) l~t~e Car, a wlul -Cn. f-*;% , s P
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to WE0C t u i ' 10 tl , 1JI'ItI l, ,"" -

LI0 c -a ce C ism -E ,I -1 cVQ C

E;, tv coc rnskea 'i sca of ci-rt ro p.:cv cc- r1 ri r~izrI-vfe't'

iurm:;L e : fE the o c:a, ci c !o e A c s toev re c-' ex i n o 1;

ire~u~trVcorecerr ; tie se of -,- o L opets crte oft

TiI~t.~Oa cf .'Oricus't~ ai cris osr wa~ses az:iu -uis.o

~x:es ~rcutor aic ro:yko estruciY~tl-i ir:owevery. our visqs

;".LAYi? be j cwc- i~: 2. a L- r ren. ri ar: d z~n m ec?''"-riu 1

leve.1i1~iel~trs~ ca, a~ to be- to:n tievreecn xti-h

uncertzv. I'll, y7 tics I-,,t~e~~r~ of .rfla'nesrtcturer E' I C V L

.V6L* . er ccr-czraoe.~ ofd tne nusirvenses wzsat riL-rit --f ais ,L

* ~ ~ ~ , a real :oVr'tr-,br~ ofarw it~? . .6 pmrever, a~id ViitS
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Tin~e data circ? wLrn-,l~ fu Tz cav cc'o't' tr-' h atc

,,I ar ae~i rlt InF oe~rcerit; c-'.er T5 a

Si ~rsco thE , trnc Uo t5 C- d I a C41 ~ 0 T ~ 11111: 1 Sel

fi .ciut tO ,1 0.e aWy LtfQ1V, L A r. r

V h~t i~:riroui nold prdctir .a5. ~ i~

otrtby the lr:eor--Esized firrms or tilat th*irsdurstry ma-,-y have

oArd c, ats -21f 0 V, I )i N0V- ~vrI f - t er t ~n h, r'.r -,w th ir, cwuronri. This

VI A v 06, 6% r. I rer'Y ir, aA ro Iril C.II C . t1"Y

i. ~rc r Y I- Dd by '4y ACI ?rI; t rly ~U U -?St S:,je tt-iiiFt 5 Ctrile 5 t r-U C U a

5 .,r*ie 1t1s m'ou 15 v ent uc a y r- beC epc CtEo ae

gvotie Fcct w ja~hiEedS t beC c:rsdre E? c! rture of.

~ itior~ir, the inducvry. Roo f t loDI~~~trr 1 pA'iy '

p t' 0njo prd U CtIl 01 . ' Uor er'~ fiTnd l t- ~~eves. f ac i 11 CoroPat 4it .:v

0*":.a othr orc.:.C:- rs th am Fra. Furt h ermro re.o ea C' arie a tL

c1-r:. e Gc: i r o :1. n t t -,o ot h r aIre . h Is 11tL^rC-3

CC.r(CY i rl1- dl~ S 6" C0,1(t L- t iYCLd nte-rvC-a.~rde

IV 1 GIVEru' t-.r-ehmo ne of thv~ .ukaic prod~uct. ~ei~i

r*.:r ct ica a l s:oe prL.'s ile j.I-nro duiC--r s usi t c- moCId

rr':tho Corac-cs C, I-tu E , th r i )I'u utry- fits t h u o r et-c.- t

I's :: oo C, n I is -Lrcrea s i rq Corsipot i t i Con frcm h:'Ler rc'c'lfir

;ate;-. ZAIaSi. Ceinc--i-t rconFir-Ic. zi vc -~.Iuroiriuro plate, asestos and

~ oter &oer~~ve ro1~portod p'oduc-cs hcove al 'A roade,,~rad

ii-ito: trio 2>u~do:nse,,S1,Iaucr~rtio idtr rcofaT,-r,~ -. rarket. inr

wiD to..*.* 4 -.. r-.. i.-., j . i r of ti2 r ricd .c o

rn' ic-op.y, the cv'en rcoredheuse of-: alternia' ive

~ rfatea2. du to i-i X' cual ity of~ 1 h-, c I ay -sa ihron

If).



wr.dceci. The tchnol~ogitcal advanco outlin~ed Earli~er aprnl

led to a resurgen~ce in~ tn donarn for roo tiles. pvtr all

they are a :,traditional. product which accord in to th Ittute ;

is long lastinsg anid which *has the best inesulating ropeties' of

i.ny roofirngr material ava a re in indor,esia." Thc.so maniufacturing"

* the alternative material, howevar, are not.ta irn all this

ligntly and are engaged ir active product promotional fort

Ore large tile manufactureir itervewed exlaird that the

infrm:r~al paymsents required to get go'verntmen~t con~tra.ct oirders are

increasing rapidly due to this competitio.r, .

The rapid prowtn of the tile industry irs ccmmialao- wi:

the strcnrg competxiive forces has. certainly conzrdi bute to r'e

difficult finarc:a! posit ion of mary roof tile manufacturers.

• Costs of clay, wood, oil and lanor have riser bu; the -

structure has forced wrofits to ansorn mucn of this increase.

M :any procucers complained inas they are having increanin

c-fficu.lty payin. nack tne loans waker, to upqrace their

technrology.

This rather dismal portrait must be balanced against another

.cor,'r-astrir, view of tne industry. During i075 ant !h89 the .RP

of the XIR/K1MKP credit program laurched a pilot project in

.eurern to deronsraie tnat sunstansal gains could be r,ate by

the tile manufacturers. With technical support *rorm the LU namics

Inzr, itute, 1 0 mi i. .i ,rRu pian l (approximaely.$1 <000) was 016E

, available to each of tive clientrms. A ull .ackage o ,

impr:,ved tecnncldgy was adopteo y S"ese man.-acturers. *,. >-*
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Hc cUording to the 1 z"i1  t isin e Y s c I'llu:Cv n as hcad r r wl

in-ioressive results. Ernoloymonts has increasec:

wauLe6 have increasc-d by BOL Percenl an avc a - mc'strI y pr~t

rprew by moCre than' te-n timesF ii -trp clie'-. err ms frtom 7b IS 0 Q 'F

per .iritn before tn intcrVen; C'ont: i p'nrruni afterI

, the Project. Acco'rd ing. t o t he offi4c ias :L voIyvd in th ' t~rorraij"

67 other firms have 'acopted a similar package oi' tem-.'-,,I, v idan

have experLenced similar results.

The RPMLJ conducted a market sty 'Uins - arud estiittec -chat

a 00 percent ,rcwth.. in derand was possi.nle. ,o the:Central Jav

ro.:'f tile producers. !f -his is -rue it is diffiCU" to

re-:concile our tfindinsgs, reoported e.a rIi e r witLn thi.titw T l

most probable explanation is that 6s a result. o the siCcwrs 1irs

economic growth which began after 1980, the highl y cc'ieti'ive

ervvi'ronment, the penetrat icen of inrerreg0io'nal raded , are-

cae mauf act urer .nd the. increase irs proructics capkcity

orohtabDout tby tec.nrooical improvemsent, the cUtloc' ha's- f&ared

for rnucn of the industry. We should expect structural m u us tt

away from snaller tirrs Cowards larner firms and ever,'6ua .. "ly

decreases ,r ern.loyrie-nt ir the irnustry r tne .Ye. Of. sA OW

rowtn which lie aheac.

IZm plicat i ions for CJEDP "I nt ervent i or

The findings. cof our. research suggest tnat thre :may :De.

.littcle oirect role 7-or CJDd intervention ir the inscu r.ry. ieU 0 n

more has yet tc, be learneo wh cr coul atr t his juri ernt but,

tor nwthis incustry ShIould -be:r giver a re1 I at ivEy w prIr i y

aS a pssi ble rar1et 'sectr. It nmi;g i be vprofitablel n e v ,rv ::1
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i-cE -c t~ t eciv a 1:iirber hf u inc'rtz'ite cn:r r;.I.C

t:- ie indiustry by cconduc.'Lingq a th''rc'itgh rorF- s-tuuy fr , A

t 1 s his would draroiticallv ip-.-ovu ha. ability oIf aZrD?

c'tlhe-r assistance clocencies to evaluct'v- thle tyc's; o~f Sc.por"-whicn

~;.i~dbe off~ered to1c the indust ry. R t qlu e stS fcr .~st a V1C:E fro 0'

tho Ceamlics' lristitut ' otr' DEtIN htt:beea"aKeic',c

ir:di v idultal1 b a mis b u ;t tr- re C, i~ S ciEl D t o 1 au r; c 1 arty ra:rn

pror-Ic:'tiori e'Ffc'tS Unt i Isomie o-F the VrCertZittY is V'lc

CASE I I 1 EN N \;GRIN6~ -ThCINERY AND M IR CSTN XN D LSi

1 nitrod uct iron anid Overview

Thc2 erogineer incl, roachi riery And, c! s i i ust r L e Ar

3cen:rtral elemoents-z in' theIL developr-Iant of. a stroq' avrd' O~'el , QC-ive S-V

id u t r 4a IS e Ctor.r The Goeneto ndonc0ia haLS I"re CoCnI'4 Z od

the iroportanice o:f' this se! ct.:'r 'and han es-t Lnb2.se Ih hr :7ly 3'j

lt~arded MYetal Industries Dmvelc'-,orert. Ceo ntrcD) a tc' sippccrt

its crovith. The wide 'ranje ofi t Ezrhrdcal seri-VCOI. avai aolrz f-'roro

th -nstitute, however, are rioit, in our cipinion surTfiei'* by

id s t r i oG Wrli !. orer -Ias alnd CCon-tinuest2 to, be1 I'a1d'2 CC +'

frCYtmu-ch can, still bL dOft celrt h rt :r*r:wha

this sector.

Slow arid Fgroadual imp*,croejmn o the raicoac?-.i-nury :arzd

mutal proceossing indsri 5i not ll ikey to: bc- su

rsunport rapid advaricemintt ':'f 3 ril induStria-.l sector'g noesa

There i s a t hi i in ewe a* s..icut' hc behind



:: { . t p r i r dL ss t'~ r O gi% a i zr : ees )'I LS rO? o he i., r! cusi~. n,,e .

a D a t.tc

, ethiE- ioen trn ieingte erioeen-a 'ooeClL.nt, t-nni oe t

thi-~ dc- ris ati cc di~t pnu~r Inc ay'~ a rol ine . ar

irt s.,r l I n cdweu vra .Li'. r i the~~cs~ rsital c ~trs'.'

,ar.ket needs weil t ir, t,- y fut,xv-e r,: inr' , tir, g ati s1re rIc i-

b cci r, I i r, i eri the t6 foric- sroit e ; T aI iz s prc'es OJD. tvr b-,

.... s h e,,eoeen hfir, Centa avF iec- nC- -' r cs P , at p a rcI

S the sevor tfort the r o !e2 t, heya m CLt -n o v i , ab1ey p ci I Thie. v:so

5 In :turey twio provide a brief dVerVhipW Of CeintheairI aacvets Of th-

pr-_v.irye hnetal irtiust-y aco g es othV e,- l Lwhin uo s mrr

e-er.ss sir developindrg his it prtau isectaX or-. - prL  .Lri

Tohe ie hn h emrc St~terotures arhe Ja cn~o

as FaThe i n-hral J Cen trc;otal ind idrustry is e uIr.

. esElv e i f o the pr ovinoe. :h e ,1 hit invit Ca e d C. r, r, o r I A

t Ill. p i;E, a b rief v rvd w o n aiP c o s ff t

h ; vigefo' Bah etliury Han sWa ways l in Pati wh ae' Ce

ass r, a i er r qi dc 6 ir dee f t.e Irl:dunhltry and hhii imor nt ctrdir.

ir e (ZeDtra Jav.< Ne. 2t T, is aneris concCnt -Seeing rl c.:'mnon e ofirihe r ind ustry an s ep'tdhi. . i c..Lri)^ 4

in CEDP orkii~ Pper~. ~. ThS ppr:C,!S ~ '~'



.l 7 ,1 CVE . I ('Ir y o ,

Zrl large" -rj and 10e L,'f5")Z 1 j I t - c r- 3.r1

:he' cair an~d SUr'rac iiczurs '.i's~r sCci'-e,:rsrc

sntf.rc'xerset rce ts arl4ty ~'c~ci 'r' als'l;r a-f ,i~

n:eL;i ."': -aid ~ ia~lc 0,,;r~ Frd -ap ' 7,nU21 d s.Dr 'u r-irci h. m.o.

The? ~dair tr saLI.(ymi .cutia 't. ~ t

a ity wispcn isa1 :, V-hef n -e ',--r c, u s rr AI c. (a y 'Fic tese Vr 7r 0-%r

~:uberof irThe~ Prdteaea. h e irncius'rv r paou

th ri n i:zf.-r wair 1nc sL11-id Ur CustE" . Wuu-i a c t !Drnvsi r I v

::c'r{s rio sj 3 nav e '' ;o.:vcline ecriooa2. or-ZG e r *[,I il p scn a L~ aro n u

E S~c r~ierS Ci-r 5 e MaC 'c'Ir'i P.3.S ino r4 y,' ! .7 -air an -1 s2.I'~i pL mp

p~ etinns aa-crec~reCu~ :t cI:'r ior:en mad saeDrt;



lclf irms have procId 'fth. ~CLslnflIi r the pneeduic

WrdWar 11i andQ swv 4'cs for the~ Sulan, Yoyak(rto. h rowth

of Ih. i.du'atry ic w, d majr coitrit" for sugar Mil spare
-, - . . H . : 5.5 ;

pat. S i ci ive businews e.ent u&!y
b, S

podu~~icers butl., by tha~~t ti~me, th~e industhy was sfwan idn it

in. 19376, more~ than 30 pb~wcent .of all, cast iro'n in rIriesoia

wDas produced in 1atur.. r-e is hlis6' cooperative in this
.. .. . . ..i... - Ir, . . . .. . . . +.~ i < A : . :7

iuwarna is prirnari ly speciali zedc ini brass calt ing~ and

f inri shi ng. The in.:' i mpo:rtant po.cuct s are or&nar'uent a brass

items There is a desire. on the part of busin~essmen there to

* mo:ve into, more technical areas of pro:duct ion.. some water mae

housings were ord~eredi fro.m this area by M'IDC sand th~ s nas~ futer

* i~ecou..rag.ed prodcucers~ to: beg in to mocve away from thm crw~c

o:rn .17tal brass market. The.re are 12Es *small f fi"r aid two .arqu

firms in Juwana. Therm is also a cooperat ive.

The oroducts manufactu 'ed in the non-brass poti, 1... of

Ma metal industry servo thre' primary markets. The mo:t

-iihiortant is the government, either through direct po.curem:ent'

from a like ministry "Pubi Works, Health, etc. ) or indirectly

through the aovrrt,,eft. suca mils MA, or o'ther iovernment

,es A', srae l'r part of the t:ta out put is sold throu r a

i..ibuti on syst em to ': consumers. This i:acudc some of the

pumps., o:'rnament a prod ucts, and so on. The t hira surce of

6emand is from privite indumpry. One- portion~ included capital

-. ' _

'g..'albm andl' spare arts There is also ,-o:,-the, poon-pr mar" .. •a -

onihrs riariy as d n s n-on ra tl-ing .$p~trl--llO .

'45: S d : , _ . .. . .'' , .... . .



Haw mpaterial sup-.es present :Yla proie.iI to tn..-

c .:iutr y. Lrnpcrteci pig ironY an~d locSal scrao are ite J priary

inarputs. Lcike is~ also: im v as me present~Aimo. HI fir 1ms -I

tne survey puronases mat erial~s throLugnv ~ent~s Lusrnemrn wa~rn~;i .... .. ........ .
r'equire alI scrap to he processed .y rak .a j Sti prio'r to' us

in -..Me inutry. Ho r imer prc'u wo'uld ar al fi-rms alike

<an wo:uld ....kely to .1ffet ny the higer qua.liy.

M.ere appears to be litlIe speclaiZa; Ionr ,Oy Qn~rLr;ior evern

_.iver one large rnumser of ftirms i Tega! a .d ttr. A of!.' tne

t.rms 'visited oic sLmaei- ,_wro castin; adi frinsiR. u ;e firmr in

:geat rop-rted that at o'ccasi'nally contracts to co s,:,me

r =:s -,r, q:for anozrer fi"rm. Inere a.so, is i' at e it at, avnnter-

regionaliteractioni. ba'zt r, for example, coes riot have ats

,rczcaucts fir,isnec in Vega!."

7Te coop sy stem is cifrilui't to assess. .wo ,usireszrnen of.

he 'c;al irterviewed in re~al, wa tIr and Juwara, ex<rsec rce

Dq:&aO;- that the coops ww2promn seu ucin a

.,:.e two or the rnree coop managers ai rne survey. . .The coop,.

syste "G a tas been estanli-she as a moe rr ent anli .tuniv,' wa'.e

:ian 'a.:s a collective ,:-r.,anizat a',on of trne promiucers. .... mos- ~'-

'i ".h. bs.iiessmen..,, ±tr iv ..Ld per eived it as a vehicle n-rv. r

S..:,'vermertnt rather than proCucer' interests. he gener.

" a'ttiatude was a guardscd '"Waiz and see", but one businessman summud

ure situation y sayirni, "if we ecorae zoncally de.peace on

t;e government, the intustry w:il never cevelop; we mu. dCo our

7,,'n w,or. and not wat for- the government to make Dusrness

.c :+4 e, for us..''. - . . + '
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Culture, Trade, Cooperatives and Labor. Training is largely
financed, controlled and administered by Central Governmenrt
officials but implemented by provincial and local goverriments.
About 15 percent of all training programs in the province are
provided by private foundations. In these cases there is
generally more local direction and control.

Available training courses cover a wide variety of subjects
in cluding management, entrepreneurship, motivation, export ing,
production technologies and marketing. The duration of
individual courses ranges from two days to six months with an
average of about two weeks. Average training course size runs
from twenty to fifty participants. Training participants are
usually reimbursed for transportation and room and board charges
and receive "pocket money" ranging from Rp.1500 to 12,000 ($ 2.00
to 18.00) per day. Two months of training may provide an extra
income more than equal to a full year's formal salary for some
participants in government-sponsored training programs.

Although some of the agencies which offer regular traiin:g
prcgrams maintain a full time training staff, most training
instructors are hired temporarily from outside the sponsoring
agency: from other government agencies, universities, private
businesses and PVOs. This arrangement provides attractive inccxa
supplements to the temporary instructors while being relatively
efficient for the training agencies.

Among the more important providers of training in Central
Java are the following agencies:

0 BIPIK, which provides a variety of training
programis including the introductory nine-week
training course for new TPLs and various technical
and managerial training activities organized
around the industry service centers;

• BLKI (Balai Latihan Kerja Industri), an agency of
the Department of Lahor which focuses on technical
training in fields such as mechanics, electronics,
woodworking and construction, with well-equipped
facilities in Semarang, Surakarta and Yogyakarta;

S BLPT (Dalai Letihan Pendidikan Teknik), focuses on
technical training and the provision of equipment
to graduates of the junior technical schools who
could not otherwiFL- use the skills they have been
taught ;

S~BALATKOP (Balai Latihan Koperasi), regularly uses
25 different training modules focused on various
management issues to help strengthen existing
cooperatives and stimulate the growth of
enterprises under the cooperative umbrella;
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A~s or~nc~s aC aQGUIppOCI To t-ocus ore' weldinq, natr ar

qurTface finish irsn* proco:eyoiflg, rnacriining ari dies, CEstrut P:ve'

PI, 1'j-dwstructiv2 teszinc, ccoris-cvructio materials. and l eat

&-I Z reC. Ir CCc', ,--,it ir zere are well equIpped lacratori.s2

C'- ifl: 7* ry -. ''i.'.ha eii Si~i a c'Dilj 'Er s.-

Umer CiV i' S S Of 'Vie organizati'or, irclude corsulti're-ir cuality

~.r~c'v~ceetm0c'(113a 1 arie erip, i ;-dUstriai managjerent and

,ca;:ri.arid surtace fiiosnr,. ' There is-,also a division

~'~rr~CJwitni ac~variced planening~ arid prod.cuct clevelcopment.

irie primary -fer,1 racing tne IrstItute? is that it is ri; z

, sf:.ec with its ability -c, reach tMe mcre tha 10, iwZIO

c-:,*2rprise5 wnicn it nias -he marndate to assist. It extends

anance ard training thrc-,upl the tIlPiIK pr which suters

t'C, e proi±er,"s 0iscussed 'in tne Workino Paper on erterprise

* A~o"t servies. *It nas also attempted to work th'ougn the.

coc, era~ive svse t mriarily as a way-to o is-;r'iute iroduc'i'.

;C,' e -s . 'he VirectDr ¢,tlDC was very irterested ir the

, D..1-ty of av nec, anoher cnar r, el tv rctign which .usiness er en

co,.u~: -,e reached. ":

Line example or trne wor, cf lmioC is illustraed oy thne case

o'' "he water ret'er ,,.,uslrgs. Irdconesia fcrrerly imported water

r;Ur -I,-USer-Is rro,-m a'J over i, e world. Kepres ILA recuired tahat

*,'o,- over Pss1b.e, ail governriment prccurermert should co e from *

it.ca sOurces. Witn Keores i4A tnis mandate was exzerded to

c iCv a, .retere fce ror a Ial-scale oiiburi sup ries. ine

',,',j, ;C", I omitEte requested tnaz ,Vilifi assist in asses ).he

f: ie dome"OSest"|ic pro-o3uction and imort St: tLtC f '

* ~ ~ ~ ' Ii~ mee nuiiJ.;L spent six fiircns a-rid million t<upian
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*:'preparU Molds, C...re p~it-erres, qukAllty c o nr ~o, equipmflent, etc.

:arc carme to the tocUicg1, that it was aniaeed ! ftisi oI. IDC was

.,in asked zy itne ,!epres Comitee to conduct a survey to

~eem.~ how prod'cut'orj.orcers shoC4ulId be alloczited and' to zict as

. a ln ror the raw rlcterials. :ie , -6 special copper, z,,nc,

Til'i, anid lead alo usred by Japanese prod.UCers pr.ve

na Tprcprate'for. the sard 'casting .methods used in Indonesia.

aurther Ceveicpr1,ent cit Tvhe alloy 'mixture was conauQiI cted by MIDC.

Lwicsi- satisfied witn- the fcrul,3 tons of the material, was

:'ur,ased Ifromri Japan. "he alloy delivered was 'Ie wro-n, mixture

( rot more tn ar, the requirec . 3 percent irori) arid so the mterial

hac t-o -e reroered.

Che Department of Jumlic Work% ccnzracted tihe orcier of

). ii':'Li water mletr to DC Which in turn -Ate ,un, allocated ne
orce-s to two c w ,Doora;ives in lega, one Cooeratie in Pat : a .nd

"wo ..e.. um-scale ProcdUeCrS ir, h(L'ali, U 1p Direct quality control

-.. ,isi,:, was :,rovited ::.y in.-che form of piacin;

suprvioryworkers in the procuction factories. h*rstue

w:F "t .:Ei -.sr-.ed wit,- the reSult :of *cis efft.-' 0 ):he several

sner rtrvee E-rai tecourse of oU r rGSearcn j-
recwlved mr~ete'r orzePr most fel- "hat d arnd UITea

!'.*-at ceal .rO.... ..t-e E e ce as it was a ner, P rouct ising W

a2r'.als. "he fact znat it was a, learnring process,A rw Z:Evr,

7;s-ce it econ:'icaL .y a losing proposition tor most of tho cs 9

~Ur v CY GC . 11he proC.'uCers- izerm riazpy ",o, wait- for i).lDC, Th e Re.-are

Coall -UhQ Cn th PUep rtWorks ot -lace. sit-lar,
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ID"3 CUrre tly. .. as . . maj,:,7_1 m sc are moverramirft

iI.ti atea. Ccr, -Sultin t serv i ces, t: omed i un m -rd.arre- sca e

factories are given dir :-tly tor a tee w.t overnead 'expenses

allocated according to the ability tc pay MID& gets. around n.e

-- "Llow -1 overnmrnent- pay- syrod rome bL. y-LuSlnQ -prfic.-(fee )-sa

system among the employees working oi g.iven, project. Tney also

orzanize training prcopramis and sermina,. .T,'ey will "ailcr make

'-raining programs tor workers, aniagrs ... rigle firms or '2rOus

,o fi rrs. The training is sold or, fle basis (200, iW. R. per

hfian month, minoimourt b trainees 60., ercen t.eoretical, I percent

praczical) witn tome fee.'uepenair, or, the -cneoretical versus

practical content of the trair, This will be cone at te

Irsi-ute or in tne factory.

-rcbOl erils. UpLcrt unitL ties and Constraints Facing tie lnust

If YcOU s the rodry b Li's.roes sien abCt then prcoble.rns facing

tneir firms and the industry in penral a wide range of responses

wil be heard. Most of the iSsues zhey raise can be grOu peC

u'nrer the foilcwinn issues:

o Lxisting tecnnc..cgy is ing dequate to meet tne
qual ity standLrGS dLernarice in rir ny spare and
c'm *o onetrd parrs markets. This is espec2aily the

'case witn finisring -i-achinery. Normally, tnis
proolern rces hard in har, wi'cn Perceived and
actual. iro iems wit i;the availability :f tixed
asset finance.

o Existino skills of rhe workforce and manaemer,
ir, the engineering area are inadequate to achieve
potentiai levels of erticiency ard to meet
rigorous quality specil-ications. Trhis i.cl..des a
recourgition of aeficiencies in skill-intenr,ve ,
activities related to product Oesigri, pr-. dution .-
engineering, firm -rgan at;:,i, -casting and.
finisniiq. FurThermore there is F felt..
limitation ori the p'art of some ern- reprenle!OS
concerning thieir ability tc' effectively r.eal w it h
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marketing ,, llenoes such as the artibipation
dermarc.

c. Lu..verrrn.en policy arnc supp e ret s not felt t c rC
provicarng ;oe required mix of approri'at
reg ulat ion'r, support andc gui dance to th ~' idnury.
rhis retlects otu, ceficiencies in the nvernflriv
suport systems anid policy but also th~e acquired
d e p eence -o - govern w nv-guidanc andO pp o r V
Specific causes of -this problem are exoresse
the widely meld view of one poor peirormanc of

. the coop system, tne pol.icy bias in prcurem. t
zowaras 5mall-scale ana priinumi f:rms.Aawythe,.
expenlse cof tine jrdreir-hreeai h edium-
scale ousinesses) arid the .perception of'
wicespread co'rruption~ in th~e governmeits
ccntractirng system.

it is alsco felt tt~at thie NIV arnd coops are p)Moarijy ,

! ,serving only one goverrrnen;' s needs ana are not oriented

sufficiently towaras bie potential private-sector nrequirnmerits

rron one metal industry. . support programs nave gotteni a

man reputation in some areas because they tend t selA .

nbsinessme with "good irmages or lots of money" t serve as

examples evern if tney are nos particularly capable businessrmen.

'his comes a; the expense, it is claimet, or prov;'ang " support

for one young, Tcrwara-thinking entrepreneurs. :..... ...

These prcucer percept ions are essenr ialv conistent witn 4

the more genera., innerert problem tacing this in dustry. In o r

to "ap ewiszing markets, wnicn are now served by i Sp'ts, and to,

e prepared to respord to ofuure cemano for macninery, spare aiDl

compornen parts it is necessary that the capail.ty' ofthe

industry be increased. biven the overall irnpoLrtance of e metal

:i uszries it can reasonaoly oe argued ;nan the Va e o ' r

c'eipment is sun-optiamal1. Lagg inrg oevelocpmeni; or ohs ric ustr

nenns to p).ace it at ororesslvely greater disatvriagL Wbe

.compared with toreigrn suppliers. Furthermore;it ne e len
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of the. Central Java port ion of the industry la~snein t

devccloarmerr of vne indus'mry in c'tner regions, ctem~and will tend N

to pu ed away trom tne province.

ifniS SUn-opzr1ai prowtm and -elopmren. is a refiect on of1

clear cut market failures and unrtainties, especiallv regardin g

rut'4re market conditions. Impro.'vemerz in qualiaty roures -

signif icant new- investmens in both pnysical and human capital.

susinessrner in mris setzing are reluctant to invest because of

o rsxs involvea arci financial institutions ae reluctant to,''
e'nc money in situations ,- sucn uncertaiNty. Furtnerore, th "

present ,icnrilcanCe o' covernmert conrzract3 asa source of

cemean acs to the .pro-lerm necause of incornis'cen en,.o-'cem e .of

t;e vasic cortrac:Inq regulations. if virms were certai ) tnat

canuracts wouli 1e allocated on conpez ive principles rhy

incenzive for innovating would ne enhancec.

7he UOI tnrouc, n rL o fo ;:,.rs an eti-ective subsi 10rerducarn

:Ae cos's arid urncer-zaintaies of certair ;ypes of roouct -

cveopmen anc a0a/ancec p.arni-. he water reter exoplde

illu -"strates one way ir wnicM tnis subsicy operates. TIS cae

nowever, also illustrates ;haz tnese ertorts are skewed iowards

g.over-rment program needs ra'ner than t c teneecs of/tbhe privaze

sEmcMor. These reeds are not necessarily at odcs and there is rio

imoerenT reason ror the -,iuL rccus 'This is just the way ohe

--r, coives nave worked unemselves out. There is consacerawle

room tor t-he WiJ3Du to play an important role in combin

:a-Gnu owv XIU Winn ins own exserise ant resource poo. to close

;'nis :;ananc to ajus. one orientation of nis sassi.y scwarc-s
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.:ii'tirove th re efficiency: Of tnhe casting. arid I t~i;. i ig;'

r>4.4~i4-;- s -c r y. H444 st c ,is io id b ,!;DC f u d ti

; . :.identical. proc ICt aesigns,5Eutopear, prOa~ucers ,were- six',i e .as .... ..: ::::?

::;i ',: o1f ± ient tin rnanu~tacuP rn -c Ine firi a! prodku.M'. Wn' i 1 a"a Parz,: 0 .f:f: i;:

t- L " . H " i " , . - 4 : "4 ' 
: !

thes deffepential es Coue to the technical o iti ors of t'o- e

" ,prcdutior,' process a mor'e importanc cause-is. rela-.eC to,:,he .

aility of the cpean tirns . riiver fsfac nyc'rm ned e esi

-.. . : to.trie product cion stage. Instead Of relyino or1, a C C, MpEeer,. ........

cvn...ir teer to map cILZ the pouto process.cne lncoriceslari

re. iedl or, a trial ,and: error approach to-mole. ce~ign,, :q~aliz y;:-!i ::::~:; .

.o etc....me,:,iitrove tfir s f e gaszrea thid s.rrcie-nasai

zi! n'az -chey felt theyF neeced aner, engneer on ni safoucn
u"rttner action has asyet neen takenu t ' a -k: e

idenTheorarental orass pro n ucers i Juwara face some ,f the

secen Prolem arsuftaerioiners porie ofa. rout.e Widustry. o

hAccs-difre t the Work Study Analysi s caroied ou by Y taiyasarDiar, "

Desa i ctin pot wsth the CJEDP desorntpnocess c(Woaei.iq Paer.

No. 8), ceficienc, inth terms of ove t laycuet a ra o '.nizasior. ,

could be improved, sUbstantaly. Furthermore, the ranufactu es

:' ' l: aeera'Wxious to .adopt im~proved cast ing ,and f$inishinn techri, ocgies.:. ,'

which are presently. felt to be -iradeqUate for :the particula- :. :.,..
quaity demrands of the orriamental brass market. Thee are also

Probles with prdrcrrt design .ard-tomo c .n, quality 4.....

c' Ontre oc f the larm .. s.clearly thi icieny ad sVery

u'te ,ested in attemtinyg tOernove i . export 'ar " .. al

dThe r t a prc'.cer in .uwan. a e



of the -handicraft -type products in Central Java, ti- s f irm s .

brass starnds out in termns of quality and w1V-marisbici. '

Furthermore, this firm has developed Ai extensiv~e local subl'

contracting system with tWenty-five small marufa~turers ii

juwarna. This presents an 'attractive po ssibility for CiEDP

assist.ance.

1M21JO ip ins for CJEDP*Itrvi i.

There are a number .f ways that the CJEDP could intervene i'e

support of the development cif the metal processing industries in

Cemtral Java: r y

C. Immediately .organize and support market research
in conjunction with MIDC to analyze the prese-t
and future characteristics of the metal products 
market. This would include looking at machinery,
spare and corn~corent parts which-are presently
imported or produced in other provinces, planned
irvestments in the industrial. sector, anti'cipating
their needs arid proj~ectingo further into. the future ...

the cantern of industrial development and
associated product reqUiremernts. .

o Serve as a clearinghouse for information'or metal
products which can be produced in Central Java.
Develop a system that would provide an incentive
for investors to assess the potential availability
of machinery and Darts in Central Java before
orders are placed elsewhere.

c Find ways tcgenerate irnroved efficiency in the
nd.ustry including encouraging specialization

among firms and between areas so that the pain-
from specializationr' especially in the separation
of founding from 'fin ishirng, can be realized.. A ,lso,
we reed tco look at ways to get more engineers into
the private sector firms...

-i Rssist in facilitating the relatiornship betweenthe private sector and MIDC, especially in the
training and product developmentlareas. .
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SEncou~rage sL -contrrt rnq relat ionrships wi.th
N assembloy aid mac3hie makinrg plants N~at conai

technical and *financial supportarngmts
CJEDP may want to" prc'mcte~the develo'pm~ent of suan
1linikages in'to': mcbre ohciae poutlns

I-Wo~rk to suppo~rt MIDC, includinj using the P-ilot
Project' un,,j oret fit, ci 'i! x
tWArdS' the' nekidS' h prvt latr

4 N1



The following (Table B-i) is an illustrative budcgit for the
first five years' of pre ict implementation. It is intended only

s.a means of providing USAID and GOIdecisionmaker with a riugh
m-a prox imat ion. of anstic ci Pat edpnoj sct~d oval opmontcost s.-i-Mcr __

detailed cos't ebtimates will be dvelo'ped in' the FirAl 'Repc'rt
which will be produced by the contract team in the next planning '

phms This budget does- niot consider the potential for the
project to .earn revenue by sellig consulting services as the
demand 'for such services will have to be tested and developed
durin 9 the early years of project implementation.

Table B-i

4' .r' :FIVE YEAR ILLUSTRATIVE BUDGET . - '.

(USD thousands)

USAID 601

4Contract Personnel 4, 200 , j 4.4

Vehicles and Equipment 50 30

operat ing. Costs -- 70

Pilot Project Fund 1D0 10,00

Venture Capital Fund 3...,0 0

Total 812,5 00

Table B-2 is a more detailed estimate of the cost of
extending the current contract until October,31, 1983 when a
Prcject' Paper can be produced and reviewed. Table B-3 is a 4

suggested budget for an interim phase of project development
4, between the time a Project' Paper is approved and the time formal

project implementation can begin. Both of these phases are
explained in more detail in9 Chapter vI of the main report.
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'Cable B-2

Phaso III (July 1 - October 31, 1983)

- - ----

Salries and Wages 19. 25' 8.00
~Field Staff .17.15 -

Field Associates ' 2LIO 10
Local Professionals -- 5.00
Local Clerical Staff -- 3.0 el Q)i

Fring~e Benefits 2.65
Field Staff (15.2%) 2.60 -0 .

Field Associates (2.2%) .05 -

verhead (66. 55) 13. 90

Pos Differential 3.50

~j Ecducation Allowance .. 80

Housing -4.60

Rent 00-

Utilities --. 00
Mlaint enan~ce EO.0

Travel. and Transpo'rtat ion 3.30 7.70.
Internatioinal Travel 2. 50 4
in-country Travel -- 3.70
Per Diem - 4. 00
Storage of HHE .80

Other Direct Costs 5.70 168.70
~Cc:mru i cat ions .1.00 -

Translation and Production -- 5.00..
Language Training 1.00 -

Office Supplies -- 2.021
office Utilities i- .20
Printing and Photocopy Supplies -- 1.00
Photo'copy Machine -- 4. 0
Honoi~rariumns -3.50~

Miscellaneous Costs 3.00 -

D. B.AP. Insurance .70 -

Subcontracts 15. 00
Research Triangle institute, 7. 5271
Yayasan Dian Desa 7A0-

Fee (7. 38%.) 4.73
,Total 68.83370
------------------------------------------------- -------4
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Table B-3

Phase IV (Nov. 1 1983 - Jun c30, 0 98)

Salarlies and Wages 59.95 16.00 L
Field Staff 5 5220:
Field Associ t',s 7.75
Local Professionals -- I0.0 "

Local Clerical Staff 6.00

Frince Benef its . 8.07 --
Field Staff (15.2%) 7.90 --
Field Associates (2.2%) .17 --

Overhead (66.5%) 45.23 --

Short-term Specialists 24.00:10. 12A !
P,,' Differential 12.25 --

EdUcation Allowance .1.60

Housi'nf 0 18.40

Travel ard Transportation 5i,70 14.0 1-10
International Travel 2.50. .
in-country Travel S. 00
Per diem -- 8.00.
Storage of HHE 3. 20 --

'th-r Direct Costs 9.70 17.40
CoMMUriincat iors 3 .0 
Transilatior and ProMuction -- 2. 20
Language Trairiro 1.50 --
Office Supplies -- 4.00
5 fice Utilities -- 2. 40
Printiro and Photocopy Supplies -- " 2.00 •
Hionorar i urns .-- 700
i'Iiscellareous Costs 3.00 --
D. B'. A. Insurance 2.20• --

Pi lot Project Fund 27.20

Subcor'tract s .22.50 -

Research Tri:ncle InfstitUte 7. 50-
-Y- Ayasar Dian Desas 15. 00

Ec (7.38%) 13.95. --

Total1 202. 95 103. 00

-- -- -- - -- -- - -- -- - -- -- -- - -- -- - -- -- -


