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Three main tcpics will be addressed in this section: A) the
patterns of change in producticon during the 197¢s; KH) labor force
and employment; and C) the prospects for the economy and
productive employment in the 198@s,

Structure and Grewth of Producticn an rne 13703
Eoth the rnaticnal and praovincial economies were
characterized by sustained and healthy rates of growth in
productien during the seventies. Naticonal Gross Domestic Product
(GDP) grew at an average annual rate of 7.9 percent, in real
terms, between 1971 and 138¥. During the sanme period, Central
Java's Gross Regicnal Domestic Product (GRDP) ircreased at arily a
slichtly slower average annual rate of 5.9 percent, apain in rea
terms. These figures, however, mask the fact that Central Java's
growth lagged well behaind vational growth in the 1971 to 1975
pericd but rebourded to a rate slightly ahead of the naticral
average after 1975. This reflected accelerating growth in Cerntral
Java and decelarating naticonal growth.

Structurally, provincial growth was led by the tertiary
cector (trade ant services, including public administration and
defense) which grew at an average pace of 11.0 percent per year
throughcout the seventies.  The rate of growth in these activities
slowed considerably during the second half of the cdecado, folling
from 13.9 percent 1in the early years to 7.3 percent in the latter
Walf of the decade. Public administration and defense was the
largest single contributor in, absclute terms, to this secctor’s
(anc aggregate GRDP's) ancrease, although transportation arnc
commurncation, and barang and finance also grew very rapicly.

The rate of growth 1nm primary (agriculture and extractive)
and secondary (manufacturing, utilities, transportation anc
communications) sector activities, both of which were regative
during the first half of the decacde, accelerated consicerably
after 1975. Agriculture achieved a positive growth rate of €.
asercent between 1975 and 1982 and manufacturing acceleratec ftrom
-6.9 poercent before 1975 to an average rate of 9.5 percent in the
noct-197u pericd.

These differentaial growth rates imply changes in the
sectoral structuwre of production.  The share of the primary
sector 1n GRDP declired from 53.3 percent to 4@.7 percent beiween
1971 and 1980 while the percentage share of the secordary cector
ceclined from 17.2 percent to 14.1 percent.  This contrasts with
the pattern of national growth which was led by the seconCary
sector with a much smaller ancrease in the share of GDP cla:med
by the tertiary sector.  Thas tends to highlight the spatially
unegual pattern of industraal development in Indonesia during the
1370Qs.
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The Laber: Forvce and Euwplowvment in Central Java

The analysis of issues related to the labor force and
employment based on macro-level statistics is problematic in
countries such as Indornesia where a substantial proportion of
cconomic activity is undertaken in household and family
enterprises, based in agriculture and subject to significant
seascnal variation. In such a setting, work patterrns are
extremely comples and not amenable to relatively simple
classification schemes. The particular problems with the
available Indoresian labor force statistics are discussed in
detail in the Working Paper from which this summary 15 drawrn.

During the 1971 to 13989 period, the total population of
Central Java grew at an average annual rate of 1.67 percent while
the working—age population, defirned as those ten years old ard
aver, was growing at 2.27 percent per year. Thas differential is
the result of the relatively young age-cohort structure of the
population. The total rumber of econcomically active persons
increased by 1.9 mllion during the period which 16 an average of
212,002 persons per year. The number classified as "working”
increased by slightly less, averaging 211,000 per year.

The most sigmificant sectoral shifts in the demand for labor
during the 1970s were the decline in the proportiorn of the
workfcrce i1n agricultuwe from 63.9 percent in 1971 to 55.¢2
percent in 1980 and the increasing 1mportance of the trade and
service activities as sources of emplayment. The share of the
working populaticn in marnufacturing exhibited only a midest
increase, from 10,4 percent an 1971 to 11.0 percent in 1980, The
most rapid average anmual growth rates in terms of total
employment were 1n mirang (21.4 percent), banking and firnance
(13.7 prcent), utiliti1es (12,1 percent) arnd construction (10.0
poercent).  Employment an manufacturing increased at an avorage
arnmual rate of only 3.1 percent throughout the 1970s.

Thore is little direct evidence available to assist in
analyzaing 1mportant 1ssues related to the quality of enploymnert
or 1ts productivity. There are, however, several aindirect
indi1catore which can b oxamined.

Consus data on "cmployment status”--that iu whether the
roapondent was self-enployed, an cmployer, an enmployce, or an
uripard fanily worker--have boen analyred.  The proportion of
"ontreprencurs” (oelf cmployoed and employers) 1in the total
workforce increased from 38,3 percent in 1971 to 40.%5 percent in
1900, Thio increase came at the expense of about equal
praopocrtions of euployees and unpaid family workers, implying that
the rati1o of "employeoeas” to "employers®, or averagoe firm wizoe,
hao decreased. This fanding is subject to interpretation but it
sugnests that much of the growth 1n the working population has
not necessarily been iv hagh productivity employment but rathor
in less productave self—-employment.









examine the sizs- Ccarranhical and sectoral compositicw af
ingdustrial entwr,. .. o5 din vao Lrovinoe.

Data are avallon.o firoo sovaeral different coenrcas which onn
assist in this analysis.  Usfortunacely, the coverans o5 o0 of
“ae individual scweces i3 incowRlote and each of the clfvo, one

cverseeing agencics has iis own set of coneepts ard defimitions
which makes inter—-courci comparability problematic. Lo
Irdaresia has couamissioned a study whiich is attvoapting .o pilece
teoether a complete, district by district, picture o the
manufacturing sector in Central Java. When this becomes
available, it will be the only complete cross-section compilation

of industrial data available Tor the provirce.

Inn this report, readily-available infermation has been usad to
proavide a reasconably accurate understanding of the manufacturing
g eor.  Where the data base is mare consistent, scome attempt is
also made to assess dynanic patterns of change in certain
manufacturing sector characteristicoc.

Heo vhold and Small-Scale Enterprises in the Marufacturing Sector
Manufacturing firms in Indornesia are divided by the Central
Eureau of Statistics intoe fouwr size catepgories as follows:
nouszhald (1 to 4 workers), small (S5 to 19 workers), mecium (208
to 99 workers) and larpce (128 or more workers)., By far the
largest number of "firms", of course, are in the househcld
industry sector. Househaold enterprises are rnot lepally licernsed
ancd most do not cperate orm a full time bacis. They are only orne
of many income generating activities uwndertakere by households and
crn o a reflection of coamplex urban and rural houschold labor
G.1v ation stratenles.

Accardingly, most warkers in household enterprises do riot
dovate full time to their manufacturing activity. Sach work ic
often sevascoral or uced to fill tiwe which is not needed for
orimary economic cctivities. It is rot possible to consider
noce household conterprise Jobs in the sane way wo consider full
time employment in orne of the medium or larre scale enterpric. C.
Ta do so would rogquire some rather hercic ascumptions about the
sragnetivity of laber and "full-time job equivalents®.
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The industrial cencus of 1974/75 (see Table I-1) estimated
that cut of a total populaticon of about 26 milliow people, over
1.5 million were onoaged in mese than 520, Q8@ houszhald
cavierprises in Contral Java.  0Of that total, over 1.1 million
porkors (79.7 porcent) 1n nore than 368,000 crterprises (70.8
ncrcent) were working ive only three industrices:  bambeoo, rattan
cnd willow products; othor sugar (traditional palm suaoar); and
bataik marufacturinng.  Other wagor product livies inclucod soybean
curd and cother processed beon foods (tahu/tenpe) and other food
processing, roof tile manufacturing, cordage, rope and twine
manufocturing, and braick making.



Table I-1
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Household Manufacturing Enterpriscas
in Central Java

Industrial Descripticon Ng. Werkers  Ne. Units
Ccode

3133@ Bamboo, rattan and o941, 885 175, @70
willow products

31182 Otﬁer 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 52@, 892

Source: Biro Pusat Statistik, 1974/75 Industrial Census

The 1974/75 Census of Household ard Cottage Industries was
based on a sample survey which is gerieralizable only to a
pravivncial level. Other data and field investigations, however,
cdocument that productior which is primarily for the local market
is widely distributed throughout the province. 0Other industries,
such as batik, exhibit more coricentrated patterns corresponding
to the major town production and distribution centers.

The 1979 Survey of Small Industries showed a total of
149, 22@ workers engaged in 20,000 small scale industrial
ernterprises in Central Java (see Table I-2). Again the greatest
riumber of firms arnd workers are corcentrated in a limited number
of industries. In this case, the top five irdustries account for
54 nercent of total employment and 43 percernt of the total rnumber
af firms.

Small-scale marnufacturing enterprises are more
cecgraphically corncerntrated within the province than are the
househald units. They also participate in somewhat longer
marketing chanrnels as their procducts are more likely than those
of household incustries to be traded throughout the province or
interregiconal ly.

Amorng the riotable gecgraphic concentrations of small
irgdustries are the firms engaged i1n the manufacture of wooden
furniture found in Jepara, a traditiornal center for woocdworking
activities. This industry cerves a national market. Similarly,
concentrations of small-scale batik makers can be found in



Table I-2

Small-Scale Industries
in Cantral Java -- 1979

Industry Descripticn Ne. Eirms No. Werkers

Ceodes (thousands)
1974/7S 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 393 19902 2.0 11.3
312802 Krupuk/emping/etc. 603 1256 4.2 10.2
31410 Tobacco processing 248 903 1.3 9.9
3116172 Rice mills 1337 1555 8.7 9.5
26410 Brick making 166 1340 .9 7.9
31151/2 Cocorut /vepg. oil i@ 492 .1 3.2
31140 Fish processing 131 384 .8 2.8
Sub Total 5630 13501 46. 1 107.7
Others 3588 6906 27.9 30.6
Total 9212 E00407 74.0  138.3

1974775 and 19793.

Surakarta and Pekalorngan while the taobacco curing and processing
industry is centered around the major tobacco growing areas of
Habupatens Boyclali and K] ten. ther industries, such as those
which process food products (tahu, tempe, krupuk, emping) are to
be fournd more or less evenly distributed throughout the provivice
and oriented to the loral market.
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Medium and large scale industrial enterprises in Central
Java (Table I-3) are concentrated in two, "two-digit" sectors:
food, beverages and tobaccoj; and textiles, wearing apparel and
leather. In 1280, these two sectors accounted for 84 percent of
the total number of medium and larpe scale firms, 83.4 percent of
total employment in medium and large scale enterprises and
provided 79.3 percent of total value added produced by these
Firns.

Table I=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 336 o967 69. 4 84.3
Textiles, wearing

apparel and leather 731 766 593.0 72. 3
Wocd, wcod products

and furniture 31 40 1.5 3.3
Paper, printing and

publishing 58 65 3.7 3.9
Chemicals, petrcl, ccal

rubber arnd plastic 83 73 9.3 10.5
Non-metallic mirneral

products 53 87 2.0 4.9
Basic metal - 1 - 4
Fabricated metal,

machinery and

equipment o4 9e 3.7 6.7
Other marnufacturing a8 20 .8 1.5
Other riot classified 24 - S.6 -
Totals 1584 1711 149.0 165. 4
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Source: Biro Pusat Statistik, 1974/75 and 1980
Industrial Census






In some cases 1t is clear that leccaticonal decisions are made
on the basis of access to raw materials (e.g. sugarcane). In
others (e.g. shrimp exporting) 1t is access to port facilities
which determivnes enterprise location. Still other types of
industry (e.g. wocdworking 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 beern 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 goverriment.

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 arnc 198&. At the same time employment in these firms
increased at an average armnual rate of 4.5 percent. This
suggests that the rewly employed labor had increasingly higher
praoductivity in this part of the i1ndustrial sector.

Furthermore, although medium and large scale industraal
enternorises employed only 9 percent of total industrial workers
1n 1982 they accounted for 88.4 percent of total value added.
Value added in small scale and household enterprises is estimated
to have 1increased at an armnual rate of 16 percernt, between 1975
and 1380. These findings are consistent with the analysis
aresented an the first section of this chapter, which suggests
that large riumbers of marginally-productive workers entered
househaold and small industry employment in the last few years,
acoging to aggregate value added, but hcolding steady or, more
likely, actually reducing average labor productivity ard real
returns to labor.

It is worth roting that a substantial proportiornn of the
emplayment 1v 1ndustry of all sizes in Central Java is made up of
womer.. The team which studied the Badan Kredit Kecamatan (BKK)
program discovered that 6@ percent of all lecans fram this source
are made to womer. In larger scale marufacturing in the provairnce
1t has been repcrted that uwo to four fifths of all employees are
WO, There is also an orpanlzatiorn of women erntreprerneurs,
IWAPI, which 15 actavely involved 1n the development and support
of female-owned enterprise and wath which the CJEDP will
urndoubtedly cacperate in the rmplementation of the project. It
15 therefore clear that, at whatever level of enterprise the
CJEDP 15 working with a particular sub-projgect,it will have a
direct 1mpacton women. ’

SURSECTOR ANALYSIS

This secticn of the report focuses on the question of
identifying appropriate areas for CJEDP intervention. The basic
thesis presented here 1s 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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understarding of what are, in tact, complex phencmeria. By
acdopting a "gsystems—crientec"” view of non—-farm enterprises,
however, it 15 passible to gain a much clearer grasp of the
coporturnties and constraints facing entrepreneurs and
enterprises and, evern more critically, to see how performance can
be improved through anpropriate intervent ions. This systems-—
criented approach has been termed the subsector approach to
economic research.

This section is broken into three parts: A) a discussion of
certain alternative approaches to identifying enterprise
develcpment interventions; B) an overview of what is meart by
subsectcr analysis, and C) an assessment of the approach as it

has beer applied in the design of the CJEDP. The Case Studies
themselves can be fourd in Anrnex A to this report.

The problem of ident1fying appropriate areas for
enterprise develapuent intervention can be approached in several
ways. One methco relies on aggregate industrial statistics to
assi1st in ranking sectors of the ecconomy far project atteritior.
On the basis of certain assumptions concerning the relatiornship
between availabie statistics and project abjectives, industries
can be sorted with the goal of identifying those sectors which
could cefirne the tarcet industries of the progect.

One study currently underway 1n Central Java, for example,
15 1dentifying priority 1ndustries for financial assistance by
comparing the value-added per capita by sector in Central Java
with corresponding figures for other provinces. Other criteria
could 1nciude, for example, different measures of efficierncy, the
capital-labor ratic or employment elastaicitaes. The rigor of
cuch an anarcach, however, must be welghed against 1ts deperdenice
o aggregate cata of guesticnable reliability, the rather
restrictive character of industrial classification basec on
noneralized inguntry cooes and the faith which must be placed ivi
hyootheses Concerning the relatironship between aggregate
ctat1stics ane arocect objectlives. Furthermore, it s not clear
Qow LUCh anaLsysls can o0 usec to cetermine the types of necessary
and desirable interventions into selected pricority industries.

Ay, alternative apmroach would involve an orgarzed firm-
levieel research effcrt designed to collect certain quantitative
vrformation which could be used 1 a simi1lar fashion as the
aghpregate ancustrial cata. The difference betweern the two
mothogs 16 that thio type of research could be used to examine a
runoer of mero-level nypotheses which would contribute to the
icentitication of target sectors. Such issues ivnciude financial
and econcomic profitabilaty, efficaency analysis and so ori, based
on representative groups of firms within industries as well as
betwoen industries.

-
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This methadology has the obvious advantage of facilitating a
somewhat more sophisticated analysis of the ecconomic ootential of
various iIndustries and types of firms withivn industries. It has
the asscciated drawback, nhowever, of requiring time-cornsuming and
exaensive survey research whose productivity depernds orn the
degree to which businessmen are willing to share guantitative
cetails concerning their firms' speration. Furthermore, this
approach tends to be gquite weak in suggesting particular forms of
intervention.

R third apprecach to identifying appropriate irterventiorns,
the subsector approach, 1s predicated on the assumption that
ecaorcmic profiles of industries as defined by aggregate
statistics or groups of manufacturers within or across industries
car tell the analyst little corcerning the patential
appartunities withirn 1ndustries or how these opportunities can be
rea.ized. Perhaps even more i1mportantly, such research says
nothinge about how oroject interventions can help industry
participarnts achieve their goals.

The pronosed aporcach does rnot reject the use of guantitative
data anc 1s not ancompatible with either of the methods presented
abaove. It argues 1nsteac, however, that before it 15 possible to
learn anythaing of relevance abaut project interventions from the
analysis of gata of either type, it is first recessary to
uncderstand the structure, orgarization and functicning of
particular industries. Without such an understaroing, the
analysis of aguantitative information 1s likely to be
uninformative or perhaps even misleading.

Whern forced to work with angregate industrial statistics it
15 necessary to adoot the categories and definmitions which are
chosen by the statistical service. No such restriction 1s placad
an those collecting oraimary 1nfarmatior. The questiorn of which
fivms are ta be croused for arnalysis often presents a
part:cularly cifficult challenge to the researcher. There are no
urnversally accented guicelines which can be followed.

The cuestaion of cefirang arn 1ndustry 1s no closer to resclution
taocay than 1t was fairfty year ago. PYerhaps the bsest statement on
this assue was made by Profoessor Z.R.6. Robinson 1n 1938

"We had hopeo that 1t would be nossible for us to
define an andustry as a croup of firms progucing the
same commoglty for the same markoet. We must viow
recagnise that to cefine 1t eather by the commadity
Araccuced, or oy the aarcet for which 1t procuces, 1s an
mary cases erther ampoessidle or at least unsatisfactory.
In practice, all that we can do 15 to follow the example
of those wno are actually engaged in incdustries... They
are simply o clasaification of firms which may Tor Lhe
moment be convernent. A change of techrnique and or

e
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organisaticon may require a rew classification and a rew
industry. "

Consistent with this view, the subsector approach places
very little emphasis an the particular slice of the econcay
chaoseri for study. It coulc be as broad as the food and labor
irdustry or as narrcw as ornamental brass exports from Flores to
Sierra Leone. The approach does reqguire, hcowever, that once the
industry is selected, certain factors must be taken irto account.

The subsector apprcach has its foundatior, in the '“systems”
view of real world pherncmena. Viewed from this perspective, an
industry 1s much more than Just a collection of manufacturers
crouped according to a set of standard internaticonal coces. It
15 composed, 1nsteac, of a variety of hetercgericus participants,
coerating 1n the context of cifferent 1ncentives which are
involved 1n the transformation of raw materials into finished
arocucts 1n the hands of consumers.

Two elements are of central 1mportarnce to the definition of
an 1noustry as it 1s used in the subsector aporcach:  The
vertical arng harizontal dimernsions, Within tnese two dimensions
arl of the essential diversity of industrial ecoromic activity
can be cantured.

The vertical cimension recocnizes that economic activity
invalves the transformaction of the orocucts of the earth into
Finai orocucts 1n tne harcs of cornsuners. This transformation
NroCess 1nciudes var:ous staces at whach certain functions are
serformnd. Different 1ndustries are comoosed of cifferent sets
of riecessary functions. The vertical cimensicon then, corresponds
to a vertical slice of the chosen 1ndustry which has, at one end
the final consumers anc at the cther, raw materials.

A careful examination of this vertical slice will most
li1kely reveal that there 15 not Just one path from materials to
cemanc. At various omnts along the vertical cut there will be
alternative, scometimes comdlementary, sometimes ccmpetitive,
vertical transformnacion channels.  Thnese alternative vertical
channels comprise the horazontal cimension of an i1rndustry.

Jpuearch on 1ndustries must account for the particioants and
priterorisrs 1nvalves i the vertical movement of procucts througn
the various stases recuired to transform materials into final,
cistributed mrocoucts, as well as for alternative and competing
versical onarneis which five the industry 1ts horizontal

ANV LT,

Orce eguipaed with tne cudsector appraoach the analyst ts
roG o focus an any aarticular oet of concerns with all his
avalianle toois, Thae sudbsector anpreach 1% not a formula but a
conbeevt, [F 1t nas a areconceived or 1rncidental dias it i that
ivcur cries atten turn out to be surprisangly complex ang that the
el chvious proolems are freguently symatoms of more furncdamental
cystematic 1ssues.
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Bank Credit in Central Java Rccording to
Type of Credit - December 31, 1982

(}p 7@3 = USD 1.02)

Rp Billicgns $ Millicns P

Workivng Capital

HKIMKP 128.9 188. 5

Managed Credit# 14, 4 cd. 6

Aredit Midi 2. 4 3. 4

Rrecit Ekspor 37.9 o03.6

gimas/Inmas** 15.1 21.6

Other Program Lerding*#%  18.6 26. 6

Non—Program Lending 366.9 o924.1

Subtotal 563.8 8@s.7
Fixed Capital (Investment)

HIK 36.¢2 9l.7

Yarnaged Credit# 7.8 11.1

Arecit Midi e 3 .4

Kreditv Investasi Hiasa 22.2 31.7

Procject Rssistance¥*s 3a.7 43.9

Dther Program Lending#** g.8 8.3

Nowe-Program Lending 76.9 129.9

Subtotal 179.9 257.@
Cornstruction 18.6 26. 6
Other (not detailed) .6 .3

Totals 762.9 169a. 2

Notes: * includes Kredit Mini, Kredit Carndak Kulak,
Kredit Kecamatan (BKK) program lendirng.

*% agricultural productiori credit.

*4% primarily supports government projects.

Source: Bank Indoresia, Semarang.
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Within the povernment-subsidized programs, working capital
credits accounted for a far higher porticrn, (73.9 percent) of the
taotal than fixed capital, or investment, loans (23.6 percent).
working capital program credits directed at private-sector
norvowers acccounted for Zi.4 percent of total lernding while fixed
canital locans to the private sector urnder these proprams made up
cnly 8.7 percent of the total.

The same data indicate that 34.3 percent of total crecit was
supnlied to trace and service enternrises while manufacturing
received 33.9 percent and agricultuwe 19.!1 percent.

Approximatiey 8.2 nercent of toctal creagit (Rp 443.8 billion
ar $634 million) was provided as "gereral" credgit cutside the
subsidized lendirig programs. The bulk of this general credit
(8z.7 percent) was for working capital. These are grimarily
shicort—term (3 months) hiph interest (24-36 percent oer arnrnum)
credits used by large tradivio corncerns to finarce their
invertories. This keeps the wheels of enterprise churviing, but
coes not provice rescources for expansion of existing, o
construction of new, procuctive facilities.

That there is surplus cemanc for investment and working
canital credit amonp very small scale entreprerneurs is clear, as
cocumented in a recent evaluation of the HKK srocram which
charges effective interest rates aporocaching 8@ gercent. Market
raves for uansubsicdized short—-term manufactwing credit arz often
cucted at approximately 39 percent in Indornesia. when credit
urcer special government programs is availaole at 12 percent,
cemang will excees supply and a rationing systen must Se agp.ied
To screen appiicancs and select those to he awardecd access to the
restricted locan furios. In these circumstances the investments in
aroccuctive enterarise which will bring the most crowth and
zmployment bernefits to Central Java may not be the ones selected

to receive lcan funds.

wien there i1s excess demand for loan funcds, Danks
traciticonally place their money in short-term, low-risk nrojects.
They favor trace and working capital (secured by commocivies an
aroducticn or alreacy oroduced) over investments 1n new siant and
ecuipment. Ecuity and collateral recuiremnents are set at hign
levels to help ansure that loans can be repaic. Many 1rncigencus
Indonesian entrepreneurs, who were intended to acnefit from the
special subsidized lencing programs, are unadle to meet the
SLraCt regquirensnts. in resporse to these problens, ERanw
Indonesia recently establisaed & riew program, “Arecit “dalayakan,
wiiien reduces equity and callateral reguiremnents to cthoerwice
cua.ifiled bYarraweirs. Loans crawn uncer this scecial praoacram,
wiich 1n all other ausects follows the reguirements of the
AR/ ANKR praograins, totalled approximately .9 percent of all
nvestment and working capital lencing for enterprise cevelopment
in Central Java in 198
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The EKPM process takes time. Official estimates of the
aversge time between each step have wot proven useful for Tne
license applicant, since each case must be considered on 1te own
merits, and every situation presents a special case. We were
uriable to obtain data on the average length of process time fraom
beginning to appraval, for Central Java. Foreign donars surgest
a range of from six to 24 months as an appropriate estimate.

EKPM approved 39 rew investments or expansicons of production
facilities in Central Java in 1982. Of the 39, 26 were rew
facilities approved for Irndoresian investors, one was a foreign
investment approval. Two approvals were for larpe governnont
irnvestments in electrification and estate production. Eight of
the enterprises selected for special concessicns were in the
textile industry with a total estimated investmenrt valiue of <z
million, and riew employment opportunities for more than 4,300
workers. Sixteen of the approvals were in varicus ircustries,
the largest being a $46 million dollar oil-based nolypropylene
plant, the smallest a $230,@20 fruit processing facility. This
miscellareocus grouning of approved investments totalled €61
million callars.

The second licensing process is cefined by a 1934 regulation
abbreviated BRO, a Dutch acronym. It specifies the requirements
for industrial aporavals by Indoresian owners who do rict seex
special investment incentives. These licernses (which alsoc apply
to promcted investments but are obtainec by BKPY) are cperating
nermits (izin usaha) from the Departments of Trace and Incucztry,
obtaivred after filing Articles of Asscociation with the Department
of Justice office in Semararng. This preocess also registers the
company with the tax office.

The basic cperating licenses are granted by provincial
authorities in Central Java without major time delays iv the
papers are in order. The design team found little complaint
amcng local busirnessmern over this licensing procecure. But the
orocess is far from over at this point. After the cperating
licenses are accuired, the fcllowing special licenses might de
reeded: a building permit; an import license (for raw matceriais
and machinery reqguired for cverseas)j; a health certification for
the cutput of the plant; an envirormertal licernse to incluce
sanitatior, health, noise pollution, air pollutic public
ruisance protecticon; a gererator license if the pcuer gric is not
used; and an export licernse for those products which are to be
sold abroad.

In addition, it is recessary to submit labor reguirements to
the Departmert of Marnpower, and to follow the regulations of that
cepartment corcerrning worker safety, particularly when the splant
is mecharized. Buying land is not possible until such time as
the Department of Justice formally accepts the company
registration, but land rental is an oft-taken alterrnative.

The licernsing system in operation presents constraints to
efficient and speedy entry into rew investment in ircustry in
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CHAPTER 1V
RATIONALE FOR THE PROJECT

This chapter links the enterprise developmert envirornment,
as presented in the prior three chapters, with the proposed
project description, which follows. It is divided into four
sections: A) progject 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 progect is to increqﬁe productive
‘employment in Central Java. Productive employment, in this
context, has the following dimensions:

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

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

] linkages backward into the more basic productior units
of the province, which may often be agriculturally-
based, and forward into the sectors which packaage,
ship, market, and service the increased cutput of the
primary investment.

The first two benefits are likely to be quarntifiable, the
third is an aspect of econcomic growth which is ofters 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. FHecause of the importance of traditional
producer units in a number of industries, the relatively
"newness" of modern industrial development in Irndoriesia, and
because of past goverrment policy actions to praotect small
producers from competition with new, more efficient, techrology,
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 employmernt
bernefits.
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Often in this paper, employment is joired with growih as a
dual statement of what the progject is attempting to accamplilicsh.
This recognizes that, over time, the dyrnamics of growth will
demard more increasingly productive labor. Econamic growth can
be associated with varicus "employment contents". Since existing
factor prices are not equal to shadow or optimum levels, when
there are choices in technolongy reflected in capital-lasar
ratios, the positive employment gcal provides a clear guiceline
to investment decisions.

It is possible to increase the employment corntent of growth
through proper pricing and other incentives. While it 1is
irncorrect to select investment proposals on the basis of labor
intensity alone, it is appropriate to bias selection based upon
the retuwrr to capital by insuring that the capital-labor ratic
matters. To elect to enter and prejudice the rules of investment
decisionmaking, however, a broadly cornceived cefiriition of lazor
and emplcoyment must be used. A capital-intersive investwment
which displaces labor might be apnropriate if it provices
ircreased demarnd due to lower product prices, which craws fortn
more prcoduction and provides more employmernt 1v a secovid round.
The multiplier caoncept of enterprise beriefits should be
calculated over the whole ecornomic system in Central Java. It is
the overall economic environment which is the target for this
project, to encourage more and better employmert from the erergy,
capital and management of the private sector.

The project may interverne to help gernerate positive
employment in a limited riuwmber of instances and sectors cver the
course of the next five years. Arn equally powerful contriduiicn
to employment geceration may be made by freeing the restraints to
arivate sector initiatives which presently exist in the orovince.
The goverrment intervernes in the private sector to achieve
specific goals. Some of the interventiorns co not suppoert thece
goals, but are potentially courterproductive. It will be a cub-
cbjective of the progect to affect the ernvirorment, the climate
iri which business is conducted. The preogect will attemnnt to
influernce government policy and 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 method of reaecding the
ocbjectives of increased positive employment. Laaor—-internsive
infrastructure construction under goverrment work programs 15
not an alternative. Nor do pregrams desigrnec to load the
goverrment with more civil servants represent an acceptasle means
of reaching the stated objectives. Rather, thigs orcgect 1o
desigrned as a test of the hypothesis that the private sector,
when adequately supported, can be an effective engire for
cevelopment and employment generation.
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Ttere are many paths to positive enployment gereration. Orne
leacs through goverrment service organizations. This is
particularly applicaole to the household and small ircustry
sector, whose 1.8 million workers are outside the reach of ary
individually-oriented private sector service ret. These
entreprereurs must be aided in groups, as procucer or marketirng
associaticons. Rs documented in Chapter I1I and ceveral of the
working Papers, there are many goverrmment organizations charterec
to help them be more efficient and praductive. CJED? will work
to help the helpers, and attempt to ircrease the efficiency of
subsidized goverrnment services provided to the househcld and
small manufacturing sector. The progject will alsc scoek orivate
sector solutions, by working directly with medium and large-
scale firms, or through subcontracts with fourdaticrns cr oroups
capable of selling services which are rieeded by enterporise in
Ceritral Java.

It 1s essential that CJEDP maintain sufficient flexibility
in its program to respond effectively to varying reede of
different client groups and service providers. Scome ernterprises
will be directly assisted, some will be given assictance throuch
other private sector service-sellers. Still cthers will 5e
assisted by govervment service providers. CJEDD saculd Se anle
te work with all groups, so long as the ultimate oeneficiary is a
private individual or enterprise. In this sense, the progect
will use capacity building and institutional cevelopnent as a
means of reaching primary cobjectives.

There is further an issue of the definition of orivate
sector, particularly in the ecorcmy of Central Java. In thig
instance, wisdom suggests that entrepreneurial mariagement rather
tharn cwrnership be selected as the key ingredient. If the
erterprise acts in the marketplace as a private entity with
clearly cefired requiremernts to deliver a positive return on the
capital invested, particularly in a competitive situation, tnen
that enterprise should be a candidate for CJSED? services. Such a
criteria allows companies which have been capitalized by various
goverrment entities to compete for CJEDP assistance and funcs,
using the test for selection of project activities as proposzed
below.

RATIONALE FOR SELECTING PROJECT SERVICES

The preceedirng chapters set forth the envircorment in which
enterprise development activities must take place. Distilling

and regrouping the information presented, the following
cppartunities emerce for intervention into the exiciing systemn,
which might have high payoff in the gereration of irncreased
emplioyment opporturities in the province.
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direct empioyment benefits, neasuwred by tho warsoe D0lyjg

1indgirect employment bencfits, measured by the wag.w

bills

multiplier benefats trowm Dackwarg anc farwarc
benefit distridution;

systems (business climate) 1mpact;
institution and capacity building;
implementanilaty;

cost to CJEDP;

LLORALEL S

A timetable and orocess for reachaing implenentat:on, and

steps to be tawen wnich would braing the criteria irnto play are

cescrioec

in Chapter VI.
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CHARTER V
PROJECT DESCRIPTION

Tco address the objectives outlined above, it is proposed
that a Central Java Enterprise Development Pro)ect be established
to provide enterprise development services to ertreprereurs,
business firms, and public and private sector assistarice agericies
throughout the province. The basic furnction of this project will
be to strengthen and assist the proyrams of existing agercies
which offer services to private enterprises, industry specific
producer groups, and i1ndividual entrepreneurs. The CJEDP will
perform this function in a variety of ways, ‘ncluding
subcontracting to existing private firms or cther public and
private arganizatiorns providing appropriate services or affering
direct assistance where there are gaps in available services. An
emphasis will be placed on building permarent instituticoral
capacity to provide high quality support services within both
pravate sector organizations and appropriate public agericies in
Central Java. Thus the project’s mandate will be to support
lrmovation, ease constraints, facilitate coordiration, and
1mprove capabilities affecting participants in the development of
private enterprise activities in the province.

The CJEDP will concentrate its resources on the promotion of
private sector productive enterprises in Central Java where the
employment 1mpact of enterprise development efforts is likely to
be the greatest. Particular attention will be given to
manufacturing and agro-processing firms but the rieeds of the
Araivate trade and service sectors will also Le addressed when
Justafied by the potential 1mpact. It is possible that scme
assistance 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 1in the
cocrdination of existing enterprise development efforts in the
ProvInce. It will work closely with other service agerncies to
make the best use possible of the limited human and firnancial
rescurces avallable for responding to the rneeds of Central Java's
entrepreneurs. In this way, 1t will serve an intermediary
function between private sector entreprereurs on one uside and
public and private sector service providers and policy makers on
the other.
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T acnieve these objectives, the project will develop
starf, services, organization, and linkages over time. This
gradual develcpuent will require flexibility and a process of
learning during the first years of activity. As will be
discussed 1n detail below, the CJEDP's organizatiornal form 1s
expected to evolve, and the focus of its service delivery
Capacaty to shnaft, as the project matures.

Ho a result of its participation in the design, finarcing,
manayenent and evaluation of many different types of progects in
various 1ndustries, the CJEDP may come to know more about the
total level of enterprise development activity in the provirce
tnan any other single agericy. It will be able to influerce
proposed 1rmtiatives 1n the design phase so as to apply the
issons of experience and avoild wasteful duplication of efforts
or rensication of projects which have previocusly provern
tnefrfective for wrne reason or another.

The CJEDP will require a highly committed team of full-time
praofessionals on 1ts staff if 1t is to effectively provid=: the
range of assistarce described above. The staff must everitually
inc.ude experts 1n the fields of marketing, irndustrial
engineering, maragement, finance, training and econocmic research.
The snortage of such professionals in Indornesia and the very high
level of 1mportance which 1s placed on their presernce on the
staft lecad to the recommendation that the CJEDP be 1implemented
lrtially as a development project under the marniagement of a
contractor team. This team would be responsible for developing
the wperating procedures and program for the Cernter, arnd for
recruiting and trairang local professicnal staff as required.

After an 1ratial period of three years, a decisicon will be
made 1f and how to continue the praeject for a longer period.
Opticrye 1rnclude externsion as a project or transition to a more
permanent entity with 1ts own staff who have been prepared for
tneir positions during the i1nitial phase. These options are
giscusued more fully below under "Project Orgarnization. ”

PROJECT SERVICES

Based on the analywis of the envirorment for enterprise
development 1n Central Java, certain types of potential program
services can be suygested to address the most eritical needs.
Rithcuyh there will be a considerable amount of averlap and
interaction amorng and between these activities, each has a
particular focus. Coordinating staff teams will be formed as
required to carry out specific project activities requlring a mix
of technical anputs.

tach of the recommended program areas is described briefly
below. It 1% re-emphasized that any comprehersive set of
tapabilitics represents an objective to be achieved over time as
staftf arid orgaricational rescources grow. The actual
contiguwration of programs and services of fered by thas project
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will evolve cut of the experience of the first two or three
years. The following descriptions, however, represent a
potential response to currently cuserved needs.

Cansulting services will include assistarce activities in the
areas of management, finarnce, technolegy, and market ing.

The CJEDP consulting staff will include managemerdt
specialists who will oversee the provisicon of pragect corisulting
assistarce to both private firms and public sector agencies.

“hey will coordinate their efforts with tne EBKPM, the Departments
of Trage anc incustry, Bank Indonesia, and variocus other
1Institutions in Central Java and Jakarta. They will actively
aroamate rnew comestic and foreign investment in Central Java and
Aroviae girect assistance to firms that are seeking to establish
or expand their coperations here. The mariagement consulting staff
w... draw upon the perscnrel and information resources of other
CJZDP programs to proviae the following types of assistarce:

] For small scale producers —— cocperative and
asscCiation organization and management, techrnical
trairning, market developmert, and management training;

e For larger scale enterprises —- feasibility
analysis, site selection and acquisition, licensing,
strategic and operational planning, management and
arganizational systems, and data processirig;

® For public agericies —— project planning, techviical
assi1stance, techraical trairang, pilot project furnding,
and praject evaluation.

The Develcpment Finance staff will provide fivnancial
services 1rn the following areas:

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

e equity brokerage (developing direct lirks between
potertial investors and enterprises or entreprerieurs
seedany capital); and

e credit facilitation (assisting entrepreneurs to obtain
credit from existing sources, possibly including a credit
guarantee function).



These services will be made available to small firms to help them
avercame transactiorn barriers. For medium and large scale firms
they will be provided cn a fee or commission basis with the
intent of gradually reducing the subsidy required from goverrnmernt
to operate the project. Initially, however, 1t will be riecessary
to provide subsidies until the value of these services 1is praoveri.
For example, bank borrowing in Indonesia normally requires a
feasinility study for amounts cver Rp. 10@ million ($145, @2@).
“he cost of such studies often deters otherwise gualified
aorrawers, especially if there is risk the loan may nat be
granted. The CJEDP could facilitate the process by assisting
with these feasibility studies on a shared cost basis in which
the potential borrower's cbligation is partially deperdent on
winether the loan 1s actually grarnted.

In the second or third year of the project, a veriture
capital fund snould be established by the project, possibly
withirn BRPINDO, to make equity investments in promising
ernterprises meeting criteria established by the CJEDP. CJEDP
w:il retairn appraval authority for these investments althaugh
they will be managed by EAPINDD or other development firarce
instatutian.  The purposes of this capital fund 1rcluce
facilitating i1nvestmert procedures and mobilizing other private
equity furas. Arn example of similar spin~off effects comes “rom
Suppart proviced to the BKK credit program by the Provircial
Hrea Develcpment Praogram (RPDP).

Consulting 1n the area of techriology will be provided to
varicus client croups ain boeth the private and public sectors,
The project will develop assistance programs 1rn the areas of
sroject design, engineering, and trairaing. The consulting staff
W1ll draw on other project resources such as the Technical
Infarmation Cernter (sece below) to provide this assistarnce. They
will establish and maintain contact with other service agericies
to getermine their rieeds and promote an 1mproved level of
ccardination anong them and between them and the CJEDP.

The services of existing technical institutes, training
erganmizaetions or PVOs will be used wherever possible.  Where
adequate, these services may si1mply be purchased or obtaired
through a subcontract. In ather cases, CJEDP will play a dual
role of building the capability of the existing service provider
while gelivering rneeded services to a client firm or
erntreprereur.

The Marketing Promotion staff will provide specialized
assistarnce 1n 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 cornsumer demand. The prcject will also
nelp with planring and executing marketing strategies for
industrial groups or 1ndividual companies. For smaller companies
1t wi1ll assist 1n developing links to distributors or to
comparnes upstream in the production cycle.

Information Services
Potential information services programs include a Technical
information Center, research, and monmtoring/evaluation.

The aesign team foresees the need for a Technical
Information Center to serve as an informational lirnk betweeri the
CJEDP arno uwther scurces of techracal informaticon in Irdoresia and
OVErSEean, This reed will be tested early 1iv the life of the
proeject vo getermine the appropriate form and scale of this
center. In any case, the project will establish direct
Intcrmation exchange relationships with the varicus technical
tnscltutes, universities and other 1nformation ceriters 1n
Ingonesta. it will also maintain a computer (telex) link with
various anternational techrical information centers such as those
that ave maintaired by VITA and the USDA 1n the United States,
the 1TDG (Intermediate Techriclogy Development Group) in the
Unitea Kingaom or the Lucknow Institute 1n India.

The project will maintain an "1n house" library of
approdriate techracal anformatiorn which will be freely accessible
Lo Dotn program agencies and 1ndividual entrepreneurs. It wall
aive doevelap a raprd response referral rietwork which carn generate
danLwers tor techracal guestions for which suitable information is
el readily avarlable locally and be capable of 1dentifying
techracal conosultants, an Indonesia or overseas, who may be
reqguired by specatic agencies or andividual enterprises for short
Jeriuduy. The services of the center will be actaively promoted
bath within Central Java and to other parts of Indoresia.

Research

The research staff will carry out an ongoing program of
research 1nto specific economic and industrial issues of
particular 1mportance to Central Java for the purpose of
astleting the private sector and various service agencies to
ldentaty cpporturnties for investment or technical assistance,
They  will marator market trends and praojections 1n major
commcdalyes or products and suggest areas 1n which rew 1nvestment
vhcvuld be encoaraged or discouraged. They will analyze palicy
ant proceduwral conutraints an areas such as licensaing, firnance,
and cuecperatives. to asuiat policymakers to reduce disincent ives
toanvestuent and growih. Thas research will also be used to help



businessmen cope with existing bureaucratic obstacles. The
research staff will have the capacity to perform research in
econamics, techrclegy, pelicy, marketing, and irdustrial
subsector arialysis. Some of this reczurch will be obtained by
subcortract to existing educational and research organizaticons
with appropriate capabilities.
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The monitoring and evaluation staff will monitor the impact of
various caverrment programs on the development of labor-intersive
arceductive enterprise in Central Java. They will recommerd
rmodificaticrs in these programs when findings indicate specific
copporturnties far more effective service delivery. The project
might, fcr example, study the impact of various subsidized credit
Aregrams on overall ecorncomic development in the province or study
the i1mpact of present irndustrial externsion activities ard suggest
ways 1n which they might be streamlined. Such monitoring and
evaluaticn activities will also be routirely carried ocut with
recard ta all CJEDP-supported projects in order to apply the
iessuns and experierce gained on earlier project activities to
those which come later. Specific progject evaluatiorn activities
may aisc be conducted on behalf of other agerncies who wish to
take acdvantage of the professional ability to conduct such
evaluaticons which is developed by the CJEDP Research staff.

An 1mportant program initiative of the progect relatirng
closely to information and cansulting services will be a Pilot
Arogect Fund., This fund will be used to support inncovative
arcgject effocrts in the field., Some projects will be selected by
the CJEDP from among requests submitted by existing public and
Private sector service agercies. Others will be identified and
cesigred by the CJEDP staff and contracted out to octher agencies
for 1mplementation. In either case the project will provide
wanagement support arnd monitor the projects carefully to insure
that the coperatiornal lessons arising from their implementatiorn
are captured ard to assess the impact of each project in terms of
1ts wtated goals and the objectives of the CJEDP. Thus design
ant support of these programs will draw on the full range of
CJEDP services such as research and technical assistarce. Pilot
project funding will be on a grant or contract basis.

A small staff will be responsible for management of the
Pilot Project Furd arnd for coordinating the participation of
cther CJEDP urnts in project activities which are supported by the
fund. It will specifically be responsible for the fallowing
activities:
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) the review of project proposals received from
varicus pudlic ard private sector implementing
organizations and the funding of promising
Arajects 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 implemerted by other
service agencies;

° managemerit of the disbursement of Pilct Praject
furics according to the budgets and 1mpiementation
schedule of specific activities supported by the fund;
and,

@ ccorcination with the research staff for monitaring
Aragress made on individual progects supported by the
furg and the management of CJEDP relations with such
projects and the implementing agencies.

Pilat projects will he cistinguished fraom other CJEDP
activities 1r that they will be specific, timebound activities
with a plan, budget, defirned set of hypotheses to test, specified
evaluation mecnharasms, and procedures to transfer contral to a
Permanent sponscor 1f needed. Examples of specific pilot projects
te address constraints cobserved by the design team in the Central
Java environment are provided in the fallowing section.

Of the programmatic activities described above, several are
service criented and will be sustainable only orn the basis of
continuing subsicies. These services will generally be aimed at
the smaller scale enterprise and offered at little or no cost.

Carisulting services offered by CJEDP to medium and large-
scale enterprises and to foreign investors will have to be
aggressively marxeted. To the extent that the progect achieves
credibiiity with these clients, services will be scld on a fee or
cther compensation basis through normal commercial trarnsactions.
I gereral, the project will avoid offering subsidized services
that compete with private firms marketing similar programs.

As rnoted above, while CJEDP will develop the competerce to
offer support a1n each of its program categories, 1ts preferred
approach will be to support or coordinate exi1sting goverrment
Aragrams o to subcontract to existing private sector
c¢rgarmzations as an 1ntermediary. Direct services will be
sraviced where there are gaps to be filled. Even sc¢, opportunity
wi.l be scught to spin of f these rnew activities to the praivate
sector wheriever passaible. In each case, an underlying pranciple
will be to strengthen the institutional capacity of organizaticons
in the pravince which are promoting the development of private
enterorise.
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PROJECT ORGANIZATION

A smail acmirnstrative staff will be rnecessary to carry out
normal admiristrative furctions of the progect such as firnanciail
hanagement, jersconnel admirmistration, purchasaing, recordkeeping,
and other control and accountability functions. This staff will
ailsa pravide basic logistical and clerical support for the
arocram staff of the CJEDP as required.

There are several criteria which should be appiied in
Cetermiviang the type of argarnizaticnal arrangements the praoject
will recuire 1f i1ts efrectiveriess and 1mpact are to be maximizec.
These rnclude:

°® the capacity to analyze policy and 1infiuence
policy decisiconmakers;

e the ability to develop credibility and 1mpact in the
pravate sector;

) the ability to cevelop effective worxking linkages
with public sector agercies (line ministries,
cevelcpmernt barks, local government) ,

) the ability to obtain sufficient aperating
resources to sustain 1ts cperaticon over the long
rury

o a4 recogriized mandate to support/provice a waide array

of services both to indivaidual entrepreneurs or
enteraorises and to pudliic and praivate sector
Service agenciles;

) the ability to attract and retain highly gualified
rcfessional statf;

) management flexibility and freedom from bureaucratic
contraints; and,

e coantrol over available resouirces ocutside of the
rormal goverrment budget cycle and procedures,

These criteria reed to be applied to several organizational
1ssues anc.uding the pro.ect's i1nstictutional placement, service
delivery, statting, and structure.
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Autential alterrnatives for the progect's institutional home
1ncluge the tollowing:



* arn existing iine ministry or other goverrment
pody which currently offers enterprise cevelopuent
services to private sector entreprereurs (e.g. the
bepartmwents of Irdustry and Trade);

) a new cor existing private company or fourndatiorn
(e.y. LP3ES, Yayasan Purba Danartha or Yayasan Dian
besa) ;

o are existing banking or credit i1nstitution currently

Arcoviding credit, other capital, and related
services to private enterprise (e.g. Hank Indoresia
or Bank Pembangunarn Daerah); or

] the orfice of the Governor of Central Java or the
provincial bappeaa.

Pilacing project furnctions within a single line ministry or
other coverrment agency 1s rot a promising alterrative as was
ciscussed 1n the section of this cesign on existing enterprase
services. Such agencies lack effective private sector links and
crecibility. ihey have very limited ability to hire professiorial
staff wnc are highly knowledgable about Arivate sector management
and techrical 1ssues. And, they suffer serious constraints on
their managemert flexibility. Any single agerncy is unlikely to
have the ability to offer a wide array of services or have major
policy 1nfluence. Were this preoposed project situated within an
existing government agerncy, it would be very difficult to avoad
navane 1ts program skewed toward the particular programmatic
interests of that agerncy to the exclusion of other types of
efrorts,

H purely orivate sector firm or foundation is alsa rnot a
feasible choice for project placement. Such an crganization
wouid have little policy influernce, minimal links to publac
acencies, and coubttul capacity to nrovice a wide array of
services. Most 1mpor tant, the sustainability of subsidized
services througd a private organization 1s a somewhat uncertain
Araspect since the subsltiy must come from goverrmental furnds.
ihe role of pravate consulting firms, technical institutions, and
founcations supporting enterorise development 1s craticailly
important for the operation of CJEDP. But this role 15 best
Played as a sudbcontractor for or client of services managed bHy
the progect.

A barking or credit institution as a home tor CJEDP has some
appeal sirnce these organizations are active in providing
tinancial assistarnce to the private sector. The Badan Kredit
Aecamatan (BXA) program of the Bank Pembangunan Daerah, for
examdlie, takes an eftective programmatic view of i1ts credit
services to small scale traders and entrepreneurs.  Bank
indonesia, through a vaciety of programs harndled by several state
anc commercial bdanxs, provides subsidized credit to various types
anu uwcales ot andustry. The proposed project is not primarily a
crecit progect, however, and i1ncludes a variety of services and






"a1s will reculre some tecnnical assistance capanility, orobanle
recourse to pir.ct project funds, and the capacity to continue
irdustry sudsector analys:is to i1dentify cornstraints to
rnvestiment, orocuction, distribution, and mar«eting. Actuai
Iirterventl1ons wlil be selected on the basis of criteria such as
those out.inec apove 1n the "Project Ratiornale" section of this
report,

In the first year of the project, most services will se
sudsicizec activities to serve smaller scale enterorises, either
¢irectly or througnh existling agerncies. The project will rot nave
much crecinility with the larger scale orivate sectar at this
Ax1mT o wili 1t have had opaorturniity to cevelcas arn active
Mardeting arogram tor 1ts own consulting services.

in the second year, develcpment of a paying clientele in the
Irravate sector snoulc occur.  The projgect may also be more active
Ay oS poant an lcentafying promising private agercy enterprise
services ant suicontracting for their celivery to clients of
ZizDr services. The lechnical Information Lenter wil.: be
eslanLishiec anc tne scale of other researcn oroacerec. H
functiarnane moritoring and evaluation process should alsc be 1w
J.ace. ri.at Jrogect activities will have expancec, especiaily
1vs SU2JD0t o other agerncies.

.n tne thirc year, the tull range of services tnen ceemec
recessary  nouid pe ceve.laned. -he configuration of services may
¢ may not matcn the irngicative set described 1n this gesicr.
‘Ney wWii. be ceveicped 1n response to actual rieeds as the aroject
comes to uncerstand themn. If the cesign assumpticon that arn
eculty capital trund would be helpful 1s validated, then this
shoulc be activated in the third year. This furd would provide
investnent canital to new or growing enterprises, Arobadly in
Conjgunctior witnh BAPINDUO which has a marndate to maxe such
Investments but 15 not now active in pravitlng equity capital 1n
Leritral Java.

‘mis poartraya. of the trend of service delivery 1s based on
Current assessments of reed and an appropriate pace of project
deve.icpuent. It 1s not internded as a definitive blueprint. lne
CJeDP tarcugh 1ts own researcn capability willl be able to
reassess wiere projent rescurces can be most productively
emndioyed,

it 15 stroncly recomcericed that staff .evels bDe built
aracually cover at .east a three year period. This will give
some tiexidliity as the project gains an imporoved uncerstancing
ot cemant ant rneed tor 1ts services. it will aiso nermit more
Careru. recrulting than would be possidle 1f a ftull staff were
R0 1mnec1Iateldy.

g
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For the first three years, project staff should cornsist of
both contract team personriel and professionals and support staff
nired locally withairn the corntract budget arnd urder the direct
cantraol of the contractor. The contract team will be a mix of
expatriates and Indoresians. The locally-hired professiorals,
although recruited under the contract as project staff (urder the
contral of the contract team Chief of Party), should provide a
staff rescurce from which lang term leadership will emerge. [or
this reascon, these locally-hired professionals should be full-
time projgect staff with a high level of commitment to the
ocbjectives of the project.

Indicative professional staffing level targets for start-up
and cne year milestories are displayed below. These tables are
interded to portray the trend of staff developmerit. Actual staff
si1ze and characteristics will depend on the growth of services
and demand for them cover taime.

In the tables below, "contract staff" refers to perscrns
hired 1n-country to fill full-time positions in the project

ergarization.  "Contract team" refers to persons, both expatriate
and Indoresian, provided by the contractor during the life of the
contract. Clerical and support staff and drivers are rot

included 1n the totals below.

i e i e ot o > T —_— —— ———— —— 1t ol Tl o o S T T S iy G Y W S SR S S RS . S G

Table V-1

Staffing at Start Up

Function Contract Staff Contract Tean

—— " —— — ———— —— . — —— — — ————— —_— s s e S G s W e S

Arogram Marnagement -
Information Services 1 2
Consulting Services 1 2 (1)
Rdmiraastration e -

Tatals 4 S5 (3)

* Numoers 1n parenthesis refer to positions which are likely
teo be filled by expatriates.

s — . S+ A Gt s o —— — — A — S ——— T (it W Bote Bk M St W e - S YA b -t

Thas staffing arrangement assumes that the contractor Chief-
of-Party will serve as the program director for this pericd of
builgivig the wrgarization and 1nitiating service delivery.

Withir the information services and consulting services program
areas, taff will cover multiple "desks" during this development
Heraod,

The degree to which the staff needs to be developed during
the first year of operations is presented in Table V-2.
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contirnued throuchout the seconc phase. The feasibirlity andg
timing of this trarnsitiorn would rieed to bhe carefully stuciec
after tae thirc year. In any case, the contractor could continue
T3 orovide neecec saort term technical assistance.

H seconc option would be to use the second phase to cevelop
4 MEW aurtonomous orgpanlzation to absord progect staff anc
Cortinve the coerations of the CJEDH. This option assumes that an
Grianization can be ceveloped that i1s linsed to the LGoverror's
cfrice anc tiat meets tne criteria ror etfectiveress .isiec above
vy The sectilion on "organlzatviornal piacemens.”  Sucn an
drzanlzation woulc have to be free of usual Sureaucrat:c
consirainis, ajs.e to hire anu compensate hign guality
arotessiona. starr, anc 1n control of 1ts own resources 1r arcder
Lo errective.y coantinue the wark of tne LJEDLY?. Thais cesign also
assunes transter of management ang drogram responsioilities to
-rnconesian staff curing the seconc pnase. [t ciffers trom the
tirst cption i tnat responsidlilty ftor the CJ=DP arograms would
Je transterrec rrom contractor responsiollity to a rnew
corianization in the faifth year. rurther technical assistance
wou.Co o then Je contractec by this organization.

1he acvaniage of such an orgawnization 1s the potentias to
institutlcornaiize a set of proven procecures and functions
SHIJCrTIng enteririse cevelcoment in the arovince. If the CJEDA
SJraves ceserving of germanance, toen a permanent structure snoulc
Je ceve.olet.  L.ear.y tols 1S a gecision tnat mnust be ceferrec
HNTLL The Lessons of exserience can be carefuily evaluatec.

‘e 1a1rc cotion 1s to ciscontinue the project at the end of
the thirs year 1f 1t 16 sutticiently successrul 1n acnievang 1ts
ceajectives by tnat taime. In this event, 1t may be possible to
SPIn o woridwiile activities to other instituticnal Nomes 1n
tne pudllc or Jraivate sector. But thas opaGarTunity would be
Constralnea 0y tne cifricusty tnese acencies woulc have in
ajrsoraing statr trom the LJcoDo,

PRUJECT LINARLES

he ultimate success of the LJELP wil: cesend cn the
-indaces estal.isnec with key actors in the Indomesian business
anc covernment systemns. ‘he nature of these lirks will vary.
Lenerazly, LJzDP wiil cea! witn some profit mading organlzations
o commercial terms. +t wWi1ll also assist small-sca.e anc
TOULeNcld entergrises on concessional terms, most often by
SUdaurling cther cervice providers, pudlic and private. Most
CN3.0x are tae recessary links to polacy and program
LECILIANMAKErS 1IN SUCH Lovernnent agerncles as national
Mmanistries, the Lentral Java goverrment, state banxs, anc
BHALANDU.  Hspeets of these linkages are ciscussed below.



LJebP wi1il coperate on a commercial basis with private sector
clients or intermecilaries who are abie to buy 1ts services.
LJeDP will thus be a competitor in the marxet for consulting and
financial services. 1lts success 1n thils market will cepend on
1ts adility to respong to market reeds and cemanc whiie builcing
its cwn Crecidlllty as a source of cost—-etftfective services.

LJdzb/'s tecnraecal and management consulting services will
lnc.uce assistance to potential toreign 1nvestors 1n 1dentifying
¢paortunities, toe oreparation of reasipility stucies, and
cea.1ng witn .ocai procecgures. Tnese services will be provided
on a tee nasis.

LazUr Wlsi De more procram and service orierited with smal ler
sCa.e enteririses. 1t may orter suosicized services to support
enteririse cevelcpment or may assist other provigers of such
SRCV.ICES Wi1TH Lnrormatiorn, technical assistance, arnc/or furicing
LArcuca tae Ji.ot project tunc. he relationship of the CJEDP
Wl these otaer acencies wi.. be a two-way street. wnile
Arevicing taem supoort, the project will trreguently maxe use of
SAELr Yescurces as well. ror exampie, the extension agents ot
the bepartment of .ncustry can play an 1mportant roie as an
cutreacnh arm tor LJ=DP.

LJzDr wilii retate to non-goverrmental organizations,
technica: institutes, and otaer service providers outside the
ArLAUCTACY 17 LWG ways. r1rst, 1t will cirectly support
efreccive drougrams througn tecarniical assistance anc/or Pllot
Arccect tuncing.  beconc, 1t may purchase services trom these
Crianlidtions ror appiication to program support activities on
2234.t Or arivate enterarise asenericiaries (for example,
tecanica:. traivant, specra.trzed research, or consultant
services).

L08 bavernment
Ldev~ wiil have several roles vis-a-vis the bureaucracy.
Nese 1nc.uce anr.uuence, program support, and tacilitation.

HS dan ancederncent entity, LJzb” wilil have ro cirect polaicy
G aruiram Contra, over any agency ot government. Yet, as ricved
dduve, 1L Ndy d Critlca. rose to play as an antiuence aoth on
Fir-tvanlt oc.acy and the arocrams of government anenciles now
SUTUVICIAL ENTernmioe Cevelopnent Services.  SHUCh 1nt.uence wl.l.
Cerzenc ore ftaur tactoryg:

o LLeonL ant visidle backing rrom the Loverrior ot Lerntral
Jdvd;

& J1VRS WILh Key CEeCISIONMAaREers 1in governnent agencos,
2sleCcla.ly these represented on the Hovaisory
boarcy

Gh



* tae quasity of CukD? information, anaiysis, and
services, anc the degree to whlch they are aerceivec as
sSupacrtive of various acency odJectives; anc

e adility to provice finarncia. assistance or other
resources to se.ected programns.

Aragram supaert will be a major CJEDP furction. The project
will identify ant assist existing government activities whicn are
o nave the potential to provice effective services to enterorise
ceveilcamert. Such support may taxe the form of technical
assistance, rtuncing, o research. fn emphasis will be piacec on
tarceting rtecnnica. assistance and tunding on particular
interventions that meet established craiteria ftor impact. Some
suca anterventions may be of a pilot project rnature.

ratentia. clients of government services tor enterprise
as515tance are otften constrained from using such services by a
.dCc/ of 1ntormation, sureaucratic barriers, or other access
Aroalems. LJcbP can reduce this problem by promoting effective
services, 1cent:tying and attempting to reduce transaction
QdITrlers, ant assisting agencies providing services to improve
avaliladl.ity ot those services to enterprises which would most
Jererit from them. Lredit i1s one area, tor example, where
Faci.i1tation coulc i1mprove the impact of several existing
soverrnment grocrams tor smal. scale enterprise assistance.
ransaction costs anc otner barriers are currently more of a
Constraint taan the amount cof crecit availabie. by working with
Join the crecait agerncies and potentaial clients, CJ=DP coula ofter
an anterratec ajziroach to reducang barriers to Arogram
Uti.lzation ang oernetits. A similar role could be played tor
LEVE @l Gther arograns,

Slywre V-2 cisplays these potential relationships with
various client groups and assistance agencies. It summarizes the
way that the project will give prioraty to supporting and
LLreni,iacrant existing institutions which are capaoie of
Araviting neecec services.  CJEDP will serve as a resource to
SUCA Institutions and as a point or coorcdination for the overall
enlteror.se cevesicanent ettort an the province.

PROJECT  EVALUAY LON

At several points the above discussion has referred to
reviews or evaluations whaich the CJEDP must uncertake to guige
cevelcament ot arogram, statf, anz organizaticoria. torm. HAHs part
of 2te Learning process, the project will taxke self-assessment
LUrLiCuUsLy.  Wille 1ts monitoring and evaluation statf will cirect
TG erIort, 1t wllls be an antegral aart of ai. Qrograin
Ul IO ant A concern ot alli statr.
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.nternal momitoring activates will be of particular
LGoOrtance 1n pulolng pronram ceve.ocament. Hs notea adove, thas
NOr1torling wlis Y8 concerrned with programs Joth wWltiln anc
cutsice of the progect. RHn awarerness of the overall environment
of entersrise services in Lentrai Java 15 ©dviously 1mportant to
Jrocram ceclsions orf the Ldobb, in particular, such awarerness
wi.. avert the ris< of Guplicataing or competing with erfectave
s@ervices a.reacy in place Ttrom another source. it will also he.p
the 2rojece panpoint eftrectave programs which 1t can support or
utl.lze Toroug) sudcontracting.

Yyomivor.ing ot statt cevelopmernt, operaticna. Jrocecures and
tinanCla. manacement wi.. ne.p tne Jroject phase its starf arad
arogram Lrowta sntels.slgently. There 1s consiceradle risi ot
tryang to co too nmuea too soan. The point of the LCJu=bP 15 to
improve, not aro.ilterate, services. Jroject marnagemernt wili have
tne resaons1iillity ot continually assessing organlizational
efrtectiveriess.

“he arimary client of 1ntermnal monitoring 1s tne project
arganlzation itself althourn summary reports of these assessments
Wi.. De aravicec to UbHID and the bLoverrment of i1ngonesia as aart
of the aro_ect's exercise of accountabiliity. The aroject will
use waort term techrnical assistance or subcontractec assistance
LATCountry o ass:ist wita the internac. monitoring effort.

ZHTermal Lvaluaticn

.ne tirst exterrna. evaiuation of the project wil. Je
concuciec curting the third year. ‘his eva.iuatior wilil provice
2nTormation to el the vovernment of ngoresia ang USRID
cetermine: L) whether to continue the aroject atrter the 1natial
TAree year term, ant <) whether continuation sioulc retaln the
torm of a Jrolect or Je placec within a rew organizational
ersity. ‘715 eva.uation willi assess the tollowing 1ssuess

° the Jmoact of LuzUA-Tunced pl.ot projects;

[ the ertectaiveness of 1ts mecharnsms tor celiverang
Services;

] the cuality of 1ts technical assaistance activities;

® 1te 1mpact on organizations to whicd tecanca. support
TAS J0en L1vern;

) ite arogrews an statt development;

® the cecree to which there 15 evicent cemanc tor 1ts
Bervices trom private sector clients;



the degree to which effective ccocordination :inks have
been ceveloped between the CJEDH anc other service
provicgers;

the resuits and i1mpact of 1ts research activities;
tne etfectiveress of 1ts systems for learving trom its
enterarise cevelopment activities and applying that

-earning to rew programs and organizational
arrancements.
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Culture, Trade, Cocperatives and Labor. Training is larcely
financed, controlled and administered by Central Goverrment
aofficials but implemented by provincial and local goverrnments.
About 15 percent of all training programs in the provivice are
provided by private foundations. In these cases there is
generally more local direction and control.

Available training courses cover a wide variety of subgects
including management, entreprervieurship, motivaticn, exporting,
praduction techrniclogies 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 morey" ranging from Rp+«1500 to 12,000 (% 2.20
to 18.022) 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 goverrnment-sporsored training programs.

Althcugh scome of the agencies which affer regular training
nrograms malintain a full time training staff, most training
instructors are hired temporarily from outside the sporsoring
agency: from cother goverrnment agericies, universities, private
busirnesses and PV0Os. This arrangement provides attractive income
supplements to the temporary instructors while being relatively
efficient for the training agencies.

Amcng the more important providers of training in Central
Java are the following agencies:

e BIPIK, which provides a variety of training
programs including the introductory rnine-week
training course for new TPLs and variocus technical
and managerial training activities organized
arcund the industry service cernters;

® BELKI (Balai Latihan Kerja Industri), an agency of
the Department of Labor which focuses orn techrical
training in fields such as mechanics, electronics,
woodworking and construction, with well—-equipped
facilities in Semarang, Surakarta and Yopgyakartaj

e BLPT (Falai Letihan Perdidikan Teknik), fcoccuses an
techrnical training and the provision of equipment
to graduates of the junior technical schools who
could not otherwise use the skills they have been
taughts

® BALATKOP (Balai Latihan Koperasi), regularly uses
2% different training modules focused on various
management issues to help strengthen existing
cocperatives and stimulate the growth of
enterprises under the cooperative umbrellaj
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