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The C~Vltr@l .JmV(l)l Ent(ft1V'pril!D@ DQv~!lf:Jlprmm,.t ~r@Jet~"~ U:.JEYJP) i~ 
d~si §iVl~d to d~mongtV'at@ th~t ~!Il fUD=ft:H!ppeV'1~L:id ~©lV0Fltlrtsf,1}b'3Y; @¥ 
Indone~ie'll proJ~~t ccm provid~ Yl)i ~VlIi fi~Bjj'lt @!}ril~l©lym@Vb~ fjel?Wl§l1! ~ill 
world ng wi th &l~'l(j through th@ plJ"'i va~® G0(t;'tm".. tOot>] O~ll@ goal @li' 
th~ proJ~ct i ~ ~Mployrl1(~vrt g~1'I~~ .. at iOlrll am©V'II~ the 2~ i"tiliD. 11 iOlrll pilloplG 
in t h~ prov i nCeI1i of Ct-!!Vilt r~! J' €\V dll " t'Jh i eh h&~ OVlleg cf t fll@ hi gh®5Vo 
population dl&n~iti~~ in thl'll !r,zotl"ld" e:1J £)m~o!l'iJd i£) 1l\3<iTIil:"1I'Ililri~==t~gtivll~ 
how the priv@'lt@ ~~etor'i knot'.)Yl 1,0 b0 ®Vi @Yll~ltn@ of' ~:h;?vG'l@p~fb~ in 
I;Je~t~rn S)oei(!ll'ti~~'i t::€in ~lllft"'folr"Bii thi~ e~t£lly1~j,~ rol@ ilrlJ ~ov@llr\rlm~nt= 

r~gYli!l1t~d9 l€lbor=~nn~pl y~~ ®grit;;ul tt~r€"l!=tJ@m!?d ~1~©\4IOfl\ili®go 

Th~ 9,,8 ml 11 iOi'1 dolll.~r'i thrffl?~=Y@LHt" prI\:JiJC)ij{':?g !§\llp!~~ort~d by 
USAID grant «!!nd lOiaYl YUVidID'i t"Ji ll1 b~ ~al'">1r""il3d out by (;j eOvY~'r6met 
staff of ~)(patriQrl;~~ tt'nd XV'Bth~n€'2~iill!rl!\0 ©lfJ~r('ID~; h)~ ui'ld@v'" '~h@ ~@l icy 
guid~ne~ and au.pie •• o~ thID provincial goV&rnffi.~t, ~ith funding 
p~.sed through th~ riHV1i~try ©IV Xv~t~\{~,(16Jl. ~f1"'ad>'B'''~" ThGf ~poJwe~ 
~Ji 11 conc.ntr0t~ on thr%?!& sz,UbDq,::~'tOF'~ 01 th® @!~On{jli'i;lJf8 Q\~r©lpro~ 

c ••• in~9 light MBnufaeturad mxport~9 and @ngi"@~ring aV'Bd mmtRl
~orkinge Within mach .ubm.ctor~ .p@ciQic ~ubpraJ0ct~ h&v@ be@n 
ida\,,-;; i fiad 9 plGllnnad~ COQlf"t'H y~rut~~cl... ~~h@clu!Qd ~n~ ~{liiD'6('lllcl ~;© @llot."J 
implementation to begin ifflm.~i8t~l~o p~ th. arlDi~.l ~ub~roJ®~tm 
~yee~ed9 Gr~ t~mpOlt'mri ly bl©~k€ll?d from o~~~\t'(llit hl~h tili\'" fQi 1 tlmfgl to 
changii'lg ~eoY'lomie o~''', pol ie:y ch"eum~'i';on~@~\1 th~1r"@ ~!§ G'lV'li i~&lflj't i fi!WJg 
~y~t~m of blAinging Vl~t'J ~ldJPY'oJ[~et @etiviti@i?0 vOY'vJ@b'''d for lIc;Qvi@t'J'il 
policy ~greem~nt end iMpl~M~ntMtiOfta 

When~Y.r po •• ibla~ support to C~ntr.l Jav.vm @ntrgp~naur. 
I1Jill b~ providad th!rou~h th~ p\,"ivarl:;('M •• ~t©1f~" YhaTr"'@ E1l1""@ ~@IDitiv® 
i yti:~V'lt i vas for Vlonprofi t org€1V1111;5ffilt iovo$'lI ~1r""il VGllt@ t;©Fd~~g1rili®\i!b9 aV1id 
Joint v~ntura. to in~r.&~. priv~t. e~pabiXllty to pr©du~@ a~@ ~@11 
products in dom~~tic @ln~ integrVl~tioVll8! m&'f"'~t(gt!2o In @'l1i'lJ ~~i[lllr'1~rnly 
such ~. C~ntr@ll J@ViS'J 5 t."h~r(g gOVfii!il"lrlm@iY'it ~lG~y~ CJ ~tU"i[ll1tll~ !ffi'a@<1'1tY'1Dhj,t9 
rol~ w1-;;h poli~y .Htanding d •• p into bu~i"mR. daei%i©nMBk1ng 
through invastment incantiv •• 9 taHs. Mnd lic~n.ine r •• tri~tio".1 
thare Must b~ .u~fici.nt govarnment connection ~nd involvamant to 
insyr~ th@t the C,JEDP g€lins o~i~ici~l R~ncti.on @n©1 @'l5.i~y;tmn~@f for 
it •• nt~rprisB davalopment initiativamo 

r:-iH~J For' th~ Centr@l J€!Vffi Enterpri~\R! DavaloplYialnt K)~~i~n ProJact'i/ 
the Dasign T~§fI1 produead its In:t~.r:im E!?J22r:j~ ~nd a voluma ©f 
HQr~ing £~~~r~~ both dated March 31~ 1983a This r~port build~ 
upon but do~~ not repl)gl€i.lt inforl11@\tion cont~ifted in th~~~ 
preliminary studieSa 



Three 5ubsectors, and within th'~m\l thr~~ il'ldividlJl0Il: ~'~A:.Bl-""~~o~ 
Jects have been chosen to focus proJ~ct efforts on real and 
pr~&5ing problems in C~ntral Java's ~CO"OMy whilru g .t tha ~ame 
time, .tt!1!Sti1'\Q an ~ntf"~Y'pri6e d~v~lopme;'i!t r"od~l ;"lIcrOBS G\ viIlY-iety of 
~conomic ~onditionm9 Under test i. Bf- @pproach which i"t~grataID 
IVsterventions ii"Bto industry sub&{g>ctor~ ib§)sad l'pon eomprehensiva 
analysis of production relationships9 critical linkaga. and eco
Ylomie opportunities.. The an@ilysis is deM§H"ud drivBV1\l beginlfDin~ 
with a ~ell-defined marketg a"tending backw~rdB through the 
supply line to first=level produc~rso 

Rather than sequentially Dv.r~Dming cen5traints, subproJect. 
incorporate ~imulti'At1~o\...iw 8~tionID €at ml\TIny point§ in til~ pro{h.H~,;tiQi"I 
tv mmrk~t ch~ivh Th •• ~ &.VfeY'ffi! €II1b't ion. ®r~ \:)'0'(: i nt~rd~p(l~H"idwl'lit ~ 
.aeh i. designed to hava impact on its own~ Taken together, 
howevar, they ara mutually r.inf~rcing9 multiplying the affect of 
~ll subproJect ~etiviti.so 

The model c€!lls for iYrt~rvefl'Gio'i')~ ~o i!i'lil~H'1lt.::-'G OY) i§!\'ld be rat)= 
dered by the pri vatlii;l B@H:,tor ~~hEnl~var '0c,l yt il6)i'I'l'§ hova Tflot beEI:) 
ra!:iarved for governmEnt" For EH,gwplt&'j) at t111& BG!lma t iUilE the 
proJect is suppor.--t i ng tachY'lology ii"iIJ~·W·©lV~'llf&?1t·0 i Ya th~ illm§ll~~t 
iron-casting foundry (the supply sidE)v it will aleo bm amaBEing 
leV i d enc~ to Ill\ f f ec'e n~ t i on<illl PI{:) 1 i I~y O~l ffig t:h i ~"'§?1ry i un P©!I'""'G & (t I-l ~ 
dem~nd side)" Th~ coordi'J'i,@ttgcl j,"nt~Y"v~n~l(;iDVliD I;;Ji11 b(g r~lan~g(gd frOiTil 

outsid~ § govei"nm~nt line .g~r)cy~ but ~ithiTfil 'GiI!@ fY·Qm~t.'JoY'~{ cWid 
purvi~w of governm~nt poliey r~vi~w~ pr©vidiTfil~ en @p~rmti©Vlial 
base which can affect public deej.ions in support of pY'iva~@ 
sector dev.lopm~nio 

SubproJect~ spa~ @ wid~ r@nge of industry ~ir~um0t~nE~~ and 
opportunities. The shrimp production and mark@ting §ubproJeet 
b~gins with a well defined Euport rnark&t i and mev •• b~ckw~rd~ to 
pr-oblems of supply.. Th.], :i,ght 11!@'i'lY'fac'i.a~riV'll~ (§\~~pert §ubplf''"'oJ(Yt'.:'~ 

begins with a knowledga that ether eountri~~ have built .Hport 
mark~t5 frOM raw mat.rial. and labor ba ••• ~imil.r and g in Eom. 
casel! i nf.rior to tho~e i VI C~~mtr'Bl Jav€'\" Thl~r~ i.>1 hO~J.v.r\l s 
major cha 1 hmga in IDhapi l'1Ig ciemllas'y'; ic product ilbll'V'l to u:ile@t th. stlr"'i 1rD= 
gent d~flh~nds of if1tal'''nat:\on€l!.l cOuJlpatitioi'l" Ttl. fi"ii®t'u:R il."l[;hJiID'(;r"y 

d.velopment subgroJact i. da5ignRd to build iner.a •• d dam •• tic 
ciipac:ity to prodlH:a M@ichir"')e~9 aquipriianG a1rDd pa'V' .... t. pr ••• ntly im= 
rort eo \I pa rt i ell 1 al'" 1. y i f1 t ha @grapraee •• i VIl9 i 11'lIrd Uf§l; ry 0 

Tn~r~ is mutu~l reinfore~m(g1'ilt 0mOi'li~ th® thV'@?~ ~ybpr©lJ(',§H:;t§., 

Building a modarn shrimp produetion capacity, ~O~ Qxampl&9 will 
requir~ Mab'hiY'l~Y'Y to €M~r'@lt~ ~hr:;i,lij"lp pO'if]~~'il fi1~ t."(gl11 €ol§ ~S"~(glcl mil1~ 

for Mixing ~xp~n~iv~ in~reclie~tID according tlbll pV'~ci~~ §p&ci~iea= 
t ions" Nei tn~r n~~d i§ pr(gl§~Ylt l:y $~1f'V~t1 by 'tha dom&~t ic rm.~t§l 
indu~try" One 1 ight manuf@u;tur&1fJ (~mport i t~IfHl to ba proriiotad wi 11 
b~ ornamental br~~§ produet~a Thi~ ructivity will b~VIl~fit from 
t~cn"i~al .dva"ee~ to be facilita1ad in ca.ting foyndrie. by the 
M~tal industry dev~lopment subproJect 0 Each subprOject thus will 
profi t from 'the knollJled~e ~€!i ned'J the produc'Q;. improv~d9 lll;H'ld tile 
ii!1~rkat5 op~n~d by th~ oth~r t~'Jo !§ubproJ@et§c 



WhilE maJor .fforts ~r. ~onc."trAtwd in the three subpro
Ject., • amall cora ~~a¥f will inmur@ th8t thd dav&lopme~t modal 
i. ~ff~ctiv~ly t~Bt.~9 provtdm aYDr~Jl m8~agmma"t gu1d~ft~@ and 
dOCYmQlt'lt tfi)~ 1.\:H~owuo !~G!Fn~d\J in%uv"fii' l6~oordit'l@~iov~ .pj"i'llt"H'l~i .Jlt';;.~c;ivi~" 
t i •• " and Y'€N!i ~~~ pol icy @rn;)j maero~eonoffiie i 'ff'~l$U~~ 'I.~;::~t;hv.I1 .{j'iJP\)"'(Jc~

priata If;!v@l~ fol" policy r~lfw©lutiono ~JQr~til"ig lIJi!iid,,;l)f"th~ dh'~l::t:jOV\ 
of th~ Gov~rYI0lf' of C~!f"lia"Ql .J~v~'>l trsi th pol llf.;!!" @l.d,cl,\)::n:>li'h ff·\I;'~;n t~h~ 
BAPPEDR, thi~ unit ~8ill h~v~ dir~t;:t eOiff~r@.l~t'tO ~Nith 12.0';;['1 u~~nnJ €Sind 
the GoVmlf'nm~fft of I nd01fl.l1ii ill" 

Dol.lmr Q\1d rl'~liah 'funding ~'Jill hI§' i1flitl~~i"'i!1\t~d tf(~l 1S~.lpport both 
thE cors .t.ff and the oparmting bud~.tB for tha subproJect.~ 
Ad~quGt~ pY'ovi~ion ,,~~ O~~\,1 m~EI~ ~:oV' dollcl'r puY'~I·,@l.~~~ of i;geh!,'Ii'= 
c~l @s.i.t@nc{£l 5nd COli~m()dit~"\'fif~ teJ! ~ompl~m@"(lt loc,~l cV>Y'r~'l'I(~y 

o~rat i ng fundso 

Whil~ the initial activit i •• of th@ p~oJact are w~ll de= 
fi"~d9 the future of th® CDr~ .t~ff ham b~an l~ft deliberately 
opens e •• ad upDn thw findings of g~hilldul@d project aval~ation51 
UBAID ~nd the GOZ will d~eid~ whdth@~ project activities should 
be fully trmnBfarrerl to thm priv~tw .~cto~-=~ ba5ic princi~al of 
t ha proJ ~ct '} If)or~ form@ 11 y p 1 ffi~~d t;t i t h i ~?! gy/(?";' l'dl'r'" mo'{'w of t h\"" 
!Jov@rnm~nt'i~ opar€'ltin~ &~i&nt;i~'ID\J Qi'" llilimi'f~·g2,'l:a¥!1:1 du~ ~t:~ ~}J~~~~~ (our' 
cl(gillr f€hilut"'~) i1'1 €lchi~vivlg it;~ ;aogl~ of "11g}fll0'{;~tlt,,@~;j,~;9 r,c'<',;' 
.Mploym~nt can ba po&itiv.ll .¥te~t~d by puelic se~tor gc~~)r~ t~ 
.nt ~rpr i S~ d~v.l opment i Y'I cz." ,,:'ijlfIiP 1. tf'~{ i~Ii;:'I~:W~'Offi i ~ ~'Y'N i l"OY'lfWIC~ "i; 
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lhu dem:cn of th. Csntral Java Enterprise D&i~lD~mmnt Pro
J€ct (CJi::..TlP) ~~ga'fl \'1.!1 th a seeJll""~n f()r til Fl-:€l:Ir15 tl}J' I Ih ;<:~'I pl..~Dl it: 
funds could b~ us~~d '\;(;1 iY'ICr€"al'~~ p;"<o{jueti'lt~ t;;?m~,l';'im\'~!'It 1;hY'.;)ugM 
as.Si~ta,l~!r.e t.e, the p\"';i.vate ~e£.'t()r·" Thj,s (,;;ha!11;~r' ~"J[;Fda'''.i,.6(?lS the 
~VigerlC©~ af,ej r'et2soYIi.ng leadin~ to ·~,i.·3 PI''';;:.jf.gc:t b'~; ... jl-·!·' i.~ de5cr'ib~d 
i'f"i the fci,!':"W1Ylg ch~pt;::;..\'''S;o 

rh~ d:i.ft'.CI4S~,ioV'! :1.5 Miv';I"fi!d jq'l:;c. ·j;~)'.lY· Oi~t,·ts~ B~ction A 
reviet;"J~j the l"ec~nl~ tEeL "\r::;:~::: (jj,!5';'CW, {If ~.Ail'f&t;f·<il!l J~va an(1 concllld@5 

trl@t ttH~n~ is c:on~.i~j"l'ii~~~:i~C:~ (.IPPC,y·'l;l~;dty '/«)Y' plr'c<1uctiv~ ~rliploYrl1~Ylt 
~ern~rat~ol,) in the prf.:iVl'oj;;:'~, ~}.,,~~t;iO\"1 B 'iH!iLll1iYI~v the eY'lvilAonm~r"l; 
fl'r EH'stfctrprif3>S' f.ieVfi:!hC1f:U(l(:' •. t" n')cl~)"jir.~ t.t"i:' struct;Yr~ cd': the mi'lY'lu= 
f.'ltctt.H"lfIFJ sl-?ctor~ i?l'!t:~·,·~.'.·l '",{? ,",~\I[:-t:,c!.I,;m;:J!'Y}: pol ici(2s9 and c,uppo'rt 
~\f'r·v:,·~as. Aga:i.nst 't;,: ;,.-.;,. t~ac'~~lro:'L'V:'j~ E)~;:-t:ticq"<i C discusses the rol~ 
e,f t;,,~ ,: -'E'")P lre rn"·ornot~.'!l!;" ~:h:;:Il":"~'uGn'lt gWY;"~~Y'aticli'"l by ~'Jorking 
~j,,-e·.:t.ly ("'J"tr, ;,;'t8' O't'l,V.""-':'€? !&~c{;{n'" s¢~ct:.·;:If) D §'xpl@d.ns th~ foru£> 
~f tha proJ~ct1s activlt195 1~ ~hree particular industry 5ubsec
:.C'\!·S· tel acl-li~v~ m~Xiil"!J"l ,;ff;;,.ctiveVless" 

q. r'~ ~MPLOY~EN( ~~nBLEM IN CENTRAL JAVA 

Tn~ ~roblem of gener~ting adequate productive employment 
oppo,~t\.1n:,ties for a rapidly ~F"moJing popull'StioV'1 is 'the most 
serious economlC challenge f~clng Indonesia at present and for 
th£ d@cade to coma. A brlef review of the recent macroeconomic 
history of Ce~tral Java will serve to illu5tr~te the 5jgnifi~anc:~ 
(J'f th is lIaMployment prc,b 1 emil" 

The decade of the seventies was a p~riod of rapid economic 
growth for both Indonesia and Central Java. When compared tD the 
extrema economic instab~lity during the early 19605 9 the recurd 
of this period is iMpres~ive. Much of the available evi~ence, 
however, indicates that the impressive growth in production was 
not matched with equally impressive gains in employment. This 
problem is now becoming even more si~nificant in the face of 
~lobal economic instability and weakening international oil mar
ket~, problems that are combining to slow Indonesia~5 overall 
economic growth rate. 

Both the ndtional and provincIal economles were character
i~ed by sustaIned and healthy rates of growth in production 
durIng the sevmntis5. National Gross Domestic: Product (SOP) grew 
at a real average annual rat. of 7.9 percent ~etween 1971 and 
198121& Du'r:'ng the same period, CSfltral J~~va"5 Gross Regicmal 

jmenustik
Best Available
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Domestic Product (GRDP) increased at a siightly slower rate of 
5.9 percent. These figures mask tile fact that Central Javais 
growth lagged well behind national growth in the 1971 to.1975 
perioo but rebounded to a rate slightly ahead of the natl0nal 
average after 1975a 

Structurally, growth in the Central Java eco~omy was led by 
the tertiary sector (trade and services i includlng public admin
lstration and defense) which grew at an average of 11.0 percent 
per year ~hrougnout the seventies. Public administration and 
defense was tile largest single contributor to this sector~s (and 
aggreDat~ GRDP's) increase, although transr~rtation and communi
cations and bankinr ~nd finance also grew very rapidly. 

The rate of growth in primary (~2riculture and extractive) 
and secondary ~manufacturing, utilitiss, transportation and com
roun i ca.t ions) sector act i v:i t i {?t;i, bot \\ of ~'!h i c.'h ~~~)"e l'"!egat i Vf.i? dur
~ng the first half of the decade, a~celerated considerably af~er 
1~ry5. Agriculture achieved a positive gro~th rate of 6.@ percent 
Detween 1975 and 1980 and manufactui~ing accelerated from -6.9 
percent before 1975 to an av~rage r~te of 9.5 percent in ~he 
post-1975 period. 

shares of the primary and secondary sec: in Central Java~s 
GRDP declined between 1971 and 1980a ontrasts with the 
pL}t~;er-"r~ c.'f' t~~a.tif.)}~;al gr~cf!y,!tt-; VJhich ~~as leL ~<dJ the 5eco'(~di3l~Y st:ci;(:)t---. 

with a much smaller increase in the share of GDP claimed by the 
tertiary sector. This illustrates the spati~lly unequal pattern 
of lncustri31 development in Indonesia during the 19705. 

Durlng the 1971 to 1980 periods the total population of 
Cf2nt y-,,-,.1 J c;iV<:\ greti~ at (;In average annua 1 r"'ai;e of 1.67 percel'yt wh i Ie 
the worKing-age population (those ten year5~d and ov~r~ was 
growing at 2.27 percent per year. The total number of econom
ically active pel sons increa5~d by 1.9 million during the period, 
an average of 212~000 persons per year. The number classified as 
"ii-;\orkil'HJII increased by slightly l~~s~ avel"agiy,g 21i~000 p~r y~i~ar" 

The most significant sectoral shi~ts in the demand for labor 
c"Jrlny the 19705 were the uecline in the proportion of the work
force in agriculture and tne increasing importance of the trade 
and service actlvi~i8S. The share of the working population in 
1nanufacturinQ exhibited only a mod~5t inct"'ease" Th~re is 
little direct eVldence available to assist in analyzing important 
issues related to the quality of employment or its productivity_ 
There are, however, several indirect indicators which can be 
~ x e.wn f"ied s 

1,...i8!!5US Qat.a or·, "emp loymeFlt stii,t; us II =-tha!; is l>"-Jhethe ...... the 
respondent was self-employed 7 an employer, an employee, or an 
uy,p<ud fBlmily l1Jorl{e:r-~il'"ldicate th~t the Pk"'opc1rtioS'"! of HcmtreprE--

jmenustik
Best Available
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neurs 'l (self-employed and employers) in the tot~l workforce in
creased from 38.3 percent in 1971 to 48.5 percent in 1980. This 
increase came at the expense of about equal proportions of emp
loyees and unpaid family workers, implying that the ratio of 
"employees ll to "employers", or average firm size~ has decreased a 

This finding suggests that much of the growth in ths working 
population has not necessarily been in high productivity employ
ment but rather in less productive self-employment. 

This hypothesis is fUrther supported by other indirect evi
dencee Research on real wage trends indicates that~ on average, 
there has been little change in earnings since 1970. Among 
skilled industrial workers, however~ wages and productivity have 
risen. This implies some decline in other sector~a Other evi
dence indicating increases in marBinal employment inclu1es low 
aggregate levels of average labor productivity in the economY9 
and unreasonably high employment elasticities in certain sectors. 

Open unemployment does not appear to be the maJor problem in 
the Indonesian economy at the present time. In the rural econo
my, based on the household as an income earning and sharing unitw 
the concept of open unemployment has little relevance. In urban 
areas, where the concept should have greater applicability~ open 
u"lemploYUlent has 1 itt 1e d i \~ect associat iOY'1 ~...,i th poverty. The 
open unemployment that does exist is apparently concentr~ted 
among the educated young who are waiting for better Jobs than 
those readily available and who are being supported by their 
relatIvely well-off families in the meantimea 

The vast majority of the population cannot afford the luxury 
of unemployment and must enter the workforce in any w~y possible 
in order to earn a living, no matter how smalla In both urban 
and rural a~eas then, the issue of importance is underemployment 
not unemployment. 

HenCE, while the macro-level data suggest that the demand 
for labor has been keeping pace with the growth of the working
age population 9 it is more likely that the condition of poverty 
necessit~tes that those of working age ent~r the labor force as 
~entrepreneurs'l in an attempt to secure at least a Margin~l share 
of the available income. 

The relatively high GRDP growth rates ~f the seventies were 
InsuffICient to aosorb the rapIdly growing supply of labor in 
prOductIve actIVIties. ThIS had the consequence not of increas
ing levels of open unemployment but of apparently increasing 
marglnal~ low-productivity employmento 

The size of the working-age population will continue to 
grew, adding increasingly large numbers of potential workers to 
the labor force each year through at least the end of the cen
tury. Under reasonable assumptions concerning the ability of the 
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economy to productively employ these new entrants. overall ~cono
mic growth must reach approximately 708 percent pe r year . wIth 
the industrial sector growing by no less than 11.4 p~rc _."t per 
year, if the employment situation is to improve. 

It is of considerable importance, the refore 7 that the decade 
of the eighties be one of sustained economic growth in Central 
Javae This must go hand in hand, however~ with consciou5 efforts 
to direct that growth in ways that maintain a high emp l oyment 
~ontentv Given th@ declining capacity of the a gricultural sector 
to absorb labor and the questionable welf~re implications of 
continued rapid absorption in the tertiary 5ector~ the burdens 
placed on the industrial sector in the decade to COMe are gr~at. 
Ev~ry effort Must be made to promo~~ a pattern of growth which 
has a hlgh capacity for generating product ive employmento 

A major conce~n is that a signlfi c dnt portion of Indonesiais 
economic growth in the seventies was a dire ct result of the boom 
in oil revenyes and the relativ~ly l a rge government dev~lopment 
budget which this allowedo Oil reve nue s in the second half of 
the seventies accounted for 70 perc ent of the government~& total 
revenue, oil exports genera ted two- thirds of the country~5 
foreign exchange and the oil bonanza measurably improved 
Indonesia's ability to borrow abroad~ 

It is against this background that the Governor of Bank 
Indonesia r~ported the 1982 figurGs on the trade position of the 
nationv Accnrding to his report9 gross income from petroleum and 
LNG exports declined by nearly 16 p~rcent b~tween December 1981 
and December 19820 When this is combined with a ten percent 
decline in the value of non-Oil and gas eHports, ove rall export 
~arnings are do~n 15 percent since the e nd of 1981. At the same 
time foreign exchange spending incre ased nin2 perc e n t ~nd re
serves of foreign exchange were cut in half . The s e de clinas will 
be compounded by reductions in oil prices and allocations in 
1983a 

This weakening international position of the Indone sian 
economy reinforces the i mportance of promotirlg dome stic indus
trial activity with all ~vailable mea nso If the dev~lopm.nt 
progress of the 19705 is to be sustained in th~ fac~ of difficult 
and increaslng constraint~9 prlvate sector economic activity will 
nave to assume. leaderShip position. In the context of both 
promoting growth in production and in productive employm~nt 
therefore, the Centr~l Java Enterprise Development Project offers 
an important opportunity to test mechanisms for public s~ctor 
support to private sector deve lopment. 

B. THE ENVIRONMENT FOR ENTERPRISE DEVELOPMENT IN CENTRAL JRVA 

In this section three aspects of the enterprise d evelopment 
environment will be reviewedg an overview of the structure of 
manufacturing in Central Java y selected aspects of the government 
policy ~nvironment9 and existing enterpris~ support 5ervic~sa 
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The most notable chacteristic of the economy of Central Java 
is its size and complexity. Thera are nearly 27 million people 
living in an area of Just under 35 thousand square kilometers 
(the approximate size of the combined areas of Connecticut and 
Massachusettes but with three tAmes as many inhabitants). 

Manufacturing firms in Indonesia are divided by the Central 
Bureau of Statistics into four catagories by the size of their 
workforce: household (1 to 4 worker5)~ small (5 to 1~ workers)g 
Medium (20 to 99 workers) and large (100 or more workar5)c 

By fror the largest numbei" of ufirm~" are ~n the housljghold 
Industry category (see Table 11-1)0 Household industries are not 
legally lIcensed and many do not operate on a full time basis. 
They are often only one of a number of income generating activi
ties uncertaken by household members and are a r~fluction of 
complex urban and rural household l~bor allocation &tratagies. 

The greatest concentration of household industry activities 
(an estimated 70.8 percent in 1974/75) ~era working in three 
Industries: bamboo, rattan and WIllow products, traditional 
sugar production (palm sugar); and batik manufacturing. Other 
actiVItIes Included food processing Ctahu~ tempe, krupuk, etc.)~ 
roof tile manufacturlng i rope and twine manufacturing and brick 
makIng. These enterprises are distributed rather evenly through
out the provu",ce and !=woduce primari ly foY' @) loc@l mar({~t" 

Taole 11-1 

DIstrIbutIon of ManufacturIng Enterprises in Central Java by Seale 

1 
Household Enterprises 

Small Scale Ent~rpris~s 

Medium and Large Scale Enterprises 

Notes: 
1 
2 
:3 

Biro Pusat Stati5tik~ 
Biro Pusat Statistic9 

Biro Pusat Stati5tic~ 

1 ~ ;:)92~ 373 520 9 392 

l,380300 20~4(Jj7 

3 
],85,400 1" 711 

1974/75 Sensus Industri 
1979 Statistik Industri Keeil 
1980 Sensus Industri 
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Small scale fIrms are found in nearly every iY)dustry. The 
largest portion, however~ appear to be clustered in a few major 
lndustrlal activltles. FIve industries (wooden furniture, batik2 
weavIng mills, tahu/t~mpe (soya curd and crackers) and krupuk/em
plng (shrimp and cassava crackers) accounted for 54 percent of 
tot~l employment and 43 percent of the total number of small 
firms in lS19. 

Small scale industrIes tend to b~ somewhat mora geographic
ally concentrated than their household enterprise counterparts 
and particlpat~ in somewhat longer and more sophisticated market-
1n9 channels. Among the notable geographic concentrations of 
small lndustries &re woodworkIng in JBpara~ batik in 8010 and 
Pekalongan and tobacco curing and proc~s5i~Q in Boyolali and 
Klatene 

MediUM and large scale industries are heavily concentrated 
In only two broad industrial categories, food (beverages and 
tobacco), and textiles (w~aring apparel and leather> which to
ge~her accounted for 84 percent of the total number of medium and 
large scale firms and 83.4 percent of total employment in thes~ 
fIrms in 1980. There is also some geographical specialization 
WIth thes~ larger firms. Cigarette production im concRntrated in 
Kudus, ~~nyuma5 and PurworeJo and th~ teHtils industry i~ cen
tered in th~ Pekalongan 9 Kudu5 and 5~marang areaso. 

Although medium and large seale firms accounted for only 9 
percent of total industrial employment in 1980~ they Accounted 
for 88.4 percent of total value added. The value ~ddBd by medium 
and large sc~le firms increased by an average rat~ Df 8e8 percent 
per annum from 1974/75 to 1980 while employment in them. firms 
was only growing at an annual rata of 4.5 percent. Thi~ 5uggemts 
IncreasIng worker productivity. 

High rates of increase for both labor and value added were 
also reported for the household and small meals industriES during 
the same parioda lhasa data are much le&& conmistant and reli- . 
~Dla, nowevar 9 and other indications ara that ~hila a great deal 
of underamployad labor was ab&orbed~ particularly by the hou5e= 
nold enterprises7 the value added par worker probably did not 
rIse signIficantly and may have actually fallen. 

The policies of the Government of Indonesia regarding the 
development of privata sector enterprise have changed over time 
as have the relative prioriti~s assigned to the goals of equity~ 
financial stabIlity and aconomic growth. Most racently~ emphasis 
nas been placed on the development of small-scala enterprises 
owned by indigenous Cpribumi) Indonesians. 

A number of government programs and regulations have been 
aeveloped to address this ObJEctive -- especially in the areas of 
subsidized credit, technical assistance and training, government 
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pr0curement policies and preferred licensing and credit arrange
ments for small-scale producers. These and other policy issues 
.re examined in soma depth in the CJEDP Interim RepD~t and re
lated Working Papersa 

In general, it appears that the most significant problems 
for priv~te entrepreneurs in Central Java are less a rS5ult of 
th@ Intent Dr structure of government policy than they are a 
result of the uncertSlnties often created by the ways in which 
that policy is implemented. This uncertainty, and the resulting 
reliance on bureaucratlc interpretation of government policy and 
regulations, is felt throughout tha government structure and 
influences the application of government regulations in the areas 
of licensing, foreign investment 9 the acquisition of capital. the 
control of trade, taxation 9 labor relations and others. 

A major reason for this ~~oblem is that the government 
15sue5 very general policy directives at the national level. 
These are then clarified and interpreted by a large number of 
aepartments and officers at lower 1~va15, giving officials not 
intended to be policy makers significant discretionary latitude 
over the regulatory process. This leads to concern among entr~= 
preneurs as to how govarnment policy and regulations will be 
applied and encourages the use of "informal payments" to facili
tate favoraDle interpretations and procedural assistance. 

There are other policy interpretations whiCh encourage the 
formation of cooperatives, restrict 5ale~tad areas of economic 
activity to p~ibumi entrepaneurs7 set prices of inputs Dr out
puts~ establish government-owned companies which compete in the 
prlvate sector~ and allocate government-control!~d contractse 
Each of the poliCies was originally Bet to address a national or 
local priority. They sometime restrict economic activity which 
would take place spontaneously in the absence of restraints. 

There are many enterprise development services available to 
selected entrepreneurs in Central Java. These may be catagorized 
under four headlngs~ technIcal aS5istance~ training, marketing, 
and credIt. Among providers of tiles. services are~ the Depart
ments of Industries 7 Trade~ Cooperatives and Labor9 a number of 
universities and technIcal in5titute5~ banks9 and a variety of 
prIvate voluntary organizatIons (PVOs). 

General problems that cut across the overall enterprise 
aevelopment effort includedg 

o the lack of coordination among the various service 
proviDers whIch leads to service duplication and an 
lneffici~nt use of human and financial resources; 

o the laCK of qualified personnel to plan and ~ffe~tively 
carry out these programs; 
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top down plannlng which often leads to the provision of 
inappropriate services; 

o apparent difficulties An delivering needed services to 
tne private sector; 

o gaps in the types of services available; 

o the lack of suffici&nt funds to carry out projects as 
P.i. ilH·.n~d i and 

o lack of lnc~ntive& or linkages to foster direct firm
to=fiY'rtI suppoY't" 

One overarchiYlg r:.rroblem t;\,hich characterizes enteY"pi"iss 5l',p-r~ 
port services in Central Java is the limited scope and perspec
tlve of each efforto "8iY'I91& fBc<i;c.i,.,.H solu.tioYls to t~ompleH ent{l'r~ 

prise development problems aboundo No singla agency has a char
ter, or has seized the opportunity, to coordinate or organize a 
comprehensive attack on the multidime~sional constraints which 
currently impede the enterprise d~velopment proces5a 

R second and more funaamental problem is the inadaquacy of 
the public sector to provide services which ara on tima, comt 
effective~ and sufficient to support priv~ta sector initiativeSa 
This is not a unique situation in Central Javaa Rarely ean a 
~overnment's administrative structura, in any country, sffective
ly respond to the neads of private sactor entrap~neursa Under 
any of a number of equity conffiideration5~ there is full scope for 
~overnment serviCES in Central Java ~hich promotm gnterpris& 
develop'llsnt9 The services ~·"hJ.ch 8r® i"IOt.'J ellvai lable \~'w"e r"lot 5l\ffi~ 

cient, however, and the government providers are not appropriate 
ven~cles, for a project which must provide dynamic leadership to 
lndividual firms and rapidly increase productive employment 
opport Ul"li t i~s. 

The particular government service organizations and those 
Prlvate Voluntary Organizations which intaract ~ith~ and can 
contribute to~ private sector davelopmant in the thrs. subsactors 
selected are identIfied Bn~ discussed within the conteHt of each 
subprOject dE5crlbad in the following chapter5a 

c. THE ROLE OF THE CJEDP 

Given the nature of the environment for Enterprise dEvelop
ment in Central Java, the range of services currently being 
provided by existing public sector agencies~ and the purvasive 
involvement of the governffi~nt in policies which directly affect 
the private sector, the role of the CJEDP should be to test the 
efficacy of a public-to-private=through-private sector model of 
employment generation. This uhould be done with sufficlent con-
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centratio~ that the problems hindering the development of private 
firms, beginning with the market~ a nd eMtendit.g backwards tnrough 
several stages of supply, can be adequately addr~ssed. 

If restriction to a few 5ubsectors~ to allow concentration 
of resources, is one paraMeter of the CJEDP, a second calls upon 
the private sector, whenever possible~ to deliver t he services 
required to assist other entrepeneurs. It is firm-to- firm link
ages cellu;mtt:d by mutual i:AdVcd'yt&.ge? t.'<ihid) have been S UCClia>ss'fl.l! i" 
othe r ~nvironments, which should be tested in Centra l JavD~ 

A third parameter calls for the delivery of a full range of 
needed services to the few 5 ub5~ctor& 5ul ected 9 to include tech
nical, organizational, manager ial ~ policYt brokerags1 marketi ng~ 
research, 2Mtension 7 and ass istance in accessing credit. The 
project will thus act to si mulat e an open market economy, wherE 
factor costs, deffia~d and supplyv incentive and return op~r6te to 
guide business decisions. Insofar as possible, the project will 
bal~nce, redress, and reduce restrictions and uncerta inty to help 
foster the economic growth which i s a nec~s5ary concomm itan t to 
increased off-farm employmento 

D. THE FOCUS OF THE CJEDP 

GIven the size and complsKity of the Central java economy 
and the vast assortment of potenti~l opportunities for promoting 
employment generation througn private sector enterprise d~ve lop
ment, a limited pilot project intervention s uch as the CJEDP must 
nave a clear focus for it s activiti~sa 

Th~ early stages of research for the project dssign Identi 
fied 51M subsectors for more d~tail ed investigation, based upon 
straightforward criteria of importance to the economy of Ce ntral 
Java, opportunIty for expa nSIon, ~nd pot entia l employment bene
fltS. More detailed field work has generated thre e BubsBctor 
analyses and the identifIcation of subprOjects within ~ach &ub
s~ctor. The crlt~ria used to narrow th~ foc us and to dasign 
5uDproJects were: 

o relative importance to th@ provincial economy in 
production9 productivity and tot~l employmant~ 

o potential for lncreaslng direct ~mployment opportuniti ~s; 

o potential for using/developing forward ~nd backward 
linkages to having a positive indirect (secondary) 
employment effect; 

o potenti a l for increasing exports or import 
substitution commoditiws; 

o potential for linking small-scale producers with larger 
scale firms in SUbcontracting relationships; 
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o a set of problems which have a aolution within the 
resources and scope of the CJEDP. 

The end result of the application of these crlteria has been 
the identification of thre~ ~ubssctors in which the~e appear to 
be hign pay-off opportunitiuB for CJEDP mubproJect i~terventiona 
These ara3 (1) agroprocessing industries 5ubsector9 with Shrimp 
Production and Marketing as the subprOJect; (2) Light M~nufactur
ing Export subsector, with Light 11anufacturing Promotion COMport 
services, ornamental bras59 raadymade garments and rattan/wick~r) 
as the SUbprOJect; and (3) Enginaering and Metalworking subsuc
tor, with Metal Indu&try Dmve'opm~nt (agroproce5sing machinery 
and equipment, and component part manufacturing) a9 the Bub
?roJ~cto More detailed explanation of each 5ubproJrct is con
talned in the following chapters. 
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The C@t"'lltY'i'ltl J~v~ EY'lt~rpri5rg D@v~lopm(ili'ltat; ProJ~et rfig~milbltaill ~ 
~~S§~ (. thra.-wh.~lBd Indonesian pedicab) and drivar~ with its 
thr~~ ~~mi-independ~nt ~ubproJ~cts link@d nnd dir8et~d by d ~e~= 
tralized li1an§\g~m.nt structut .... $Uppo'ii~t@d by .E} COr"~ t~~ua of d~v~l= 
opm~nt profes5ion~ls~ Th~ v~~t majority of all proJ~et activity 
will take plac. within ~p@cifieally id~ntifi~d and dwsig~ed ~ub= 
projects in the three indu$triBl ~yb~@ctor~ (5p~cifi~d in Chapt~r 
xn .. 

Dn~ primary thrust of the P~oJ@ct will be to lnsu~a that 
necessary practical steps ara taken ~o that individual subp
rOJects are c@\rried out i§'fflf&~tiv€!ly ~!ygd th~ir obJ~ctiv!§g, 

acn ieved" On @noth~r leve1 9 l1ottH~v~r9 <i;h~ ~ffort ec,i 11 b~ 'GO 
d~velop and t~st me~ns of ill&ikiY1g the;; QV(gY'ell PI"oJ(§Jc'l; fUY1e;':;:io!"j in 
such a way as to make th. "whol.~ af ita .ubprDJact activitiEs 
greatEr than the Bum of thEir parts ~"d prove the vmlua of tha 
enterprise dRVE10pif{,~rtt mot:i(§'l baiY'lQ t(g~·i;.d" Th~ t;antl"al @lamant!§ 
of this model include the fgllowing~ 

o 

ThE groupi~g of savaral disti~ct ~ubprDJ.ct gctiviti~~ 
u.nd~r one lUllbrallm fOl ... • purpo~'H~§ of fh1i§1Ylce.., m€\i(lageiJi@Y'lt 
and the provigion of technical assistanCE, 

The provision of intensive assistancB to p~ivata sector 
~nt~rpY':is~s conc~y)tr€rl;Bd t"JithL) @ defiYHll!cl Bub.ector i§lnd 
basing this ••• istancR of a comprahensive understanding 
of the potential and constraint. of individual 
industrial &ub.ectorB~ 

Th. initiation of Multiple intarventionB within an 
industrial Eubsactor r.cognizin~ interrelationships 
between activities and particip~nts in the production 
and marketing cnain 9 

(;) Th. provision of entlllnnpr:is~ development €l!s.i~,,>GaYic. 

primarily through privata sector .ervice providers but 
making u •• of government funds as required to stimulate 
and support privata sector activities and e"cDuragin~ 
th~ commgrcial i zat iOYI of tho •• ac~t i vi tie. l,"Jhich 'need 
not be based on long te~m government subsidiesl 

o lhe carrying out of research and analysis relatad to 
specific cOFistraii"lts to private sector development 
coupled with attempts to influence policy Makara who 
might be able to adJust policies which can be 
demonstrated to b(gil cc,unterproductive to the enterprise 
development proc~.sD 
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Considered individuallY9 none of these elements is particu
larly nov~l. Each has been tried with varying effect in differ
ent situations. It is in their combination that they find their 
uniqueness and it is in the success of the proJDct implementors 
in combining and iYltegl,~atj.ng themeffectiv~ly thad; thoif!:' hop::if 0:( 
the CJEDP liese 

The three specific 5ubproJects which have b~en developed as 
the starting point for CJEDP aetivitie. are described in detail 
in Chftpt~rs Iv., V and VI of this r@port.. Tt;is '-~h~pt_a?r is u5~~d \';0 

~~plain how th~ subprOjects fit into the overall project concept 
~nd r:oYltri bute to the Unc.h~f'·stal')d h-.g of hmn.] to ~uPPOt·,t pori Viit~ 
S\>;;,.ICtor d~v81opmenl'")t i'fl a mi;\~~d ecor.omy" 

Rfter a brief discussion of the proJect~s ob~~ctives, pro
J~cted outputs and requir~d inputs, the concluding section 
r~turns to the model being tested and the interrelationshipe 
betii1e~n p'{'vJer::t tactivities a~~d pY'oJ@ct QO-rbl~" 

The CJEDP has two major obJactives~ First is to ge~arate 
increasing non-farm employment opportunities and i~crease the 
o~J.t put <aYld i n~Oi1H'ii;' of Cei"!tr~l :Si5,\f~~ ~- ",Jvd{fD;r'C~~ ~3~eond is t:o tS'}!EF,t 
a mod~l of private.sector enterprise development that is based on 
coord i nated mu! t i-factor i lflt~rVe¥'lt ic,\,.: .. ~ i ntcl defi n~d i t~idu;;;'>t.r'i al 
subsector& working primarily through private s~cto~ s~~vice 
provid~rBa 

Th~ op~rating hypothesis of the praJ0c~ is that specific 
&Ub5~Ct 0'1"& of ~conom i c ~\;;t i v i t y C'€,';'1; be i t:'J~-rY~'; if i %.~d i 1[1 "p~h i c:h t'Z&n;"~'~ 

fully plann~d and target&d intervantiane will aehieve the obJe~
tives discussed above. Three partieular subsectors nave be~~ 
cho!!S~n a& the focus of BubproJf2c:t ~ff;;:n"'t~1 1tih h:::h'J ~t; onc~ adtk~~H~S 
r~al ar.as of need in the Central JavA e~cnomy and retain the 
opportunity to test project strategies a~~05S a YQriety of econo
mic~ struetural y and policy condition&. It is with the three 
subproJect~ d~.cribed in th~ following chapter$, one from each of 
the principal 5ub •• ctors7 that tha CJeDP ~ill begin5 building on 
th~ work of the design pha.eo Activitie& will in~~ude= 

o management of the identified subprOjects to add~.5s 
opportunities and problems of priv~t~ S~~b:11'" 

@\ntrepr.n.ur~'lI making the be:5t us~ p\';}~sibl~ <t'J;f ~xia·ti'n~ 
resources and institutional capabilities; 

o subcontract i ng wi th and provid i ng t~ciH"db'a.l ~r,>d m;&n~

.g~ri.l assistance to existing publi~ and privat. sec
tor organizations that have an identified role in the 
t~rg~t~d IDub~~etors; 
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coordinating proJect activities with appropriate local 
institutions and transferring knowledge and lessons 
learned to them; 

analysis of th~ impact of particular government 
policie~ ~nd macroeco'flomic factors affecting the 
development of ent~rprise in the targeted subsectors 
and the submission of findings and recommendations to 
i!\ppropl"iat(l? goverl"lment deci sionmak.ers; and, 

the on-going id~ntification and analysis of issues, 
OPP(')Y'tvTti t i~~~'I' ;:;;y.d prclblems . .;affect i ng enterprh;e 
dev~)lopment in the select~d 5uDsectoY's .. 

There are two basic Q~gJ§S~ iD9Y~. which are required for 
the ~c!:'omplish!i'iellt of th~ Pi"'OJ~c:~t obJe?ctive5 == funding and tech= 
~icml ~ssistanc~Q 

Th~ c~ver~ll cost of the- pl'""' H~ct over its three y~€UA lif~ is 
f .. n'~oJ~ct~d to be US $9 .. 829 milliL, •• ! of ~Jhich US ~40516 million 
will be required in the form of dollars and the rupiah equivalent 
of US $5.313 million in the form of Rupiah. 

The project ~$i 11 bE' mfflYla~ed by a ccntr€'llct teiUI1 of eHpatriffite 
~i'ad Indonesian pt";Ofessionals SUPPO\·~tt'f?d by ~o,rllort term technical 
a~sistanee pers(YnV'I'Wl a~")d loc~lly ccmtracted administrativf€! and 
cls?ieal staff. Funding will flow through contracts with USAID 
a~ ·'hm Minis1a-"y of Home ~~fairs of ·!the th~ SOL. 

The CJEDP will take a pragmatic approach to p~obl~m solving 
recognizing its resource constraints and the fact that it is a 
pi :'ot !=n-"oJect" Th i Sec; ~PP'f ... ,,:;)I;:\i:;h i's.' b.¥i.',H5d CWl the results of deBi 91"1 
fJh~~~ SUbl'il>~~cte¥" an8.1y~f£:l'fj. (Otr high~"pe~tet'ltial target industries" 

Th~ m~i~H'-,S u£ed~© 'f"~~~p",:,nd to ¥)fH:~ds ;lder'lt i fied by the design 
tEaM in the specified &ubse~tors Mill be c.r~fully defined 5ub
P~J~~t~ th~t ~ddl""ess PcllH""tic>ul.av'ly !:n'"'c~[;'Li$];i"lg targ~ts of oppor-
tm'-)it~/l! The Pir~{:P.J€i?i!C't i~ d!L'l~i~;lj,;~d to fi-h5:~"~if"e&ultIDo This requires 
~ thoro~.,q,;ih irrv~s'~ig@,tit.~:n of !t"£lich \""(jl\le'v~vrt; !ll"oduetive system @ind 
~n ur1d~r11rt~\"adi Y;g IOf how it t'\1(;JrKS &:S w,,'~11~5 its pot~nt isl and 
CO~$tY"@'.i frtlfS b~fo\""~ $Ub}Tf'C'J!E'~;t a~~t i vi t i~!f,? ~r~ i ni t iat~d" 

Th~ iliubp}"·o,]~«::·t~ ~f~ie~t~d foy' i ni t i6il impll.i!mtl!rrt~t ion @\Y'le 

$VW'if~P Py,·©t:hAe;:ti~Jft ~~d m~rk~tjt'~g (agroproe~!i5ing !iutui~l.i!etor), ~X= 
p©rtm,~i{'V~.~::(igiit ~ 1 i~ht m~rv.rf~{;t~p,r1i?d e)tpo~ ... t ~ub~eetor) 9 'i!A71d a eom
p~"'~h~tH'5~i V~ ~ffli:~'t ... t to 1 ink produ.ct ion wi ttl potent ial demand 
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<metals £and ~ngil'leering ~ub!:!}@ctor).. The5~ lsubproJe?cts r~pre5ent 
promi§ing initial int~rvention$ both to produce impact ~nd to 
t~t the proJect model .. 

A specific $~t of critmri~ W~§ YID~d to ~~~~~~ th@ initial 
$ubproJ~ct$ and ~ similar yardstick will be uwed to me~sure the 
potential of future subproJ~ct possibilitieso Thes~ criteria 
includ~ (1) potenti~l direct impact; (2) subprOJect feasibility; 
flu'ld 9 (3) subprOJect conteNto Elemfemts in these criteria includell 

direct employm~nt ~ffects 
indirect/link~ge eff~cts 

o positive return on invested capital; 

o favorable influ~nce on the business climate; 

o institution~buildin~ in support organizationso 

20 SubproJ~ct F~.sibility 

o availability of CJEDP funding and t~ch"ical 
.aslBt."c~ r~sources~ 

o availability of appropriat~ outsid~ resources; 

o ~Hi.tence of r.c~ptiva tar~.t firms Dr groups of 
firma; 

o consistency with availabla technology and skills; 

o compl~m~nt.rity with other CJEDP experience and 
programs" 

o consistency with privata &.ct~r lncentive structure; 

0 potential linkage with other government and iJVO 
activities; 

0 consistency tr"i th CJEDP mandate; 

0 consistency t."\lith USI~ID priorities; 

0 consistency with GOl priori t iesm 
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The CJEDP is designed to play its role in a dynamic er-onomic 
environment in which market and supply relat lonships u.ay cnarigg 
during th2 life of the proJecto It is a~ economy in which some 
decisions are left to the discretion Df the entrepreneul~ and $ome 
~~ not, with a good deal of uncertainty and change between the 
two categories .. 

The three subprojects choseh to be the focu: of early C3EDP 
development were selected on the basis of the cri~eria presented 
above and they are indeed likely candidates for developmento 
Three other 5ubproJeets might have ~orked .Just as effectively, 
however, and it is not in the selection of the subprOjects that 
the CJEDP find$ its uniquenes&~ but rather in th~ the approach 
t'Jhich the proJect takes to the development of the$~ ~ubproJ'~~H:'ts" 

The CJEOP approach calls for an analysis o? the ~ubse~tor t.o 
determine the interrelationships~ constraints dnd opportunities 
it contains. In particular9 the analysis examines potential 
linkages b2tween~ in the case of the shrimp industry for sxample9 

the marke~ and processors~ processors and suppliers$ suppliers 
and hatcheries.. In another subsp,ctor it is between desigvH:rsl 
fabricators and ca~ters9 f#bricators and machinists~ machinists 
and casters. Each forward or backward linkage provides an oppor
tunity for mutual benefit from cooperation among private entre
preneurs -- cooperation which would arise naturally in an open 
Bconomy, but which for historical and p~licy reasons is ~arely 
seen in Central Java~ 

The analysis also identifies institutions which ~an h~lp 
overcome the sluggishness of private sector expansion and modern
i~ation, the difficulties of obtaining cr~dit in a funds-surplus 
banking system, the lack of technical or market orientation in 
ifliany proch!6:ers g the fai 1 ure of management and 4";' rm m--·gani zat ion 
to k~.p pace with demands for higher quality, more con5ist~nt 
output. In the right circumstances, the potential providers of 
Buch service. are also within the private sector. 

The resulting subprOject i"t~rventions are then dire~ted at 
incl'easing priv~te c~pacity using commercially-viabl~' ar'range
ments fo~ the d~livery of assistance which are oft~n $een as the 
province of agencies of government" It i5~ in fact,; gOV~!H""Flment 
providing the 50urc~ of funding and the policy support, but with 
the actual d5sistanc~ being deliv~red by private s~ctor entities. 
This i$~ of course9 out5id~ of the normal operating Mode of 
tr~ditional public ~ector development proJ2CtSa 

Tn~ subprOjects prove the promise of the proJect 9 but they 
themselves ~re not the proJect, nor are they the most important 
~ore el~mentc It is the approach which op~rates through an 
int~grated and mutu@lly supportive group of 5ubproJe~ts which is 
critical to the CJEDP if better method~ of utilizing public funds 
in support of development obJectiv~$ are to be foundo 
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Without solid subprojects carefully planned and ready for 
implementation, however, there can be no proJect~ In themselves 
th~y are not ~ufficient to guarant~e the succ~ss of the proJect. 



IV .. SHfUtt!P PRODUCTION AND r·1ARKETINB SUBPROJECT 

The export of frozen shrimp is Central Java's most important 
foreign exchang~ earning activity [ll. In each year since 1£76 
shrimp exports have accounted for over 20 percent of the value of 
Central Java's known exports (see table IV-I). Except for 1980, 
the first yea~ of Indon~5ia's ban on traw~ing, shrimp exports 
have consistently been Central Java's number one export 
commodity. 

In spite of weak international markets for most commodities 
during 1982, frozen shrimp exports totaled over twenty six mil
lion dollars, a record high, r~presenting nearly 30 percent of 
the total value of the provincevs exports (2). Approximat~ly 85 
percent of the value of shrimp exports represents net foreign 
exchange earnings [3]0 

In spite of this r~cord of succ~ssful growth, there is 
consider~ble untapped ~0tential in the shrimp indu5tryo The 
intmrnational market for shrimp is strong, growing and capable of 

Table IV-l 

Exports of Frozen Shrimp from Central Java, 1976-1982 

Year Value of 

1976 

1977 

1978 

1979 

1980 

1981 

19sa 

Exports, 
FOB 

($ millions> 

1408 

18 .. 8 

16.7 

2305 

2002 

23 .. 0 

2607 

Volume of 
Exports 
(metric 

tons) 

3'138907 

5,48805 

3,47803 

4,344 .. 6 

3,2/.1 .. 0 

3,026 .. 7 

3,20407 

P~rcentage of 
Total C& J" 

Exports 
(']f,) 

2904 

3100 

2007 

2106 

2001 

23,,1 

2'306 

Rank il(l 

Total CD J" 
E}~por·ts 

1 

1 

1 

1 

2 

1 

1 
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absorbing whatever Central Java can supplY9 but th~ quantity o~ 
shrimp available for export is far below what it could beG ThlS 
is due, in large part, to the poor performance of the existing 
aquaculture production system. Proce~sors, constrained by a 
shortage of shrimp, are operating far below capacity_ At current 
production levels they have no incentive to extend their markets 
beyond thelr pre~ent buyers in Japano 

The problems and constraints facing the industry are com
plex, reflecting a relatively poorly developed and coordinated 
vertically organized, production and processing system. Before 
putlining the major issues which will be addressed by the CJEDP's 
-;.. .. :rlmp prodLlction and marketir.g subprOJect, it will be useful to 
briefly oesb'rlbe the structure and orgaYlization of this industry" 

The frozen shrimp industl'''Y is @ typic~al "agroprocessiYlg" 
jndustry, composed of several functional stages organized in a 
vertical value adding process. Rt the top of the ~y&tem are the 
processors. In Central Java, there are presently six processDrs, 
two in the public sector and four in the private sector [4Jo 
Four of the processors are located in Semarang, one in Pekalongan 
and the other in the southern port town of Cilacap. On~ of the 
firms is ~ Joint venture operation with @ Japanes~ firmo 

Processing is done exclusively for export with the proces
sors serving as exporters. These firms are involved in sorting, 
cleaning, packing, freezing and cold storage. The first three 
steps are highly labor intensive while the freezing and cold 
storage are capital intensive. Freezing is carried out using 
either blast or plate freezersa 

The processing firms are gener.ally quite large~ employing 
from 200 to 400 persons, about 90 percent of whom are womerl, wi til 
initial capital investment on the order of $1 million each. 
Daily proceSSing capacity varies with fre~zing technique and 
freezer capacity, but rgnges from four to eight metric tons per 
day_ Actual export volume ranges from 500 to 19500 metric tons 
per year. At the present time proc~ssors are operating at a 
maximum of 30 percent of their total capacity. 

The shrimp processed for export are captured from the sea or 
grown in brackish "Ilater "tambak" pondss Until recently y most of 
the export quality snrimp were ~upplied by relatively large-scale 
trawl fishermeno In 1978, for example, marine trawl fishing 
accounted for 74 percent of the shrimp produced in Indonesia [5Js 

Government policy to promote small-scale, pribumi fishermen 
resulted in a complete ban on trawling beginning in 1980 [6]. 
This has placed rather severe constraints on the potential supply 
capacIty of the large-scale fishermen. Even with the recent 
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decision to allow trawlers to operate with a modified, more 
selective net in certain areas9 it is unlikely that they will be 
able to adequately support further growth in the export industrya 

Traditional, small-scale fishermen have benefited from the 
ban on trawling, realizing somewhat larger catches and receiving 
subsidized credit for upgrading their boats and equipment. These 
boats still, however~ have a limited sailing range which results 
in relatively crowded fishing conditionsd Their catches of high 
quality shrimp are limited and not likely to increaseo 

It is generally agreed that fishing can not realistically 
meet the expandlng demand for shrimp in the world [7]. Maximum 
susta1nable yielos from the sea have been reached or exceeded in 
many parts of the worlds The futur~ will likely bring a decline 
1n the relative importance of the fishermen as a source of supply 
of all sea products including shrimpo Much as hunting and food 
gathering were replaced by agriculture~ fishing is gradually 
giving way to commercial aquaculture [810 

Tambak pond aquaculture has been extensively practiced in 
Indonesia for more than five centuries [9J. There are approxi
mately 180,000 hectares of tambak ponds in th~ countrY7 fcund 
primarily along the coastal areas of northern Java 9 in southern 
Sulawesl and in nortnern Sumatera. No"her~ else in the ~orld de 
there exist Joined pond systems which? in regard to their extent, 
surpass the tambak system of Indonesia (10Jo 

Historically, the tambaks were used for growing what~var 
species of fish or shrimp happened to be "stocked" during tidal 
pond filllngo Over time, production focused on th~ resili~nt and 
tasty milkflsh, with shrImp and other fish harvested and sold as 
a source of finance for the daily cash n~ed& of the ponds i 

caretakers. 

Only recently has there been any push towards the special~ 
ized production of shrimp. In 19739 shrimp made up only 12 
percent of the nation~s total tambak production. By 1979 it had 
reached 26 percent of thE total [11l. Except in certain areas~ 
shrimp is only grown in polyculture with milkfisho 

In Central Java there are 25,596 hectares of tambak ponds. 
According to the Provincial Fisheries Service there are 18,295 
full time tambak farmers. Average tambak size is approximately 
1.4 hectares with most of the variation between u5 and 200 
hectares. 

Approxlmately 5,10~ hectares or 20 percent of the total area 
are used for producing shrimp, all under polyculture with milk
fish (12J. With this system only one crop is produ~ed per year. 

In 1982, ~ total of 768 metric tons (mts) of shrimp were 
produced in Central Java's tamabks (13). This reflects an aver
age of 150 kilograms (kgs) per hectare per yearly crop. 
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There are approximately 3,700 people involved in tambak 
shrimp production on a full time basis. Half again as many 
people find temporary or part time work during land preparation 
and harvesting. Therefore, under current conditions a total of 
aproximately 5,500 persons are directly employed in the tambaks. 
This means that in Central Java alone as many as 30,000 family 
memoers are dlrectly affectad by developments in shrimp aquacul
ture at the tambak level alone. 

TamDak producers are organized through a producer~s associa
tion, HKTI (Himpunan Kerukunan Tani Indonesia). This is a 
natlonal associatlon whose primary organizational unit is the 
"group" (kelompok petani> at the village or district level.. 
Groups are composed of between 15 and 100 members. HKTI is a 
representative booy of private sector prooucerso 

In addition to the processors 9 fishermen and tambak farmers 7 

there are several other actor~ in the industry_ Tambaks are 
stocked wlth fry purchased from eIther traditional collectors or 
one of several modern hatcheries. The Provincial Fisheries Ser
vice (Dinas Perikanan) regulates and provides extension service 
to both fishermen and tambak growers~ 

There is a government organized cooperative of small-scale 
fiShermen (PUSKUD Mina Baruna) which controls the marketing of 
its members' products and which has recently become involved in 
the processing business. Finally, the Directorate General of 
Fisher~es in Jakarta has established the Brackishwater Rquacul
ture Development Center (Balai Budidaya Air Payao, BSAP) in 
Jepara, Central Java as a center for research and development for 
tne inoustry. Each of these participants will be discussed In 
greater detail as they relate to particular issues belowo 

In spIte of (or perhaps as a result of) its long history, 
tne Indonesian tamDaks are charact~rized by one of the least 
IntenSIve production systems found anywhe~e aquaculture is prac
ticed. Annual production is on the order of from 25 to 250 
kilogram~ of shrlmp per hectare with an average yield well below 
150 kllograms. Thjs compares with estimates of 300 to 19600 
kilograms per hectare in India~ 250 to 900 kilograms per hectare 
in the Philllppines, 750 to 1~500 kilograms per hectare in Taiwan 
and 2,000 to 3,000 in Japan [14]. 

It is estImated that with current tambak conditions and only 
minor changes in farming practices, average yields could easily 
surpass 400 kilograms per hectare per crop. With more signifi
cant pond improvemen~s, more SUbstantial changes in farming prac-
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tlces and with two to two and one half crops per year, an even
tual goal of 3,000 to 4,000 kilograms per hectare per year is not 
unreasonable. 

The current low levels of productivity reflect the existence 
of a number of problems and constraints affecting the tambak 
system. Three of the most important concern feeding, water 
quality and fry supplyo Each will be considered it turna 

A nutrItious, economIcal and properly applied shrimp food 
can substantially increase tambak productivityo This occurs by 
increasing the possible stocking d~nwity and rate of growth of 
the shrImp. A number of miMtures are being used commercially in 
other countr12S, but no supplemental food is used in Indonesiao 

Farmers rely almost exclusively on traditional "natural" 
feeding systems. Prior to stocking 9 fertilizer is ~pplied to the 
bottOM of the pond. This promotes the growth of plankton, alg~e 
and other microrganisms which form the substance of the shrimps? 
di~t. While natural feeding has historically been effective for 
Po)(t&nsive aquaculture, vastly improved feeding systems are now 
possible [15). 

In eMperimental ponds it has been found that shrimp fed 
pelleted feed had growth rates twice that of shrimp fed pul
verizeo (relatively unavailable to the shrimp) feed and three 
times that of shrimp cultured on natural prOductivity induced by 
fert11izat1on (16]. Other estimates drawn from Bxperimental and 
actual conditions find increased yields with food varying from 
1.5 to 3.0 times (17]. 

The ~ppropriate range of nutritional needs for shrimp have 
been determined from comparative diet studies and amino acid 
analyses of shrimp tissue [lBl. Typical shrimp food r~quir~&& 
from 20 to 30 percent protein which can be supplied by combina
tions of a variety of ingredients including fish meal, shrimp 
n~ad meal, soy bean meal, wheat or rice flour 9 vitamins and 
minerals and a material to bind the ingredientso 

Given the types of locally available inputs and their nutri
tIonal values and prices, it is a straightforward problem to 
determine optlmal miMes for the feed which could then be tested 
in ponds for actual response, optimal application rates g and the 
phys1cal characterlstic of the foodD 

Any supplemental diet is complementary to and supportive of 
the natural foods produced in the pond ecosystem (19). The type 
of microorganlsms and plankton found in ponds is dependent on the 
cnaracteristlcs of the local ~cosystemu Hence, foods which work 
1n one area may not be as effective in another. This highlights 
the importanc~ of local development and testing. 
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It is generally felt that a food to body weIght conversion 
ratio of between 2.0 and 3.0 to 1 can be economically efficient. 
ThIS means that each 2 to 3 kilograms of food is associated with 
a fInal prOduct of 1 kilogram. Ralston-Purina's blend which is 
used In Central and South-AmerIca is assocIated with a conversIon 
of 3.0:1. The feed whIch has been tested at the BSAP has a 
conversIon rate of 6.0:1, much too high to be commercially 
vIable. 

The Indonesian anImal feed inaustry has not yet attempted to 
enter the potentially vast market for shrImp feed. Tambak opera
tors are not accustomed to using food and this implies substan
tIal market oevelopment costs. Furthermore, the vastness of the 
marKet oepends on the avaIlability of post-larvae (fry) and the 
solutIon of certaIn other tambak problems. 

The feed producers often do not have their own capability to 
develop and test feed formulations. Most firms simply combine 
prespeclfled local ingredIents with imported concentrates. Few 
have the capacity or, at present, the interest to undertake the 
research and testing required for the development of a commer
Cially vlabl~ snrimp fooa. 

The United Nations' Food and Agricultural Org~nization (FAD) 
has provided the BBAP WIth a complete set of equipment for food 
development. However, the Center has no special budget or pro
~osed project activities in this area. They have developed 
SEveral experimental formulations but they are expenslve7 ineffi
C1ent, and largly untested. 

Water qualIty is affected by a wide range of factors. Two 
of ~he most important relate to adequate fresh and salt water 
supplies to permit regulation of salinity and ~dequate mixing. 
Tne ASIan Development Bank (ADB) is initiatlng a project which, 
among other activities, wll1 improve 156 kilometers of irrigation 
candls In Central Java (20). ThIS represents a key step towards 
the solutIon of the water quality problem. 

Water miXIng and aeration are critical for high pond produc
tiVIty. Inadequate circulation may cause oxygen depletion during 
daylight hours due to thermal and oxygen stratification. Night
t~me declInes of available oxygen are also common in high density 
culture ponds. Insufficient oxygen limits the amount of feed 
wtllch can be applied to a pond. Excessive food applications can 
gIve rlse to aense algal populations which are extremely unstable 
and are subject to spontaneous die-offs. Furthermore, these 
populations generate high biological oxygen demands during night
tIme hours whIch can deplete pond oxygen levels and cause mass 
mortality of the shrimp (21]. 



26 

Thermal and oxygen stratification can have a dramatic effect 
on the distribution of shrimp within the pondo In such situa
tions shrimp migrate to shallow areas which results in severe 
crowding, environmental decline and stress. This c a n lead t~ 
high mortality. Furthermore, food in deep waters is not ava11-
able to the shriMp and dissolves before destratification occurs. 

These problems can largly be avoided by the use of appro
priate low-enerQY water circulators and higher energy aeratorsa 
These devices car, ;. li1prc1ve oxyger, levels eve .... It~ith iy,creased 
stOCKing oensities. These simple devices have been used with 
considerable success in catfish ponds in the Southern U.S., 
increasing production by up to 400 percent. Given that Dottom 
dwelling shrimp are even more susceptIble to oxygen depletion 
than free-sW1Hlf,llYlg catfISh, the effectiveness of lr,Jater qUillity 
improvement equipment is lIkely to be even greater in shrimp 
ponds. Pond circulators should be used during daylight hours to 
olstrlbute oxygen produced by photosyntheses and pond aerators 
should be used at nignt to aOd oxygen to the water. 

There is a diesel powered aerator avaIlable from a firm in 
Jakarta. This particlJlar device has been designed for relatively 
large ponds and has not found a wide market. No ponds visited in 
Central Java use any kind of mIxing equipMent. 

Among those factors responsible for the poor performance of 
tarnbak. shrimp producers is the shortage of· high quality "fry" 
(post-larvae) available for stocking the pondsa Specialized 
Shrimp culture deoends on the exist e nce of a reliable supply 0f 
high quality post-larvae. At the present time ~uch supplIes are 
not avaIlable to the tambak farmers in Central Javao 

Traditionally, snrimp were secondary pond products with the 
fry coming from the sea as a by- product of the filling of the 
pond. As shrImp became a more important product, fry beg a n to be 
collected from mangrove coastal areas in Central and East Java 
and sold to farmers. 

DestructIon of mangrove forests suitable for larval develop
ment, depletion of coastal shrimp supplies by traditional fisher
men and contaminatIon of brackIsh water areas have plac~d severe 
lImitations on the avallaoillty of fry from traditional sources. 
It has been estImated by the Provincial Fisheries Service that 
only 20 percent of the total fry needed in the province come frOM 
traditIonal sources and that its potential contribution is 
(.:; E'C 1 i rH r, 9 • 

The alternative to traditional sources is the prOduction of 
post-larvae In hatcheries. The government of IndoneSia, realiz
ing tneseriousness of the need, has been directly Investing in 
liatcherles and 1S encouragir'g pY'ivate sector investment iy, 
hatchery development. At the present time no proceSSing plant 
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may be estaolished on Java unless it Jointly establisnes a hat
chery. There are three government and three private hatcheries 
in Central Java, but production is far below the level required 
to meet the needs of the tambak farmers. 

With the estimated 5,100 hectares of shrimp tambak in 
Central Java and with a very low stocking density of 109 000 post
larvae per hectare per year9 the total required supply of fry is 
approximately 51 million per year. If 20 percent of these needs 
car. 012 ~upplled by traditional sources (ive. 10 million fry), 
then the hatcheries must produce a minimum of 41 million fry per 
year. Under improved stocking densities (50,000 per hectare) and 
with two and one half crops per year the total requirement is 
approximately 638 million post-larvae per year in Central Java 
alone. And, this figure assumes ~b501utely no eMtensification of 
shrlmp culture. 

The current product1on r~te in Central Java's hatcheries is 
a total of only about 8 to 10 million fry per year. The magni
tuoe of the deficit even under existing conditions is obvious. 

The fry oeficit is reflected in a number of ways in tambak 
farmIng. The low stocking densities of sh. imp are a direct 
result 0f the snortage. Farmers, in addition, are prevented from 
mQre lntensive shrimp cultIvation over the course of the yearn 
As nO~Rd earlIer, tnere is no more than one Shrimp crop per year. 
Furtne~more, tamDak operators who wish to shift to shrimp culture 
to complement or replace milkfish production can not do so. 

The snrlmp which are grown and harvested are gener~lly of 
lower qualIty than required for exporting. In one sample of 
Central Java's tambaks it was recently found that 25 percent of 
total tambak production, by w~ight and value, is composed of 
shr 1 mp (22). 

Th1S result is surprising because shrimp is a high value 
crop worth several times more per kilogram than other tamb~k 
products. The equl-proportion of weight and value occurs pre
CIsely because much of the shrimp grown is naturally stocked~ of 
mixed species and very low quality_ If Egn~gy§ Wgn9~QD (Tiger 
Prawn) fry were available~ the value of the shrimp grown would be 
ten times greater per ki logram, than for 1;he IItrash shrimpll which 
lS now practIcally glven away. 

In the past tne tarnbGl.k system has successfully resisted the 
development of modern aquacultural practices. Farming practices 
are based on a long trad1tlon which seems to earn the operators a 
satIsfactory level of income. Efforts to improve practices, for 
example the government extensIon program, have not met with 
success .. 
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One possible reason for this failure is that the 
complexities associated with vertically interconnected systems 
nave not ceen adequately t~ken into account in the ana~ysis of 
alternative interventions. In this kind of situation~ each set 
of partlcip~nt$ in the system responds to diff~r~nt incentives 
and constraints. Since the successful development of one p~rt of 
the system is closely dependent on what happens in other parts of 
the system there is a built-in tendency for such systems to 
resist development efforts. 

The most successful cases of agroprocessing development in 
the world have occured wnen th~ private sector has taken the 
re5ponsibility for advancement in its own handso Examples such 
as the British American Tobacco Company., ttJhere the processors 
have seen to the development of high p~oductivity ~ffiallholder 
tobacco farming, can be found in a vari~ty of countries including 
Indonesia. Development need not b® ~tifled by the search for 
private economic gaino 

The local processing firms h~ve a strong financial incentive 
to increase shrimp prOductiona Ther~ has be~n to date no move in 
the directlon of processor=led technical assistance by the local 
businesses. Shrimp processors in Central Java understand the 
approach and find it attractive i but, until now, h~ve f~lt that 
It ~as not possible3 Apart frOM compl~te vertical int~gration 
(which is legally prohibited on Jav~)9 however9 processors in 
Central Java have little knowledge of how they can participate in 
the overall d~velopment of the industryo 

Tney are faced with a substantial amount of uncertainty as 
to what the prlvate sector might be permitted to undertake Qiv~n 
tne highly visible and increasing level of public 5Bctor 
participation in the industryo 

The CJEDP can play an important role in stimulating the 
private sector's interest in taking responsibility for speeding 
tne development of their own raw material supply &ystem. The 
proposed subprOJect will encourage the private sector to 
undertake activities, complemmntary with gov~rnm~nt programs 9 to 
improve tambak productionD 

The CJEDP will assist in getting such a program started by 
subsidizing the costs of eert~in activitia5 which can prOMote 
private sector participationo Activities will include developing 
and testing of selected technologies and techniques which can be 
demonstrated in tne proJect's pond development programs and then 
to work with the processors, feed companies and hatcheries to 
promote a program to disseminate this learning to the f~rmersD 

There is a high degree of variability in the performance of 
both puolic and private sector shrimp hatcheries in Indonesia. 
For the most part, however, performance is far below desirable 
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levels. Among the private hatcheries in ttle province, the 
situtation is extremely serious. 

The poor performance of the hatcheries is due, for the . most 
part, to the requirements for precision control and regulatlon of 
tile prOduction system. At each step in the process, from the . 
care of the broodstocK9 water control, and monitoring, to feeding 
practices, there is a need for precision that many of the loca l 
private hatcnery operator~ are only beginning to understandn 

Tne early stages of shrimp culture require small algae cells 
for food. The feeding rates in these stages must be controlled 
to a aefinite number of cells per milliliter. Water in the 
nat~hery tanks must be malntained at above 25 degrees Celsius. 
Ana, witn eKlsting technology, later stages in larval rearing 
require the feeding of brine shrimp (Artemia) at a eost of Rp. 
40,000 per pound of cysts. 

The hatche~y business is an extremely complex, multifaceted 
teChnology. The learning curve is costly and it often takes 
consiaerable time and resources b~fore even experienced operators 
can expect to make a profit witn a new facility. The successful 
commercial hatcheries in the U.S. are owned by the Coca Cola 
Company, Union Carbide, Grace Agricultural and Ralston-Puri~a. 
Some of tnese hatcherlSs are run by Ph.D.'s in this field who 
nave lived shrimp for years. 

Even at the BBAP, survival rates, that is~ the proportion of 
fry survIving from the time they are hatched until they are post
larvae-10, is on the oreer of ten percent 0 In the National Marine 
Flsherles Service (NMFS)'s Galveston hatchery, survival rates are 
on the order of 50 to 60 percent. The three private sector 
hatcheries in Central Java are lucky to get one percent survival • 

. The BBAP in Jepara is the center for technical researc h and 
development for hatcne~ies. The quantity and quality of direct 
technical assistance whIch it is able to provide to the private 
sector hatcheries is severely limited by budgetary and personnel 
constraints. There are also certain technical areas (e.g. disea~e 

control) in which the center'a capabilities have not yet been 
sufficlently developeo. 

The Improvement of tne hatchery system in C~ntral Java is 
among tne hignest priortles in an overall strategy to contribute 
to ~ne oevelopment of the province's shrimp industry_ The 
prlvate hatcheries are on the verge of collapsing. Their problems 
Must De resolved qUlckly. Furthermore, given the need for a 
consloeraole numoer of new natch~ries, it is desirable that the 
capacity to assist the operators be institutionalized both in the 
prlvate and public sector. The CJEDP c~n make an important 
con~rlbutlon 1n Doth of these directions. 
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Apart froM increasing the quantity of shrImp production 
~here is also the important question of product quality_ 
Indoneslan exporters have the distinction of consistently forming 
a slgnlflcant subset of those listed on the U.So Food and Drug 
Aamir"llstrat ion's "blOCK 1 ist, II meaYI1.Ylg that there have beeYI fa 

sufficient number of quality proolems in the past to Justify 
rIgorous Inspection of each shipment of frozen shrimp to the 
United States. This 1S one reason that practically all of the 
country's shrimp exports are 301d in Asian markets. 

Nearly all of Central Java's shrimp exports are sold to the 
Japanese. Japan has the world 9 s highest per capita con5um~tion 
of shrimp and is the world's largest importer. The Japanese 
Importers generally offer the world's best price and are the only 
snrlmp ouyers willing to offer prices which are guaranteed for as 
long as one month. Japan also has a reputation for being 
relatively lenient with regard to product quality standards. 

There IS curr~ntly, however, lncreasing evidence of a 
substantial lYWentory "clvernaY"lg" in the Japanese marketa This is 
liKely to place downward pressure on the offered price and 
promote Increased concern with the strict enforcement of product 
qualIty standardS. The recent destruction of over ten tons of 
Inaoneslan ShrImp due to the presence of cholera can be taken as 
an IndIcatIon of wnat the future holds in store. 

Even without long term tightening of Japan7 s quality control 
on shrImp imports, local processor-exporters have a strong 
Interest in tapping the European and Am~rican markets. With 
increased productIon of shrImp it will be necessary to extend 
markets beyond Japan. At the present time the constraint to 
expandIng export marKets is quantity; given greater quantities g 

the constraint will be prOduct quality_ 

The q~ality of the final product depends on the quality of 
the Input. Pond cultured shrImp are a premium product. They are 
S'lperlor to sea shrimp because they can be harvested without the 
snell Claroilge commoy, to flshing~ Furtharmcl'l"'e, "fear" hormone 
concentrations which adverasly affect product quality are les5 
for tamDak harvest techniques than with capture from the saa. It 
IS important to try to preserve the quality of the tamb~k product 
uefore it av'rives at the processor .. 

At the present time handling of shrimp from the producers 
(or flsnermen) to the processors is not consistent with the 
maintence of hIgh quality standards [23J. It is not uncommon for 
up to 30 percent of tne producer's Cor broker's} product to be 
rejected by the processor due primarily to damage and 
oecompc,sl t ion. 

There dre a varu~ty of pr'obleros in the handling of shrimp 
between the producer and the processor. Among the most important 
are inaaequate use of ice, the absence of initial cleaning and 
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oeneading and inefficiencies in the marketing system which 
lncrease the amount of time in pond to processor product 
movement. 

Immediate product icing, sufficient to keep the shrimp 
cooler than 4 degrees Centigrade or 40 degrees Farenheit, will 
suostantially slow the rate of product decomposition. It is 
desirable that the ice be made with water chlorinated at 10 to 15 
parts per million (ppm). With proper icing, maintenance of the 
prescribed temperatures can efficien~ly be accomplished through 
the use of high quality insulated boxesd 

It lS also useful to wash the shrimp and remove their heads 
before paCKing. The head of the shrimp is most susceptable to 
bacterial aecay and material in the head promotes rapid bacterial 
growth. A chlorine wash at approximately 300 ppm can 
SUDstantlally reQuce bacterial contamination. 

At the processing level~ quality can be improved through the 
adoption of modern manufacturing practices. One of the cold 
storage plants in Central Java was recently inspected by the FDA 
to learn how they could adapt their processes to meet American 
standards. A number of the procedures of the processor were 
found to be Inconsistent with what are termed, "good 
manufacturIng practices". Among the factors noted wers the 
aosence of cnlorine-based water purifIcation, some minor flaws in 
the building and premises and car~less practices followed ~y 
employees. All necessary modifications are considered relatively 
SImple and inexpensivea 

It is also important to have local laboratory certificate 
testlng available. This is necassary for internal firm quality 
control and is also useful to importers. Certification should be 
availaole for ~acterial analyses (E. Coli~ Salmonella, Coagulated 
POSItive Stap~, Coliforms, etc.) and other factors such as countJ 
oraln welght, black spot, freezer burn, Shell breaKage~ glaze and 
denydratlon. 

The CJEDP can contribute to the development of shrimp 
proQuction and marketIng through four types of subprOject 
aSslstance. These are: (1) hatchery technical support; (2) 
tamoaK technology development and testing; (3) pond development 
and management; and, (4) quality control improvements. 

Tnese efforts are almed at increasing the role of the 
prIvate sector in the provision of development assistance while 
at tne same time making appropriate use of existing governmental 
lnstltutions and tecnnlcal capabiliti~5. 
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ProvIsion of technIcal support to Central Java's private 
sector shrlmp hatcnerles IS directed towards three obJectives~ 
lncreaslng the proauctlon of post-larvas; Improving the ability 
of tne Indonesian government, particularily the BSAP, to deliver 
assIstance to the prIvate sector; ana, to facilitate the 
estaolisnment of new hatcherIes in the province. 

Tne CJEDP, tnrougn tne provIncial governMent~ will directly 
enter Into a subcontract WIth the BBAP. The contract will cover 
a twenty-two month perIod and will provide for establishment of a 
program for aelivery of technIcal support to the private sector 
hatcherIes in Central Java. It will incluae budget resources to 
support one full-tlme Indoneslan BBAP staff expert, two 
assIstants and provide funas for travel? per dieM and needed 
equIpment and supplles. 

Tne contract will, in addition~ provide for two training 
worksnops for prlvate haLcnery operators; two7 two-month training 
courses at BBRP's facillty for up to five selected partici~ant5; 
and, two 5~uay tours for tne hatchery program staff. One of the 
tours WIll cover selected Indonesian hatcheries and the second 
wlll De to the successful hatch~rles and support institutions in 
Talwan and either the Philippines or Thailand. 

At the same time, tne CJEDP will provide short=teroo? 
expatrlate technical assistance to the private sector hatcheries. 
The exoert will spend an initIal period of five months working 
wltn tne tnroee prIvate hatcherIes in the province. This person 
WIll work With and be cackstopped by the BSAP subcontract team. 
Tne maIn focus of hIS efforts WIll be the transfer of technical 
abilIty to the prIvate sector and extensIon techniques to the 
BBAP. 

Over tne course of twenty-two months a total of tnree and 
one half person-months of additIonal foreIgn short-term 
assistance will be proviaea by CJEDP. At least one person-month 
WIll Oe DIrected at overcomIng marketing problems faCing the 
hatcnerles. 

Tne CJEDP wlll also provide assistance to those wishing to 
estaolisn new hatLherles in the pr~vince. The proJect staff will 
assIst entreprenuers In arranging management or operational 
consultIng services and facilitate participation in BBAP trainIng 
prograMS. 

Tne activities grouped under the heading of tambak 
t&cnnology development and testing are aimed at in~reasing the 
cevelopment and dis&emlnation of appropriate technologies and 
lmproved pond management practices whiCh can generate greater 
output and employment in Central Java's shrimp industry. 
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Attention will initially be focused on the development and 
testing of shrimp food, aerators and economic pond management 
techniques. 

The CJEDP can play an important role in stimulating the 
development o~ supplemental shrimp food by subsidizing the 
initial research, development and testing required bEfore 
commercialization is possible in Indonesia. Given the facilities 
and expertise available at the BBAP, it is recommended that this 
center serve at the locus of these activitiesa 

The food development activity will focus on strengthening 
BBRP's ability to formulate and test potentially commercially 
viable food5~ The CJEPD will provide funds through an 18 month 
subcontract to BBRP for two full-time staff members, equipment 
repair, maintence and operation7 material procurem~nt, food 
production and pond testing. In addition, the CJEDP will provide 
four man-months of short term assistance from an expatriate 
shrimp nutritio~ist over the contract perioom 

The contract will call for the immediate development of five 
food formulations using local ingredients.. These t.'4ill 
simultaneously undergo a 45 day test program in BBRP ponds to 
find two formulas which shol:'J the greatest ?:'ommercial prospect .. 
The remaining time will be spent in backstopping the pond 
development program (see below) and in continuing research and 
development effortsa At the end of th~ ~ighteen months the 
r~sults of the program will be published and distributed to the 
~rivate sector for commercializatioYio 

Private sector participation will be sought for the food 
development activity_ It is likely that private feed companies 
such as PaT. Cargill would provide samples of their shrimp food 
now sold in Central America for use in the initial testing 
programm Furthermore, the American Soybean Association may be 
~illing to donate meal for the test fO)"'f;lulationso ' These 
arrangements will be the responsibility of the subproJectys full
time staffo 

Beginning in November 19839 the Central Java Provincial 
Planning Board (BAPPEDA) will be following up on several issues 
rais~d during the design phase of the CJEDP using its ~"n 
Y~soureeSa They will co~tract with @ private found§tion for the 
development of four testable, pr.ototYPE w~ter- circulators and a 
prototype aeratore The equipment will b~ pow~red by different 
energy sources·: bicycle power, m!otorcyele powel'", el~ctY'ic motor 
~nd diesel or gasolin~ engine (24)0 Th~~e will be developed 
according to d~signs ~lready available with technical ~ssistance 
from experts presently on contract t1-Jith oth~'Y' USAID projects in 
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Indonesiao Preliminary testing will be the responsibility of the 
developers These aerators will be available to CJEDP for use in 
its pond development programa 

The CJEDP will also have available a small quantity of 
resources to continue with these activities including some short 
term technical assistance from a water circulation expert. These 
efforts will be directed at insuring the availability of a 
workable product for the pond development program and introducing 
water quality monitoing as an integral component of pond 
managementu 

With the assistance of the CJEDP core research team and an 
expatriate aquacultural economist, a micrL-computer program will 
be adopted for use in shrimp pond management. There are a number 
or farm management packages which have been and are being 
adjusted for use in micro-level pond production managementm 

This program will essentially determine optimal harvest time 
by comparing marginal revenues to marginal costs in a dynamic 
programming frameworko It will be based on information such as 
growth rates, food conversion and market pricea This program 
will be tested and used in the pond development activities and 
once perfected will be made available to any interested public or 
private partiesa 

Dissemination of appropriate technologies and techniques 
depends on demonstrated effectiveness in actual pond situations. 
The CJEDP will facilitatE such demonstrations through its pond 
development program. 

The objEctive of this program is to provide direct technical 
~ssistance to groups of tambak farmers in order to test and 
demonstrate technological developments7 illustrate incremental 
pond improvement packages and to create a replicable, private
s~tor producer-group tambak development alternatives 

The CJEDP pond development program will work through small 
groups of tambak farmers. With the assistance of the HKTI 
producers' association and a local foundation (e~ga LP3ES) 
familiar with group organization, the proJect staff will select 
three groups of approximately ten tambak farmers 9 each willing to 
participate in the programa Each group should control between 
twenty and thirty hectares of contiguous ponds. The three groups 
will be selected from different districts. 

The proJect will enter into a Dne year "no-loss" pond 
management contract with each of the participating farmers~ 
Under the terms of this agreement~ the CJEDP will have full 
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management control over the pondS. The participants will provIde 
workers and agree to follow the direction of the CJEDP pond 
managers. In return tney will earn a guaranteed revenue based on 
pote~ltlal "without-proJect" earnings and a share of the reveYlue 
of the group after operatIng expenses are met. 

The CJEDP will prOVIde competent field management for each 
of the sites, high-powered technIcal support, necessary capital 
e~uipment and pond improvement, record Keeping, marketing of 
output ancl pay all operatlYlg expel',ses iy,cludiY\~ labor, fry, 
fertilIzer, feed and fuel curing the contract period. 

Three different pond management systems WIll be practiced in 
each set of pondS. ThlS will provide a basis for the analysis of 
tne testIng and also offer a range of technological options to 
the tambaK farmers. One pOSSIble program is illustrated in 
Table IV-2. The final determInation of the precise 
characteristics of the systems will be made by the Implementatio~ 
team based on the nature of the ponds used In the program. 

TaO::'e !V-2 

Al~ernatlve Pond Management Systems for Pond Development Program 

CharacterIstic 

St~ICK i °rlg Source 

StC·CK 1("'9 DenSity 

r er~ ) 1 1 Z a t i ell", 

Suppiernental Feea 11'"'9 

Aerat 10YI 

V-!at er Exchange 

Number of Crops 

lYlal'"la~eme""lt 

SYSTEM 
I 

HatChery 

LClw 

VeG. 

No 

No 

No 

"la5 

Yes 

SYSTEM 
I I 

HatChery 

Medium 

Ves 

Yes 

YeS 

( 3"/day 

'""2.0 

Yes 

SYSTEM 
III 

Hatchery 

HiQn 

Yes 

Yes 

Yes 

) 31./day 

'V2~8 

Yes 

-----------------------------------------------------------------
After one year the project will select a spcond s~t of three 

~roups for tne program. All will remain the same except that the 
farmers WIll be reqUIred to pay the costs for capital equipment 
<.-\l'ld porK':: lfllprOVeUlel',tso The CJEDP will assist tile farmers iY-1 

ootalnlng needed finance from existlng sources. 
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In the third year every effort will be made to spin-off as 
many of the program's activities to the private" sector. If 
successful, the program should attract the interest of private 
sector entities willing to deliver appropriate packages of 
assistance on a commercial basiso It is likely that the 
processing plants will be willing to seriously consider taking on 
the delivery of the proJect's services. The CJEDP will continu29 
through the end of the third year to provide technical assistance 
to the program .. 

Based on the technology and pond development programs~ the 
processors will be encouraged to develop backward linkages 
(extent ion and financial) to their marketing agents and tambak 
farmers which will continue after year threes This will include 
the dissemination of the information resulting from the test 
program as well as possible financi~l assistance for undertaking 
selected improvements. Technical as~~stance will be provided by 
the subproJect~s long-term staff~ 

As noted earlier7 the processors have shown an interest in 
this type of program. The producergs association (HKTI) is also 
anxious to see~the private sectc)Y' attempt to deliver effective 
t€chnica! assistance ~o the tambak farmers. 

Most of the shrimp purchased from the tambaks are handled by 
independent middlemen or agents employed by the processorsG Many 
of these brokers have long-standing relationships with the 
farmers which enhances their ability to conduct business in this 
industry. These ac'tors t<~i 11 fOl"rr. ~u') irf.portant eh:?ment of the 
extension efforts c.f the processorso 

Tambak intensification is associated with chang~s in th~ 
requirements for both fiv.~d and working ~apit~lD Cropping 
patterns will follow a more rigid seasonal patt~rn chan~ing th~ 
timing of inflows and outflows; high~r stocking d~nsiti~s r~quir~ 
greater cash for materials; also any fixed ~apital additions must 
be financed .. 

Sufficient funds' are avail~ble in the Indonesian financial 
system, but tambak owners have, in the past had difficulti~s 
getting access to theme Collateral requirements for som~ program 
loan schemes are high. The KIK/KMKP loans require ownership of 
at least two hectares of landa Furthermore9 low productivity has 
limited the ability of farmers to payback mon~y which they have 
borrowed. The CJEDP will work towards increasing the role of the 
processors and input suppliers in promoting the use of supplier 
credit in the system and at assisting produeers tlOI 5~eure 
institutional credits This will be don~ by obtaining information 
for potential borrowers, prese~ting ~vidence to lenders about 
the sub-prOJect activities and risks associat~d with tambak loans 
and encouraging their participation in tambak developmento 
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The problem of quality control will be addressed in 
producer-processor marketing <procurement) channels and at the 
prQcessing level. Initial activity in marketing ehannels will be 
undertaken as part Qf the pOInd development prograwa 

All of the prQduction in i;he pond program areas will be 
subject to strict quality control efforts~ The shrimp will 
immediatly be deheaded 9 washed in chlorinated water and packed 
with ice in proper insulated bc:mes.. Temperature ~Jill be 
monitored prior to deliveryo Processors "'''ill b~ informed of the 
procedures follot.'\led. Wi th proper hand 1 i ng!l the shrimp wi 11 be 
preserved long enQugh to search out the hi!;)he5t offered price .. 

The CJEDP will sponsor a workshop and prepare training 
materials on product handling for the b~ne'fit of processors .. 
their agents, other brokers, gov~rnment ex'tension personnel and 
producers" 

At the prQcessing level, the CJEDP will provide two weeks of 
consulting time to each of the provinee~s eold storage 
facilities .. This consulting will eover topics related to meeting 
UQ50 Food a~d Drug Administration standards for product quality .. 

The quality standards consultant will also assist in the 
development Qf a reliable lab certification scheme for the 
e)cporters .. 

For export marketing, the subprOject will sponsel" a workshop 
and provide 25 hours of individualized consulting time to 
processors on ,international ma~keti"g str~tegies. Fo~us will be 
placed on serving non-Asian marketso 

Each of the four proposed activites, hatchery technical 
support, technology development and testing, pond development and 
marketing and quality control, represent necessary components of 
a Single, effectiv~ 5ubproJectm They form an integrated aS5ult 
on problems related to a poorly coordinated, vertically 
structured systemn The proposed implementation plan and staffing 
requirements for the subprOject are presented in the figures 
t'Jhich fOIIOlt-Ja 

The shrimp production and marketing subprOject will be 
directed and coordinated by the senior subprOject advisor~ an 
expatriate ~quaculture gen~ralist who is a member of the CJEDP 
core team, and a senior IndQnesian counterparto In additiQn, 
each of the four cQmponents of the subprOject will be staffed by 
various contract counterparts in combination with local and 
expatriate technical assistanceo 
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Because of the importance of obtaining highly competent, 
experienced snort term technical assistance it is recommended 
that, to the extent possible, such support be arranged on an 
institutional subcontract with one of the~ UoSo-based aquaculture 
centers. This would sUbstantially reduce the searcn costs 
involved wIth identifying qualified personnel to fill the varied 
roles for foreign consultantsb 
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Figure IV-l 

Time Phasing of Subproject Activities 
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Figure IV-l (Continued) 
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Figure IV-2 

SChedulIng SuoproJec~ Actlvities 
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Figure IV-2 (Continued) 
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Figure IV-3 

( Person-mont h 5i ) 

Year 1 Ye~r 2 Year 3 

Pond Management Counterparts 30,,01 36u0I 36001 

Quality Control Counterpart 2e01 12,,01 2901 

Hatchery Support Subcontract 24 .. 011 

Food Dev~lopment Subcontract 18 .. 01 

36,,01 

Hatchery Specialist (IC) 5 .. 0£ 3,,5E 

Shrimp Nutritionist (IC) 2 .. 0E 2,,0E 

Aquacultural Economist (IC) L.0E 

1,,0E 

Water Quality Specialist (IC) 2"O£ 1.,0£ 

Pond Engineering Sp~cialist 2,,01 

Group Organization Specialist 2 .. 01 1" 01 1..,01 

Training Spucialist 2,,01 

Quality Con~rol Specialist (IC) 3 .. 0E 

Export Marketing Specialist (IC) 1..5£ 

Total Short Term 13.0E 4.01 11.5E 5.01 S.SE 3.0I 

Note: E = expatriat; I = Indonesian, IC = Institutional Contract" 
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Table IV-3 

Shrimp Production and Marketing Subpr~Ject Budget 
USD Thousands 

USD Rp. Year 1 Year 2 Year 3 

Senior Shrimp Counterpart 
Salary and BeYlt~fits 0 69 20 23 2b 
Per DieM and local Travel 0 35 10 12 13 

Hatchery Technical Support 
BBAP Hatchery Subcontract 0 151 65 86 0 

Technology Development 
BBAP Food Development Subcontract 0 196 106 90 0 
Water Quality Equi pment " 15 10 5 ~ 

Manage~ent System Dev. 0 I) 2 2 0 
... 

Pond Develo~~nt PrograM 
Pond filanagers 0 193 45 69 79 
Assistant Pond Managers 0 113 24 41 48 
Pond Costs 0 375 125 150 100 
S.T. Specialists (Ind) 0 23 B 7 S 

Quality Control Program 
Counterpart " 32 2 14 16 
Equipment and Supplies 0 17 5 6 7 
S.T. Specialists (Ind) 0 5 0 5 0 

Institutional Cant (all expat. S.T. Specialists) 4S5 0 m.5 185 95 

Contingency -Excluding Subcontracts (1~) 0 130 67 n 59 

Total Subproject Costs 485 135B 694 nl 451 

GRAND TOTAL usn (Thousands): 1916 

Note: See Annexes C:l and C:2 for further budget details. 
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g~Qg£!§Q E~22r9J~£1 ~§D~fi~§ 

An array of benefits can be expected through the 
~ " lo-.._ _\.P'II,_.'. _r-...-t -'-lmplementatlon of this sUDproJeCLu .hese can U~ yl~U~~Y -= 

economIc beneflts, Institutional aevelopment and learnIng. Each 
1S treated in turn. 

Analysis of the economic benefIts resulting from the shrImp 
productIon ana marketIng subproject can be approached from a 
numoer of perspectives. Given the complexity of constructing 
rellable and complete with- and witnout-proJect financial budgets 
for eacn of the particIpants in the industry, the approach 
followed here relIes on macro-level 2stlmatlon of economic 
:>enef its. 

Given the increased availability of fry, the adoption of 
lmproved feedIng clrculation and aeration practices and improved 
pond management, the prOductIon of Shrimp In tambaks is expected 
to Increase substantIally as a result of project activities. 
QualIty control improvements wl11 assure the marketability of the 
incremental productIon. The magnItude of this increment depends 
on adoptIon rates and assumptions regarding the increased level 
of proauctlvity (Doth per crop and number of crops per year) per 
nectare. Four scenerios were analyzed over a twenty year period 
gIven a low and nign estimatea adoption rate and a low and high 
estimated proouctivlty Increase. From the scenerios the minimum 
ana maXimum values are taken to gIve a range of possible 
outcomes. Tne complete analysis IS presented in Annex C~3 and 
summarized In Table IV - 2 (25). 

The results of the econOMIC projectIons suggest that average 
annual tambak ShrImp procuctlon In Central Java will increase by 
oetween 1,800 and 4,800 metric tons compared to production 
Wl~hout the project over a twenty year parlod. This assumes an 
eventual project lmpact on between 5,000 and 10,000 hectares. 
Furtnermore 7 total wltnout project productivity (includlng yield 
per hectare per crop doYla YH.lmber of crops per year) is assumed to 
Increase by 150 percent over the twenty years and "with-prOJect" 
procuctlvity by between 480 and 570 percent. 

ThesQ aS5umptlons are actually quite conservative. Yield 
per hectare per crop with the project rises to no more than 400 
kilograms per hectare per crop at 2.5 crops per year. This is 
far below estimates of 1~000 to 1,500 kilograms per hectare per 
crop and 3.0 crops per year wnlcn many ~xp~rt. thInk are 
reasonCIO 1 e~ 

On "'the basis of these proouction assumptic;.r"ls it is posslDle 
to estimate tne total lncrease in exports which can be expected 
as a result of project lmplementatlon. Taking the lowest and 
hlgnest production increase estimates for each year, computing 
exportable welgnt as 70 percent of production vol~ffie (to account 
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for head H.;'!moval), and, as~umli.ng a 5 percent annual increase in 
the nominal export price, exports of frozen shrimp ~ill increase 
by an ~nnual average of between $ 20.2 and $51.7 million over 
twenty years~ The mean annual increment is $ 35"0 millicne 

Table IV_4 

With- and Without-ProJect Tambak Production Estimates 

Year 

1 3 5 10 15 20 

Without ProJ~ct 

Yieldl Hectarel Crop (l<g5,,) 150 150 150 200 250 250 

Number ()f Cropsl Veal'" 1 a 0 1..0 1..0 1 .. 5 1..5 1" 5 

Annual Yieldl Hectare (kgs .. )- 150 150 150 300 375 375 

With Project 

Hectarage Aff~cted ( 1 ., 000' s), 

Slow Adoption 0 .. 0 O,,5 2"O 5,,0 5 .. 0 5"O 
Fast Adoption 121,,0 1..0 400 1O,,0 1090 1O,,0 

Yieldl Hectarel Crop (l<g5" ) 
Low Estimate 150 21210 250 350 350 350 
High Est imate 150 250 350 Lt00 400 400 

Number of Crops I Year 1.,0 1 .. 5 2,,0 2,,5 2,,5 2,,5 

Annual Yieldl Hectare (kgsa ) 
Low Estimate 150 300 500 875 875 875 
High Estimate 150 375 700. 1000 1000 1000 

Total Annual Increase in Production (motons) 
Minimum SlovI Lo~.J 0 75 700 2875 2500 2500 
Maximum Fast - High 0 225 1600 5625 5625 5625 

Source: CJEDP Design Team 

Applying a 12 percent discount rate on future earnings, 
these figures represent a net present value of between $ 104.5 
and $ 274.1 million with a mean value of $ 189.3 million. Since 
85 percent of these earnings is a~plied to domestic cost items, 
the net foreign exchange savings have a discounted present value 
of approximately S 160.9 million. This implies a discounted net 
foreign exchange increment of approximately S 8.0 million per 
year for the next twenty yearso 
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Each dollar of export sales contains a certain amount of 
labor income and therefore employment. The design team9 s 
research has led to the conclusion that Just over 15 percent of 
the FOB value of frozen shrim~ represents return~ to labor. With 
an assumed wage rate of Rp. 1000 per day and an exchange rate of 
975 rupiah to the dollar each 51 million of exports contains 
100?230 man days of employment. At 313 man days per year, this 
represents 466 full-time man-years of employment. 

The employment impact of the subproJect is significant. 
Over twenty years th2 proJe~~ will generate approximately 340,000 
Jobs or an averag~ of 17,000 per year. 

If it is assumed that a Job created in the future is worth 
less than a Job cr~ated today~ the net present value of export 
earnings figures presented above can be used in the an~lysis of 
employment effects. Accordingly, the direct employment generated 
by the project wil: be approximately i-}'1500 IIdiscounted ll Jobs per 
year for the next twenty years. 

Ta.ble IV-S 

Estimated Labor in Shrimp Export Industry 

Stage 

Dist.. of 
6ro~s 

Receipts 

Port and Expedition ul~ 

Processors 20.6" 

t-larket ing and Transport 7D2% 

Tambak Farmers 62 .. 4% 

Hatcheries 907% 
___ <2"O~_ ........ o=a 

100 .. 0'}{. 

.§Q.Yr£~: CJEDP Desi 9\'1 Re$earch 

Labor 
Costs 

by Stag~ 

50 .. 0% 

10. .. 0% 

20.0';,[, 

18 .. (o]{. 

5,,(Zjfo 

Pet.. Jobs 
L.abor per 
Share $ 1 millH CaJ 

a :[j5~ L6 

2~0G% 54.,2 

l. ~ 4L}~ 44,,9 

1, 1., 23]{ 34'9 .. 8 

~49~ 15n3 
_e=.>c ... ,~'"_~~ ~~~~r.="",,= 

15.271.. 475 .. 8 

[a] Each Job created is one person~year c~f employment 
calculated with the following assumptions: FOB export 
value of • 1 million, ex~ha"ga rate at Rp. 975 = • 1, 
wage rate = Rp. 1000 per day and 313 man-days per year. 

This does not count the thousands 01" Jobs in ot;;heY" sectors 
re~ulting from indirect and seeondary employment effects.. Nor 
doas it take .c~ount of increased employment in shrimp food and 
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wa~er qualIty equIpment proauction and the Increased labor 
requIrements for feedIng ana circulator operation on the tambaks. 

For shrimp aquaculture the ratio of indirec~ economic 
effects to direct effects is thought to be about two to 0ne. 
Thus, the employment generatIon figures presented above can 
safely be multiplied by three ~o calculate the total employment 
effect of the proJect. 

Apart from increasing foreign eXChange earnings and Jobs, it 
can not be overlooked that the increases income from the project 
will affect those already employed in the industry and their 
famlly m~moers. This incluaes the hatchery operators and 
eroployees, tamoak owners and operators and the multitudes of 
women in the processing plants. 

Institutional development is an additional area of expected 
proJect benefit. Long term strengthening of the BBRP in both 
hatchery support and snrlmp nutrition is a major output of the 
proJect. In addition the ability of the private firms, both 
producers and processors, to manage their own development will 
also De stregtnened. Aerator development through a private 
foundation will build their ability to undertake technical 
englneering work. 

There are a number of important pilot project lessons which 
will emerge from thIS 5uoproJect. The model of private sector 
technical support to prooucers may have applications in a wide 
range of agroprocessing industries. The reluctance of the 
private sector to Decome involved in activi~ies wnich are in the 
JuriSdiction of the government is common across industries. 
Glven tne proJectea reduced government budgets in the forsseable 
future, prIvate sector responsibilities will necessarily grow. 
Thus tne application of thlS mooel in the shrimp industry will 
provide importan~ eVIdence as the the requirements for broadening 
prlvate sector partlclpation in other incustries. 
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NOTES 

(ll The aeslgn team is most greatful to the assistance provided 
by Dr. Billy Miles, Dr. James McVeY9 Dr. Robert Snleser and 
Dr. Arlo Fast in the preparation of this suoproJec~. Of 
course, the design team is fully responsible for the content 
of the proposal a 

(2] Central Java's shrimp exports made up approximately is 
percent of the nation 9 s exports of shrimp (by value) in 
1982. This proportlon has snown a gradual increase since 
1976. Indonesia's total frozen shrimp exports were 
approximately S 162 MIllIon in 19B1. 

(3) ThlS figure is taken from, ASlan Development Bank, "Report 
and Reccomendation of the President to the Board of 
Dlrectors on a Proposed Loan to the Republic of Indonesia 
for the Brackisnwater Aquaculture Development ProJect," ADS, 
October 20, 1982, p.1S. 

[41 The six processors are: (1) Central Java Marine Products 
(C~JMP), Semarang, prlvate JOlnt ventur~ with Japan; (2) 
S~ffiarang Cold Storage, Semarang, private branch of Wirontono 
Cold Storage, Jakart~; (3) Central Java Cold Storage7 

Cllacap, private; (4) P.T. Tirta Raya Mi~~, PeKalongan~ 
government; (5) PUSKUD Cold Storage, Semarang 9 government 
cooperative; and (6) P.T. Laut Jawa 8uDur~ Semarang. 

(5) Asian Development BaYlk 9 "TeChnical AssistaY"lce to the 
Government of the Republic of Indonesia for the 
BrackishvJater Aquaculture Development ProJect'}" ADB9 
September 1981~ p.2. 

(6) See Iman SardJOYIO, "Trawlers Baymad j,n h,doYH;sia 9 II ICLARI"1 
N,wsletter, October 1980, p.3 and David ThomsQn 9 "Conflict 
withiY'1 the FiShing Industry, II ICLARI"'l Nslt.Jsletter, July 1980 
for further analyses of. the rationale for and merits of the 
trawlll"'lg bang 

(7J This opinion is shared by many Observers of the fishing 
industry but is especially well stated by Robert Shleser, 
HTestimony of tne Oceanic Institute to the U.S. House 
AgrIculture Committee~" Maui Surf Hotel, Hawaii, August 20, 
19830 

[8J This analogy was drawn by Yung C. Shang, BgY§£Y11Yr~! 

~£9n2mi£~~~~§i£ ~9D£§B!§ EDQ ~§lbQQ§ Qf BD~l~§i§, Westview 
Press, Bouloer Coloradoa 
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[9J There are two informative historical treatments of 
Indonesian aquaculturea The more general is found in Shao
Wen L i Yl!:l, B9Y2£1!..!.11!rg in .§Qy.tb~~§.t .8~ii~j. B tH§.Ir2i£.§1 
QY~rYig~, University of Washington Press, 19770 The classic 
historical analysis of Javanese aquaculture is WoHo 
Schuster, E.i!!D g.Y..!~.Yr~ .in ~r~!;~i§b=~~1~r E.2nQ§ g! J§jY~, 
Indo-oacific Fisheries Council Special Publication Number 1, 
1952, Diocesan Press,] Madras.. Th i s paper !rJas or i gina 11 y 
published under the title ~~ ~.i§£.Yl~.Y.Yr in g~ ~.Y§~Y.i~ygr§ gp
Jgys JE1§n~Y..!~Yr~ in ~~lt~s~~r=~Q.nQa Q.n J~Y~l, Fisheries 
Division of the Agriculture S~rvice of the Department of 
Rgriculture and Fisheries, Indonesia, 19490 

1:11] ADS, 1982, p .. 8 (ibid)" 

1:12J Data from Provincial Fisheries Service (Dinas Perikanan> 
reported in Nei 1 Ross, Ei!J~.l B~.Q2r:tl .Q!tY~12.Qm~.n!. 
Bg£Qmm~nQ~~iQnE fQr lnQ2!J~§1~~§ I~m~g~ g~~gn§iQ!J ErQ£r~m, 
USAID, Jakarta 9 June 1, in three volume5;" 

[13] Total production figures for shrimp on the order of 47000 
tons per year are often r~ported by the Fisheries Servicee 
This figure is quite confUSing b~cause if it were true it 
means that tambak productivity is nearly 1,000 kilograms par 
hectare per year3 Field viSits-by the design team and 
others have confirmed that production of 150 kilograms par 
hectare is a reasonable (if slightly optimistic) estimate of 
productivitYm The error se~ms to enter when this figure is 
multiplied by the total number of tambak hectares (25,000) 
rather than by the total number of hectares in of tambak in 
shrimp productiono The reported figure of 778 metric tons 
represents the design teams adjustment of the Fisheries 
Service informationu 

(14] Yield estimates are available from a number of sources. 
These figures were taken from J.E. Bardach7 J.H. Ryther and 
W .. Da McLarney, Bg~~£~.l~gr~~ Ib~ EErmi!J~ ~ng ~gEB~nQrY Qf 
E:r~§b~E:t~r ~nQ J:1.§rin~ Qr.9~nj. . .§[I!§, Wi ley ~~ InterscieY'lce, USA, 
pp. 587 - 632, and from personsal discussions with Dr. 
Shleser and Dr. Mc Vey. The Japan estimates are based on 
pond cuI ture of, at most, tf>1JO crops per year and do not 
reflect productivity in more! moderrlo; cOi'ltinuous production 
faci 1 it iess 

[15] Ling, 1977 (op.cit.) presents a clear explanation of the 
natural feeding process and the merits of natural 
product i vi ty .. 

(16] P.H. Fair and A.R. Fortner, "The Role of Formula Feeds and 
Natural Productivity in Culture of the Prawn, M~£r9~r~£bigm 
rQ§~n~~r.9ii, .8gy~£g.l:t!1!r~, 24 (1981): 23~5-243o 
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(17) E .. W .. McCoy, "Feasibility of Pond CultUi"e of Shrimp i"r"l 
Panama," Directorate of Rquaculturs9 Ministry of 
Rgriculture, Republic of Panama, C.R., n.da 

(lBJ R bibliography of materials on shrimp food can be found in 
Michael B. New, "A Bibliography of Shrimp and Prawn 
NlttritioYl, II Bg1J~'!;1!l!1Jr~, 21 (1980) ~ 1.01-128o 

[19J See Margo S. Stahl, "The Role of Natural productivity and 
Applied Feeds in the Growth of ~§£rQ~r§sb!1Jm rg§gD~grg!i, 
ErQ£g~~in£§ gf !b~ ~Qrl~ ~§ri£Yl~1Jrg ~g£i~!Y~ 10:92-109 
( 1979)', 

[20J It has proven surprisingly difficult to obtain up-to-dat~ 
information on the pla~ned ADB proJset aetivitiss for 
Central Java. The most recent published information is 
found in ADB? 1982 (ibid). 

[21J Much of the technical detail presented in this section is 
based on the trJorK of Arlo ~.J" FB~t;~ "S~§ Gr€lnt Pl'-"oJect 
Proposalg Development of Pond Oxygen Management Devices and 
Predictive Procedures for Increasing Prawn Production9" and 
"Progress Reportg Low Energy Water Circulators Use for 
Inereasi ng PratrJY'1 pond Pr'oduct icm" II lJlH = Sea G,''''ant and 
Aquaculture Development Programs, 1982. 

[22] See Rmytha5~ 1982 (op.cit.). 

[23J Rn outline of prescribed practices in the handling and 
processing of shrimp can be found in FRO, "Code of Practice 
for Shrimp or Prawns 9 " Fish Production and Marketing 
Service~ Fisheries Industry Divisionv Rome, 1979. 

[24] Interesting discussions relating to the potential for using 
labor-intensive9 appropriate technologied i~ ~ond 
circulation are found in Jam~s C. McCullagh (ad. )?E~~§! 
EQ~~r in ~Qr~~ bgi§~r~ ~ng Ir~n~QQr~~t12n~ Rod§l~ Press 9 

Pennsylvania 9 1977, §nd Alex Weir 9 Ib~ ~~n~gQ~~ B E~~~l 
E2~~r Yni~~ V1TA9 1980a 

[25J Basic data and coeffi~ients for the econornie analysi~ are 
drawn from the design teams field research and other 
publications which bear on certain of the important issues 
includingg Wiratno, Bn g£2!}2Wi£ Bn~l~~i§ £1 ~r~£~i~b=~~1~r 
E2D9 Q.Q~r!!.t12!! in ~~n:Er~.l J!'!y~~ lnQ.Qln~~l~~ Unpubl lahed 
Ma5ter~s Thesis, Thammasat UniversitY9 Faculty of Economics9 
B.ngkok~ 1978; McCoy 9 n.do (opDcit.)~ and Shang~ 1981 
(op .. cit)" 



52 

v. LIGHT MANUFACTURING EXPORT PROMOTION SUBPROJECT 

In 1982 Central Java~s exports totaled US$ 90 million rlla 
This represented a decline of nearly 10 percent from 1981 9 due in 
large part to the effect of the global recession on the demand 
for many of the raw or semi-processed agricultural products which 
make up the bulk of the provinceis exports. Prior to 19829 

Central Java's exports had shown long term slow but steady in
crease and early indications from 1983 are that exports are 
beginning to rebound with the gradual recovery of the world 
eC01'iOmya 

The vast bulk of Central Java exports in 1982 (70 percent by 
value) were the product of fisheries or agricultural production 
with 53.7 percent being accounted for by frozen shrimpw rubber, 
tobacco, coffee 9 and dther estate crops a Only about 28.9 pert~nt 

~~ 

of total provincial exports were categorized as industrial or 
handicraft products and most of those were closely related to 
primary sector production Cplywood g fflolasses 9 cassava pellets, 
calcium citrate and wooden floor tile)c Within this group of 
exports batik, furniture and readymade clothing were most impor
tant, but accounted for only 2.25 percent CUSS 2 million) of the 
total export volume [2l. 

There is great potential for increasing exports of the 
products of Central Java 9 s light manufacturing enterprises. Such 
enterprises are characterized by their relatively low ~apitall 
labor ratio, their use of simple production technologies and 
traditional worker skills and the relatively low increment of 
value added per unit of labor. They are differentiated from 
handicraft enterprises primarily by the fact that they produce in 
response to demand from buyers and adapt their products to satis
fy their preferences. 

Handicraft enterprises are defined as those producing tradi
tional items according to traditional designs and trying to sell 
them with little regard to characteristics or dynamics of the 
market a 

The factors which suggest that there is a potential for 
substantially increasing the production and export of light manu
factured products include the followi~gg 

o the strong demand for products which ar~9 or cDuld be, 
produced in Central Jav~, in the internatio~al m§rket; 

o the large underemployed labor fore~ in the provin~e; 
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o the common local practic~ of agricultural families 
undertaking some type of non-agricultural production or 
commercial activity to supplement their household incomes; 

the eXlstence of concentrations of certain types of 
household and small-scale enterprise activities in 
specific geographic areas~ 

o the experience which has been gained by the few light 
manllfactuYil"lg enterprises in Cent ,"a 1 Jav@ i.:Jhich have 
managed to become i nvol ve_d in the export market; 

the low cost and relative sophistication of labor in 
the province and the positive attitude of the people 
totfJards product i Vf!l Ii'Jm"kc 

Increasing the exports of liDht manufactured products frOM 
Central Java is also very consistent with Government of Indonesia 
priorities which emphasize increasing non-oil and gas exports. 

This priority of the government is supported by an export 
certificate scheme which enables exporters to recover import 
duj'; ias they pay on imported goods ~Jhich are subsequent ly re
exported. In factg the export certificate scheme g as it current
ly operates9 reflects and compensates for the additional cost of 
all main inputs over their corresponding world prices whether 
they have been imported or manufactur@d locally. 

Currently, efforts are being made by the GOI to streamline 
bureaucratic procedures in the export process and eliminate harm
ful practices such as the payment of unofficial administrative 
costs which in~rease the cost of exports. If they are followed up 
and enforced aggressively they can contribute to increasing the 
exportation of various types of non-traditional products frOM 
Cantral Java, and other parts of the country as wallu 

Various statements which have been made by Indonesian Presi
dent Soeharto and others concerning B~g~li~~ lY (Fourth Five Year 
Development Plan), which is to be inaugurated in Apri17 198~~ 

indicate that the emphasis on increasing exports from privately 
owned enterprises will receive even greater emphasis in the 
coming years [3Jo 

There are four different types of constraints which current
ly hamper the development of effective and profitable export 
manufacturing enterprises in Central Java. There are constraints 
in the marketing system, production constraints, constraints 
resulting from governm~nt policy and administrative procedures 
and infrastructure constraintsa 
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The primary marketing constraint is the lack of contact 
between Central Java producers and international buyers and the 
lack of support facilities for buyers who wish to make contact 
with local products and producers. This presents a maJor con
straint for exporters because it effectively raises the search 
and procurement costs for buyers in commodity lines where price 
is important and ~hus weakens their competetive position. In 
other words9 to be effectivB9 an exporter (producer) must make 
the work of the importers (buyers) as inexpensive and convenient 
as possibles 

The National Program for Export Development (NRFED~ or BPEN 
in Indonesian> has taken a number of positive steps towards 
developing greater contact between Indonesian manufacturers of 
potentially exportable products and potential buyers. These 
include the publication of a quarterly export promotion magazine 
and sponsorship and organization of Indonesian exhibits at inter
national trade fairs. They also seek to perform some of the 
functions being plannned for this subprOject to bring buyers and 
sellers togethero 

The effectiv~ne55 of their activities is limited 9 however~ 

because they ar-e focused in Jakarta ~ith only a very limited 
presence in the provinces (there is no full time NAFED represen
tative in Central Java) and they are oriented more towards the 
promotion of Indonesian products than the active recruitment of 
international buyers and facilitation of their work or the adap
tation of Indonesian production capabilities to meet the needs of 
the international marketw 

Another important marketing constraint which must be over
come if Central Java 9 or indeed Indonesia. is to significantly 
increase the quantity of its light manufactured export eommodi
ties is the negative experience which many international buyers 
report having had in trying to do business here in the pasta 
These bad experiences stem from the lack of support for (and at 
times an apparent government hositility towards> international 
buyers who try to do business herea They are not provided with 
the kind of assistance they need to identify approp~iate produ
cers of the goods they are seeking and are offered little help in 
terms of making contacts with producers or following up their 
orderSa 

The CJEDP will seek to identifY9 §naly~e and suggest ~pprD= 
priate ways of resolving these and other specific ffi@rketing 
constraints which arise from its efforts to prOMote i~creasing 
exports from Central Javaa This should le~d to practical steps 
on the part of government to facilitate the work of international 
buyer~ and other participants in the e)~port process a 
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There are also a number of production constraints which 
currently work against the growth of export oriented manufactur
ing activities in Central Java. These include~ the lack of 
speci fie necessary ski lIs i Yl thl!;~ ti"Or~( force and i Yl the entrep\'~e-~ 
neurs and managers; the lack of acce5~ on the part of entrepre= 
"eurs to eurrDnt d •• ignB which eould be sold on the international 
market, lack of access to fixed and working capital; lack of 
appropriate production equipment~ lack of experience in competing 
in the international market plac~; and 9 inefficient management. 

While it is necessary fo~ the CJEDP to recognize and address 
all of th~se constraints in promoting Central Java EMports, the 
crucial importance of the management issue must be emphasized. 
In researching the potential for exporting Central Java brass 
products~ a cost comparison was done with similar products now 
produced in Thailand. It was found that although both raw 
materials and labor were as much as 50 percent less expensive in 
Central Java, the eM-factory price of comparable products was as 
much as 35-40 percent higher in Central Javao The advantage of 
low-cost labor and raw materials was thus effectively wasted due 
to production ineffiCiencies, management weaknesses and the high 
cost of dealing with the administrative requirements of the 
~)(port regimeo 

An example of the type of policy constraint which the gov
ernment places on the development of non-traditional exports is 
the restrlction on foreign businesses allowed to operate in 
Indonesia. It is very difficult for a foreign buyer to operate a 
buying office in Indonesia or to legally keep a person here to 
oversee production against specific orders and the quality con
trol process. In fact? there are overseas buyers living~ or 
spending the majority of their time~ in Indonesia doing those 
things, but they are forced to exist on the fringes of the legal 
system~ using "borrowed" export licenses aVid looking for ways 'GO 
maintain their visas 9 rather than being encouraged by government 
pol icy .. 

Rnother factor is the frequent changes which are made in 
policy regarding eMports which make it difficult to determine 
exactly what government policy is at any particular time. For 
eMample, is a particular product subject to export tax or can the 
exporter qualify for a rebate under the Export Certificate 
Scheme? If so, what is the rate applied? It is very difficult 
for local producers or foreign buyers to enter into long term 
transactions when the official policy of government over the 
medium term is not fairly predic~table" 

Administrative inefficiency is another factor which con
strains export development in Indonesiao Excessively complex 
administrative requirements (export licensing, shipping, etc.) 
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slow clown the e><port process consid~rably ~nd hence rai5~ the 
cost of eHpO\"ts trJhile at the salIne time occasioYlillllly causing 
shipping delays which detract from the reputation of Indonesia as 
a reliable trading partneru 

Informal administrative payments often serv~ ~s a means for 
obtaining timely and efficient action on the part of government 
servants related to the export process a This mak~s it difficult 
to determine the actu.l costs that an exporter must expect to 
incu~ in doing his business. Several hours of research on two 
different days failed to provide a specific and reliable answer 
to the quest ion of how much it t'Jould east to move thr@~ tOY'lS o<F 
brass products through the port of Semarango In a highly cost 
competitive business such as exporti"g, it is necessary for the 
exporter to know exactly what his cost factors are before quoting 
a price to an overseas buyero 

The basic infrastructural constraint in Central Java is the 
lack of an international port facility capable of dealing with 
containerized shipments and the lack of a major airport with 
direct access to overseas buyersa Central Java is relatively 
well served by roads, electricitY9 ~ater and communications fac
ilities. Rlthough there is certainly room for improvement in 
these infrastructure facilities 9 and areas of both t'J~~t J§'IVi\\ 

(around Jakarta> and East. Java Caround Surabay~) enJoy a consi
derable competitiv~ advantage in the provision of such facili
ties, they are not viewed as being a major constraint to export 
d~velopment in the province. 

R port improvement prograM9 5chaduled for completion in 
19857 should increase the quality of service available through 
the Semarang Port considerably and lower the ~ost of passage 
through the porto Larger vessels will be able to dock directly 
at the piers 9 eliminating the need to use lighters between the 
docks and the larg~r vessels anehor~d as much §'IS three miles at 
sea .. 

R container capability will also be installed which will 
increase the attractiveness of the port to international shippers 
considerablYa One of the major freight forwarding companies 
(Jakarta Lloyd) has announced its intention to open a "feeder 
1 ine" for container shipments to TanJung PY'iok (Port of Jakarta) 
in November of 1983. This should alleviate the containerization 
problem somewhat~ prior to the completion of port rehabilitation. 

The lack of direct international air links is less likely to 
be resolved but the problem is also somewhat less serious as 
transhipment through the airport in Jaka~ta is often feasible and 
shipment of high value goods (the most likely to be shipped 
overseas by air) to Jakarta by truck is relatively insxpensivBo 
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The light manufactur~d export subproJect will focus on the 
development of Central Java's ability to compete in international 
trade through the reduction of transaction costs facing buyers 
and sellers and by providing directed technical and managerial 
assistance to manufacturers attempting to overcome constraints 
they face in fulfilling export orders. The services to be 
offered by the proJect can be considered under four general 
headingsc 

The first task will be the preparation of an inventory of 
products and services which might be exported from Central Java 
along with a list of names and other basic data related to the 
producers. This information will provide the information base 
for the activities which follow and will help in orienting the 
long term team members responsible for this activity with the 
products and services which they will be marketing. 

The CJEDP team will then work closely with NAFED and a team 
of specialized corlsultants to develop a program and appropriate 
materials to increase international buyer awareness of the pro
ducts, skills and services available in Central Java. This 
material will include various general promotional brochures and 
flyers which can be directed to potential buyers of specific 
Central Java productsa 

This material will be distributed through all available 
channels including NRFED itself, the commercial attache offices 
of various foreign embassies in Jakarta and Indonesian embassies 
abrosd 9 the American Chamber of Commerce in Jakarta, trade asso
ciations in selected countries and U.S. government programs such 
as the Overseas Private Investment Corporation (OPIC), the Joint 
Agricultural Consul~ative Corporation (JRCC), the USAID Trade and 
Development Program and the EXIM Bank. 

The team will also assist with the preparation,of material 
to be included in various international trade shows under the 
NAFED umbrella and one issue of the NAFED magazine 9 In~2D~§!~ 
g~QQr~~r, will profile the productive activities and pot9ntial of 
Central Jav~5 

Besides these gen~ral means of increasi~~g buy~r ~w~r~n~5S of 
C~"tral Java as a supplier of goods and s~ryices for eHport~ 
CJEDP advisors will reach out directly to eonta~t buyers via 
commodity-specific advertising in trade Journals9 targetted 
direct mail campaigns to specific buyer groups and following up 
on leads which are generated in the eour.se of dealing with other 
buyerse 
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As soon as individual buyers with a possible interest in 
doing business in Central Java are identified~ individual con
tact, via the mail and telex, will be initiated to ans~er their 
questions and encourage them to visit to see what the province 
can offero 

One of the maJor factors which will assist in the attraction 
of increasing numbers of international buyers to Central Java 
will be the operation of the Export Trading Service which will be 
discussed next. The program to increase buyer contact will be 
used to publicize the existence and operation of this programa 

Once buyers are convinced that they might find the goods and 
services they need in Central Java and decide to come and visit9 
it is necessary to prOVIde them with the services they require to 
carry out their busins$s Effectively and be confident that any 
order they place here will be rigorously followed up and filled 
according to the specifications of the contracto Among the 
services which the CJEDP would provide to the buyers are the 
following~ ~ 

o introduction to producers of the types of products 
they seek; 

o assistance in acquiring the supporting services they 
require in seeking producers in Central Java such as 
transport9 office ~pac~9 translators 9 

information about trade, labor finance and other 
relevant regulations and introductions to people who 
can respond to speeial questions of individual buyers; 

assistance in the negotiation and ~inalizing of 
contracts with local producer~ or producer ~roups9 

o follow-up servi~es to insure that necessary 
documentation is taken care of as req~ired and that the 
goods shipped comply with the terms of the contract. 

These services will be provided primarily by the members of 
the long term team and offered to the foreign buyers free of 
charge. Commercial firms in other countries commonly charge the 
buyer a commission of between two percent and si~ percent for 
such services. One measure of the suceess of the activity will 
be the extent to which private companies have determined that the 
provi~ion of ~uch as~istan~e can be a profitable venture and have 
d~cided to enter the field themselvese 

CJEDP will work with any company wishing to begin such 
activities to inmure that the effort will be both profitable to 
the company and effective in the promotion of Central Java ex
ports. It will stimulate the development of sueh a firm during 
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the third year of the project if one does not arise naturally 
earlier. If it becomes necessary to select one firm for CJEDP 
assistance from among several candidate5~ the choice will be 
based on the competence and experience of the firm and its poten
tial to effectively service foreign buyers and promote Central 
Java exports. 

In addition to providing the types of assistan6~ discussed 
above WhlCh are aimed at increasing the amount~ and productivity? 
of contact between international buyer5 Bnd Central Java produ
cers~ this subprOject will also provide direct assistance to 
local businesses which have the opportunity and potential to 
export but need c~rtain types of assistance in order to compete 
effectively in the international marketo 

Although the export trading services will assist buyers of 
all products, the more intensive producer-oriented assistance 
will initially be provided only to producers of three basic 
product groups: ornamental brass9 handcrafted garments (batik 
and embroidery) ~nd rattan/wicker product~a This focus is neces
sary to avoid spreading the limited resources of the subprOject 
too thinly over a number of production ~ctivities and reducing 
the impact of the effort on any of thpm. 

This assistance will take the following forms: 

o Assistance in the identification of specific 
prdblems which are holdinQ back the Qrowth of exports 
o~~~ecreasing the comosttiivensss of-Central Java 
p~bducts with those produced elsewhere; 

o Assistance in the adjustment of a producer 1 s 
production process 50 as to produce marketable productb 
of a correct and consistent quality; 

o Assistance in the development, selection and 
acquisition of appropriate technologies for the 
production of goods for export which can compete 
eff~ctively with goods available el~ 'ihers and the 
training of local producers ~n their use; 

o Assistance with various aspects of busine~s 
management including the development of cost estimates 
for various products~ the acquisition of required fixed 
and working capital and the development of appropriate 
management systems to reduce losses due to management 
ineffici~ncies9 and, 

Q Provision of appropriate management and technical 
training programs for producers of specific commodities 
~o enabl~ them to compete more effectively in the 
lnternatlonal market. 



The three groups of products <ornamental brass, garments, 
and rattan/wicker products) were selected on the basis of the 
experience of Central Java producers in their production, and in 
some cases with limited export; the ready availability of appro
priate production skills and raw ma~erials; and~ the high proba
bility that viable export markets can be developed for them. 

In ornamental brass, for exampls7 research in Thailand and 
Singapore indicated that CRntral Java (Juwana) producers can 
compete with similar producers in Thailand and other countries 
which produce relatively higher quality products than the mass 
produced products which are exportea from India, Taiwan or Korea. 
Preliminary negotiations with one buyer indi=ated that it would 
be possible for Juwana products to compete ~ith those from 
Thailand in terms of both quality and price" There ~Y'e r!)::";w'e thaYI 
100 producers of ornamental brass products in Juwana 9 many of 
whom participate in subcontracting systems with the three largest 
producers IfJho t'Ji 11 serve as the COY1·"j;"~i ts fOr" eHport ol''''d€'Y's and 
technical and managerial assistance. 

Skills rel~ted to the eMport of ready-made garments are to 
be found in the batik centers of Pekalongan and 8010 as well as 
in Kendal and Kudu5 which produce embroidery in small scale and 
household ent.erprises. Ther~ ay'e curreflt ly at letBs'G thre~ fii",(ls 
in Pekalongan which are actively engaged in the e)cpcrt of 
finished garments. Two of these report that they could produce 
more if they had sufficient orders. The third clajms to be doing 
as much business as it wants on the basiS of an exclusIve markat-
1ng arrangement with one foreign buyer who p2rsonally supervises 
the production and quality control proce55a 

The embroidery skills found in Kaliwungu and Kudus can be 
used to prepare fabric for sewing into garments by these expor
ters or by others located outside of Central Java in areas which 
are known for their export of finished garments. lhesa people 
are currently producing for the local market in Jakarta and for 
sale to travels -- HaJ pilgrims for example. 

Foreign buy~rs interviewed agreed that there is a good skill 
base in Central Java for the production of eMp~rtable garments 
but stressed that steps must be taken to in~~ure that the buyers 
reeeive the type and quality of goods they need on time every 
time if th~ reputation of Central Java in this area is to be 
enhanced., 

There is also a good pDt~ntial for increasing the production 
of rattan products for export. Although the raw material for 
rattan products is brought into Central Java from other parts of 
th~ country, ther~ is a large base of production skill for its 
processing in Central Jav§o 

Two Central Java companies have 
rattan and wicker products of SMport 
Sari Rose in Ungaran9 has experience 

the capacity to produce 
R'l-1itv n~ __ ~ t~-~ D ~ 
t'".~~§&- " ... 1 ~ U'j!~~! n~uJ~ r"o 1 p 

in th~ prociuetio~ of various 
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handicraft products (mostly wicker baskets) for Q~port subcon
tl'~t1icting ~Jith t.~(;H"'kers basmd iYl Unga~""'fW'l ~?"'~ in rHl"t~~ of .<ab .. 
Jepara and Kab .. Boyal(l!l i.. They havf:? ~.J~en c:omi'r.ist;iQYi~d a "fostf:f" 
father" under th~ Industry Departmel'Yf!; ~ 9. Bi~~ak P¥'JgkB'!:: (foster 
filtther) program a}-"ld contj-"actecl by the Depi'!rtff!~"fft of L~bor to 
provide training to workers in the areas mentiona1 &bove to 
enable them to improve their producticM to meat a~po~t standards. 

P.T. Sari Rose is curr~ntly having a difficult time as the 
singl~ export buyer with which t~ey have worked for several years 
has stopped buyi'f"lQ for m Y'eascm th~ COmpiilH"l}l dc~s not ~(not"J and 
they have no other export outlets for their production. 

c.v. Kusan, lo~at.d in Smmaranj, employs mo~e than 40 people 
in the production of export quality rattan furniture. This 
company could also serve as a coordInator for other producers 
cooperating in the fulfillment of large export ordersa 

The CJEDP staf¥ will also carry Gut a limited amount of 
research on spe~ifie ~onstraints to incrEa~ing the exportation of 
light manufactured products from CS0tral Java. Recommendation$ 
t'Ji 11 be made to i:ippi""oprL~te governm\;1'i"~t aWl;:-wY'i t :i.e!::> 1f:hen it is 
clear that a specific government policy or administ~ative proce
dure is having the effect of keeping total exports at a lower 
level than i'il.i.ght othert.'Jise be attai\~~d" 

One such study will focus on analyzing tne process by which 
exp0rt documentation is obtained and sugg~sting ~lternatives. 
Another I!.!ill focus on ways in !''Jhich 61-lange~ in g(."'cv~rnmeFf\; policy 
(often very Minor changes) would promote foreign buying activity 
in the province. Other topics will ariss in responSE to re&l 
problems eF,~oui'''r~ered h~~ the pl"ocess of imlp18me'I')'tatioi"lo 

This subprOject will be initiat2d at the commencement of 
C3EDP implementation activities and terminated upon the handing 
over of export trade service aetiviti~s to a priv~te company at 
the en~ of ~he third year a The need to continue providing pro
duction assistance to produce~s in a second phase of the CJEDP 
program wi 11 be eva 1 uated alO1"lg trJi th '.:.Y~ije'r ll'!.1tJOY> project 
component so 

The subprOject will be carried out undp~ ~he direction of 
one core staff member, the export marketing advisor, ~nd staffed 
by one local cou~terpart9 the senior export marketing cDunter
part7 on a full-time basis. A total of 50 persQn months of 
short-term assistance (mostly Indonesian) will be us~d during the 
three year life of the project and subcontracting relationships 
with local firms and non-governmental organizations will be 
dev~loped to accomplish three different fu~ctionSB 
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The subproJ~ct plan calls for working with and through 
p!"'i vate sector organi zat ions i 1fI ac:compl ish i ng thE' obJect i yes or 
the subproject except in the case of NRFED~ a division D~ the 
Ministry of Trade, which will be involved in efforts to increase 
buyer contact with local producer59 and the Department of Indus
tries which will ~oop.rate in the provision of produetion assis
tance to produt:~rs" This ttJi 11 serve to ma~-HE'l' use of the t::DYiSich:n'k-~ 
able skills and experience of th~ private sector organizations in 
Indonesia as wall as give them the opportunity to further develop 
their talents and expand into new areBS [4]0 

Figura V-I presents a timetable for the start-up of various 
subprOJect activities while Figure V-2 illustrates the tiffi~ phas
ing and duration of subprOJect activities~ Figure V=3 shows the 
types of long term and short term personnel who will be used in 
the implementation of the various component so 

Hil short term technical assistance personnel will be re= 
cruitmd and pl~ced by the prime contractor to perform the various 
functions outlined in Figure VI-lo Non-profit organizations and 
technical institutes will be contracted to carry out spacific 
tasks related to the provision of production assistance, manage
ment assistance and training to producers~ Se~ S~ction VII of 
this report for a full discussion of the contracting mechanisms 
to be usedu 

The S~nior E><port trlarke-ting CounteY'pe\rt" It'\lho t'Jill be !i~orking 
on this subprOJect full time 9 will be recruited as 500n as the 
expatriate members of the contract team are in placeo This 
person will be hired on a contract basiso 

As soon as both long term team members are i~ place they 
will begin the preparation of an inventory of products and ser
vices which either are, or might be9 exported from Central Javao 
This exercise will expand on data collected during CJEDpvs design 
phase. It will focus on the three commodity groups being speci
fically developed under this subprOject but will also include 
other types of light manufactured products (wooden or clay pro
ducts for Example) for which an export market might be developed. 
Two months will be devoted to this survey and no outside assist
ance will be used@ The output will be an inventory of exportable 
products from Central Java and information about their producers. 
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Figure ",)-1 
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Figure V-2 

Time Phasing of SubproJect Activities 
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Staffing Chart 
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Based on the Dbove information9 the CJEDP team will work 
closely with NAFED to develop a program and appropriate promo
tional material for increasing international buyer awareness of 
the products~ skills and services available in Central Java. In 
this case the long term team will be supplemented by one month o~ 
assistance from an expatriate advertising specialist with experi
ence in the area of export promotion 9 an Indonesian commercial 
photographer (one month) and an Indonesian graphic designer (also 
for one month)o The output of this effort will be a set of high 
quality promotional material d~signed to stimulate buyer interest 
and a program to gener§te and follow=up on specific buyer 
contacts .. 
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These start-up activities will lead to the inauguration of 
the export trading services activity in the sixth month of pro
Ject activity_ One month of expatriate technical assistance from 
an international buying consultant will be used to finalize the 
design of export trading service activities but they will be 
implemented entirely by the long term staff members. This compo
"a~t will serve DB tha ~."t.rpiece of the overall export develop
n~ent effort and !;Ji! 1 cont i nue "Ghroughout the three yeay' 1 i fe of 
the proJe?ctu 

During the last six months of the proJect (months 31-36), if 
one has not arisen naturally? the core team will identify a firm 
capable of taking over the function of the export trading ser
vices activity on a commercial basis and assist it to establish 
itself in the field. This wil19 of course, enable this component 
to be dropped during any extension, or in&titution building, 
phase of the CJEDP. 

R detailed survey of the ~eed5 of various producers of the 
three promoted commodity groups will also be co~ducted in months 
six and seven ~f the proJect. Three foreign buying consultants 
will spend one month each working with the long term team and 
producers of the commodities they know best. They will approach 
the producers from the position of buyers and identify specific 
items which might be developed for export and point out the 
problems that are causing th~m to b~ les5 competetiv~ tha~ they 
might be in the int~rnational market. 

This survey will target the specific type~ of technology 
development whieh need to be undertah.en €il.nd "{;he content of train~ 
ing programs which will most effectively increase the ability of 
Central Java entrepreneurs to export their products. 

The next step will be the initiation of production a~5ist
ance to the producers in month eighto The foe us of this assist
ance will be in the area of production technology. Yayasan Dian 
Desa and the Metal Industry Development Center CMIDC)9 or other 
qualified organizations? will be contracted to study specific 
technical problems and sugge~t way~ to resolve them ~o @§ to 
increa5~ ~itMer the quality of the products being produced or the 
efficiency with which they ~re produced0 

In cases t;;Jhere loc§il org€lyJi~ation~ fflGty }')ot be @lble to 
resolve the problems themselves9 a budget will be available for 
recruiting short term speci~lized a&si~tance from el&Bwhare in 
Indonesia or over~e§iS to work with the subcontracting agency 
concerned and thus not only contribute to the resolution of a 
serious problem but also enh~nce the local agency~s capabilityo 
A total of ten such subcontracts Will be let during the life of 
the proJ~ct" 

The technical innovations developed will be passed on to 
producers via these 5ame organi&attons and the associations. 
formal or informal 9 which link the producers of a certain typ~ of 
product in an area." The larQ~i" firm~ whieh ~~rV{lg ~~ coordinator~ 
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and supervisors of the production o~ large export orders will 
also playa very important rolp. in passing on tecnnical innova
tions to the smaller producers with whom they are affiliated. 

In cases where credit is required to enable producers to 
acquire the equi ,(lent they need to produce e)tpo .... t&\blf~ COfllfil0th= 

ties) core team ~eMbers (management and finance advisors) will 
assist in the preparation of feasibility studies and will help to 
identify and eDtain appropriate commercial bank financingo The 
CJEDP itself will include no loan_fund. Its finance efforts will 
focus on helping entrepreneurs acquire the credit th~y ifie~d from 
~xisting credit sourceso 

A managerial assistance program will also be initiated in 
month eighta It will overlap with the production assistance 
activities Just discussed and will complement those more techni
cal services. The primary vehi~le for providing this assistance 
to these producers will be the private voluntary organizations 
who have experience in undertaking these types of programSa 

Yayasan Purba Danarta~ LP3ES and LPPM will ba contracted to 
provide management training to the producers emphasizing methods 
for determining and controlling production costs 9 pu~chmsing~ 

labor management and other important management faetorse The 
specific topics of these training programs will be d~termined by 
the needs assessment survey which w~l preceed thEm and the 
adaptation of various production systems which are developed in 
the production assistance activities. 

Throughout the three year life of the project short term 
technic~l and management training programs will be held in the 
following locations~ Juwana (brass producer5)~ Kaliwungu (em
broidery), Kudus (embroidery) 9 Pekalongan (batlk)g Solo (batik), 
Ungaran (rattan)9 Boyolali (rattan) and Jepara Crattan)o In all, 
t!;~lve one month training sessions t>"Jill be held hlvolving at 
least 30 producers in each case at @n av~rBg~ cost of $15~000 p~r 
training sessione 

A small amount of short term technical assistance will be 
provided to assist the organizations conducting the training to 
prepare their c~rriculum a~d ~o provide speciali6ed input to a 
training program where this may be requiredo 

This training will be designed in response to specific needs 
which have been identified in the process of working with entre
preneurs in the various product groups and directed at helping 
them to overcome specific problemso There will be no standardized 
curriculum for all training programs. This will increase the 
cost of the training somewhat as a new curriculum must be 
developed for each course9 and perhaps different instructors will 
hav~ to be identified and recruited~ but the impact should be 
much greater than has been the case in the past with generalized 
management training Dr achievement motivation training. 
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Tne SubprOject staff will also provide direct managerial 
assistance to larger enterprIses as time and the capabilities of 
the s~aff members allow. 

Research relateo to specIfIc expor~ constraints wl11 be 
InItiated at the begInnIng of the second year of project develop
IllfO:f!t ~ 1 t wi 11 be' eona uet ed pr 1 m"n' i 1 Y by members of t Y11i? 101'"Ig term 
team with an adequate budget being provided to augment these 
staff resources Wltn seven filonths of short-term aSSIstance e~cn 
year (one expatrIate ana SIX local)o 

The effort to "spln-off" the €mport tradiYlg services tc) a 
private company will also be handled directly by the long t~rm 
team at the end of the tnird year. It is not anticipated that 
any outside resources wlll be requlred to effect thiso The CJEDP 
will provide assIstance dIrectly to a company wnich WIshes to? 
and is capaDle of, taKing over these functions on a commercial 
basis. The assIstance WIll be prImarily 1n helping the company 
to plan and obtaln financing for its activitIes as well as intro
dUCIng tne flrffi to clIents (cuyers and prOducers) who were 
developed and served aurlng the earlier perIod. 

The estimated costs of tnis SubprOject over its full three 
year lIfe are presented in TaDle V~lQ 
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Table V-I 

Expot~t PI'OOOtiOI'l SubproJ€c~ Bl!dget 
USD Thou!xmds 

activity u. s. $ Rpo Vt' 1 Vr 2 YI' 3 
----
Senior Expert t·larketing Counter~art 

Salary ar~ ~nefits 0 52 15 17 ZIlJ 

Inventory of Exportable Products and 5ervice~ 
Staff ~r Di~ 1 \) 0 

Buyer Contact Prouot iOfllll Progl"iHB 
s. T. Advertising Sp~ciali5t 15 0 15 @ 0 
s. T. Graphic Sp~ciallsts 0 4 4 " 0 
Matenal 0 1 1 0 @ 

PrintlnQ (JJ 10 B 2 rJ 
Distri bution aoo FollQ:'J=up 0 W ;) ;) 0 

Export Trading Service Progran 
Short Tero Buyer Consultant 15 0 15 " 0 
Staff Pt!r' DiEtl 7 1 3 5 {} 

Material atm Oth~r CoSt5 7 7 J 5 {; 

Pr'Odu~r N2~ds AS5~s~s~nt for S~lGCted Coc:qditi~~ 
s. T. Buying Consultants 45 (] 45 ·0 @ 

Staff P~r Oi~D ar~ Other 2 2 4 {3 @ 

~toduction Assist~n~ ~J'Ogr~1 

s. T. ~rodu~, S~cialists (Eul 115 (; 15 L':3 ~~ 
s. T. Product Sp~cialist5 (lnd,) 0 31 4 13 ltj 
Suhcrmt "acts ~ Hi@ ~@ U(J 69 
14at(gtlals " ':2 7 gO IS 
Staff p~(, Di~a ami Other 9 9 !J Ii a 

P"tooucer Tr'aifliflQ ~rf)gri)J:lli 
s. T. Tr'tlinin!! S~~ciali!>t (tHo) 1;0 ~ 15 16 17 
S. T. Training Sp,1ciali5i !lml.) () 12 g 5 ;5 
Subcoflt rae); s (!j 215 l1 B6 99 
Staff P~r Di~~ end Oth~r 11 11 4 11 9 

Re5ear~h on Sp~cific EH~ort Constraints 
SeT. Rf!i.fi!ar-cn S~cial isis (Ea) 33 @ 0 16 17 s.1. ReS2arch Sp~ialist§ (Ind.) @ 3@ 0 14 16 
Staff Per Dum and Oihm'~ :;) () g ~ ~ 

Spif.off Export Trading S2rvice 
Staff Pi:!l" Di~ ami Other 4 4 (j 0 8 

Conting~~y excl~Ding subcontracts (15%) ~6 3£ 25 2a 3(,) 
~=-"""" ~..",. = = ~ 

Tot&1 Yearly Exp~nditut~G 355 bLi'3 Z46 379 333 

Total SYbproJ~~t Exp~n~~5 HH3 
:=~=~ 



.. 

70 

§Y2BCQJ~£i ~~n~fiI~ 

Th~ primary b~neficiarie& will be tha antrapreneurs who 
organize the production of export products and the workers who 
gain access to productive employment opportunities as a re5ul~ of 
the increasing level of exports frem the province. Although It 
is difficult to precisely predict the magnitude of tha5~ bene
fits, a saries of conserv.tiv~ assumptions will enable us to make 
8n estimate as to the order of magnitude of the benefits which 
may be expected6 Such assumptions and the resulting conclusions 
as to benefits are presented in Table V-2a 

Tabl~ V-2 

Estimated Subproject Benefits 

Year 1 Year 2 YrrilV' 3 Year' 4 Year' 5 Total 

Increased Exports R~sultiYtg fro!] 
CJEDP Attivity (USD thousands) 3~ 15~~ 3i~tW 3450 4(,t<J0 1225'~ 

Av£rage Laboy' Coefficient of 
I Ylct'€!ased £K port s .3 .3 .3 .3 .3 

Returns to Labor (Usn thousands) 93 45!a 9~1J 1035 12e0 3675 

Average Anllual IYlco2e Per Job (uSD) 313 313 313 313 313 

NU&lD2r of Jobs Cr-eahd cBB 1~3B Za75 3307 38jlj 3fi34 

Average Ret Yrt) to Ent reprlm~ur 
Co2fficil:flt • 1 • 1 .1 ,1 • 1 

Returns to Entr~pren~ur§ 
(usn thousiln!.ls) 30 15@ ~I{M~ 345 400 1225 

--~_=~=~ ___ ~ ___ ~~.~~=~~~~="'=<:O>..,,~_ ~==-==-C:>'<a<E'""~ 

The subproJ~ct is ~xpect~d to incra§se th~ ~)(ports of light 
manufactur~d products by 150 per~~nt by the thlrd y~ar of impl~= 
mentation compar~d with 1982 figures and directly g~n~rata some 
2875 sustainable n~w Jobs during its life and 3834 by the and of 
year fiveo The number of beneficiaries will be much greater 9 
however, as many of the Jobs will be dona on a piecework g part= 
tim. basiso This will increase the total number of people who 
benefit to as m~ny as 7000 or mOra during the life of the pro
J~ctQ Further increases in exports will of courSB generate more 
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Jobs and it can be expected that exports will continue to grow by 
at least 15 percent per year, in real terms i once the subproject 
is completed based on the systems establishpd during the perio~ 
of its implementationn 

The number of Jobs resulting from the subproject will also 
depend upon the types of products which are exported as different 
products have different la~vl" coefficierrtso For eHample~ the 
labor co-efficient for brass production is estimated at a rela
tively low .2, while rattan and wicker processing reach the 
neighborhood of .3 or a4 and embroidery activities, whiCh often 
rely on material supplied by the buyer9 can approach .7 or rooreD 

The mix of males and females employed and owning the enter
prises which will benefit from this sUbprOjEct varies depending 
upon the type of product being promoted for export. For ~xample, 
EIiost of the brass product manufac:turil"ig firms are ol,"Jned by men 
and will employ a majority of men although there will also be 
women engaged in certain functions such as polishing and packing. 
Embroidery enterprises on the other hand are more likely to be 
owned by women and employ a workforce that is predominantlY9 IT 
not entirely fefuale. Rattan/wicker production firms will employ 
a mix of male and female workers. 

In analyzing the figures presented in Table V-2, it is 
evident that a project cost of Just over one million dollars 
generates a total of 3834 sustainable Jobs by year five -- an 
average cost of $279 per Job. Similarly~ $3067 million i~ in
ereaspd returns to labor over five year costs approximately $0.29 
(in s~bproJect costs) per .1.00 in increased worker incomso 
Thes~ average figures will be reduced s~b5tantially as benefits 
extend and grow into the future and subprOJect costs stop after 
the third year of CJEDP implementation. 

Several different types of indirect benefits· will also &rise 
from the implementation of th~ 5ubproJecto Rmong them are the 
secondary and indirect employment effects resulting from the 
increased worker income as it is transformed into demand for 
other goods and services and flAC)m the bu~iness=rel§t~d demand 
which will be ~enerated related to the production process. 
Although it is not possible to pr~dict precisely what this multi
plier will be7 it is safe to assume a factor of at least two 
which would have the effect of doubting the employment impact of 
the proJectD 

The increased foreign exchange earnings, estimated at $ 3 
million in the third year~ for the national e~onDmy is also an 
indirect benefit of subproJE-c;t implefl'gntatior')" This is of 
greater importance now than previously as income from the export 
©f oil ~nd natural gas is deeliv'ing a~d th~ government has 
attached a high degree of importance to increaSing non-oil 
exports" 
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Also of great importance, in the long run, is the increased 
level of interaction bet"'Jeen Indm'lesian Blf"1tl"epreneurs Enid the 
international market place and the e)(peril~Y'ice t'Jhieh !'3ill be 
gained by Central Java producers in participating in that Market. 
This experience wIll serve as the basis for BHpandinD such inter-
act ion, and therefo,""'e the lev~:l of ~xport busil'H?SS d01fle9 h~ th€2 
future" 

Similarly, th. increased experience and ability of the labor 
force to produce according to pre~is~ sp~~ifications and of 
ent~preneur5 to manage trH~il-'" busir'lBsses i Y'. such ©l trJay as to be 
able to cDmpete effectively in the international marketplace will 
set the stage for further eMpansion of production for export and 
integration of the Central Java ecunomy to the world marketplaceo 
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Footnotes 

(lJ Eg§l!§§§i ~~§BQr J~~~ Igng~D I~n~n l~§g, Kantor 
wilayan Perdagangan, Semarang, 1982. 

(2) Ib!Qo 

[3J The CJ~DP aeslgn team became interested in tnis area of 
activlty as an offshoot of its research into the metal industry 
-- 5Deciflcally tne manufacturlng of ornamental brass prODucts. 
Investigation of tne potentlal for exporting brass proaucts~ 
primarlly ~rafted 1n Juwana (Kabupa~en Pati), both in InDonesia 
ana overseas indicated tnat tnere is a potmntial for developIng 
this export market Out that the effort will be stronger and more 
llKely to succeed if the product focus is somewhat broader than 
Just brass. There are economies of scale to be gainea Dy 
lncluding several itmms in an export development program. The 
inqUIry was thUS broaoened ar~ it also appeared that tnere is 
al~o a gOOd potential for exporting garments, rattan and wicker 
proQucts ana others as well. 

Researcn actiVItIes leading to tne design of tnis subprOject 
included viSIts ~o a large number ~f small and medium scale firms 
who WIll profit from tne development of a VIable export promotIon 
aC~lvlty in the province, discussions with MInIstry of Trace 
personnel from the NatIonal Federatlon for Export Development 
bo~h in Semarang and JaKart~7 discussions and fIeld visits witn 
potential domestic exporters and foreign buyers, V151tS to Doth 
Slngapore and BangKOK to lnvestlgate market potential and 
cnannels for brass procucts in partlcular and tne reqUirements of 
an effectlve export promotIon service in general, and review of 
the eXIsting llterature relat~a to the needs of a successful 
export cevelopment program and examples of how success was 
a~nievea elseWhere -- particularly in Asia. 

The result of ~hlS research IS a relatively low-cost CJEDP 
subprOject activity Wnlcn is at once driven by private sector 
demand and builas upon tne successful experience which others 
have enjoyed elseWhere. A successful conclusion of this activity 
would be to have it "spun off Y to a capable privata sector en~ity 
whicn s~es that It can earn a profit for itself by providing t~e 
types of services to be Introcucad by CJEDP and promoting the 
economic development of the province at the same time. 

(4J The prIvate voluntary organizations wnlcn might 
participate in tne implementation of this subprOject are aescriced 
and assessed briefly in a working paper which was prepaY'ad In 
conjunctIon with tne work of tne deSIgn team. It IS InclUdeD as 
Rnnex E to thIS report. 



VIc METRL INDUSTRY DEVELOPMENT SUBPROJECT 

I"done&la9~ ~~ker& must uventually be equipped with tools 
and machines i~ , r are to in~rease their productivity and 
~H'~hieve .ll hiMh~" ,'~, .lYldard of livinn" TheY'~ is t11 't:hin liFle be= 
twean an indu5tr~~~ sector which 1~ad5 the deve10pment of an 
economy, and one which lagB behi~d, requiring imported equipment 
to support the inevitable progressive mechanization of society. 

Other Rsian countries havu effectively bolstered their eco
nomies by selectively restricting imports, acquiring new sk~lls 
and technologies and purposeful:y developing their engineering 
and metalworking industrieSa Progressive machinery industries 
hav~ found YI~t"4 t"J~y~l to I'llult i ply th~~ ?,2ffr'r'V; of hand labor7'~ ex'crac
ting mor~ VAlue .dd~d from natur~l resource endOWMents ~nd re
turning a better income to the worker. 

The task set for CJE~P'B Metal Industry Development Project 
im to provide gupport to tho~~ ~~tiviti@~ ~nd enterprises within 
the e~gineEring and mutftlworking industry which will propel 
growth9 development and employment in Central Java. 

Following a diseussion of the structure of the industry and 
employment and output magnitude5~ this chapter is organized as 
followsg 

o PrOBpmcts for Meta! Industry Duvelopment, includi~g _ 
a.etion on how to reach th. small producers; 

o 

Rgroprcca&.in~ Machinery And ~quipm.nt, with sections 
Or'; deW€'lYid for output of th~ !'l'l~talt;l!ork.ir)g 'hidustry'l both 
eMisting and to-bE-generated from presently 
unmechanizad oparetions; and the need f~r new 
production and precision capacity within the 
agroprocessinQ manufacturing industry; 

A Program to Dav.lop the M@talworking Industry in 
Ruppert of a~roproeas&ing, p~ovidin~ both a top down 
and a bottom up approach to improvements and expansion 
in the en~inBerinD and metalworking industry; 

Import Sub~titution 
Equipm~nt; 

jmenustik
Best Available
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o Imf.ll~m~\"rt~r:tion- Arr~ng~rn~nt5 <'lH'ld phJh¥;,i~t~ ~f t,h~ 
5ubproJ~ct~ both for agrop~oceGsi~g machinery 
production and import components productio~, including 
aceass to cradit 9 with tablas of scheduling and 
timepha~ing of project activities; 

o SubprDJect Ben.fit&9 direct and i"dir~~t employment 
gains, and growth and devalopmont of thE economYN 

E~gi"~ering and metalworking in Cwntral j~va have been 
shaped by ths historical antmcedent5 which gave birth to thR 
industry in th~ t~~Y'ly 1900" 5Q ThG> mectiu'ri ana heoavy m~r::hii'lfi?Y'Y 
manufacturing d.ma~Js of the Bugar and transpoyt sectors led the 
Dutch to make maJor inv.stments in plant and equipmentG Today 
the •• activitie~ continue in Centrml Java in the form of the 100 
pErcent govarnmant-ownad cOMpany, P.T. Bar~ta! (a branch of the 
country's largest factory-machinery comp~ny based i~ Surabaya), 
and P .. T" Dtt-ii kl:l. 

Tog~ther with a third plantg P.T. P~t~~5 established in 
1946 and largely unimproved since, these Tegal-based firms ser
vice the heavy requiremev't't;!§ of rflaint,~dYlin~~ f"'f"d1l"1!pr'Ovhi!il 23 
government-o~ned suga~ mills operating in West dnd Central Java. 
Thes~~ plants €'H"~ int~~rated self~coV'.t{;tii',;~ti O~'~1f'0:tiOi'-1~ th€~;,i; ca:c;'"G 9 
finish and m~chine parts and ccmponents 5 with minimal subcon
tracting to smaller more specialized oroducers [2]. They also 
service other clients 9 both public and private, and produce a 
wide variety of subsidiary repair and m&chine p~OdUCt59 particu
larly pumps and ir~igation system water ~ont~cl devi~e5o RII 
three plants are estimated to be oper~ting at 12~5 than 50 per
cent Dr installed machinery and facility capacity_ 

Ceper is the center of the ferrous metal casting and surface 
finishing activity in Indonesia. Rn enterprising entrepreneur 
began casting ~Ot5, pans 9 and irons in 1915, and the knowledge 
perme~ted tho local area~ consistent with th6 spreading pattern 
of other JavanEse handicraft skills. Thera are currently 150 
ragiEtered members of the local cooperative, including 126 firms 
4actively providing a broad spectrum of c~piabi2ity ~nd craftsm~n~ 
ship in the cGsting of iron products. These include both finish
ed products and components for larger machines and equipmentG 
From the 36 £~~m~ surveyed in Ceper9 the products produced 
h)clude: 
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water pumps 
sugar factory spare parts 
sewing machine legs 
water piping 
foot valves 
rubbe~ factory spare parts 
M~rine spare parts 
t~lephone service spare parts 
automobil~ spare parts 
press spare parts 
pipe fittings 
m&chin~ry parts (3J 

The foundries depend upon contracts from government agen
cies, ~ome by way of th~ cooper~tiv~ association g and dir~ct. 
contracts with private ~uy&rso With the exception of the few 
highest quality casters, known throughout Indonesian for the 
precision of their work, therm is significant unused capacity in 
this locally-based industry &ubsector. 

Th~re is a center of ornamental brass casting and finishing 
in Juwana whose products and designs are determined by the tastes 
of th~ dom~stie marketQ Tha&& producers will be helped to enter 
the international market by the CJEDP~s e~:port services subpro
Ject and will not be included in the matal industry development 
subproJecte 

M.chin~ repair shops constitut~ the thi~d component of the 
metalworking industryo Wherever imported machinery has bean 
used, facilities to fix or replace parts or to reconstruct or 
duplicate at least a portion of the original ~quipment have 
develop~d. Thas& often began as shade tree operations and added 
equipm~nt to weld, turn, shapru and mill metal partso Now fully 
equipped shops eMist in evary major population ~enter. In 
Smmarang, tha r~pair facilities of PaM. Slamst Sumbing and PaM. 
Subur among others, appear fully capable of manufacturing n~w 
mediuim-Bcale machinery but do so only rarely or not at all. 
Their involv~ffimnt generally ends with machining a part larger 
than an equipmsnt fabricator can handl~ Dr as a repair racon-
5tructione During 1983, thes~ facilities ware operating at less 
than S0 percent of capacitya 

Cok. and pig iron for thm foundri.~ are imported from either 
Taiwan or Australia, and arB .vailable throughout the provine. 
from private muppliarsa M.lt~d scrap iron is used in varying 
proportions to provida additives not found in pig iron and to 
reduce the price of the finished product. There is no &te~l 
casting done by the metal working industry in Indanesia9 but a 
well-developed system of private company imports and services 
(both European and Jap~nese) provides &te~l varieties, assistance 
in chasing appropriat~ &t~~ngth~ and degr~e& of brittleness, and 
tempering after machining (in Jakarta). Except for the repair 
industry, however 7 there is little &t~el being worked in the 
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factories of Central Java. Cast iron is the material used for 
met a h'\lork i ng and machi ned products, lioli th an occasioi'lal brass or 
bronze alloy used for valves and fittings~ 

Economic theory su.ggests that capital investmerlt in the 
engineering and metalwork industry in Indonesia should be 
limited, with as many operations as possible done by hand. Each 
expensive machine would be surrounded by a craftsman with appro
priate helpers¥ haulers and carriers9 and a sweepero Shift work 
would maximize use of the scarce resource -- capital equipMent. 

Theory and practice merge in the casting industry in Cepero 
Thsre is little expensive equipment in evidence except where low
interest loans have been made available to a few selected firms 
to purchase new capital equipmenta The crueibles are hand car
ried and the molten iron hand poured. RII sand castings are hand 
molded and surface finishing is highly labor i~tensive. 

There is an enigma in the ffi.chining 5ubsector9 howevero 
Those activities which can be done by hand are~ sometimes ev~n 
when capital equipment is availableo Two laborers were observed 
hand sawing a metal bar within ten meters of a million dollars 
worth of usable metal working equipment. Capital investment has 
been constrainted by tha high cost of capital except in cases 
where subsidized loans have been made available to replace worn 
out equipments Machines are old g often purchased second hand 
(4)0 Yet for each machine in use, there are two or three stand= 
ing idle, and the labor force in view could not physically oper
ate half the equipment availableu The first lev~l of obserVation 
and the perception of managers and owners of enterprises in the 
metalworking industry is that there is not sufficient demand to 
keep the machines busy (5)0 

The metal industrY9 as defined by SIC codes 38111 (agricul
tural and handtools including blacksmithing a~d foundries> and 
38200 (machinery manufacture and repair), employed ,7,926 workers 
in 1979, in 29012 enterprises. Growth in employment in these two 
categories regist~red 44 percent from 1974/75 to 1979 [6]0 

Employment in the production of agricultural and handtools 
(SIC 381~1) is concentrated in household and small scale enter~ 
prise50 1979 census data shows no medium or large scale enter= 
prises in this cat~gory although at least a few are known to 
exist and hav~ been visitedo Employment in the manufacture and 
repair of machinery (SIC 38200), on the other hand, was co"c~n
t~ated (63 percent) in the mediUM and large scale enterprises 
with no household ent~rprises being recorded" 

It is not possible to determine the total output of enter= 
prise in these two categories from available data sourcesu One 
unoffici~l ~"Alyst .Btimat~s that total autput of firms classi
fi~d ~s 38111 was ~round Rp 198 billion (Uc8o ~2Dg mil ion) and Rp 
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1105 billion (UoSo 51804 m~lion) for those classified in the 
38200 eat~cory in 19800 Although it is not possible to reason
ably ~5timat~ th~ rate of growth of output, available indicators 
5Ugg~5t that it has no more than kept pace with the inflation 
rAte ~nd that output per worker may have actually declinedu 

Loeat~d in Bandung and fioused within th~ Ministry of 
Industry, MIDe was ~stablished in 1970 and has received technical 
and equipment assistance frOM UNIDO, West GermaflY and Belgiumu 
It pr~se"tly ~mploy5 23 qualifi~d engineers and technicianso 
MIDe has a full range of product design and testing facilities 
for the Indonesian metal i ndustr'yu 

MIDe accepts as its charter the improvement of qualitY9 
skills, material inputs, technical methods and management and 
productivity among 10,000 metal industry firms. To make its 
tasks manageable, it accepts limited assignments and often works 
through cooperatives or the smakl industry program (BIPIK) of the 
Ministry of Industry and concentrates on a few selected products. 

The best known MIDe aF-tivity in Central Java was its con
tracting to provide 200,000 water meters to the Depa~tment of 
Public Works 9 and subcontracting their production to small firms. 
MIDe designed and t~sted both the casti~g Mold and a new alloy to 
meet high pressure requirements~ then provided direct tech~ical 
assi~tance to producers. The operation was successful. Even 
though many of the local firms who participated' claim not to have 
profitted financiallY9 all welcomed the opportunity to learn new 
techniques [7J. MIDe can undertake only a li~ited number of such 
proJects, however, without additional funding and staffing 
assistancee 

In contrast to the success of MIDe, the Small Industry 
Program of the Ministry of Industry finds it difficult to stimu
late and assist small industries in the province [8Ja While the 
program may have helped some firms, the concept of generalized 
technical assistance and the provision of equipment and machines 
which belong to everyone (and thus no one) has not won great 
favor among producers [9Jo The BIPIK program works from the 
government to producers. CJEDP will be based on a different 
concept of the most appropriate way to stimulate private sector 
deve I opment .. 

Vayasan Dian Desa 9 the only non-profit organization 
assisting metalworkers in Central Java, is headed by a qualified 
engineera Based in J09Jakarta, Dian Desa has been providing 
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assistance to interested firms in technology~ management and 
organization of production. In th~ir metal workshop they have 
built and tested prototypes and extended new ideas into commer
cial productionu They have been one of Asia's ~ost suc~essf~l 
organizations in stimulatil'9 th@ us~ of approprIate englneer~ng 
technology, particularly in the agricultural and agroprocesslng 
fieldso 

§~Q~h 8nB~~1 lEQ§i~C E~lb~cll 

The Ministry of Industry haE established thi~ fipecial 
program to encourage assemblers And maJor buyers of components to 
support small producers through subcontract mechanismsa There 
are two d~signated Bapak Angk~t§ in Central Java 9 one in the 
mst&l industryo This is PeTe Kubotau a Japanes@/lndon~5ian JOint 
venture which has successfully subcontracted with 29 sm~ll produ
cers to supply component parts. This wall publiciz~d effort, 
which was the subJect of a recent article in the Far East Econo
mic Review, has bee~ highly praised and researched [1030 

The vast maJority of locally-made components for Kubota's 
assembly operations are hand producmd washers, bolts, a~d alumi
num tanks or iron trays which are sand casted. None require the 
use of even medium leval tach~olDgy and no larger machine shops 
are involved. Kubota provides little technical assistance to its 
suppliers and pays them up to 15 days after receipt and accept
ance of the component parts thus Dbtainin~ a portion of its 
working capital requirements from its small scale suppliers. 

With locally produced components now equal to approximately 
40 percent of the value of Kubota 7 s assembled diesel engine7 the 
easy substitutions have been made. There is little reason to 
believe that, under existing CirCUMstances, there will be any 
significant increase in local manufacture of more technically 
demanding components, unless GOI policy decigions make it a 
practical necessity. 

The potential of this model is promisingo With technical 
assistance to allow production of more sophisticated components 
and with the potential foy· buyer, or third party~ rather than 
supplier credit for inputs or necessary machl,ery, thE transfer 
of technology from larger assemblers to smaller component produ
cers has excellent potential for modernizing the industry [Ill. 

Government of Indonesia policy has been clearly enun
ciated to promote the local manufacture of assembly components 
and the complete local construction of maJor new agroprocessing 
plants, beginning with sugar mills. Local assemblers have been 
warned that the importation of components will be stopped in the 
near future. The next five-year plan will call for construc
tion of 16 sugar factories. Meetings, organized by the Ministry 
of IndustrY7 were held in Cent~al Java in September 1983 with 
potential parts manufactures to describe the programo Sug~r 
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factory construction will be under the overall responsibility of 
P.T. Barata, but the government will encourage private suppliers 
to provide parts and equipment. How this will be done, and.under 
whose responsiblity, is yet to be determined. M~Jor ~alm 011 

factory construction is also featured in the COMIng !lva-year 
plan. This program will also call for local productIon of the 
mach i Ylel'"'Y. 

The emphasis on private sector investment and the develop
ment of non-oil exports which will be a maJor focus of Repelita 
IV also indicate that the demand for new equipment and ~achinery 
will continue to grow. 

Major s~udies of Indonesia 9 s engineering and metal industry 
were carried out in 1971, 1973 and 1976, each leading to a recom= 
mendation for an integrating stratagy [12l. Th~n, as now, ther~ 
was apparent ov~rcapacity, a lack of aggres6ive marketing of 
existing products, relatively little capability to develop new 
product lines, and a tenuous grasp of the technology and equip
ment required for precision m~chinery manufacturing. 

Since heavy manufacturing is concentrated outsida Central 
Java, a metal industry development strategy for the province Must 
~~ely on "y!iChefililI"IShip", the art of finding local comparative 
advantage on which to base industry modernization and aMpansion. 
Analysis of the existing organization of Central Java~s industry 
suggests that creation of an equipment design capacity, speciali
zation of production, and stimulation of growth through the usa 
of subcontracting mechaniSMS offers strong pot~nti~l for the 
fut urea 

Within the engineering and metalworking industry there are 
two bright prospects for development~ th~ fabrication of agropro= 
cessing equipment and machinerY9 and th~ production of components 
for metal products assembled in Indonesia oth.r than in the 
agriculture and food industry_ 

There are large firms in Wast and East Java which ~ra fully 
integrated operation5~ from casting through m~chinin9 to fabrica
tion. The generation of yet another singl~-stage producer in 
Central Java would not help the many &mall casting firms or 
machining establishMents to add to their skills and produce More 
and better components and parts. In the absence of a heavy 
industrial capacity in the province, orders for machinery are 
placed outside of Central Java~ where very little subcontracting 
is done. The failure of one overriding ~nd powerful firm to 
emerge in Central Java i~ a potential advantage if support can b~ 
rendered to the industry as ~ wholeD 
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There is a net ural harmony between the machinists, casters 
anrl fabricators in Ceper and Semarang which might be extended to 
the partially integrated operations in Tegale PuT. Rabda is the 
most striking example of a firm which started in small consumer 
goods, was displaced froM the market by Japanese im~ort&.after 
the war, then moved into producing agricultural equlpmento Today 
Rabda manufactures tobacco processing equipment, fead mixers, 
light tea processing machinery, and a dozen other pieces of 
agricultural processing equipment from designs copied and ~dapted 
from imports. 

Rabda has no casting facility and subcontracts all such work 
to the Ceper foundriesa It also subcontracts heavy machinin~ to 
specialized firms in the immediate Semarang area, as its own 
facilities are limited. Without formal engineering trai"i"g~ but 
with experience and entrepreneurial talent1 the firm is operating 
in a manner which bansfits smaller and more specialized producers 
in Central Java. 

While Rabda sells almost ~xclu5ively to the private sector, 
P.T. Matahari S8, in Tegal, is a company which has moved frOM 
light consumer products into roof tile machines and hand presse5~ 
under government contract for the BIPIK program. Its machining 
capacity far outstrips its foundry and cooperative endeavors with 
larger casting firms would seem to be natural. Ther~ are others 
that specialize in one kind of machine or in one size of opera
tions that present opportuniti~s for mutual ben~fit through 
specialization. 

Central Java is a c~nter of ~ericultural prDc~ssing activi
ties, with 29 priv~te ~stat~ conc~s5ions and five large gov~rn= 
ment plantation groups providing raw materials for maJor proces
sing facilities in sugar, tea, rubber~ coconut oil, coffe.~ 
tobacco, palm oil, essential oils, tapioca~ and vegetables and 
fr~ait canning, preserving and dryinga In an opan ~conomY9 demand 
for new equipment and repairs could be proJectad basad upon th~ 
age and use of the equipment. But with governMant-own~d opera
tions in a mixed and regulated economy, demand is of tan a matter 
of government budgets, policies and prioritiese 

Ther~ are three potential mark~ts that a revamp~d engineer
ing and metalworking industry could tap in th~ manufactur~ of 
agroprocessing equipment and parts. 

For construction of large tea factories, the manufacturing 
flrm of PaM. TeHa (Bandung>7 has been name~ by the g~vernment as 
the primary contractor [13J. PaT. Barata (Surabaya) is r~5pon
sibl@ for construction of rubber factories. It appears that 
Barata will also be the prinCipal contractor for new sugar fac-
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tories, with components and parts subcontracted out to a number 
of s~aller producers. The process by which firms are named as 
subcontractors is unclear~ Central Java firma will net (and 
should not) attempt to compete with the heavy manufacturing 
capability of Bandung and Surabaya, but instead should seek,to 
supply components for the new factoriesu The5a,r~pres~nt m~l
lions of dollars of casting 9 finishing and machlnlng potentlalo 

~§~ EC2S§§§iDB ~~£biD§C~ f2r g!i§!inn E!~D!. Qr 
Er~§~D!l)l Yn!!.H~£b~ni~~g g!~~.r~!i.Q!J~ 

Ther~ is a small but growing market for new processing 
machinery to fit into existing plants, often built around n~w 
processes, or n~w products requir~d by foreign buy~rsa New 
machines are being constructed for tobacco euring, fe~d mixing, 
oil pressing, etc. which eith~r ar~ significant improvem~nt5 on 
original equipment or represent additional capacityo Nearly all 
of the 29 commercial plantations in Cantral Java ara in need of 
factory r~novationQ Th~ market for light to medium agroprocess
ing equipment can be exploited by Cantral Java~s metalworking 
firms, with support from the metal industry development 
subproJecto 

Th~re is also a growing need for the development of agropro= 
ce=.siYlg and fc,od industry maelr'linery that is l"'leither a copy nor a 
substitute for imported equipmento Indonesia has special re
sources and requirements which call for unique solutions to the 
process of mechanization. There will always be a need for rural
based approp~iate technology -- bicycle-pedal solutions to vil
lage problems. Few other countries generate tha lavel of poten
tially us~ble agricultural waste that Indonasia PO&&.&s~&~ nor 
the vast q~antity of inexpensive labor. For exaMple~ a shrimp 
pond aerator powered by an imported dies~l anginas is presently 
available in Jakarta for about 0750.00. An appropriate tach
nology design, powered by hand or leg action, should saIl fer 
$100 to $150 to th~ owners OT half-hectare tambaks. Both th~ 
design and the fabrication of this kind of local solution to 
opportunities for development prasant attract iva prospacts to tha 
metalworking industry in Central Java. 

The repair business keeps mueh gf th~.Central Java9 s m~tal
~orking industry going. In the largest faetoriEs 9 such as th~ 
sugar mills9 ~quipment repair is contracted to both government. 
and private s~~tor firms. A~y repair under %5 9 000 is arranged 
directly frOM the factory. Rep.§if""s €meeeding -this amount fiAl"a 
arranged by the headquarters of government plantations. 

Managers of repair facilities explain that a half-dozen 
flrms possess madium-sca15 r~pair c.p~bilityg the threm primary 
ones being in T~gala The competitive f~ctor5 are price, known 
quality of work ~nd timely deliverY9 Th~ factories do spread 
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their work and, during the off-season (when the sugar mills do 
not run), all three major repair facilities in Tegal have signi
ficantly expanded businesso 

Some sugar factory repair contracting is handled through 
middlemen, adding to the cost of doing busines5m The pries to 
the repair supplier is inevitably lower, and the cost to the 
government higher, under these arrangemsntse 

ErQgM~liY! ~ng Er~~i§iQn ~eQg£i~~ in BQrQ2rQ£~§§iDB 
M9£bin@r~ ~~nyf~£IYrlng 

Rs a result of market and policy forc~s at work in Central 
Java in 1983, there is an oversupply of metalworking firms and an 
undersupply of engineering talents The government's policy of 
extending subsidized loans to selected firms provides one incen
tive for overexpansionQ But many privata investments hava been 
made on th~ aSGumption that demand will grow as economic aetivity 
increases, since Movement from hand-powered processing to 
machines is • nec~&sary concommitant of increased non-agrieul-
t ural out put. 

Rssembly of component parts is an eHpanding activity and new 
processing machinery will ba required to match tha growing pro
ductivity of pl~ntation agriculturaa To date d~Mand has not kept 
p~c~ with productive capacitYa But a furthar analysis of the 
situation suggests that it i. not ovarcapacity but undar utiliza
tion that thr~atens Central Java's metalworking industry~ Thera 
is a growing market, but Cantr~l Java's firms have not yat 
learned to capture it. Orders for agroprocessing machinery go 
elsewhere, domestically or for imported equipmentm 

Underutilization has developed because of the province~s 
lack of engineering capacity to deSign, test and then produce new 
machinery rather than depend upon repairs to~ or duplication of~ 
existing units. Only four firms in the provinc~ produce com
pleted machinerYa Two medium scale firm. produce agroprocBssing 
equipment and water pumps9 and two light manufacturers make roof 
tile machines or cement mixersn As new firms have entered the 
iYldustry, al"ld c@sting capabilitie~ have be~, upgraded in Ceper .. 
there are simply more services available to satisfy the same 
marketv 

Those Indonesian and expatriate mechanical ~nQine~ring 
specialists who have examined the industry~ believe much more 
could be done with existing productive capacityo Thera iB only 
one qualified engineer in th~ privata sector m.talworkin~ firms 
visited, which included ~ll know" medium and larger Bcale ~nt.r
prises in the province. Own~rs and ma".g~rs have risen through 
the ranks on the strength of their experi.nc~ and 9 while they can 
copy prototype§, few can adapt them to local conditions or equip
menta They are unable to .Ma~in. an imported machine containing 
a high percentage of steel, and determine which replacements 
could be made with cast iron. While th~y can work steel, and do 
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in providing repairs7 few firms mac~ine steel for use in fabri
cating processing machinery. 

Designs are necessary that match capacity with the next 
level of precision requi~ed for faster, more demanding equipment. 
In upgrading the industry there will be a need for precision 
tools to augment the present machinery inventory, balancing 
facilities to allow manufacture of simple rotating equipment, 
steel processing capacity, management training 7 and an organiza
tional structure which builds upon the strengths of the casting 
and machining capacity in Central Javao Using its existing 
capacity as a base, the industry can be helped to fabricate new 
and necessary answers to Indonesia's growing need for higher 
quality agroprocessing machines and component parts9 

B ErQQL2ffi ~Q QgyglQ.Q ~b~ M~I~l~QL~ing lnQY~1r~ in 1b~ ~~DYf~£1~r! 
Qf BQrQ.QrQ£§:§§in.9 t1~£bin§n~~.'l.. !;Qm.QQn~n1§ ~!:!Q §.Q~rg 2~r1§ 

There will be two "tracks" in the development of the metal 
industry's capacity to expand its agroprocessing machinery con
struction capacity in Central Javaa The first will focus on 
bringing leadership to the "top" of the ll"ldustry by developing a 
design and prototype testing capability for agroprocessing equip= 
ment within local engineering firmso 

Based upon the findings of a market demand and production 
capability study, six types of processing equipment will be 
identified for design and testing. The CJEDP will bring in a 
team of U.So agroprocessing equipment designers~ matching their 
understandi~g of modern technology with the practical experience 
of engineers working in Indonesiao Working togeth~r with local 
machinery, casting and fabricating firms 9 and th~ potential ~nd 
users, this teams' task will be to develop new designs and proto
types and have it tested on estates in the provinc~o 

The subprOject staff will help link the results of testing 
of the new designs to the public and private sector clients to 
identify a sound market~ so that commercialization and production 
can get underway. At least four new major piece~ of agroprocess
i"g equipmgnt will be placed into commercial production during 
the life of the proJect, with total value of output more than 
'1,000~000 per year each when the products, and their markets, 
are fully developed (14). The most valuable contribution will be 
to help generate, within the private sector, an engineering and 
design capacity which can ad~pt to the changing need$. of the 
agroprocessing facilities in Indonesia. 

The introduction of designs for new machinery will likely 
call for new processes, ~~uipm~nt9 skills and organizations. 
These will be provided 0 m~de pO$sibl~ by the subproJ~ct9 based 
upon subcontracting arrar.~ements between the primary assembler of 
the agricultural equipment produced and the many component produ= 
cerso The upgradiY'IQ of the industry Ci'~il1 ta.k~ place against fl 
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set of orders for new machi\flenAY, so that the ~(no"Jledge transfer
red, and the technologies developed will have direct application 
to a marketable producto 

New investment in the industry will be encouraged, beginning 
with direct participation by a UoSa engineering firm in providing 
technical assistance in the design and prototype testing processo 
If that is successful, they will be encouraged to enter into a· 
JOint venture with a local firm to undertake manufacture of the 
~quipment~ The market d~mand and production capability studY9 to 
be done early in the proJect, will identify the machinerY9 produ
cers and buyers to be first priori~y for the design, testing and 
commercicalization process.. Access. to credit for ne~'J machinery 
for lo~al firms will be faeilitated by the subprOJect, working 
~ith commercial and development banks in Central JavBa 

The second track of the subprOJect will increase the capa
bility of the metalworking industry from the bottom up~ through 
the design and testing of small~ technologically appropriate 
mach i nery "Jh i ch can be- manu fact ure'd by sma 11 il\nd med i um sea 1. e 
metalworking firms in Central Java. The MajOr source of these 
designs will be Vayasan Dian Desa which has a successful track 
record of d2veloping new designs and products and transferring 
their production to small producerso 

Working on a series of subcontracts with the CJEDP9 Dian 
Dess will first provide a design for-a pi~ce of equipment which 
it feels can be produced by small and medium scale m~talworkers 
in the provinc~ and will find § ready marketu When the CJEDP 
core staff agrees with the development of a particular product 9 

Dian Desa will, using its own machine shop ~nd facilities? pro
duce and test one or more prototypes before assi~ting private 
firms to develop appropriate techniques for its production on a 
commercial basisa Twelve different products will be developed in 
this way and it is expected that eight will actually be put into 
commercial production achieving an average output of about 
US$300~000 each when fully developed. 

Other designs will be obtained by way of an ongoing design 
competition in which the general public will compete for awards 
of US$2,000 to $5,0000 Successful designs will be selected by an 
awards committee made up of CJEDP core staff and others including 
the Department of Industries and MIDe on the basis of a set of 
criteria which includes the following ele~ents: 

o the potential for production on a commercially viable 
basis based on identifiable market demand; 

o the ability of small and medium scale local firms to 
produce the item using existing technical skills and 
equipment; 

o the amount of useful innovation reflected in the 
design~ 
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o the degree to which production of the design offset the 
need for imported products. 

The competition will not be limited to qualified engineers 
or draftsmen and, altho~gh the awards committee must b~ a~le to 
understand the design from a picture and written descrIptIon, the 
quality of the draft~manfihip will be of l~ss importanc~ than the 
quality and potential of the innovation. 

Winning designs will be subcontracted to private firms for 
the development and testing of prototypesti Thirteen awards will 
be given throughout the life of the proJect and all thirteen will 
see prototypes developed. It is estimated that eight will be put 
into commercial production with an eventual output value of 
$200,000 per items 

If market demand in the agroprocessing industry is of criti
cal importance to medium and large scale metalworking firms, 
substitution of component parts for imports in equipment 
assembled in Indonesia other than agroprocessing machinery is 
equally important to the smaller scale producer5~ particularly 
the casting industry in Cepero The Kubota experience suggests 
that local producers reach an import sub~titution stopping point 
beyond which their productive capacity does not advance. They 
cannot take the next step beyond the casting of Himple tanks or 
stamping of washers and bolts. Knowledge of the components 
imported, comparative prices, and quality requirements would 
allow selected items to be added to the locally-produced list. 
The small producers cannot undertake this activity on their own~ 
however, and need assistance in prototype design7 production 
specifications and technical trainingo 

These small firms also have little ability to find their own 
markets. The firms cooperating in the water meter proJect arm 
seemingly content to wait until the government (MICe) finds 
another irllpoy·t substitution project IrJhich provide~ ne~.1 wew'·K., or 
until a private fabricator downstream in the machinery assembling 
and production process calls for special castings under a 
subcontracts 

The subprOject will assist MIDe to r~plicate the succe5sful 
water meter experience with other products and extend it to many 
more small production units in Central Javao MICC will, with 
CJEDP assistance, examine the! present list of imported components 
for equipment, vehicles, engines, and machines which are assem
bled in Indonesia (in almost every case because government policy 
has closed the importation of the assembled item) and d~termine 
which are appropriate candidates for local production. MIDe will 
then seek supply contracts from the assemblers, develop and test 
prototypes, and train small scale producers to manufacture the 
article according to the necessary specificationso 
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This component of the proJect~ of particular importance to 
the small foundries 7 will help upgrade their capacitY9 and im
prove precision output~ organization and management skills 
through special training courses to be offered by private volun
tary organizations presently providing such services in the pro
vinceu Rt least 20 new component prototypes will be designed and 
tested by MIDe and an estimated 12 will be put into commercial 
production by the end of the project generating average sales of 
$200,000 per item per year within up to 50 firms and setting the 
basis for continued future expansiona 

The metal industry development subprOject will be initiated 
in the seventh month of CJEDP implementation with the arrival of 
the senior metal industry advisor and the hiring of the senior 
metal industry counterpart. 

Rssistance which will generate leadership for the metal 
industry in Cent;al Java begins with a market demand and produc
tion capacity study for agroprocessing equipment under the direc
tion of the CJEDP core team 9 with a short term metal industry 
specialist as a team member. MIDC will be included on the team 
as will a representative of the Industry Department -- since some 
of the issues to be addressed involve government policy_ With a 
mix of mechanical and industrial engineering dnd firm-level eco
nomics, the study will determine likely markets for agroprocess
ing machinery and component parts, and the relevance to existing 
productive skills within the industry in Central Javao 

One output will be a feasibility study for new investment in 
the industry, including the partnership ~etween existing loc~l 
engineering and metalworking firms and a UaSa agroprocessing 
equipment manufactur~r9 A second will b~ the specification of 
machinery and component parts to be prod~ced, with the likely 
buyers identified? including estimated production costs, selling 
prices, and design and testing requirements. A third will be a 
plan (including technical skills, machinery and equipment and 
management practices) for upgrading local industry, both medium 
and small producers~ to meet the specifications of the new 
machinery to be producedv A fourth output will be policy recom
mendations to the Government of Indonesia for dividing the work 
within the industry, to allow Central Java to compete fJr a share 
or the agroprocessing machinery marketD 

While this study is underway, the CJEDP core team will 
arrange to activate a subcontract with a UpSe ~ngineering and 
agroprocessing machinery manufacturing firm to begin providing 
design assistance to local entrepeneursB Under this subcontract 
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two fipacialistB will team with local design engineers~ industry 
rHpr~sentativ~~, pote"ti~l-u~ers of ttl@ new equipffiE"t and offi
cials f~OM th~ Ministry of Inoustry to forM a team which will 
suggest and revi~w de~ig"s for new agroprocessing equipment. 
Working with M group of local firms~ ~he team will begin de~ign 
and prototype activity which will co"tinu~ over the life of the 
proJ~~t until design and t~sting capacity is internalized within 
private firms in the metal industry in Central Java. 

Building from th~ bas~ of the industry will begin as Dian 
D~sa i~ ~ubcontra~t~d to d~v~lop end test pro~otypes of two 
maehineG of its own design_ Two such pt'oposals have been re
c~ived already, one for a ric~ huik briekette machine to produce 
fuel in ryral ~re~s9 and c s~cond proposing to utilize wa5te by
products of existing coconut processing operations (shells) to 
produe~ a v~lu~bl~ ~xport ~ommodity~ A~ each prototype is tested 
~nd pl~eed into ~ommerci~l production~ additional proposals for 
new equipment desi~n will be reviewed. 

In addition, CJEDP will conduct an opEn competition for new 
dssigns in the agricultural processing or food industry field, 
with ~wards for innovation and prospects for commercial applica
tion$a These designs will be screened by a select committee an~ 
th~ win"~r. s.nt to privat~ firms for prototype construction and 
t~sting, an Bubcontracts from the CJEDP. Twelve such prototypes 
will be develop~d O~ the basis of new ~ward~winning submissions~ 

Although each mini-proposal 5ubmitt~d for CJEDP considera
tion, or ~ach deSign entered in the award contest for small 
~groprocessing or food industry field ~quipment~ will include 
proposed buy~~~ for the machinery~ the marketing specialist on 
the core CJEDP team will provide supplemental data on possible 
demand and independently conduct a market study. These will be 
used to contact clients and determine ~5timated demand and likely 
buying pri~a for the n~w machinery beforE t~e final decision is 
made for the proJ~ct to support commercialization. All designs 
will be in tha public domain and can b~ test produced by any 
individual entrepeneur. 

This component will begin with a short study~ to be con
tracted to MIDC, to research the importation of components of 
assembled machinery, vehicles, and equipment outside the agropro
cessinQ field and determine technical specifications and price of 
commodities which can be produced in Central Java. This three
person, three month effort will lead to a plan for: 
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, • . J ~ " 0 ,.. oCr ;- \., .. MIDe prototype df".f~.;,i9YI .:WlQ !)ii~~~@::"l(.l..S Ge~Glf1?J ,,) .. ,;;.:~ 
commodities to be produc~d ti~der government CQntrci~t. 
MIDe will thEH"I (~S it rla~} i,t'i; thl'~ P}~st) c,;)r!t~r'act to 
~uoply th~ cOfmilc)tHti~~s. %Y'j(j 9>!d~Ir:O!".{.r·.f.1ct to $1i1&J..l proQ.jo 
cw~s in Central J&va, providing tschnic~l assistance 
and special MQtaria15 'CallcYfi) ~s needed~ MIDe will 
submit eo proposal tC} t;l'lv C,JEDP {lJ~i" <?Nach cOl!lmo{hty to De 
Dlaced un~er subco~tr~ct to sMall producers, with de
t.ils of costs, timing and production leve15~ Up tc 
SiN product9 per year will be commercialized in .thi5 
way. C~ntracting will be direct between the CJ~DP and 
ft1J DC~ 

MIDe prototype design &nd materials testi~g of ~he 
commodities to be produced for private sector buyers. 
CJEDP will serve a~ a broker bringing together buyars 
and producErs. Whenever possible, one of the larger 
fabricating firms can serve as the primary contractor, 
letting subcontracts to smaller producers. Up to six 
commodities per year wi~l be c~mmarcialized in this 
~4C1y B 

CJEDP will provide three different types of assistance to 
firms who want to begin commercial production ()f the new pro
ductse First, it will, through its full time subproject and core 
staff~ ident~fy markets for th~ products and estimate future 
demand qivEn technical and cost data resulting froM the testing 
activities. In the case of assembly components, MIDe will playa 
key role in identifying markets and negotiating contracts which 
can be passed on to small scale producers. 

Secondly, a series of training progr3ffis will be provided by 
localAY based PVOs operating on CJEDP subcontract~ These cour~ 
ses wlll cover technical matters, production proc~_~es, r~lated 

to specific prcduct5 as well as management issues such as cost 
analysis~ group bUYIng and marketing processes, financial plan
ning, production plannin~ and control and general management. 

The groups i~vited to participate in providing this training 
on the basis of CJEDP subcontracts will include Yayasan Purba 
Danarta, LP3ES, Yayasan Dian Desa and LPPMe Traini~c sessions 
will ba organized around thE schedul~ of the participants with 
cla$sroom sessions be1ny present~d in the evenings and the in
structors providing follow-up tY'aining with the participants in 
the daytimea 

Training would include 50 entrupeneurs per year, during the 
second and third years of the proJect, in each of three locations 
(Seroarang, Tegal and Ceper), timed to complement the technical 
assistancw provided to small f'rms to commercialize new design~ 
for ~mall agricultural processing machinery and assemblj 
compone;-,t s. 



Mod&~niz~tion of productiv~ capacity, expansicn of precision 
~roduction~ upgr~ding of labor skills, acquisition of b&tter raw 
mat~rial input~f and production for inventory, rather than 
ag~inst firm orders, presents the producers with dumands for 
capit~l. In some instances, this will only be fea~ible if tne 
entrepreneur has access to SOMe commercial source of medium term 
cr&dit. The CJEDP project will assist private firms to obtain 
access to credit through one of the commercial or development 
banks, or non-bank financi~l financial institutions, by helping 
in the preparation of feasibility studies, and ~ssisting with 
paperwork and licensing requirements. The project will not it
&~lf tint~r into credit ~rY~ngHments yor new equipment, facilities 
or other costs that will b~ incurred by private sector firmsa 

Figurefi VI-l,2 and 3 which follow present a schedule for the 
start-up of various subproJRct activities, a time phasing chart 
for various activities and a staffing charta 
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Figurp VI-l 

Scheduling SubproJect Activities 

ProJect Activity 

SubproJect Staff in Place 
in Place 

Market Demand and Production 
Capacity Study 

Design, Development and Testing 
of Sophisticated Agroprocessing 
Equipment 

Design, Development and Testing 
of Simple Agroprocessing 
Equipment 

Assmebly Components Study 

Design Development and Testing 
of Assembly Components 

Design Competition 

Development and Testing of 
Design Competition Winners 

Commercialization of Sophisti
cated Agroprocessing Designs 

Commercialization of Simple 
Equipment and Assembly 
Components 

Producer Training Programs 

Contractor 

SubprOJect St~ff 
MIDC 

Begin 

s + 7 t .. 1o" 
(S=Startup) 

Dept. of Industries 
S.To Metal Indo SpecD 

U.SD Engineering 
Subcontr~:H::t 

Local Firms 

Dian Dasa 

MIDe 

M-IDC 

SubprOject Staff 

Private Firms 

Private Firms 
UoS. Engineering 

Subcontract 

SubprOject Staff 
pVOs 
Privat~ Firms 

PVOs 
SubprOject Staff 

S "'" 13 MOD 

S + 8 Mo .. 

S + 9 Moo 

s + 12 Moo 

S + 13 Moo 

S + 15 Mo .. 

S + 17 Moo 

----------~----------------------------------~------~-~---~-----~ 



92 

Figure VI-2 

Time Phasing of SubproJect Activities 

Activity 

SubproJect Staff in 
Place 

Market Demand and 
Prods Capo Study 

Design, Development 
and Testing of 
Sophisticated 
Agroprocessing 
Equipment 

Design, Development 
and Testing of 
Simple Agroproco 
Equipment 

Assembly Components 
Study 

Design, Development 
and Testing of 
Assembly Compo
nents 

Design Competition 

Development and 
Testing of Design 
Compo Winners 

Commercialization of 
Sophisticated 
Agroprocessing 
Designs 

Commercialization of 
Simple Equipment 
e\nd Assembly 
Components 

Producer Training 
Programs 

Year 1 Year 3 

I 
1 I 1 

-----------------------------------1 
I I 
I 

------ 1 
I I 
1 I 
1---------------------------
I 1 
I 1 
I J 
I I 
I I 

I 
I 
1 
I 
I 
1 
I I I 

-----------------------------1 
I 1 I 
I I 1 
I I 
I I 

I I 
1---------------------------
I I 
I I 
I I 

------1------------
I 
I 
J 
I 
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Figure VI-3 

Staffing Chart (person months) 
------------------------------.------~-----~~----------~--~---~---

YI~ar 1 Year 2: Year :3 

-------~----------------------.---------------------~------~~-----
SubproJect Staff 

Senior Metal Industry 
Advisor 6E 

Senior Metal Industry 
Counterpart 61 

Short Term Advisors 

Market Demand and Prod. 
Capability Study 

Industrial Engineer 
and Marketing Spec. 2E 

Design, Development and 
Testing of Sophisti
cated Rgroprocessing 
Equipment Ca] 

Design, Development and 
Testing of Simple Agro
Processing Equip_ [bJ 

151 

Assembly Components Study CaJ 91 

Design, Development and 
Testing of Assembly 
CompoYlents CbJ 

Design, Development and 
Testing of Design 
Compo Winners CbJ 

Commercialization of 
Sophisticated Agro
Proces!',ing Designs [bJ 

Commercialization of 
Simple Equipment and 
Compom~Ylt Desi gns 

Trai Yli ng [bJ 
Tech. Assistance 

Totals <short term) 2E 241 

12£ 12E 

121 121 

1E 31 

12E 8E 

3£ 91 3£ 91 

15E 121 8E 91 

NOTES: CaJ Services provided under 5ubcontr§ct~ time specified 
[bJ Services provid~d under subcontract, time not specified 
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The estimated cost of the Metal Industry Development Subpro
Ject, for three years, is UuS. $1,431,000 of which UuSu $920,000 
will be expended in Rupiah, and U.S. $511~000 in dollarso MaJor 
Rupiah expense items are subcontract6, in rupiah with Indonesian 
short tern specialists, companies, private voluntary organiza
tions, or specialized government institutes, such as the MIDCo 
Dollar expenses are primarily used to provide specialized exter
nal technieal assistance in conducting the market demand and 
production capability study, in developing the design capability 
of larger scale firms <through a subcontract with a U.S. engi
neering firm) and in providing short term assistance to firms as 
they try to commercialize production of the new designs. A 
detailed budget estimate for the subprOject follows as Table 
VI-i. 
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Table VI-l 
Metal Industry Development SubproJect Budget 

Activity U.S. $ Rp Yr. 1 Yr'. 2 Yr. 3 

Senior Metal Developsent Counterpart 
Salary and Benefits " 45 8 17 20 

Travel and Per Dieu for Full- 11 11 It 9 9 
tiE Staff 

Market Demand and P',.'Oductiof, Capacity Study 
S.T. Metal Industry Specialist (Ex) -46 0 30 16 (6 

S.T. Metal Industry Specialists (Ind 0 37 30 7 0 

Design,Development and Testing of Sophi~-
ticated Rgro~rocessing Equipment' 

Subcontract t1i th U. S. Eng. Firm 193 137 

DlltSign, D2velopiumt and Testing of SiiJple 
Agroprocessing Equipm~nt 

Subcontracts with Dian Desa 0 359 144 165 

Assembly Components Study 
Subcontract ~ith MIDe 18 18 0 

Design, DeveloPffi~nt and Testing of 
Assembly ~ponents -Subcontract with MIDC " 121 10 52 59 

Design Coapetition 0 47 3 21 24 

Developnent and Testing of Design 
Coopetiton IHn~rs 

Contracts with Private Firms 113 " 48 65 

~~rcialization of ~phisticated 
Agropf'OC'eSsing Designs 

Subcontract with U.S. Engineering 
Firo [1] 

~mercialization of Simple Equipment 
and Asse3bly Components 

Training Subcontracts 0 57 0 17 40 
Technical Assistance 

S. T. Production Spec. (exp) 100 0 0 48 52 
S. T. Production Spec. <Ind) 0 44 0 ". ... A 24 

~tingency Excluding Su~contracts (IS~) 24 28 11 21 20 

Total Subproject Costs 510 880 1&4 613 6l1} 

Grand Total 1390 

-----
NOTE: [aJ included in subcontract with U.S. engineering fin described above. 
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There are four different types of activities which will 
result in increased capacity and production outputs These will 
bring forth four different employment benefit streams •. In the 
first years, as new designs are developed, tested ~nd lntr~duced, 
new output will i~crease only slowly. Employment lmpact w11l 
also be rather low during these years although the employment 
factor of marginal production will be higher than it would be if 
new capital expenditures were required to introduce the new 
products. For the most par·t, this new production will be under
taken using what is now an overcapacity in the metalworking 
industry. 

The full impact of the project in term& of marginal output 
and employment will only be felt in years four and five, after 
conclusion of the proJect, when the new products introduced 
durIng the proJect are fully commercialized. Using a set of 
conservative assumptions (see Table VI-2)~ it can be prOJected 
that marginal output as a result of the project will be over U.S. 
$10 million hy year five and that more than 5,900 new sustainable 
full time Jobs will have been created. This represents a nearly 
fifty percent increas~ in output as a result of the proJect as 
well as a 75 percent increase in employment when compared with 
1979 (employment~ and 1980 (output) estimates. 

Total subprOject costs per Job created in yea~ five will be 
approximately U.S. 5260.00. Total direct marginal returns to 
labor as a result of the subprOject during the five years are 
estImated to be over U.S. $3.9 million. Thus the project cost 
per dollar return to labor during the period is only Uo5o $0040. 

It must be assumed that the benefits of these activities 
will continue to be felt and increase after the project itself is 
concluded. The new products introduced will continue to be 
produced after the project is over and th~ firms themselv.~ will 
have an increased capability to identify and develop new pro
ducts. New commercial relationships will have been developed 
which will continue to generate new business and it is hoped that 
the MICe and the PVOs will continue to be encouraged and assisted 
in their efforts to help the small scale producers. 

Direct employment benefits are found in the casting, machin
ing and fabricating companIes. Indirect employment is estimated 
to attend in the raw materials suppliers, service industry per
sonnel, transportation, and packaging firms which are upstream or 
downstream in the production process. Dian Desa, on the basis of 
efficiency studies conducted on the small metalworking enter
prises, estimated a total of five new Jobs for every direct 
productive hire (not tea server) in the engineering and metalwor
king industry. This indirect employment impact is not included 
in the benefit calculations presented here. 
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Table VI~2 

Esti~ted Benefit Schedule 

Year 1 Year 2 Year 3 Year 4 Year 5 Total 

.. 
Sophisticated Agroprocessing Equipment 

Increased Output ( $ ) 0 250009J 1420~0 3010000 40~0 8680000 
Labor Factor 1'1. a. .15 .15 .15 .15 
Returns to Labor ( § ) 1'1. il. 37500 213000 451500 600000 130200~ 
Avg Value Per Job ($ pi!r year) 417 417 417 417 417 
N~ Jobs Created n. il. 921 511 1003 1439 1439 

Simple Agroprocessing Equipment 
(Dian Desa Designs) 

Increased Output ( $ ) " 3000l'l0 1104000 2Q'1a4000 240000~ 5808000 
Labor Factor fl. 11. .2 .2 .2 .2 
Returns to Labor ~ $ ) i'1.a. &0000 220800 400B~~ 4a0-0~0 116160~ 

Avg Value P2r Job ($ p2t' year) 313 313 313 313 313 
N~'1 Jobs Created " n.il. 192 7'lJ5 1281 1533 153.3 

As~Bbly Components 

Increased Output ( $ ) 0 259000 1~ 1930000 2~~0e, 56080~ 

Labor Factor fl. a. .25 .25 .25 .25 
Returns to Labor ( $ ) 1'1. a. 62500 255000 4.s45~ 6000~0 1402S~ 
Avg Value per Job ($ per year) 313 313 313 313 312 
New Jobs Created n.C. 200 815 1548 1917 1917 

~ign Co~petition ~~uct5 

Inct"eased Output ( $ ) 0 150000 6520e~ 12700~~ 160~~~ 3S72~~~ 
Labor Factor fl. a. A .2 .2 .2 .c. 
Returns to Labor ( $ ) fl. i'I. 30000 1394~ 254000 320000 7344fZ;t!j 
Avg Value per Job ($ per year) 313 313 313 313 313 
Ne", Jobs Created fl. a. % 417 312 10"22 1022 

Totals 

Increased Output ( $ ) 0 959(l'~0 41951li00 B2220e9 1040~~~ 237~ 

Returns to Labor ( $ ) fI, a. 190~~ 8192~ 1336009 15S0sg0 3936000 

Net1 Jobs Created fl. a. rsn 2448 4723 5911 5911 
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The maJor b~"efit of eMpansion and improvement in th~ engi
neering and metalworking industry is not direct worker employment 
in the machine shops or casting foundries. Rather it is in the 
increased labor productivity of the users of the equipment 
produc~d and the increasing total production which is stimulated 
in industries using this equipmenta 

With Central J~va's rapidly growing workforce, the alterna
tives to increasing productive off=farm eMploym~nt opportunities 
are underemployment in agriculture or in the services industrya 
There ar~ only so many car parkers or sweepers that can be ab
sorbed without an increase in the income of the spending~ produc
tive population .. 

While "labor-intensive" is tha appropriate miH for capital 
and labor when combined in a productive investmant, there is a 
clear requirement for much mora power-assisted machinery and 
equipment if Indonesia is to develop. Rn increasing percentage 
of the working population must be engaged in operating machinery
-simple and appropriate to the available labor supply. It is the 
local manufacture of this machinery~ th~ capacity to see oppor
tunities for mechanization at proper factor costs~ that provides 
the propelling impetus for growth frOm a thriving metalworking 
and engineering industryo 

This propensity for local mechanization to drive growth has 
been evident in every countryQ The danger is that backyard st@el 
mills are seen as the solution to an absence of mechanical assis
tance to a nation's labor forc~. In this subproJect9 support 
will be concentrated on what C~ntr@l Java does best, which is 
grow and process agricultural commoditie~o SOMe growth will COMe 
from the production of larger9 more compleH agroindustrial equip
ment. Other growth will come in the form of simple mechanical 
solutions appropriate to rural Indonesia, manufactured in small 
facturies using mostly hand labor. The metal industry develop-
~ent subprOject supports them Doth as well as further developing 
the small metalworking shops~ ca~ ~ility to produce metal compo
nents for machinery and vehic12s being assembled in othe~ parts 
of the country using largely imported parts. 

In doing so it places a premiUM on building a dynamic motor 
for development within Indonesia's private sector. 
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FOOTNOTES TO THE METAL INDUSTRY DEVELOPMENT SUBPROJECT 

This subproJect draws upon the case study analysis within 
the Interim Report and further field investigation by the 
design team, including Ing. W.G. Heyneker, and Ing. Anton 
SudJarwcl . 

2. The three plants present a very different picture of the 
industry. P.T. Barata is well-funded, organized and 
provided with office staff and facilities. The workspace is 
unclutt~red, the supporting services identify a government 
operationu P.To Dwika has been, in the past9 a larger 
producer of more complex machinery than today_ The 
inventory of what the company has done, including pistons 
a~~ casings for marine dies~l enginers~ is impressive. Much 
oy the large capacity is unused. P.T. Petra looks like a 
factory museum, with power provided by belt to an overh~ad 
line from ancient two-cylinder diesels. The equipment and 
the work force are 1946 Vi)'ltagec ~.Jhih~ both Dwika and 
P.T. Petra have casting facilities (P.T. Barata's are 
handled by the main office in Surabaya)~ those of Dwika were 
in use for large complex fittings • ... 

lnfQrm~ai E~rQsa9ng~n g~n P'grinQY§~ri~n 
Kantor Statistik9 Semarang~ July 19809 pp. 

Jf!~~ I§!DBS!rh 
1330135. 

4. One well=travelled lathe9 in a SMall repair shop in the LIK 
in Tegal~ bore the clasped hands of a past AID projects The 
owner said he purchased it as an import from Taiwan. 

5. It is not merely demand 7 of course, which keeps a machine 
shop running at full capacity_ There is an increased demand 
for management of dif~erent Jobs as the facility and equip
m~nt move toward 80 perc~nt utilization. It is likely that 
management and organizational training will be required 
before the present facilities can approach their potential 
capaci ty. 

6. Sgn~Y§ Indy§1ri l~Z~, Kantor Statistik~ Sema~ang. 

7. The alloy was new, and More difficult to handle than 
traditional brass. Many of the early castings were 
reJected 9 and hand to be recast. 

Sa The Inter'im Report9 Working Paper number 3, providr~s a 
comprehensive review of the state of all major enterprise 
development programs in Central Java. 

9.. One concept of the BIPIK pl"'ogram is to IIgive" machinery to 
cooperative associations, LIK (small industrial estates) 
users and other non-owner-specific locations9 often with an 
understanding that ~harge I~ill be made for the services, or 
that a repayment will be made from a principal user. The 
review cited in Number 7, above? did not find this program 
popular, or heavily used by producers. 
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10& E2~ ~s§Igrn g£2DQmi£ BgYi~~, August 18, 1983, page 56. The 
Kubota operation has been the object of five ~~parate 
investigations by the desi~" team, including an indepth 
review of subcontracting ar~arlgements~ 

11. For a fuller discussion see §Y~£Qn1r~si!nB in ggn!r§! J~y§, 
the report on a consultancy carried out by Dr. Donald Co 
Mead of Michigan State University in Central Java during 
April and May of 1983. That paper is attached to this 
report as AnneH D. 

12. In 1971 by a Japanese team whose results have not been 
c~nsistant with later prOJections. In 1973 by FGU
KRONBERG/KU Gummersbach, a sector study by a German 
technical assistance team, and in 1976 by the World Bank, 
ErQ~lgm~ ~ng ErQEQ~£~~ f9r IDg~E1ri§1 Q~yglQQmgn1 in 
IngQng§i~ Volume II~ Industry Surveys, May 25, 1978, pages 
58-860 

13. In 1974, TeHa was primarily a repair facility employing 75 
workers. He was approached by Ing. W.G. Heyneker to 
undertake rehabilitation of tea processing machinery on a 
large estate in West Java. H~yneker participated in the 
design for the new machinery~ and in tre tests of the new 
machinery. TeHa was able to convince the government 9 

working under a World Bank loan 7 that its machinery could 
meet international standards, and the firm was awarded a 
maJor tea factory rehabilitation contract. In 1983~ TeHa 
has a 400-worker factory in Bandung, and a smaller factory 
near Jakarta serving the outer islands. 

140 Without any increase in technical capacity~ Central Java~s 
industry could furnish the extensive array of conveyers 9 

belts, product movement devices thorough the sugar 
factories. With minor assistance it could build Medium 
sized screw presses (to 5 ton5)~ heat exchangers, sugar 
centrifuge machines, vacuum pan cookers and slow stirring 
vertical crystalizerso For palm oil, the separators for the 
kernels~ piping, pumps and tanks are all within the reach of 
the local industry. 
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VI!" IMPL~MENlT~TION PLr-'\ 

A. RDMINISTRATIVE RRRANGEMENTS 

The follot."Jing tim~ schedule (Fi~pn'e 1.)11-·.1) speU," C'ixt trH'? 
types of internal milestones ~hich will have to b~ met if ttte 
proJect is to be formtnlly ;Jd.ti~t;:J'd t;y AU~rl5t 'l~ lSB4. 'lhi~ is iil 

very tight schedule indeed, but it is !'V)}H~(~ th:~t the ~'-{((rk dOl"le i'('( 

preparing and reviewing the design t8am~s interim Report and this 
Fin~l Report will provide the background necp~sary ~or b~th USAID 
and the 801 to move effectively and quickly in satisfying the 
requirements of getting the proJect started. 

Each of the subprOject descriptions (eMs IV, V~ VI) contains 
a schedule of activities to be undertaken by those subprOJects. 
The proposed sc~edule for program evaluationG is presented later 
in th is chapter« 

Certain capabilities are required in CJEDP if the project is 
to fulfill its mandate to increase productive employment by 
supporting innovation, easing eonstraints9 facilitating coordina
tion, and improving capabilities affecting participants in selec
ted subsector$ of private enterprise activity in Central Java. 

The first is the ability to achieve demonstrable impact 
through the subprOject interveni;ions tha~ are the immediate focus 
of the proJect. This calls for appropriat~ technical skills 9 

effective leadership, and control over deployment of rssourcss. 
Moreover, project staff must st1mula~~ t~9 cooperation of key 
actors in th~ private sector whose interest and participation, in 
response to market incentives~ is critical if project benefits 
are to be sustainedc 

A second pr~Ject requirement is analytic capabilitya The 
focus of project research will be on specific issues arising from 
experienc~ in the subsectors selected for intervention. Such 
analysis will build on the work begun during the design phase to 
ident i fy those poi nts where curt"ent and future project i ntel"ven= 
tions are likely to have the most impact. As the first set of 
subprOjects is completed, wheth~~r due to success or recognized 
failu~e, the research process will lead to the recommendat~on of 
new subprOjects for review and implementation. 
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Submi~.io~ of Design Team 
Fi nal Re-por"c 

Completion of USAID/GOI nego
tiations <ProAg signed) 

Release of Request for Proposals 
for Implementation Contract 

1,02 

Nov .. 

Jmi"l .. 

Ffjbo 

Marc 

fl1arc 

15, 1983 

1~ 1981} 

1 $ 19B/t> 

1, 1984 

15, 1984 

Deadline for Receipt of Proposals May 1, 1984 

Selection of Winning P~oposal 

Negotiation of Contracts 
(U8AID/Contractor, GOY/Con
tractor) 

Field Team in Place 

Project Start-up 

July 1, 1984 

USAID 

USAID/J' 
QID/W 

USP.ID/J 
GOl 

USAID/J 

Candidate 
COl'YC ract ors 

USAID/J 
GOl 

USAID/J 
GOl 
Cont ract (.)r 

Contractor 

Cont rae'\; m'" 
USAID/J 
GOl 

In addition, the project will gather policy-relevant infor
mation in the selected subsectors in order to document and raise 
issues of policy and administrative procedure that have an impact 
on the ability of enterprises to operate profitably in Central 
Java. 

A third challenge for the project is to build capacity in 
those public and private s~ctor institutions with a direct parti
cipant or support role in the selected subsectorsu Wtd:mever 
possible1 the project will work through these institutions to 
deliver services or provide needed linkages. The project will 
also h~ve a mandate to build capaclty within its own Indonesian 
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staff. These staff members will participate directly i~ the 
necessary oy'qayu.zational funci~i(;)ns of plC:Y\,-ling, m.?nagE,ent con~ 
trol9 sUbprOjEct oversig~t, and institutional learning that will 
be integral parts of t~0 project teaM agenda. These skills will 
represent an important ~~;stitutional resource in whatever form 
CJEDP activities continue beyond the lif9 of the initial ·oJect. 

The CJEDP's administrative structure is designed to give the 
project team a nec2Esary degree of control over day-to-day o~era
tions, subject to the policy gu~dance and oversight of provincial 
authorities urj~h~'i" wiwse auspicel; tile p;o-oJect ttdill be carried out" 

This will be achieved b~ ~~ans of a formal contractual 
arrangement between the C0~tYctor and the aOI as well as between 
the contracto~ and USA!0. 
high degree G~ control c 
ture of funds providsd 

this way the contractor will have a 
project activities and the expendi
><, quidelines E;?stablished i.YI t 

cor.tracts are l"espe;::;<~',::< ~jt· ; '''' same t ime'l the accoul'ltabi U.i;y of 
the contractor to GOI ~~thoY'~ies is also specified and for-
mal ized. 

The Ministry of Home Affairs will delegate the responsibili
ty to oversee the operation of this contract to the Governor of 
Central Java who ~ill, in turn 9 a~point a team from the BAPPEDA 
(Provincial Planning Board) and the SEKWILDn (Provincial Secre
tariats) to oversee the proJect. The project will be housed in 
the BAP'EDA offices as was thc 01~nning phase of the proJect. 

There is ample precederl' for this approach in other GOr 
agencies that have COl"ltra' :=f.?:~ !or c.vey'all managemel"lt of proJect 
implementation~ mostly in the ar2~ of infrastructure development. 

Placing operational control in the hands of the proJect team 
is a necessary strategy in order to maximize the freedom of 
project management to demonstrate that well-conceived, ~2r?fully 

targe~ed interventions can hav. ~~ impact on selected 0~i~~t0 
enterprise 5ubssctors and that this impact will inc~\0c Signifi
cant employment benefits. This demonstration must P'---i<-,-:,~1;C3 ,3t
tempts to institutionalize new programs either ~~~hin existing or 
n~wly created agencies of the hidonesian gov,,;>,.--r.,,'$:0;<lt or wii;hin the 
privat~ sector' itselfo An attempt to achi<E-C'~? qU:J', impar:,t and to 
ul"'ldert cake th i 5 k i Yld of CI?Y'lt ra 1 i :~ed i Ylsi; ~ t ut, (>"Jdl ;:-: n<l; ic,-, ;:c,i mul-
taneously would do,,;;: r<th effor1~s te, LJ;t i.~ir·ec T""'2 n~;sed 

~rrangement minimi~0s ~ne risks a~0 ~~~~y5 assocla~0~ with estab
lishing a new o~Qanl~~tion whil~ 21~8 a~suring closel monito~ing 
and direction f't';:"" 'i'"Ln"',ding sourCE:~ t..;;.; r.!hom the conty-"u:-ttFi;:d'-; '*!i.ll 
be directly accountable. 

Another factor favoring this project §trate;~ is th~t t~c 
ultimate ins,itutional home for ~~ny prOject 2~tivities Nill best 
be found in the private sector it~el~. Re21isti~ally, ~@~tial 

pri Via"~ &ect.oY' SPOYlfZ,':f'5 ~d 11 act ;.,,~'d v ~Jh~'f~ <~nE~'%;;: i~ adequate 
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dmmonstration of Mark~t ODPortunitYe This demonstration, through 
res~areh and direct intmrventionsq is a major ob,}ective of this 
proJectu 

Institution~l development will take place through the impact 
of the project on various public and private institutions in 
Ce"tral Jav~ that play a role in th~ selected subsectors. 
Several such entities have been identified in the subprOject 
descriptions above. By contracting with these organizations and~ 
where appropriate~ providing technical assistance to them or 
through them, their capaeity to play a bro~der productive role 
will be enhanced. In this way, t~e proJect's institutional 
development strategy will be based on specific l~nkages and 
activitiesa 

The longer term question of the appropriate institutional 
home, if any, for the coordinating and management rolE assigned 
here to the proJect core staff should be answered on the basis of 
experience over the three years of the proJect. As a pilot 
effort, the project will take seriously the Mandate to document 
the lessons of working with various service dRlivery mechanisms. 
Possible options include: 

o Transfer of the role of the project to an existing agency 
of government such as the provincial BRPPEDR; 

o Establishment of a new gove~nmental body to assume the 
functions of the proJect; 

o Division of selected project functions among various 
public agencies; and 

o Discontinuation of public sector support for proJect 
activities, assuming private sector· assumption of 
interven~ion strategies with proven benefit. 

A decision on how project activities should be eontinued 9 if 
at all, will be made Jointly by the GOI and USAID in the third 
year of the proJect. This decision wlll be based on the ~esults 
of the proJect's internal Monitori;lg and upon external evalua
tions conducted by USRID and the GOI in the proJectVs 15th and 
30th months (see Evaluation Plan below). 

Sirce the activiti~s of the project are outside the bounda
ries of normal BAPPEDA/5EKWILDA operation5~ an active staff role 
for them is not assumed. Participation of BAPPEDA/SEKWILDA staff 
with the project team in an observer and advisory role will be 
encouraged, however. BAPPEDA/SEKWILDA leade~ship will also serve 
the project by facilitating linkages with other governmpnt agen
cies offering enterprise services of relevance to the specific 
subsector interventions of this proJect. 

The BAPPEDA/S~KWILDA team will also provide overall policy 
guidance and 0versee the use of funds provided to the project 
through the GOr contract. This oversight will include approval 
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of work plans, review of expenditures, and a direct role in local 
subproJect contracting for domestic services. 

To accomplish the above objectives, a staffing p~ttern that 
includes the combination of an expatriate contract team and local 
Indonesian professionals hired under the same USAID-funded con
tract is proposed. 

The expatriate team will consist of five professionals, all 
of whom will arrive at the time of project initiation. These 
include: 

o A management and finance scecialist who will serve as 
Chief-of-Pnrty; 

o A research and information management specialist who will 
coordinate the proJect~5 overall learning 9 monitoring, 
and documentation process; 

o An aquaculture specialist who will serve as director of 
the shri~p subprOJect; 

o An export marketing specialist who will serve as the 
director of the export marketing subprOJect; and 

o R mechanical or industrial engineer who will serve as the 
director of the metal industry subprOJect. 

The Chief~of-Party will bear overall responsibility for the 
development of the three initially identified 5ubproJect5~ re
cruitment9 orientation, and training of local professional staff9 
identification and deployment of other technical assistance re
sources, and administrative management of the proJect. Technical 
specialists on the contract team will bear primary responsibility 
for the specific subprOjects and for research and analysis in 
enterprise subsectors that will identify additional targets of 
opportunity for the project in the future. 

These expatriate core staff will be Joined by three Indon~
sian professionals hired under terms of the USAID contract and 
responsible to t~e Chief-of-Party through the subprOject and 
research directors. These Indonesian staff~ to be hired during 
the early months of project life, will include a specialist in 
management and finance who will assist the Chief-of-Party in 
project direction ~nd the provision of subprOJect-related techni
cal assistance. 

Two researchers~ one econGmist and one expert in market 
research will also be added. These three local professionals 
will work closely with the expatriate contract team and will be 
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provided with both 0n-the~Job and other relevant training to 
equip them to sustain the work of the proJect~ in whatever form 
it may take, after the initial three year contr~ct period. 

Three additional Indone?ian professionals will be added to 
the contract team to work directly with the expatriate technical 
experts in implementation of the three subproJects. Each of the 
subprojects will thus havs two full-time professionals pr0viding 
direction to the required analytical 9 subcontracting, technical 
assistance management, and coordinating tasks. The role of Indo
nesian professionals in this project is particularly important 
since this project is not attach@d to an institutional base with 
counterpart implementation staff. 

These Indonesian counterpart staff members will be indivi
duals well qualified in their fields of expertise. They are 
likely, h~wever, to require some additionaJ training in specific 
subjects (enterprise managemant 7 agroprocessing t.chniques~ qual
ity control standards and maintenance or o~Mers) in order to 
maximize their usefulness to the project and prEpare them to 
assume an expanded role in CJEDP operations and possible follow
up activities. A small budget is being set aside to provide such 
training, in the form of short courses (up to six months) over= 
seas throughc~t the life of the proJect. The allocation of these 
funds can only be made once the staff is iy) place and it is 
possible to determine where it can best be utilizeda 

The necessary clerical staff will be locally hired under the 
contract to support the work of the project team. These staff 
will also be responsible to the Chief-of-Party and funded under 
the basic USAID contract. 

Augmenting the long-term contract staff will be short-term 
technical assistance personnel supporting general project manage
ment and ~esearch activities. A total of four months of expat
riate short term TR and 18 months of Indonesian short-term assis
tanCE is prOjEcted for CG:-U team support. It will be used to 
provide management assistance to the chief of party as well as to 
sunplement the resourCGS of the research staff on particular 
studies. This technica~ assistance will be funded from the 
USAID contract and these persons will be responsible to the 
Chief-of-Party or his designees among the long-term staff. 

Additional technical assistance will be supported by USAID 
and GOr funds designated specifically for subprOject support. 
Some will be recruited directly by the contract team in response 
to specific subprOject needs and others, the largest portion~ 
will be provided on the basis of subcontracts between the CJEDP 
and other service providers. The schedule for utilization and 
cost of this assistance is detailed in the relevant sUbprOjEct 
descriptions. These advisors will have specific assignments that 
will determine their reporting responsibilities within estab
lished lines of subprOject management but will be under the 
overall direction of the Chief-of-Party. 
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The overall project organizational structure is portrayed in 

Figure VII-2. 

Figure VII-2 
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ProJact funding and accou~tability will take place under the 
terms of separate contracts with USAID and the Golo As noted 
above, the USAID contract, incorporating both grant and loan 
funds., v,Ji 11 fund a't' expatriate project team, long-term IndDnesian 
project staff, eMp~triate and local short-term technical assist
ance, and dollar-funded subcontracts with U.S. or other foreign 
sources of technical services. In addition, the USRID contract 
will finance other direct project costs including travel and per 
diem~9 certain office equipment such as microcomputers and peri
pherals and photocopiers, and dollar-funded subprOject material 
and equipment costsa 

The mechanisiYI of the second co"d:t-"'act betwE'en ti"8 contractor 
and the GOI (Ministry of Home Affairs) makes it possible to 
include all Rupiah denominated subcontracts as well as operating 
costs and certain staff support costs in the GOI budget and still 
maintain for the contract team the degree of control it needs 
over the deployment of project resourceso It can do this and 
still remain relatively free of potentially harmful bureaucratic 
constraints such as procedural delays and salary limitations. 

The key to 0chi9ving this is in making certain that the 
original contract is written in such a way ~s to enable the team 
to make the most flexible use of the money as possible while 
respecting the need for oversight from~ and responsibility to, 
the GOI. Such freedom is essential if the project hypothesis is 
to be adequately tested. 

The contractor will be chosen Jointly by USAID and the GOle 
The Central Java BAPPED~ should be involved in the selection 
process due to their familiarity with the design phase and their 
counterpart role in the project its31f. 

R~lease of GOI funds will be keyed to the normal Indonesian 
budget cycleo The project will be a single entity requiring a 
single annual set of DUP/DIP dOCUMentation with line items cover
ing the various expenditure catpgories, including local subcon
tracts. Small local contracts (under $20~000) can be undertaken 
directly by the Chief-of-Party with later review and approval of 
the provincial govarnment acc~rding to the terms of KEPRES 
(Presidential Decision) 14ao Larger subcontracts will be let by 
the Governor 7 s office on the advice of the contractor. 

The cor~ projec~ management team of five expatriate and 
three Indonesian professionals will be responsible for all as
pects of project management as well as overall direction of the 
subprOjects. B~oad project issues, both aciministrative and tech
nical, will be the responsibility of the expatriate Chief-of
Party and research specialist and the three Indonesians contrac
ted for the core team. They will determine project priorities 
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for both implementation and analysis. They will work together to 
insure that research and action are closely linked as fu~ure 
subsector activities are defined. They wi~l coordinate the pro
Ject's effort to generate productive linkages, both horizo~tal 
and vertical, among firms operating in the targeted subsectors. 
And they will ensure that lessons from testing the proJect's 
model of working in and through the private sector are ~dequately 
doc 1.11;1 e?nt ed e 

Certain aspects of prOjEct management will be of somewhat 
unique importance to effective implementation of the CJEDP. The 
first of these is oversight and review of all local and foreign 
subcontract and licensing arrangements 9 subject to the policy and 
procedural guidance of ~he provincial government and USAID. 
Rppropriate subcontractors must be identified, scopes of work 
developed, and contracting arrangements negotiated by proJect 
management. In conJunction with USAID and the 8019 proJect 
management will closely supervise and monitor the work of these 
subcontractors. 

A second major responsib 11~V wi!} be to develop, screen 9 

and bring forward for USRID and r 1'8view and approval new 
'subp"~';::\J recommend at ion":; ';;c, bui h" U;::VTl m .... l .... f~plar:'e" t f r'~3cess-

€\ry, trH'? initial ~'threeo ';!';,o,:~;;e P' opc",<~,15 IrJill requiro, c2c'Eful 
background research, thorough i~p12mentation planni~a ~~d budget
ing, and identification of needed technical .;\SSiSt,3i,Ci:;:· and sub
contract resources, Initial suggestions may arise from staff 
involved in the original subprOJects, the research specialists~ 
USAID, the G01 9 or olltside D?rtit:?s f;~,miliaY'" ~;:;.t.h the pl"oJect.. 
These ideas will be screened agai~~t the criteria listed in the 
Project Descriptinn (eh III) as well as against information about 
constraints and cpportunities that is derived from proJect eKper
ienceo No new subprOject will beSln without the approval of 
USAID and the provincial project oversight team. 

A third priority of project management will be to mobilize 
private sector support resour2es in support of Central Java 
enterprise d€velopmentm Project management I~ill identify oppor
tunities to link one firm~s need to a stronger firm 9 s opportuni
ty. Staff will actively contact companies that have a potential 
role to playas buyers 0f products or as ~ources of technical 
assistance. The project will provide them with appropriate 
information and identify market incentives to encourage their 
participatione SubprOject input!s themselves can overcome many 
constraints that are a disincentive for firms to broaden their 
role in the provincial economy. CJEDP management will remain 
alert to such opportunities and provide suggestions for appro
priate initiatives ~ithin the subprOJects. 

Fourth, the core project team will coordinate management of 
the three initial subprOJects. Under its direc~ion9 the three 
expatriate subsector specialists9 together with the three Indone
sian professionals with direct subprOJect responsibility, will 
manage day-to-day implementation in accordance with the detailed 
plans presented in the Project Description. 
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Ba FINANCIAL PL~N 

TaLle VI 1-1 P';"'~sents a detai led budget for the "core" opera~ 
tions of th~ proJecte The cost of the expatriate consultants who 
will serve as the directors of the three subprojects oY'e i~cluded 
in this budget in an effort to centralize these costs and in 
recognition of the fact that they are also available to work on 
other subprOJects should their assistance be necessary. Each of 
the subprOject descr~rtion chapters (IV - VI) contained its own 
detailed budget. Figure VII-2 presented presents a summary of 
all four of these budgets. 

The dollar/rupiah ~~eakdown of expenses provided in these 
budgets is not meant to coincide with any USAID grant/USAID 
loan/GOI budgetary distinction. This breakdown is merely 
int~;')ded to reflect the CUY'reY'''~y in !rJhi<::i'~; spec:~,Fic payments are 
I iKa:.:ly to have toO be made. Tl',E' further tJY'{;?e1kdc';dl by fundit1g 
source (USRID grant, USRID loan or GOI) ;s pressnted in the 
Financial Rnalysi5 (Annex :8) as is the ~;);J,]et bac~(-lIp data ant 
the assumpti:,jl'iS on ~..,hich the budgets arL' b,_;sed. 

It is important to recognize that this is a very technlc~l 
assistance intensive project ;o~;',d that the dc)21ar cOmpOnf'lnt it'> 
therefore relatively higher (n;c'}e1rly t;n@ h!}].i: of the total) than 
it would be if construction or large 2~ounts of local procurment 
~'dere i ywol veda 
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Table VII-l 

'" Core Budget (uS $ thousarlds) • 

-=---... ...... 

Category U.S. $ Rupiah Yr 1 Yr 2 Vi" 3 Sub 
Totals 

.. ----~-------.. -----
Long Term Core Staff 

Chief of Party 386 III 120 12B 13B 
fkst'arcn Di rector 322 ~ 100 107 115 
R( '2xch Counterparts 'A 104 30 35 ~~ 
t~gmt .md F i fv.'l,,£.~ Counterpart ~~ 52 15 17 20 

Total Long TfNl Cc~,~ Staff ","'r 
. ';)J 

LOTlg Term Subproject Staff 

Agroprocessing Pirecto~ 322 (3 100 107 l1S 
t<1~tal Di red or 272 " 50 IN 115 
Export Directot' 322 0 100 107 115 

Total Long Term Subproject Staff 916 

Short Tern Staff 

S.T. Expatriate Consultants F' 
~~~ (1) 30 1t; 17 

S. T. Indonesian Consultants (~ 42 12 14 lb 
Total Short Terra Staff 105 

Long Term Staff Support 

Housing 0 236 GJ 61 92 
International Travel and Per Diem 129 " 60 0 69 
Local Travel (All LT. Cof-e Staff) 10 35 10 12 13 
Local Per Diem 116 C 36 39 41 
Rest and RelaKa,ion 17 0 0 i7 0 

Total Long Term Staff Support 533 

Capital Costs 

Vehicles 0 67 57 " 0 
Microc~1PUters and Peripherals 9 0 9 " 0 
PhotorolTY Mach in-~ 5 flJ 5 0 e 
Offk~ Furnishings and Eq\1ifi~r.t 0- 10 --10 0 " Total CaPl tal Costs 91 
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Ofm"ating Costs 

Office S~(~ ard Utilities 0 83 2~ 28 32 
'l'> Office Operations 0 52 15 11 20 • 

Vehicle Operation and ~intenante 0 71 20 23 27 
Coo5unicat ions 19 ~ 6 I) 7 

Total Operating Costs 22S 

Ad~inistr~tive Staff 

Administrative; Di(~tor " 35 10 12 13 
Accountant 0 2B B 9 11 
Secretaries 0 21 {) 7 8 
Dr-ivers/Messengers " 42 12 14 16 

Total Administrati¥2 Staff 125 

Counterpart Staff Training 16 8 B 0 In 

Other ElIpet1Ses 

HonorariUfls for 001 Supervisory Teorn ami 0 35 10 12 13 
Advisory Board 

Language Training 10 0 5 :5 " Total Other ElIp~nses 45 

Contingeoct Excluding Pro fess iOfl6 1 Salari~::; (151.) 48 107 58 43 54 155 

Totals 2'J5l 1018 999 %9 1107 3075 

Grand Total Core ProJ~t Ex~fIS.~s 3075 
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Table VII-2 

Summary Budget (USD thousands) 

Component Veal' 1 Veal' 2 Year 3 Totals 
Item $ Rp $ Rp $ Rp § Rp ... , 

Core Ope;'ati OTIS 

long Ter~ Professional Staff 470 45 556 52 59a b0 102'} 157 
Long Te~~ Staff Support 96 73 56 93 110 105 262 271 
Short Term Staff Consultants 30 12 16 14 17 16 63 42 
O~rating Costs I) 59 6 68 7 79 19 206 
Admi0istrativ~ Staff 0 36 0 42 0 4B 0 126 
Capital Equipment 14 77 0 0 0 0 14 77 
Counterpart Staff Training B 0 B 0 0 0 16 0 
Other EXPl?flS:es 5 10 5 12 0 13 10 35 
Contingrmcy (1) 19 38 11 32 18 37 48 107 

Subtotals ~8 350 658 313 750 358 20S6 1021 

Shrif:lp Production and l:iarketi?'Q SlibproJect 
Long Term Professional Staff 0 20 0 23 ~ 26 " 69 
Long Term Staff Support .. ~ 

S 10 0 12 0 13 0 35 
Short Te~ Staff Consultants 0 79 0 136 0 151 0 365 
Equipment and Supplies 0 142 0 163 0 107 0 412 
Subcontr7.H.:ts 205 171 185 176 95 0 485 347 
Contingency [2J 0 38 0 ~ 0 4S " 132 

Subtotals 2"mS 4b0 185 5W 95 342 fo~B5 1361 

EAport ~1~tion SUbproJEct 
Long TerFJ Professional Staff 0 15 0 17 " (j~ 

~ 0 52 
Long Term Staff Support 9 8 12 12 1S 19 39 39 
Short Term Staff Consultants 105 10 B0 32 B6 35 271 77 
~terial and Other Costs 2 22 2 30 3 18 7 7IlJ 
Subcontracts CD 50 0 166 0 159 0 375 
Contingency (2) 17 8 14 14 16 14 48 3& 

Subtotals 133 113 108 271 123 265 365 649 

Metal Ir~u5try Development Subproject 
Long Terfl Professional Staff 0 8 " 17 0 20 fa 45 
Long Terw Staff Support 2 ~ 4 5 5 4 11 11 --

Short Te~ Stafr 30 30 64 28 52 24 146 82 
Desig~ ~~petition 0 3 0 21 0 24 0 48 
Subcontract; 0 7B 193 261 137 329 330 668 
Conti ngem:y (2) 5 G 10 11 9 H 24 28 

Subtotals 37 127 271 343 203 412 511 8& 

otl"1~f SUbPl"ilJectS 0 0 350 4~ 750 1000 11~ 1400 

Total Project Costs 1024 1~1 1573 1887 1920 2376 451& 5313 

9829 
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C.. • EVALUAT I ON PLAN 

Two maJor mid-prOject Evaluations will be scheduled dur
ing the three years of the CJEDP project in order to assess the 
degree to which the proJect is achieving its stated obJectives 
and to provide outside inputs to the project management learning 
process. The first of these evaluations should be scheduled for 
about the 15th month ~f proJect implementation. By that time the 
initial three subprOjects will be well into implementation and 
the pattern of the broader subprOJect development process will ba 
sufficiently developed to assess its quality and effe~tiverness. 

The seco~d evaluation should be schedul~d durin~ the 30th 
month. This evaluation, combined with the results of ongoing 
project monitoring, will provide the basis for the implementation 
team, USRID, and the GOI to consider in detail what steps should 
be taken to continue the benefits of project activities. Options 
include extending the proJect under contrl1u::::t, spinning -its func
tions off to private sector firms and agencies that have become 
involved, or finding a new mechanism for maintaining government 
sponsorship of the efforta 

Since CJEnp Indonesian staff are likely to become a key 
resource, by whatever means project activities are continued 9 an 
assessment of their role to dat~ @nd r'ecommend~tions regarding 
their future role should b~ an output of each evaluationa 

In measuring the direct iMpact of the proJect~ specific 
employment and enterprise development benefits of the subprOject 
will be the focus of attention. To evaluate the testing of 
CJEDP's model of private sector assistancB9 the documentation of 
learning by the management team will be the focus. 

The two proposRd evaluations can be summarized as followsg 

Mid-PrOJect Evaluation #1 

Time: 

Participants: 

Purpose: 

Duration: 

15th month 

USAID/Jakarta 
GOr 
Outside Consultant (enterprise 

development specialist) 

Rssess progress towards achievement of 
LogFrame obJectives 

Identify and analyse "Lessons Learned" to 
date 

Make recommendations conc@rning 
adjustment of proJect m~tho~ology, 
subsector focus or other matters 

Four weeks in the field (Jakarta and 
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Semarang) including IIJrite up time 

Mid-Project Evaluation No. 2 

Time:: 

Participants:: 

Purpose: 

". 

Duration:: 

30th rncmth 

USAID/Sakart.a 
AIDIt,Ja!1;hingi.;;on 
Gal 
Outside Consultants (enterprise 

development spEcialists) preferably 
including at least one Indonesian 

Assess achievement of proJect goal 
and purpC'ses. 

Identify and analyze uLessons Learned" 
from project implementation experience 

Consider future adJustment~ in CJEDP 
methodology? subsector focus or other 
fact ()t"s 

Make recommendations as to if and how 
CJEDP shou-ld be institutiorlalized 

Six weeks in field (Jakarta and Central 
Java) including write up time 

Both of.these evaluations should be carried out with the 
full cooperation and involvement of the implementation team. 
Although the te3m vJhich cat'ries out the SE'lcOYld evaluatic:erl will be 
larger than ti~:;: first one 9 every effort should be made to insure 
that all, or at least m05t 9 of the participan~s in the original 
team will also take part in the second evaluation. 

Both-evaluations should be financed and manageD by USAID 
in collaboration with the GOI to insu~e that question~ arising 
from the Indonesian Government are heard arid responded to 
appropriatelya 
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A-I 

LOGICAL FRAME~QkK MRTRIX 

GOAL: 
To increase nonfarm employ 
ment opportunities and incomes, 
and thus the quality of life, 
for the rapidly growing labor 
force of Central Javao 

PURPOSE: 
1. To increase output and 
employment in three subsectors 
through the i~pl~mentation of 
at least three subprojects 
which have bBen identified ~nd 
others which will be developed 
during the second and third 
years of project development. 

A. Shrimp Production and Mar
keting Subproject 

B. Light Manufacturing Export 
Promotion SubproJec~ 

c. Metal Industry D~velopment 
Subpt~oJect 

20 To iY"lcrease the capability 
of local institutions to sup
port private sector enterprise 
develc.pment 0 

3. To improve the policy envi
rc~ment within which private 
sector enterprises operate in 
CeYltral Javaa 

40 To test means of developing 
the role of private sector as 
an engine of growth in the 
Centr~l Java economy. 

VERIFIABLE INDICATORSg 

Increased nonfarm employment 

Increased worker income 

Improved quality of life 
housing 
education 
\')~.rtritioYl 

health 
==-=-========~~=====.= ..... m-

(purpose level indicators) 
10 J yrs 5 yrs 
Shrimp SubprOJect 

InCa Out put 
Inc" Jobs 

Export SubprOject 
Inc .. Out put 
InCa Jobs 

Metal SubprOject 
Inc" Output 
InCa Jobs 

$3,,(])M 

2875 

$13021'1 
4472 

$4~0fYl 

3834 

!!i l}" 21>1 $100 l?t"i 
2A47 5911 

AD PartiCipation of local 
institutions in CJEDP subpro
Ject ~l\ctivitiesD 

So Increased capability/act~ 
ivity of local institutions as 
a result of CJEDP activities. 

3. Changes in government policy 
&nd administrative procedures. 

4. Implementation of project 
using methodology described in 
des i 9l'i document 0 



OUTPUT: 

1. The lmplementat ioY, of at 
least tnree subprojects as des
cribed in the design document 
and others which will be iden
tified and designed in the 
second and third years of pro
Ject impleillentat ion. 

2. A. Subcontracting with and 
asslstiy,g le.cal iY,stitl..ltic'YIS to 
carry out specific assignments 
related to the implementation 
of CJEDP subproject activities. 

B. Coordinating project 
activities with appropriate 
local institutions and trans
fering knowledge and lessons 
learned to them. 

3. Analyzing specific policy 
and adminIstrative constraints 
to enterprIse development and 
maKing recommendations to 
government decislonmakers. 

4. Ident i ficat iOYI and analysis 
of issues, opport~nities, and 
problems affecting enterprise 
development i~ selected 
subsectors 
~ at:r "E!Ir!!:ft~ ..... c:r,.".... r== ....... .,...,.,., e? ...... t""'l ""E? Fn1 mmr=a '..." nar:a "?"'m'ca ...... 

INPUTS: 
1 0 PersoYlYJe 1 

A. Long Term Expatriate Staff 
B. Long Term Local Staff 

Short Term Expatriate 
Consu 1 t al'",t s 

Do Short Term Local 
COnSIJ 1 t cl.Ytt s 

E. Subcontracts with Appro
priate Local and Inter
national Organizations 

2. Fuy,d i ng 

A. USAID Grant Support 
B. USAID Loan Support 
C. GOl Budget Support 

A-2 

(ouput indicators) 

1. Three SUbprOjects implement
ed donsistent with designs in 
t his de.cumel'"lt. 

2. A. Six Subcontracts negoti
ated with le.eal institutic.(,s 
consistent with n~eds identi-' 
fied in design document. 

B. Level of coordination and 
coop2ration with local institu
tions in implementation of 
CJEDP subprOJects. 

c. Existence and activities 
of a Central Java enterprise 
development coordinating 
comllli ttee. 

3. At least three policy/ad
ministrative procedure analyses: 
carried out each year with ! 

appropriate recc.r.1rllendat ~ons 
being made to government 
dec is i onmake.rs. 

4. Ongoing reseasrch and 
documentation of project 
expet~ i enCE:!e 

~~~._._~~==e7"~.==~=~~==~===~. == 

INPUT TARGETS;; 
1. A. 5 Im;g term expatriate 

cot'e staff 

2. 

B. 6 long term local 
core staff 

c. 30 person months of short 
term expatriate consulting 
assistance 

D. 99 person months of short 
term local consulting 
assistance 

E. 2 subcontracts with 
international agencies 

F. 6 subcontracts with 
local agEmeies 

USAID grants 
USAID lc.ans 
GOI support 

$2'j875,000 
$2,858,000 
$4,097,000 



MEANS OF VERIFICATION~ 
(Goal Level) 

Macroeconomic and ~ensus data 

--(Purpose Level) 

ProJect records 

Monitoring reports 

MidproJect evaluation 

PostproJect e\(o 1 uat iO)'"1 

A-3 

IMPORTANT ASSUMPTIONS: 
(Goal level> 

Vali~ity of the Development 
Hypothesis (purpose to goal 
linkage) 

(Purpose level) 

Continued political and econo
mic stability within the coun
try 

Economic recovery in the world 
market 

Validity of Operating Hypothe
sis (output to purpose linkage) 

Willingness of government poli
cy makers to consider policy 
recommmendations 

Willingness of local institu
tions to coordinate their acti~ 
vities in conJunction with 
CJEDP subprOJect activities 

Rbility of local institutions 
to effectively carry out the 
work related to specific 
subcontracts 



(Output level) 

ProJect Records 

PrOject Monitoring Reports .. 
• 

Periodic Site Visitations 

Mid-ProJect Evaluation 

Post-PrOject Evaluation 

(IYlput Level) 

PrOject Documents 

USA I D Doc umeYlt s 

Gal Documents 

(Output Level) 

Continued government support 
for private enterprise develop
ment at the national level 

Support for the project concept 
and subprojects from provincial 
level decisionmakerse 

Willingness/ability of local 
institutions to work with CJEDP 
in the implement~tion of 
subprOjects 

Cooperation from private entre
preneurs in the subsectors 
identified as primary targets 
for CJEDP assistance 

Relative freedom from standard 
bureaucratic procedures and 
requirements regarding procure
ment, recruitment and payment 
of personnel 9 travel, etcu 

(Input Level) 

Availability of funds as 
budgeted and required for 
project implementation. 

Ability to identify and recruit 
qualified local long term staff 
and short term consultants 

Ability to identify and 
contract with appropriate local 
i nst it ut iOYIS 
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ANNEX S .. l 

TECHNICAL ANALYSIS 

The CJEDP, as designed, i$ technically feasible and Cdn be 
effectively implemented given the availability of human and mate
rial resources as specified in this design documentD The empha
sis of the project is on the effective adaptation and application 
of known technologies to problems identified in the field 9 rather 
than the development and testiy)g of major new production techno
logies which would add to the risk of private sector 
part i c i pant s. 

The technical approach to be taken by the proJect is one of 
introducing an integrated set of technical and managerial inter
ventions into the development of specific, pre-identified, indus
trial subsectors based ~n a thorough understanding of the cur
rent, and probable future, importance of those subsectors in the 
provincial economy and the problems which ~re constraining their 
development. This understanding is obtained through an intensive 
research effort into the structure, patterns, trends and rela
tionships within those subsectc)rs <subsector a~alysis) before a~y 
interventions are designed or undertaken. No interventions are 
taken isolation or in the absense of this comprehensive under
standing of the subsector. 

This type of subsector analysis has served as the basis of 
the subprOJect designs put forward in this document. One of the 
primary functions of the research unit attakched to the core staff 
of the proJect will be to continue carrying out such research and 
capturing the information which is learned in the natural course 
of project implementation. 

This research and information management function will 
serve as the basis for remaining current with economic trends in 
the over~ll economy as well as for tracking and documenting 
changes in the specific subsectors being assistedo It ~~ill also 
serve as the basis for identifying new subsectors and subprOJects 
in the future when it becomes possible to expand CJEDP activities 
beyond the original three subprOJects. 

Although efforts will certainly be made to modify existing 
production technologies as required to enable Central Java pro
ducts to compete effectively in the national and world markets 
and maximize the return to labor and entrepreneurs as a result of 
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productive activities, these changes will be of an incremental 
nature and based, as much as possible, on the technologies cur
rently in use. 

For example, in the shrimp development subproJect, a princi
pal need is to increase the produ~tivity of brackish water pondsD 
The project is proposing a comprehensive but stepwise process to 
gradually improve farming practices based on solid research and 
practical experience gained in other countries, and a program of 
controlled testing to ba carried out ~y the project itselfo 
Farmers will not be encouraged to undertake major changes in 
their production practices until the viability of those changes 
have been tested under Indonesian-condit.ionso 

Similarly, in the metal inaustry development subprOJect, the 
eFfort will be made to identify incremental changes in production 
technologies which will increase the range and competitiveness of 
metal products produced in Central Jav~ by using existing capital 
equipment as much as possible. The second part of the effort 
will focus on improving the capacity of local engineers to design 
and test new productso 

The proJect is to be implemented by a small core team of 
Indonesian and expatriate enterprise development generalists and 
specialists in the industries being assisted. Thi~ team will 
provide a general technical umbrella under which all assistance 
is render~d and will serve as the technical management unit for 
each of the subprOJects, coordinating the assistance which will 
be acquired from other sources. A broad range of technical 
skills and experience will be represented within this team which 
will contribute to the success of all of the 5ubproJectsD 

These few advisors will not be able to provide all of the 
technical knowledge requirad by the individual subprOJects, how
evers In cases where very specialized knowledge is required, 
appropriate short term specialists will be recruiteda 

For example, although the export promotion subprOJect will 
be headed by a qualified marketing specialist, such a person is 
unlikely to be able to design and carry out a promotion program, 
assist producers to identify items with export market potential 
and suggest the changes in their production systems which would 
make their products both desirable and competitive on the inter
national market. All of these functions are necessary iF the 
subprOject objectives are to be achieved, however, so the senior 
marketing specialist will be supplemented by a counterpart staFf 
member with complementary skills and experience and short term 
specialists as required to effectively address the Full range of 
proJect requirements. 
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One possible source of technical risk in the proJect design 
1S tha~ it was desiy~ed as an enterprise development proJect by a 
team of enterprise development specialists and economists rather 
than by experts in the fields of shrimp production and marketing, 
the production and exportation of light manufactured goods or the 
metal industry. There are two factors which mitigate this risk. 

First, is that a great dp ~ l of care was taken to gain the 
advice of recognized technical experts in the fields being pro
posed as the focii for CJEDP activities and the proposed subpro
Ject designs have been reviewed and discussed with such indivi
duals prior to their inclusion in this report. 

The second factor, and an important one, is that the subpro
Ject descriptions identify problems within the subJect subsectors 
as specifIcally as possible. They do not really propose specific 
technical solut i ons to those problems. The design team h a s 
rather proposed the process by which appropriate solutions will 
be identifi~d and put into effect. In other words, the targets 
(problems) are specified, as are the general means of addressing 
them. The precise technical solutions to be applied will be 
developed by the contract team working closely with short term 
technIcal advisors and beneficiaries. These technical solutions 
wlll, thus, be Identified and applied based on the actual situa
tion in the industries at the time of project implementation and 
the uY"lcertaiY"lties of "blue p"riY"ltiY"lg" sCIILd;ioY"ls to complex techY"li
cal problems in a dynamic environment are avoided. 
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ANNEX B-2 

FINANCIAL ANALYSIS 

The financial plan for the CJEDP~ set forth in Chapter VII, 
has been developed to ensure adequate funding for all project 
activities, based on an analysis of the types and levels of 
inputs needed for each subproject and the core activities and 
their associated costso This Annex presents detailed accounts of 
the sources and uses of funds and the assumptions used in the 
preparations of the various budgets throughout this reportu 

The CJEDP will be financed from USAID grant and loan funds 
and host country (G01) budgetary allocations. Over the first 
three years of the project the total USAID contribution is 
estimated to be $5073 million with $2088 million as gr~nt and 
$2886 million as loana The GOI contribution over the same period 
will be approximately $4.10 million.-

Figure 1 shows the categories ~f expenditures which will be 
met by each of the three funding sourcese USAID grant funds will 
be used for the direct costs of the long term expatriate staff, a 
portion of their in-country support costs, all costs associated 
with expatraite short-term consultants and a portion of core 
op~~ating costso 

Loan funds are allocated to the direct costs of local long 
term professionals, a portion of the support costs for long term 
professional staff, all local conSUltancy costs, the 
administrative staff, a portion of the core operating costs, UeSo 
dollar capital equipment purchases, counterpart staff training, 
other dollar core expenses, subprOject materials and equipment 
and all foreign subcontractsa 

GOI funds will be used to pay for a portion of the support 
costs for the expatriate and Indonesian long term staff, Rupiah 
core operating costs, Rupiah capital equipment purchases, other 
core and subprOject expenses and all local subcontractsu 

The strong technical assistance bias of the CJEDP 
necessitatp~ that loan and Gal funds be used for certain of the 
costs that are normally covered out of grant fundsu Notably, the 
foreign subcontracts in the shrimp and metal subprOJects will be 
paid for from the loan funds. These packages of technical 
assistance were selected becasue of the relative simpliCity of 
negotiating only two contracts compared with the GOI securing 
appropriate technical assistance on a person by person basis. 
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Figure 1 

Sources and Uses of Funds - CJEDP 

Uses of Funds 

Long Term Professional Staff 
Expatriate 
Indonesian 

Long Term Staff Support 
ExpatYiate 
Indonesian 

Short Term Staff Consultants 
Expatraite 
I ndones i .:)l"l 

Administrative Staff 

Core Operating Costs 

Capital Equipment 

Counterpart Staff Tr~ining 

Other Core E)cpenses 

Subpl'''oJect Material, Equipment, 
Suppl ie5, etca 

Subcontr-acts 
Local 
Foreign 

Sources of Funds: 

USAID GOI 
Grant Loan 

x 

x 

x 

x 

x 

x 
X 

X 

X 

X 

x 

x 

X 

X 

x 
X 

x 

x 

x 

x 

X 

Further detail o~ the size of the various budget item by 
EKpenditure category, source and year are presented in the four 
budget tables which follow. The final budget includes the total 
figures for the three year life of the proJect a 
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Projection of Expenditures by Source of Funds - Veal' Om! 
(U.S.D. Thousands> 

USAID 
Grant Loan Total 

Core Operations 
Long Term Professional Staff 
Long Term Staff Support 
Short Term Staff Consultants 
Operating Costs 
Administrative Staff 
Capital Equi~uent 
Counterpart Staff Tr1ining 
other Expenses 
Conti ngency (1) 

470 
% 
30 
6 
o 
o 
o 

" 15 

Subtotals 617 

Shri~p Prcduction ar~ ~arketing Subproject 
Long TerM Professional Staff 0 
Lo~g Term Staff Support 0 
Short Tera Staff Consultants 0 
Equipment and Supplies 0 
Subcontracts " 
Contingency [2] 0 

Subtotals 0 

Export Promotion Subproject 
Long Term Professional Staff 0 
Lon~ T~ Staff Suoport e 
Short TerM Staff Consultants 100 
Material and other Costs 0 
Subcontracts 0 
Contingency (2) 16 

Subtotals 121 

Metal Industry Develo~flent Subp~Ject 
Long Term Protessional Staff 0 
Long Term Staff Support 0 
Short Term Staff Consultants 30 
0e5ig~ Competition 0 
Subcontracts 0 
Contingency (2) 5 

Subtotals 35 

other Subprojects 0 

Total Project Costs 773 

45 
o 

l~ 

o 
36 
14 
8 
5 
9 

129 

20 
o 

79 
o 

205 
15 

319 

15 
9 

10 
2 
o 

41 

a 
2 

30 
o 

78 
6 

124 

614 

515 
% 
42 
G 

8 
5 
~ 

747 

20 
o 

79 
o 

205 
15 

319 

15 
9 

115 
2 
o 

21 

162 

8 
2 

e0 
o 

78 
11 

159 

o 

1386 

601 

o 
"13 

" 59 

" n 
o 

10 
33 

o 
10 
o 

142 
\71 
23 

o 
8· 
o 

22 
50 
5 

o 
2 
o 
3 
o 
1 

6 

o 

688 

TOTAL 

515 
169 
42 
65 
36 
91 
8 

15 
58 

20 
10 
79 

142 
376 

38 

15 
17 

115 
24 
50 
2E 

247 

8 
4 

68 
3 

78 
11 

164 

o 
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ProJedi.on of Expenditures by SOUrl.-e of Func!s - Year T~lo 

(U.S.D. Thousands) 

Item USAID 601 TOTAL 
Grant Loan Total 

Core Operat i OYIS 

lOl"Q Term Prof~s£i(mal Staff 556 52 608 0 60S 
LOfiY Term Staff SuppDr't 56 " 56 93 149 
a~ort Term Staff Consultants 16 14 30 " 30 
Operat i ng Cost s 0 6 (; 68 74 
Administrative Staff ~ 42 42 0 42 
Capital EQuipiilent 0 0 0 0 0 
Counterpart Staff Training 0 B B 0 B 
other EKPenses 0 5 5 12 17 
Conti ngency [ 1) 8 '3 18 26 44 

Subtotals 636 136 n3 199 972 

Shrimp Production and Marketing SubprOJect 
Long Tem Prufessional Staff ~ 23 23 0 23 
Long Term Staff Support 0 0 0 12 12 
ShO'rt TI:(,1ll Staff Consultants 0 136 136 0 136 
EquipB~nt oTiG Supplies 0 0 0 163 163 
Subrorib"act s " 185 185 176 361 
Contingency [2J " 24 24 26 50 

Subtotals 0 368 3b8 3n 745 

Export Promot ion SubproJect 
Lm)g Term Professional Staff 0 17 17 0 17 
Long Term Staff Suc~~t 0 12 12 12 24 
Short TerB Staff Consultants 80 32 112 0 112 
Material and Other Costs 0 2 2 30 32 
Subcontracts 0 0 0 166 166 
Contingency (2) 12 9 21 6 28 

Subtotals 92 72 164 214 379 

Metal Ind~3try Development SubprOJect 
Long Term Professional Staff 0 17 17 0 17 
Long Term Staff Support 0 4 4 5 9 
Short TerB Staff Consultants b4 28 92 (3 92 
Design Competition 0 0 0 21 21 
Subcontracts 0 193 193 261 454 
Contingency 10 7 17 4 21 

Subtotals 74 249 323 291 614 

Other SubproJects tOO 250 350 400 750 

Total ProJect Costs 902 1076 1978 1481 3459 
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ProJection of Expenditures by Source of Funds -- Year Three 
(U.S.D. Thbusands) 

.-. __ -'<O"' ... ,""= ..... ~_.", 

It ell USAID 001 TOTAL 
Srant Loan Total 

Core Operations 
Long Term Professiol'kll Staff 598 60 &58 0 658 
Long Term Staff Support 110 0 110 105 215 
Short Term Staff Consultants 17 16 33 0 33 
Operating Costs 0 7 7 79 B6 
Administrative Staff 0 48 48 0 48 
C;i\}it01 Equipment 0 0 0 0 0 
ColOi'!t!"tpat~ Staff Training 0 0 ., 0 0 
other Expenses 0 0 0 13 13 
Cont i ngency (1] 17 8 25 30 54 

Subt~,tals 742- Is! 861 227 1107 

Shrimp Production and Marketing SubproJect 
Long Term Professional Staff 0 26 26 0 26 
Long Term Staff Support 0 0 0 13 13 
Short Term Staff Consultants 0 151 151 0 151 
Equipment and Supplies 0 0 0 107 107 
Subcontracts 0 95 95 0 S5 
Contingency (2) 0 27 27 18 45 

Subtotals 0 299 299 138 437 

Export Promotion Subproject 
long Term Professional Staff 0 20 20 0 20 
Long Ter~ Staff Support 0 18 18 19 rI 
Short Tern Staff Consultants B6 35 121 " 121 
Maief'ial and other Costs 0 3 3 18 21 
Subco1'ltract 5 0 0 0 159 159 
Contingency (2) 13 11 24 G 30 

Subtotals 99 87 laG 202 388 

Metal Industry Oevelopfi~nt SubproJect 
Long Term Professional Staff 0 20 20 0 20 
Long Ter~ Staff Support ~ 5 5 4 9 
Short Term Staff Consulta~ts .;, 24 76 0 76 H .. 

Design Competition 0 0 0 24 24 
51l bCO:"lt ract 5 0 137 137 329 4b6 
C'~'nh ngeocy (2) 8 7 15 4 19 

Subtotal s 60 193 253 361 614 

other SuboroJects ~ 450 750 1000 1750 

Total Project Ccsts 1200 1169 2369 1927 42% 
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r~QJ~-tion of E~per~itures by Source of Funds -- Total 
(U.S.D. Thousands) 

!tera lISAlD 6DI TOTAl 
Grant Loar, Total 

----
Core Ooerations 

Long Term Professional Staff 1624 157 1791 0 17B1 
Long Term Staff Support 262 0 202 271 533 
Short Term Staff Col'lSultar,ts 63 42 105 0 105 
Operating Costs b 13 19 206 225 
Administrative Staff 0 126 126 0 126 
Capital Eouioment 0 14 14 77 91 
Counterpart Staff Training 0 16 16 0 16 
Othl2r Expenses 0 10 10 35 45 
Conti ngency [ 1] 40 27 67 88 155 

Subtotals 1m 405 2400 677 3fJ77 

Shrimp Production and Marketing SubprOject 
Long Term Professior~l Staff 0 69 69 0 69 
Long Ter~ Staff Support 0 0 0 35 35 
Short Term Staff Cor~ultants " 366 3b6 0 3Gb 
Equipment and Supplies 0 0 0 412 412 
Subcontracts 0 485 4S5 347 832 
Contingency (2J 0 65 65 67 132 

Subtotals 0 985 985 861 184b 

Export Promotion SUbproJECt 
Long Term ProfessiOt~l Staff 0 52 i:::J 0 52 ~~-

Long l~ Staff Support 0 39 39 39 78 
Short left] Sh'" Co'l'l5ultal'lts 271 77 3~-a 0 348 
~aterial and Other Costs 0 7 7 70 77 
Subcontrilcts 0 0 0 375 375 
Contingency (2) 't 'fA 26 67 16 83 

Subtotals 312 201 513 500 1013 

Metal Industry Develo~~nt Subproject 
long Term Professional Staff 0 45 45 0 45 
Long iern staff Support " 11 11 11 22 
Snort Term Staff Consultants 146 82 228 0 228 
Design r~petitiO'l'l 0 0 0 48 48 
Subc'01'1t rae-: 5 0 4ea 408 590 998 
Co/It i ;'jgency [2] 22 21 43 '3 51 

Subtotals 168 567 735 658 1392 

other Subprojects 400 700 1100 140-~ 2500 

Total Project Costs 2875 2858 5733 40'37 ~ 
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Tne followIng set of assumptions were used in the 
~r~paratlon of all of the buoget estImates contained In the 
;:Jr~oJect desi ~n. 

1. Long term expatrIate salaries lncluoe all costs related 
to the employment of expatriate staff - basIc salary, 
oeneflts, relatea overhead, fee, post-differential, 
allowances, etc. ThQ Oase figures used for tne fIrst year 
dre $120,~00 per year for tne COP and $100,000 per year for 
Cot.hers. 

2. Long term local professIonal staff are costed at $15,0W0 
oer person-year IncludIng all costs. 

3. Long term staff support (collar bucget) incluaes all 
InternatIonal travel, shIppIng, household effect storage, 
etc. 

4. Long term staff support (rupIah budget) includes hOUSIng 
(InclUDIng utIlItIes and manlntenance) for expatriates plus 
local travel and per diem for all long term staff. 

5. Short term expatrIate staff consultants ~re valued at 
515,000 per person-montn Including all related costs (fully 
Qurdenec oaily rate plus travel and per di~m). 

6. Snort term local staff consultants are valued at $2,000 
per person-month with all costs incluaed. 

7. CapItal equIpment (collar budget) inclUdes tnree mIcro
computers @ $3,000 eacn and one photocopy machIne at 55,000. 

8. CapItal equiomeYtt (ruplah oudget) ll'"lcludes eight four 
wheel venlcles at $8,000 plus two motorcycles at $1500 and 
mlscellaneous offIce furnIture and eqlpment at $10,0~0. 

9. All SUDcontracts (except the shrimp institutIonal 
con~ract) Incluoe all costs of personel, travel and per dIem 

a"(~d COYltll'"lgencles. 

10. InflatiG0 1S calculated at 7 percent per annum on 
oOllar cos~s and at 15 percent per annum on Ruplan costs. 

11. COl'ytlYtgt:'Y"lClE?S for the SubprOject blldgets are calculated 
ai 15 percent of total SUbprOject costs exclUdIng 
s Lt QCC:'rJt rac t s. 
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ANNEX B-3 

ECONOMIC ANALYSIS OF THE CJEDP 

The proposed CJEDP does not easily lend itself to rigorous 
economic analysis. Each subprOject directly affects several 
typ~. ot .QCnOM1~ .~tor.. Th. praparation of r~liable financial 
and economic budgets for each of these participants is not possi
ble with existing information and collection of the necessary 
data would be an expensive and time-consuming task. 

Furthermore, much of the benefit stream resulting from the 
CJEDP depends on private sector response to project initiatives. 
This means that the analyst's crystal ball would be taken to its 
limit in foreseeing the form and magnitude of the economic activ
ity which will "stem-from" the proposed subprOJects. 

Reliance on private initiative means that, in financial 
terms, successful activities will conform to accepted standards 
of private prc.fitablilty. Siy,ce, iYI IndoY,esia, market prices 
undervalue capital and overvalue labor relative to their oppor
tunity costs, the strong employment bias of the proJect's activi
ties will insure, to the greatest extent possible, that the 
subset of financially profitable activities promoted will be 
those most consistent with standards of economic profitability. 

The primary objective of the CJEDP is the generation of 
productive employment opportunities. In the absence of a single 
measure of project worth which accounts for this emphasis on 
employment, the proJect must be assessed against the subjective 
criteria of the reasonableness and acceptability of the costs 
associated with the quantity of employment which the project is 
expected to generate. The purpose of this Annex is to present 
available evidence to assist decisionmakers in assessing the 
Justification for the expenditure of public funds in the manner 
recommended in this design document. 

There is little agreement among economists on the appro
priate tool(s) for ass~ssing a proJect when its primary benefit 
15 employment. In this Annex two approaches are presented. The 
first 1S based on commonly used estimates of project cost per 
unit of employment created. Given anticipated Job creation, the 
approacn simply compares undiscounted proJect expenditures with 
unaiscounted units of benefits. 
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While this methodology is often encountered it suffers from 
a number of conceptual and practical weaknesses. Not only does 
it fail to account for the timing of cost and benefit flows, but 
it does not provide the decisionmaker with a point of reference 
for comparing the worth of competing proJects which may not rely 
as heavily on employment benefits. 

In order to account for these problems, a second approach IS 

adopted here which poses the assessment question in a somewhat 
different light. Given the structure of proJect costs it is 
possible to estimate the average annual benefIt flow <in dollar 
terms) over a given length of time which will generate a prespec
ified internal rate of return (IRR) on project expenditures. 
Ft'clm this estimate of "required benefits" i;\nd the Expected uY"lits 
clf ernp loymeY"lt t Co be generat(;?d, t he II req 1,,1 ired beY"lefi t II per uni t of 
employment is computed. This figure then provides a measure of 
the value which must be assigled by the decisionmaker to each 
unit of employment in order for the project to generate a speci
fied I RR. 

The initi~l step for both analyses is to examine the cost of 
the project and its various components. Table 83-1 summarizes 
the budgets presented in each of the subprOJect designs and for 
the core staff presented in Chapter VII. These costs do not 
include subprOJect activities which remain unspecified. 

Table: B3-1 

Costs of the CJEDP 

Activity 

Core Team Budget 

Shrimp SubprOJect 

Export SubprOJect 

Metal SubprOject 

Total Costs 

Total 
PrclJect Costs 

(usn Thousands) 

3,075 

1,846 

1,014 

1,431 

7,366 

------------------------------------------~--------------------~--
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At the time new subprojects are introduced each will be 
subject to further economic analysis. Rs the CJEDP diversifies 
in later years the subproject overhead cost associated with core 
activities is reduced for all undertakings. Hence, to the extent 
that additional activities are incorporated under the core 
umbrella the current core cost is inflated for the three proposed 
subproJectsa 

It should be noted, however, that the costs considered here 
are only those costs incurred by the proJect. In ~ complete 
economic dnalysis based on participant financial budgets the 
costs incurred by others would also be included in the analysis. 
In the absence of this informatio~, it is fair to view the costs 
as the amount of direct project subsidy rather that total costs 
of activities which are generated by the CJEDPs 

Employment is created by the CJEDP directly as a result of 
project initiatives and indirectly as a result of private sector 
responses to p~oJect activities, linkage effects and economic 
growth. Both sources of employment benefits ar~ important and 
both will be considered in turnm 

Two concepts of employment are used in the analysis which 
follows.. The first is a "person-year" of employment. This repre
sents 313 man-days valued at prevailing wag~ rates~ The second 
is a Job createde This is sustained employment which is presumed 
to last indefinitely.. Standard indicators of IIcost-per-Job
created" are normally based on the notion of sustained 
employment. 

The shrimp production and marketing subprOject is estimated 
to result directly in the creation of a total of .6,300 man-years 
of employment over a five-year period (see table B3-2).. With a 
longer ten-year perspective thE total rises to nearly 89,000. 
This represents 4,450 Jobs created after five years and 21,700 
after ten years. In the five-year case, the total cost per 
person-year of employment is $293 and per Job created approx
imately $415u Over ten years, costs are substantially lower at 
$21 per person-year and $85 per sustained Jobe 

In the export subprOJect, there are 11,750 person-years of 
employment generated over five years and 41,250 over tenm This 
is aS$ociated with 3~850 Jobs after five years and 7,650 after 
ten yearso The cost per person-year goes from $86 to $25 between 
the fifth and t~nth year while the cost per Job is .263 for the 
five year estimate and $133 for ten years. 
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Tableg B3-2 

Direct Employment Generated by the CJEDP 

Subproject 

Shrimp Metal CJEDP 

Total Person-years of Employment 

Five Years 6,300 11,750 13!1 650 3!!l 650 
Ten Years 88,500 41,250 53,350 1839 100 

Project Cost per Person-year (USD) 

Five Years 2'33 86 105 233 
Ten Years 21 25 27 40 

Jobs Created 

Five Years 4'1 450 3 7 850 5,900 14,200 
Ten Years 21,700 7,,650 9 9 500 38,850 

Project Cost per Job Created (USD) 

Five Years 415 263 243 519 
Ten Years 85 133 151 190 

For the metal subprOject there are 139 650 person-years over 
five years with a cost of $105 and 53,350 over ten years at a 
cost of $25m In terms of Jobs, 5,900 are created by the end of 
the fifth year at a cost of $243 e~~h ~~d 9 9 500 after ten years 
at a cos+ per Job of $151a 

Thus, the direct employment generated over five years is 
approximately 31,650 person-years or 149200 Jobs~ Over ten years 
it is estimated that 183,100 person-years of employment will be 
generated which is equivalent to 3a~850 Jobs. Wh~n the costs of 
core activities are included, the total cost per person-year is 
$233 after five years ~nd $40 after ten years a The respective 
costs per Job created are $519 and $1900 

Each of the subprOjects is based on the theory that busi
nessmen pursue profitable opportunitieso The CJEDP, by setting 
examples and reducing transactions costs9 will create more oppor-
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tunities for the private sector, increase information about these 
and existing opportunities and reduce the cost to the private 
sector of undertaking thema 

From this point of view, direct project benefits are less 
interesting than the momentum generated by these endeavors for 
continued progressive developmento Indirect benefits take'the 
form of increased production and therefore employm~nt and foreign 
exchange earningsn They result from direct CJEDP initiative, the 
strengthening of both private and public sector institutions and 
strengthening of the private sector itselfo 

In shrimp, the direct benefit of increasing production in 
the existing private sector hatcheries is important and 5ignifi
canto However, if the subprOject is succes~.ful in increasing the 
capability for the continuing identification and solution of 
hatchery problems the long term benefit resulting from ~he sub
proJect will far surpass the immediate gainu Eve~ though direct 
hatchery support will be provided to only a few existing firms 
the indirect benefit could influence the development of the 
entire tambak shrimp industry in Central Java and beyond. 

Similarily, the pond development and quality control pro
grams will directly affect only a small proportion of the total 
tambak hectarage in the provinceu Vet, the eventual influence of 
the proJect's IIdemonstration ll efforts will likely be much 
broadera 

The export promotion subprOJect will directly facilitate and 
promote a certain quantity of new salesA If it succeeds in 
improving the image of Central Java and in the creation of a 
profitable private sector export trading service, the potential 
indirect benefits are great. 

In the metal industry subprOJect, direct benefits result 
from the machinery and equipment which is designed and built and 
placed into operation. This activity, however, is simply a means 
to an end. The real benefit is the increase in the capacity of 
the industry to solve its own problems and create its own pro
ducts. This could lead to very significant indirect employment 
both in the metal industry and in other related sectors of the 
economy a 

It is difficult to estimate the size of the indirect benefit 
flow resulting from CJEDP activities. If the subprOjects are 
successful in achieving their objectives then there is every 
reason for optimism regarding the significance of the indirect 
benefi ts. 

An activity like the CJEDP, by its very nature as a private 
sector proJect, is heavily weighted in its dependence on indirect 
benefits. It is fundamentally different from a proJect which 
builds a dam, irrigation system or road or one that involves 
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distribution of inputs, technology or animals. The element of 
risk is somewhat more obvious, but at the same time the potential 
benefits are somewhat more substantial. 

In order to compare the estimated employment benefits re
sulting from the CJEDP and the proJect's cost it is necessary to 
assign a value to a Job created or person-year of employment. 
This value is a measure of the worth of a Job from the standpoint 
of the decisionmaker. It bears no necessary relationship with 
the value of a Job from the standpoint of the employed person. 

For the purposes of making comparisons with traditional 
economic analyses, Table B3-3 presents the average annual benefit 
flow which is required for the CJEDP to achieve sever81 pre
scribed internal rates of return (IRR). With an assumption 
regarding the duration of the benefit flow and specification of 
the minimum acceptable IRR the flow of benefits which must be 
obtained by the CJEDP can be found in the table. 

Table:: 83-3 

Required Benefit Flow for Given Internal Rates of Return - CJEDP 

Five Year Horizon Tel") Year Horizon 

Average Cost per Cost per r.)verage Cost per Cost per 
IRR Annual Person- Job Annual Person- Job 

Benefits month Created Benefits month Created 

("> ($ Million> ($) ($) ($ Million) ($) ($) 

1173 1 .. 60 -507 1~130 ~ 99 54 255 

12 1 .. 62 513 1, 143 1 D !2i4 57 267 

15 1.. 66 524 1,16B 10 11 60 285 

19 L69 533 1'1 188 10 17 64 302 

20 1 a 71 539 1 ~ 2'02 1022 67 314 

If the· "cut-off" IRR is, s,ay 12 percent, then from the table 
it can be seen that a benefit stream of 51.62 million per year 
over five year~ or 51.04 million over ten years is required. If 
the minimum acceptable IRR were higher the average annual bene
fits must also be higher. 
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With this notion of the required level of benefits it is 
possible to make a rough assessment of the required valuation of 
employment benefits if the appropriate levels of benefits are to 
be obtained. Using the .12 IRR and assuming that all benefits 
cease after 10 years, the lowest acceptable annual flow of bene
fits is $1.04 million. By annualizing the direct emo]oyment 
benefi ts presented earl ier for the teYI yea}" t irue hori zon, the 
value per person-year and per Job created which must be held by 
the decisionmaker to obtain an IRR of .12 are computed. 

The results of this analysis indicate that if a person-year 
of employment is at least valued at $57 or if a sustainable Job 
created is valued at $267 then, given dire~t employment benefits 
only, the CJEDP has an IRR of approximatply .12. A longer tIme 
horizon or inclusion of indirect benefits reduces the required 
val uat iDYl. 

With a prevailing wage rate in Central Java of approximately 
Rp. 1,000 ($1&02) per day, a person-year of employment is worth 
approximately $313 to the employee. R Job sustained over ten 
years has a discounted present value (12 percent discount rate) 
of Just over $1,000. While these figures bear no theoretical 
relationship w1th the subjective valuation which must be made by 
the decisionmaker, they do provide a rough benchmark for valua
tion. Against this standard, it appears that in terms of direct 
employment benefits alone the CJEDP ha~ a project worth measured 
by the IRR of at least 12 percents 

Given the present economic situation in IndoneSia, foreign 
exchange is a critical economic variable. Even though trade 
goals are not within the specified obJective set of the CJEDP, 
foreign exchange earnings and savings were explicitely considered 
in the design of the CJEDP. Rl~l three subprOjects have the 
desireable feature that they either generate foreign exchange 
through increased exports or conserve foreign exchange through 
import substitutiono 

Table B3-4 illustrates the expected magnitute of the gross 
and estimated net foreign exch~nge earnings and savings asso
ciated with the CJEDP. The magnitudes, in terms of the Central 
Java economy are not trival. With total provincial exports of 
about $100 million dollars per year, the conservative ten year 
estimate of .240 million represents an annual average increase of 
25 percent over current earnings. This foreign exchange profile 
is a highly desirable feature clf the pl"oJecte 
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Table: B3-4 

Foreign Exchange Benefits of the CJEDP 

Shrimp Subproject 

Export Subproject 

Metal Subproject 

CJEDP 

Gross 
Foreign Exchange 

Earning/Saving 
(USn t4i lJ. ions) 

Five Years Ten Years 

13 .. 2 186 .. 1 

13 .. 8 

1..2 no a .. 

28 .. 2 (239a9) 

Net 
Fo~eign Exchange 
Earning/Saving 
(USD pH 11 ions) 

Five Years Ten Years 

158 .. 2 

12 .. 4 48 .. 4 

.. 8 

24 .. 4 (206,,6) 
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SOCIAL SOUNDNESS ANALYSIS 

One of the Working Papers prepared in conJunction with the 
CJEDP .!n~grim B~.QQr.:t., "Human Factor in Enterprise Development"by 
Masri Singarimbun, clearly explail,ed the complexity of the socio
cultural environment of CentY'al Java. 

In general, the attitudes of the Central Java people have 
been formed by historical influences from the Malay, Hindu and 
Moslem cultures and the natural resource base of the areau 

Historically, the people of Central Java have had basic 
attitudes and motivations which ar~ not fully oriented towards 
material gain and individual achievement. Certain of these atti
tudes are not consistent with the demands of the enterprise 
development processa Spiritual satisfaction is very important 
for them and they tend to avoid flAiction or even strong dialoguea 
Their aspirations are often not stated clearly. 

These basic attitudes have been-reinforced by a feudal 
history and a long coloniml @~p~rience which placed a high value 
on obadi~nce and relying or a higher power for personal needs and 
~ low v.lu~ on individuality ~nd strong personal convictions or 
mot i vat ions. . 

The stratification of society, which can be seen from very 
early times in traditional society, was further encouraged by the 
colonialists who purposely pursued policies which would keep the 
Indonesian community divided into subgroups: European, Chinese, 
Pribumi, priyayi, abangan, wong cilik, etc. These distinctions 
still exist in Central Java and, in some instances, are rein
forced by the economic interest of members of certain groups. 

In general, however, it can be seen that these disti~ctions 
have begun to break down since independence. Many of the 
"priyayi" class (the original bureaucratic elite) who formerly 
looked down upon business people as greedy and crude have now 
gone into business for themselveso On the other hand many people 
from the original "abangan" or IIs .. ~ntrill (lower) classes have 
risen to pOSitions of power in the bureaucracy and politics-
areas previously closed to them. 

Thus we can see that there are historical and cultural 
factors at work which would appear to mitigate against a success
ful enterprise development effort in this province. On the other 
hand it is clear that economic pressures and exposure to other 
types of values and experience have begun to modify these values 
and break down some of the barriers which previously existed. 
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There, in fact, appear to be an abundance of entrepreneurs, real 
or potential, in Central Java, and even more who are eager to 
work to increase their incomes and improve the quality of their 
1 ives. 

There are two steps involved in assessing the compatability 
of the proJect with the socio-cultural environment within which 
it must function. First is to identify the major characteristics 
of the proJect (its goals, strategies and activities) ~nd assess 
the degree to which they are compatible with existing socio
cultural values and practices. The second step is to asse~s the 
e~tent to which prevailing socio-cultural characteristics might 
have important positive or negative effects on the project with 
the purpose being to assist the implementation team to make the 
most of the positive effects while minimizing the negative 
effects. 

There are two major characteristics of the project which 
suggest a high degree of compatability with the prevailing socio
cultural norms ef Central Java. First, the project will concen
trate its efforts on the developmEnt of existing industries and 
enterprises rather than emphasizing the establishment of new 
ventures of types of production activitiesa They will be build
ing upon experience and skills which Rlready exists in the pro
vince thus avoiding the difficulties of introducing totally new 
technologies. 

The types of activities being promoted by the CJEDP (shrimp 
farming, metal working, and handicraft production) have been 
popular activities in Central Java for many generations. In 
fact, the "tal'l1bak" farming system was apparently developed on 
Java some five centuries ago and the technology exported to other 
countries which now produce more efficiently than do the 
JavaneseB The proposed project actually only revitalizes and 
extends the resources and capabilities which already ~xist in the 
ragiono 

By focusing on the development of existing capabilities and 
resources the proJect can minimize the undesired cultural conse
quences of economic developme~t such as those which have been 
experienced at the new iron ore developments of Sulawesi and 
Irian Jaya where thousands of workers had to be brought in to do 
the work because the local people were either unable or unwilling 
to do it and the cultural environment of the area has been chang
ed substantially as a resulte The same is true in other areas 
where maJor industries have required the importation of large 
numbers of skilled labor to do Jobs which are outside of the 
experience of the local people. 

The second major charact~ristic of the proJect which sug
gests a compatability with the local socio-cultural ~nvironment 
is the emphasis on working with and through private seetor insti-
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tutions. There are sound ~rguments which support the decis~on to 
give the private sector a central role in accomplishing the 
proJect's goalsu 

Private sector organizations are characterized by their 
grass roots orientation and their relative non-bureaucratic or
ganizational and management structures. They tend to be small 
organizations which operate closer to where the people are and to 
share values with the people more directly than any government is 
able to dOD They are able to respond more quickly to situations 
which arise in the field and to be more dynamic in their approach 
to development problems than their mass and inbred conservative
ness will allow the heavily bureaucratic government structures to 
be. This is not a general endorsement of all private development 
organizations in Central Java, but these positive characteristics 
tend to be more typical of private organizations than they are of 
government agencies. 

The sacond step in the analysis of the socio-economic feasi
bility of the project is the assessment of common cultural traits 
which may be either helpful or harmful to the proJect. There are 
two specific traits of the Javanese people which will be advan
tageous to the proJect. First is their appreciaticn of the 
importance of cooperation (gotong royong) as a meariS of achieving 
a common obJective. Even apparent competitors will willingly 
Join together to achieve something that will help them both and, 
at times, aY". erltrepreY"lE'ur who is considered IIstrong" wi 11 wi 11-
ingly offer assistance to a weaker colleague who will become a 
more effective competitor as a result. 

This eooperative spirit will certainly be an advantage to 
the CJEDP where a high degree of cooperation among certain types 
of entrepreneurs is needed if the obJectives are to be achieved. 
RII three of the proposed subprOjects involve an element of 
cooperation among primarily small scale producers. 

The second beneficial trait to be considered is the high 
degree of patience which the people exhibit in werking with 
minute details. Perhaps the clearest example is in the produc
tion of "batik tulis" where all of the intricate designs must be 
drawn on the fabric by hand using only a crude wax "penll. This 
will be especially important in the export and metal subprOjects 
where quality control and detailed handwork are essential to 
capturing the export or local markets required to increase em
D:oyment in these industries in Central Java. 

Let us now turn to a trait which could be an impediment to 
the successful implementation of the proJect. That is the great 
appreciation which the Javanese people have for formality and 
structure, for the ceremonial and ritual aspects of an activity_ 
There are times when they seem to be more con~erned with the fact 
of having an organization and a nice structure to it than they 
are with its actvities. 
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This trait is also appa~ent in various types of planni~g 
activities where a structure is elegantly defined along with its 
relation~hips with other institutions but the content of the 
program to be carried out may be difficult to identify_ The 
CJEDP should be protected from undue negative infl:lence from this 
trait, at least internally, by the high degree of specificity in 
the project plan and the administrative arrangements which have 
been proposed. 

The primary beneficiaries of this project will be the people 
who find work as a result of its efforts. This will include not 
only the several thousand sustainable Jobs which are projected to 
be created directly by subprOject activities (see subprOject 
descriptions for estimated Jobs created data) but also those Jobs 
which are created in indust~~iRs upstream and downstream from the 
ones being assisted directly and those who are employed in ancil
lary and service activities as a result of economic growth in the 
areas 

These will be primarily young people with a minimum of 
formal education and very limited Job skills. Their employment 
will necessarily involve a degree of technical training before 
they are capable of carrying out sophisticated industrial produc
tion functions. Most of these people will come from agricultural 
backgrounds and, for many, their only previous work Ex~erience 
will have been part time agricultural employment or subsistence 
activities in the tertiary sector. 

Another category of beneficiary will be t,ose workers who 
are already employed and have attained a certain level of profi
ciency in their work (brass product molding 7 for example) but who 
will have the opportunity to enhance their skills, and thus their 
earning power as a result of CJEDP activities. 

The project will also provide oppcrtunities to middle level 
managers and technicians. In various pl~~es of thjs report it is 
mentioned that a major weakness of enterprises in Centrai Java is 
their lack of personnel with necessary management and technical 
skills. The CJEDP will provide the people who are in these 
positions in the effected industries with opportunities to up
grade their skills. 

Still another category of beneficiary will be the entrepre
neurs who own the businesses which the CJEDP will be helping to 
develop as a means of employing the primary beneficiaries. In 
some cases (small scale embroidery or wicker weaving busi~esses 
for example) the entrepreneur may be only slightly less poor than 
the person being employed. 

It should be recognized that, although this is not a major 
purpose of the proJect, a certain proportion of these entrepre
neurs will be people who are already far more wealthy than the 
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average person in their community and who would not qualify for 
assistance on any kind of equity grounds. These people are 
serving as the vehicles by which the major benefits of the pro
JQct are generated and delivered to the primary target popula
tion. They are also providing capital and assuming 2 degree of 
~ntrepreneurial risk related to their business activities and 
participation in CJEDP activities and it 1S only reasonable to 
assume that the profits generated to thpw would accrue to them. 

Women will form a major portion of the beneficiary group. 
They will benefit both as workers, a maJority in certain of the 
industries, and as entreprEmeurl5. WQt;iEfn ay'e particularly active 
in the embroidery and ready made garmen~ industry, the weaving of 
small wicker and rattan products and the processing of shrimp for 
export. Many of the former two types of businesses are also 
owned and ma~aged by women and involve work which can be done on 
a piece work basis in their homes so as not to interfere with the 
normal flow of family life. 

Estimates bf the number of Jobs to be created in each of the 
areas of project activity are included in the three subprOject 
description in the main body of this report. This data is ana
lyzed and compared with cost data in the Economic Analysis sec
tion of this Annex. That information and analYSis will not be 
repeated hereu We will rather concern ollY-'selves here with the 
issue of benefit "di ffusioY'I". 

The CJEDP design incorporates two strategies to enhance the 
likelihood that the new pra~tices introduced during the implemen
tation stage will be diffus2c among other groups of producers. 
First is that the program will concentrate its efforts on assist
ing other agencies to improve their capability to provide the 
needed assistance to private sector enterp~'ises. For example, 
t~e Brackish Water Aquaculture Institute in Jepara will be better 
able to provide assistance to privat~ sector hatchery owners as ~ 
result of CJEDP activities. These organizations, . from the public 
as well as t~e private sectors, will continue to provide such 
services long after the CJEDP has clQsed its doors. 

The second factor which offers a high degree of probability 
that any gains re~lized under the proJe~t will be spread to 
c~hers is that all of the industrial activities being assisted 
a'e market oriented6 That is markets have been identified for 
tHe products and the d~'/elopm8n·t effort is directed at the 
pr~duction of the types of pr~ducts which those markets can 
acceptD If the$e efforts are successful, th~ businesses which 
participate in their production will also be successful. Experi-
2n~e in Central Java suggests that other entrepreneurs will copy 
the suucess of their neighbors on their own initiative without 
any subsidy or special outside assistance. So~etime5 the suc
cessful nei~hbor may even help him. 
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The preparation of this project design has involved the 
participation of a very wide range of people throughout Central 
Java. These include government officials, bankers and private 
agency representatives as well as entrepreneurs and workers them
selves. There have been two groups of people who have partici
pated in the design process throughoutu First is the counterpart 
team which is made up of 15 representatives of various public 
agencies and private sector organizations. This team has met six 
times during the planning process ~o discuss various aspects of 
the design team's work and various members of this group have 
participated individually in the collection of data, field trips, 
interviews and other aspects of the design process9 

There is also a much larger group (50 to 100 individuals) 
which has met three times in a workshop setting (twice for two 
days-and once for one day) to assist the design team to identify 
major enterprise development issues in the province, discuss 
poss~ble project responses to those issues and review a draft 
version of this report. 

Large numbers of entrepreneurs have been interviewed in the 
cours~ of prep6r'ing the three subprOject designs and most of the 
elements included in those designs have arisen from discussions 
with those entrepreneurs, who have expressed their desire to 
participateo The key factor is to demonstrate success with a 
limited number of ente~prises in the first placeo As was dis= 
cussed earlier, others will be eager to participate when they see 
the success of the forerunners. 

The participation of private and public development assis
tance organizations is also critical to the success of the pro
Ject. There are two factors which suggest that this participa
tion can be expected to materialize. First, is that the CJEDP is 
addressing a commonly felt problem in the province with which a 
number of agencies are already active and in need of supports 
These.agencies7 private and publiC, have expressed their eager
~ess to participate fully in the implementation of the proJect. 
On another level, it is clear that there is a financial incentive 
for certain of the agencies to participate as much of the work of 
th~ project will be carried out on a subcontract basis with the 
project paying the cost of their participation. 
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ANNEX 8-5 

ADMINISTRATIVE ANALYSIS 

Th~ administrative a~rangements under which the CJEDP will be 
implemented are presented in Chapter VII of the main reporto They 
are the result of a great deal of discussion between the design 
team and various Gal officials at the provincial and central 
levels as well as with USAID staff. They also reflect the pilot 
proJect nature of the CJEDP and the relationships which must be 
developed and maintained between the proJect arid a wide variety of 
public and private sector participants if it is to succeed. 

There are two maJ6r administrative factors which set this 
proJect apart a bit from most of the proJects undertaken by USAID 
in partnership with the GOI. First, is that it will be estab
lished as a se~i=autonomous unit outside of the structure of any 
of the ~echnical line ministries. Sec9nd is that the implementa
tion team will operate on the basis of a contract directly with 
the 601 (via Department of Internal Affairs) as well ~s with 
USAIDa Each of these factors will-be discussed briefly below. 

Each of the participants in the administrative process has 
proven itself capable of performing the functions specified for it 
in this proJect. USAID has a great deal of experience in working 
with the Gal agencies involved at the national' level as .well as in 
Central Java and the planning phase of the project has been car~ 
ried out with much the same se~ of participants from the GOI. 

The administrative relationships and responsibilities which 
have been suggested form the basis of this p~oJect are feasible 
and their solid foundation is essential to the overall success of 
the CJEDPa 

It is proposed that the project be located outside of any of 
the technical line ministries involved 1n the enterprise develop
ment process in the provinca. It will rather be attached directly 
to the executive 'branch (Kantor Gubernur> at the provincial level 
and 9 through that office, to the Department of Internal Affairs 
(Departamen Dalam Negeri) in J~karta. The work of the contract 
team will be monitored by a sm~ll management team appointed by the 
Governor from two provincial level organizations, the Provincial 
Planning Body (B~PPED~) and thE! Regional Secretariate (SEKWILDA), 
both of which' operate under his control. 
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There are three major reasons for this recommendation: 

First is that it is unwise to specify a permanent institu
tional home for it within the existing government framework before 
the project methodology has been testeda It is intended that many 
of the proJects' functions will be spu~ off to private sector 
organizations and private business before the end of the initial 
three year implementation periode It is also possible that the 
role of the CJEDP will be substantially redefined at the end of 
this trial period, or eliminated completely, if no viable long 
term role for the project can be identifieda 

Establishing the CJEDP as one ~nit of an existing technical 
department would t~nd to limit future options regarding the op
timal-organization structure and role for the project and create 
bias against transferring specific activities to private sector 
actors which can carry them on with or without continued public 
sector subsidiesa 

A second reason for establishing the project in the suggested 
manner is that it will involve a wide variety of public and pri
vate sector participants in various aspects of its program. Lo
cating the project unit within Just one of these organizations 
would tend to reduce its ability to attract the cooperation and 
active support of other key participantso Its attachment to the 
Governor's office, and specifically the BAPPEDA, where it will be 
physically housed, will increase the_Iiklihood of attracting the 
types of support and stimulating the kinds of cooperation and 
coordination necessary to insure effective implementation of CJEDP 
activities as well as promoting the development of other programs 
by existing public and private sector organizations. 

The third reason for proposing this type of organization 
structure is to provide the implementation team wit~ the degree of 
management flexibility required to carry out the project effec
tively without being excessively bound up with the bureaucratic 
requirements of existing institutions which might hamper its 
effectivenessa 

By being responsible directly to the Governor's office, and 
through that office back to the Department of Inte-nal Rffairs in 
Jakarta, the project team can operate rather freely in carrying 
out its mandate while retaining a necessary degree of financial 
and technical accountability to GOI inst~tutions at appropriate 
levels. The nature and extent of the team's mandate will be 
spelled out in the contract which will be discussed wore fully in 
the following paragraphsa 

As the CJEDP will use a mixture of USAID-provided and 801-
provided funds in its implementation and the implementation team 
will have reporting requirements to both USAID and the GOI, it has 
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been proposed that the selected implementation team base its work 
on formal contracts with both USAID and the GoI. 

The host country contracting mechanism is, of course, a 
common one. What is unusual is to have two separate contracts 
covering one Job. Rlthough the establishment and maragement of 
these two contracts is rather complex, and significant problems 
could develop if they are not properly coordinated from the 
beginning, such a mechanism offers significant benefits to all of 
the parties. 

One maJor advantage is that each of the parties will have a 
clear understanding of what it can expect from the others and what 
its responsibilities are towards them. It will be especially 
helpful in clarifying the relationship between the contract 
(implementation) team and the GOI bodies whose funds it is using 
and to whom it is accountable. 

In many cases, the design phase of the CJEDP for example, the 
contract team is in the position of using GOI resources (and being 
held accountable for their use) and working with GOI officials on 
~ day-to-day basis in matters of administration as well as techni
cal matters wi~hout any clear understanding of who is responsible 
for what. Such understandings are left to be developed by the 
individuals concerned and often work out fine, as in the case of 
the CJEDP design, but they leave a degree of uncertainty in the 
relationships between the individuals involved which can be 
avoided by means of this mechanism. 

Another advantage of the t,~o contract mechanism is that it 
provides the implementation team with the degree of administrative 
flexibility it requires to effectively implement the proJect. 
Within the limits specified in the contract with the GOI, the 
contract team will be able to hire the local staff required to 
carry out the Job outside of the normal government hiring prac
tices and pay scales and subcontract directly with local organiba
tions for carrying out specific subprOject related functions. 
Only small subcontracts (with a total value of not more than UsS. 
$20,000 each) will be negotiated directly by the implementation 
team in accordance with the requirements of Kepres 14(a)o Larger 
subcontracts will be negotiated directly by USAID or the GOl with 
the participation of the teama Ir all cases, the work of subcon
tractors will be supervised by the team. 

For purposes of clarity and insuring that all contracting 
arr~ngeMents are understood and accepted by all three parties, it 
is advisable that, once the details of the two contracts have been 
worked out, they be merged into a single tri-partite contract 
agreement which covers the implementation of the project as a 
wholea 

This dual contracting mechanism will not have the effect of 
r~ducing the accountability of the team for the use of GOl resour
cess It will rather formalize such accountability and increase 
the confidence of all the partic~s in the administrative relation-
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ships which are developed and necessary for the effective func
tioning of the proJecta 

With the contracting rel&tionships proposed above~ the imple
mentation team will be drawing funds both from USAID and the GOI 
for the implementation of project activitieso In both cases it 
will be reimbursed on a Monthly basis within the limits of the 
relevant contract budgetse Thm contractor will be responsible for 
maintaining appropriate finanelal records for the project and 
accountable to both of the funding sources for the use of their 
respective funds. 

An organogram detailing the internal administrative structure 
of the project team is presented in Figure VI1-l of the main 
report. It represents a rather traditional, and low-risk approach 
to effective project administrationo Overall management responsi
bility will be assigned to the Chief-of-Party who will be in 
charge of all CJEDP activities and accountable to the two funding 
bodies. Reporting requirements will take the form of monthly 
financial reports to be submitteo when seeking reimbursement of 
project expenses and quarterly progress reports of project activi~ 
ties which will be submitted JOintly to the Gal and USRID. 



B-29 

ENVIRONMENTAL ANALVSIS 

None of the activities currently planned for inclusion in the 
CJEDP will hav~ ~ noticeable impact on the human environment in 
the ~reas in which they are carried out. It is recommended that 
no formal environmental assessment be required prior to approval 
of the ProJect Paper and the authorization of proJect implementa
tion activitieso 

Major changes in land use patterns are not envisaged (no new 
shrimp pond development is required for implementation of the 
shrimp production and marketing subproJect) and none of the indus
tries to be assisted are either e~tractive in nature (mining or 
forestry) or will require the diversion of farm land to other 
purposesa 

The greatest potential for noise and air pollution is found 
in the metal industryo Only small and medium scale foundries 
using small coke burning furnaces are involved in the metal indus
try development subprOJect, however, so levels of air pollution 
are controlled at low levelsa 

Noise pollution from metal working firms is a problem in 
certain ~reasa This problem has caught the attention of govern
ment and current industrial licensing policy in Central Java is 
encouraging metal working firms to relocate to small industrial 
estates away from population concentrations in order to minimize 
this problem. CJEDP activities will have no impact on this situa
tion other than to encourage the establishment of new firms in, or 
the relocation of e~isting firms to, areas where they will not 
constitute a public nuisancee 

None of the currently proposed subprOjects will have a no
ticeable impact on water quality in the project area. 

Other possible sources of air and water pollution could arise 
in the development of certain types of agroprocessing activities 
not currently included among CJEDP subprOject activitiesa When
eve~ new subproJect5 are being conside~ed, the possible environ
mental impact of such activities must be assessed on a case by 
case basis. Such an assessment will form a key part of the 
evaluation process for proposed new CJEDP subprOJects or new 
activities within e~isting subprOJects. 
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Aquaculture Institutional Subcontract 

It is extremely important that the short term for~ign 
technical assistance used in the shrimp production and marketing 
subproJeet be of high caliber and available on a timely basis. 
It is reCOMMended that an institutional contract b~ let from the 
procurement of this assistance from a single U.Sa based 
aquaculture instituiono 

This contract could take any number of forMS depending on 
the preferences of USAID and the Gal. The contr~ct could be 
handled directly by USAID with CJEDP or othBr grant funds .. 
Al ternal: i vely, it could be treated as a sul:u::or"fl;ract through the 
prime CJEDP contractor.. The third option is, for the GOl to entet .. 
into a host country contract directly with th~ institute u$ing 
CJEDP loan funding .. 

Irrespective of how the contract is m~naged9 ther~ ar~ 

certain essential elements ~"hieh it shol~ld contain.. The basic 
structure o~ the contract is outlined in this annexo 

Shrimp Hatchery Expert:l Person must be e)'perienced in all 
phases of hatchery operation; must be 
able to identify and solve technical 
problems; should have experience with 
both the Galveston and Japanese 
hatchery systems; knowledge of 
Indonesian language usefulG 

Shrimp Nutritionist~ Person must have training and practical 
experience in shrimp food formulation 
and testing; Must have ability to work 
with loeal mate~ials and adapt food to 
local commercial production .. 

Water Quality Expert: Person will assess effectiveness of 
alternative aerator designa Must be 
willing to work on team with economist 
and should be interested into 
technology appropriate for local 
economic condition5u 
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Shrimp Pond Expert: Person will be involveci tne design and 
implmentation of pond demonstration 
program including production phasing, 
feeding and water mixing; should be a 
skilled grower; able to diagnose 
production problems; evaluate testingn 
Experience in Indonesia desireableo 

Quality Control Expert: Person should be experienced seafood 
quality control expert who can advise 
shrimp processors and handlers on good 
manufacturing practices; should be 
experienced with UaSo Food and Drug 
Administration standardso 

Export Marketing Expert:Person must be knowledgable about 
international shrimp market and 
marteting practices. 

Aquacultural Economist: Person must be familiar with pond 
management strategies and planning 
using microcomputersa 

Year 1 Year 2 Year 3 
1------------1------------1------------1 

Shrimp Hatchery Expert 
805 person-months 

Shrimp Nutritionist 
4.0 person-montn~ 

Water Quality Expert 
3.0 person=months 

Shrimp Pond Expert 
600 person=months 

Aquacultural Economist 
200 pe~son-Months 

Quality Co~trol Expert 
500 person-months 

Export Marketing Expert 
la5 person-months 

** 

1** 1 
I 

* 

* * ** 

*1 
I 
I 
I 
I 
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Veal" 1 :: 13. ill person-months 
@ $15,O00 per po rna $ 20S~000 

Year 2: 11 .. 5 person-months 
@ $16,O5O p€i'r poM .. $ 184,575 

Veal" 3: 5 .. 5 person-months 
@ $17,174 per p .. m .. '$ 94,457 

Total :I 30.0 person-months $ 464,032 

** .15,000 per person month includes travel, salary, per diem, 
and overhead expenses.. Figures for yealrs ttrJO and three 
assume 7 percent annual inflation. 
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Supportive Budgets 



BSAP Hatchery Support Subcontract 
usn 

Aclivityllnput Year 1 
(10 months) 

Full-time Senior Staff 7500 
@ ~750 per r.onth 

Full-ti~e Assistants (2) 10000 
@ $500 per month 

Travel and Per Diem 
@ $200 ~r person-Gonth 

Equipuent and Supplies 1~0 

Training Workshops 3000 

Training Courses 10000 
Too, blO-oonth courses 
\.iith 5 paY-ticipams each 
@ f1000 per persol'rt'aOl'Ith 

Study Tours 
Indonesia 5000 

5 persons @ $1000 per person 
Taiwan, Philippines 

5 persons @ $ 3~ per person 

Cot1tingency (15$) 8475 

Total Contract Costs 64975 

SRAND TOTAL (USD) 150800 

Year 2 
(12 fll.omhs) 

10350 

13600 

8280 

10000 

3450 

11500 

1725€J . 

lE95 

85815 



BBAP Food Development Subcontract 
usn 

ActivitylInput Year 1 
(9 1ll0000ths) 

Full-time Senior Staff 6750 
@ $750 per month 

Full-time Assistant 450~ 
@ $500 per month 

Travel a~~ Per Diem 2700 
@ $150 per person-month 

Equipment Repair and Maintenance 1000 

Equipment Operating Costs ~v0 

Eq':1~~nt Procuremmt, 5000 

Development and Testing 
Food Costs 9936 

I} Ha. test ponds 
1-45 day test, 8-60 day tests 
200 kgs shrimp per Ha. x 
4:1 conversion :: 800 kgs/Ha. x 
9 tests :;: 7200 kgs )! 

4 Ha. = 28800 kgs. 
t 15~ ~aste and loss :;: 33120 I{!ls 
x $ .50 per kg :: $165&0 

Fry Costs 54000 
Stocking ~ity = 25000/Ha. 
x 4 Ha x 9 tests 
x $ .10 per fry:: $90000 

other Operating Costs 5000 

Dissemination of R~sults 1000 

Contingerq i 15:':'} 13783 

Total Contract Costs 105669 

~RAND TOTAL (USn> 

Year 2 
(9 locmths) 

7763 

5175 

3105 

1725 

2300 

1000 

7618 

41400 

5175 

250~ 

11664 

89424 
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Veal" 

[1] 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

ECOn<Yillic Benefits Calculations 
Shrimp Production and ~arketing Subproject 

Without ProJ~t With ProJect 

Yield t4uaber of Armual 
Kg/Ha/Crop Crops/Veal" Yield/Has 

(Kg) 
(2) [3] [4J 

150 1.00 150 
150 1.00 150 
150 1.00 150 
150 1.00 150 
200 1.00 200 
200 1.0$ 200 
200 1.00 200 
20] 1.00 200 
200 1.00 200 
200 1.50 300 
250 1.50 375 
250 1.50 375 
250 1.50 375 
~ 1.50 375 
250 1.50 375 
250 1.50 375 
250 1.50 375 
250 1.50 375 
250 1.50 375 
250 1.50 375 

[1] Years after proJect impl~2nt6tion, 
[2] Ass~ 

[3J AsSU!JI~ 

[4J Colurun (C) [2] X C[31 
[5] Ass~ low-yield proJection ~ith-proJect 
[6] Assumed high-yield proJection ~ith-pt~Ject 
£7] Ass~ 
[8J C[5] X C[71 
[9J e[G] X C[7l 

Low-Yield High-Yield Number of 
Kg/Hil/Crop Kg/Ha/Crol) Crops/Veal" 

[5] [6J £7] 

150 1~ 1.00 
175 200 1.00 
,!00 250 1.50 
?25 300 1.50 
,~50 350 2.00 
:~75 4~ 2.0-0 
:300 40-0 2.00 
325 400 2.00 
350 400 2.00 
350 400 2.50 
3516 4~l) 2.50 
350 400 2.5~ 

350 400 2.50 
350 4$)~ 2.50 
350 400 2.50 
350 400 2.50 
350 400 2.5~ 

~ 400 2.50 
359 400 2.50 
350 400 2.50 

Annual Annual 
Yield/Ha, YieldlHa. 

(Kg) (Kg) 
[8J [9] 

1591 150 
175 ~ 
~ 375 
338 450 
~ 7~ 

550 800 
~i 600 
650 000 
700 800 
875 1~ 

875 le0~ 
875 1~ 

875 1~ 

875 1{f.00 
875 1~~ 

975 l00~ 
875 10~ 
875 1~~ 

875 1~~ 
875 1~~ 



Hl?ctares Affected 

Year SlOi13 Fast 

[U [10] (11] 

1 0 0 
:: 250 ~0 
3 500 1000 
4 1~ ~ 

" 2000 40$0 ... 
b ~ 8000 
7 5000 100i0 
8 5000 1_~ 

9 ~09 10000 
10 ~ 1~ 

11 5003 10009 
12 ~ 10000 
13 5000 1~00 

14 5000 10000 
15 5000 10000 
16 5000 10000 
17 50~ 1~ 
18 5000 1~ 
19 5000 1~000 

20 5000 10000 

T~y=year Total 

Annual Average 

Not~ and Ass\ll1Iptions - continued 

(101 Assum2d 
[l1J Assumed 
(12] eri0] X e[a] 
[131 erl0} X C[g] 
[14] C(lll X e[a] 
[15] C[lll X erg] 

With ProJect 

Sl<m4.Ot1 
(ToTls/Year) 

[12] 

-= 
.20 

6.25 
75.00 

187.50 
600.~ 

1400.00 
2000.00 
2250.00 
2500.0'0 
2875.00 
2S~.00 

2500.~'0 -
2~.~ 
2~.00 

2500.~ 

2500.00 
~.00 
2500.00 
~0.09 
2500.00 

36893.75 

1845 

Incre~al Production 

SIO'a-High Fast-LCM Fast-High 
(Tor,s/Year) (Tons/Year) mms/Year) 

(13) [14] [1S] 

.r!~ .00 .~ 
12.50 12..5~ 25.00 

112.50 15~aOO 225.011 
300.00 375.00 600.~ 

1009.00 1200.00 2000.00 
24~1l. ~'0 2800.00 4800.00 
3000.~ 400fJ.00 600'11.~ 
3_.~ 4sP'o0.00 60~.OO 

30~.OO ~.00 6%Z0.09 
3500.00 57S!a.00 7_.00 
3125.00 5~0..(j0 ~.00 
3125.00 5000.00 6250.00 
3125.~ 50$0.0~ 6250.00 
3125.00 5000.00 6250.00 
3125.00 5000.00 6250.00 
3125.00 509A.00 6Z=i0.00 
3125.00 50~.~0 6250.0?J 
3125.00 5000.00 6250.00 
3125.00 50P4J0.00 6259.0~ 

3125.~ 5009.00 6250.00 

~-

47575.00 73787.50 95150.00 

2379 36a9 4758 



Exportable Weight Expurtable Value 

Year Minilu Maxhll!8 FOB P'rice mniuuiiI t:1i.1ltiwm Av(!ragf! 
(100a Kgs) (1090 Kgs) (~/Kg) (Mill lU <Mill $) (Mill $) 

tll [16] £17] [18] [19] (COl [2ll 

1 0 0 6.50 .09 .00 .00 
2 4 18 8.93 .04 .16 .10 
3 53 158 9.l7 .49 1.49 .9B 
4 131 420 9.84 1.29 4.13 2.71 
5 420 1400 10.33 4.34 14.46 9.40 
6 980 3360 10.8..'1 10.63 36.45 23.54 
7 1400 4~ 11.39 15.95 47.84 31.89 
8 1575 4200 11.% 18.M 50.23 34.54 
9 1759 4200 12.56 21.98 52. IS 31.36 

10 2013 4900 13.19 26.54 64.61 45.58 
11 1750 4375 13.85 24.23 60.'51 42.40 
12 1750 4375 14.54 25.44 - 63.60 44.52 
13 1750 4375 15.26 26.71 em. 70 46.75 
14 1750 4375 16.03 28.05 70.12 49.09 
15 1750 4375 16.63 29.45 73.63 51.50} 
16 1750 4375 17.G7 30.92 n.ll 54.12 
17 17S~ 4375 18.55 32.47 81.18 56a02 
18 1750 4375 19.48 34.09 85.23 59.66 
19 1750 ~375 20.46 35.80 89.50 62.65 
20 1750 4375 21.48 37.59 93.'fl 65.78 

SUIJ 25826 66605 Total ~.B5 1034.01 719.43 
Average 20.24 51. 70 35.97 

Ave 1291 3330 
NPV (.12) 117.05 3%.93 211.94 
Average 5.85 15.34 10.60 

Notes and Assumptions - continued 

[16] Minimum C[12l to e[IS] X .7e (AdJust~~nt fOt' head t~moval) 
[17] Maximum e[t2l to C[l5J X .70 (Adjustment for ~ead removal ) 
[tSl FOB price inflated at 5 llercent per year 
[19J C[161 X C[lSl 
[20] C[17] X C[18] 
[21] Mean C[191 and C[201 
[22] 475.7 (labor eoeffici@flt) X C[21l 

Jobs 
ld'eatoo 

(Pei''§tm-

years) 

[22] 

0 
46 

%8 
1290 
4472 

11198 
15171 
16427 
1m! 
21679 
20169 
21178 
22236 
23348 
24516 
25741 
27~ 
283aIJ 
29799 
31289 

342207 
17110 

100810 
5041 

[23] t.9 X C[211 (See text. Indirect ben2fits on nat foreign exchange earnings) 

Total Econooic 
Beoofits 

(l>1i 11 (i) 

[23] 

.00 

.19 
1.90 
5.22 

18.11 
45.34 
61.43 
66.52 
71.% 
87.78 
81.67 
85.75 
90.04 
94.54 
99.27 

104.23 
109.44 
114.91 
1?0.6G 
126.69 

1385.63 
69.28 

400.19 
20.41 
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1. INTRODUCTION 

/ 
I-

Subcontracting arrangements can play an important role in the 
development of small industries in third world countries. By 
giving orders to suppliers, parent firms can help solve problems 
of marketing, finance and management as well as raising the level 
of technical skills in the supplier firms. Beyond this, subcont racting 
systems may provide appropriate vehicles for outside assistance» 
channeling aid through a limited number of larger producers to many 
smaller dispersed suppliers who \'Jould other.'/ise be difficult to 
reach effectively. 

The purpose of the consultancy reported on here was first and 
foremost to survey the extent and patterns of subcontracting in 
use in Central Java today; based on that survey, to explore the 
possibilities for either improvinq 0\" expanding the operation of 
these subcontracting systems; more specifically, to make recommendations 
concerning possible Hct ivities for the Central Java Enterprise 
Development Project (CJEDP) in the area of subcontracting. 

The report which follows is based on interviews with some 65 
producers, merchants~ government off ici als, cooperative orqanization 
officials, and other knowledgeabl e people,'over the period April 
26 - May 15~ 1983. The wr iter would like to express appreciation 
for guidance, advice, and logisticdl ~upport to the staff of the 
CJEDP, part i cul ar1y ~1r. Gary Ki 1 me:r' p Proj ect Chi ef of Pa rty, and 
Bapak Pratomo, translator and interview companion; and to Dr. James 
Boomgard, USAID economist working wi t h the CJ EDP ~ who provided 
invaluable help in suggesting areas of work, sharing his understanding, 
and taking part in several of the interviews. Of course none of 
these share responsibility for views expressed here. 

A disclaimer may be appropriate at the start. In the field 
work reported on here, the first two or three interviews in a 
particular industry \'Jere often sufficient 't.i) form a clear hypothesis 
about the structure of that industry:. and the nature of the 
contractual arrangements in use there. When the number of interviews 
in the industry increased t o ten or t\l/elve, in a number of cases 
those early hypotheses turned out to be serious oversimplifications, 
in some cases, downright wrong. That is disquieting, to say the 
1 east. Th.e second 1 ayer of understandi ng may be more accurate than 
the first, but it still may be quite inadequate. The world being 
described is complex, and outsiders can be misled, unintentionally 
or otherwise. Beyond that, in spite of inquiries made of a variety 
of informed people, it seems possible ~- perhaps even 1ik~ly -- that 
contractual relationships bet\'-/een manufacturers are substantia1ly 
more extensive than what is reported here. In some cases this is 
because producers have an incentive to hide the facts (e.g., to 
understate the the magnitude of their business, to avoid taxes); 
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in other cases~ it is because we didn't happen to ask the right 
questions of the right people. One must recognize the limitations 
of the study, and say: this is what one consultant was able to 
ledrn in just under three weeks in the field. 

2. A NOTE ON DEFINITIONS 

Although there is an extensive literature on subcontracting, 
there is 110 general agreelllent on the precise JII~iHlinq of term. One 
might ask first about the prefix, the "sub" part of contracts: 
someone hired me (gives me a contract) to do a certain job; I in· 
turn hire ~;}meone else to complete one or lIlore purts of that task. 
In this v/ay the contract "passes through" me to someone el se. A 
clear example is provided by the construction industry: a contractor 
is hired to build a house; he in turns hires one fin:! to install the 
electricity, someone else to handle the plumbing, etc. In such cases, 
the rJord II subcontract i nqll is cl ea rand appropri ate. The term is used 
much more broadl y than th is, however. If a rna nufacturer sell; no 
consumer goods (e.g., cars) to the public contracts with a separate 
firm to produce parts (e.g., spark P1U9S) to be incorporated in his 
finished product, this would also universally be referred to as 
subcontracting. In this case~ what is being referred to is essentially 
production according to a contract: an order ;s placed, then production 
responds. 

In the most common usage, the person Qlvlng the order is himself 
a manufacturer, \'Jho II contracts out" pa rt of the product ion process 
to another producer. This need not be the case, however. The 
person giving the order may be a merchant; arrangements of this type 
made by firms such as Sears Roebuck in the USA or Marks and Spencer 
in Britain are often referred to as cOMnercial subcontracting. 
It is but d short step from there to include production undertaken 
under contract with the government. The essence of the term, then, 
is not the "sub" part, but the contract: production takes place in 
accordance \,/i th a contract prev; ous 1 y ne'got i a ted and fi na 1 i zed. Jj 

liln a broader context, one might note that such contractual 
arrangements constitute one of three alternative ways of achieving 
coordination between different steps in production/distribution 
systems reaching from raW material procur'ement through processing 
or manufacturin~ to delivery of the finished product to final users; 
the other tYIO ways in which this coordination can be achieved are 
1) through internal mana~ement within inteorated firms, or 2) through 
purchase and sale of products ;n "spot" markets. 
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There is a further problem with the terminology. The word 
"subcontractor" is an ambi guous one; it caul d be! used to refer ei ther 
to the person who gives the contract or to the person who receives it. 
To avoid confusion, \'1e \,/il1 generally not use th€~ term subcontractor, 
speaking instead about parent firms, on the one hand, and suppliers, 
on the other. We do, however, continue to refer to subcontractinq 
systems or subcontracting arrangements, although from what has be~n 
said above it should be clear that in some cases these could be more 
accurately described Simply as contracting systems or arrangements. 

In the field \'Jork for this study, contractual arrangements beb/een 
private supplier~ and either merchants or government institutions as 
buyers have been examined only from the point of view of the private 
sectOl' suppliers, not the corrmercia'i or public sector demanders. These 
aspects not covered here could provide fruitful areas for further 
examination by the CJEDP. The primiiry focus. of our :,tudy has been on 
contractual links between independent private sector manufacturers, 
using this term to include household producers as well as small, medium, 
and large-scale firms. 

The interviews were primarily concentrated in three subsectors: 
metal pr'Oducts, batik, and wood furniture. Beyond this, a few isolated 
examples of subcontracting were identified in other industries. After 
a brief description of the government's "foster father" program, these 
different sectors are discussed in turn below. The final sections 
examine some broader, cross-industry questions, and provide an overview 
and summary of some of the major findings. 

3. INDONESIAN GOVE~JMENT POLICY TOWARDS SUBCONTRACTING: THE FOSTER 
FATHER PROGRAM 

For some time the Indonesian Government has soucJht to encourage 
the expansion of subcontracting systems. The main vehicle for this s 
as specified in the Third Five Year Plan, has been the Foster Father 
(Bapak Angkat) Program. This is an arrangement whereby a parent firm 
which is engaged in subcontracting is officially recognized as a bapak 
angkat. With this designation comes the expectation that the parent 
will provide assistance, as needed s to supplier firms (foster children): 
raw materials, technical advice, design development, marketinq assistance, 
etco For its part, the qovernment is expected to support the relation
ship through the provision of a variety of "facilities." While these 
are not specified in detail, they were described in discussions as 
including the proviSion of technical, financial and marketinq assistance, 
as well as the provision of suitable work places through Small Industrial 
Estates (LIK). One question explored in our interviews concerned the 
effectiveness of this Foster Father Program; we return to this question 
in section 8 belowo 
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4. METAL PRODUCTS 

4.1. Overvie\'/ 

Metal industries are often considered to playa key role in the 
prOCeSS of development and modernization. In order to understand the 
patterns of contracting and subcontracting in this area of the economy, 
32 interviews were done in Semarang 9 Tegal (Adiwerna and Talang), 
Ceper (Batur)9 and Pati (Juwana). In the course of those interviews, 
four di fferent subcontracting systems or groups were identi fi ed. In 
two of these groups only the parent firms were interviewed. In 
addition to these four, a number of metal products firms were inter
yi~wed who are engaged in regular contract production for other private 
manufacturing firms or for various agencies of qovernment. These 
different patterns are described below. 

4.2. Kubota 

In discussions of subcontracting in Central Java, the Kubota 
Diesel Engine Factory is always cited a~, the prime "success story.1I 
As explained by7 BIPIK 2/ official s in Semarang,) this firm is the 
show-pier.e of the government's bapak angkat system in Central Java. 

a) Hi story. When Kubota began the product; on of di ese 1 
engines in Indonesia nearly 10 years ago, their production was based 
entirely on CKD parts imported from their joint venture partner in 
Japan. Since that time they have gradually increased their local 
content, until it is now described as 30=40% of sales values. Virtual'ly 
~ll local production of parts is done on a subcontracting basis, 
purchased from 25-30 local suppliers. 

b) The parent/child relationship. Discussions with the 
Kubota management made a distinction beb/een tIIm types of subcontracting 
relationships: these in the bapak angkat framework (foster parenti 
foster child), and those operating on a strictly business basis. In 
the field, this distinction disappeared; most suppliers interviewed were 
designated by Kubota as foster children, but the suppliers said their 
relationship was strictly business. Very few wanted to acknowledge 
that they were foster children! In practice, the distinction is irrelevant. 

2/The government agency responsible for the guidance and develor
ment of small industries. 
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Firms found out about the possibility of being Kubota 
suppliers in a variety of ways: through short trainin9 courses 
arranged through MIDC 3/, through LIK's (small industrial estates), 
coopera ti ves, or word of mouth. \4r.,·, they appY'oached )(ubota, they 
were generally given one or a few sample parts, with technical speci
fications, and invited to try to produce them. These were then care
fully tested by Kubota. If they ".Jere found acceptabl e -- or defects 
could be corrected on subsequent trials -- then the firm was invited 
to submit a bid (i.e., give a price quotation). 

The price formation in the system is interesting. In 
no case did we hear of Kubota negotiating a price; they either accept 
or reject it. Their rule seems to be quite simple: if the quality 
is acceptable, they accept the bid if it is below the elF price; if 
above, with only rare exceptions, it is rejected. Suppliers can also 
take the initiative in asking for changes in price, if their costs 
change; they expressed uniform satisfaction \tIlth the way this prucess 
has worked. 

Kubota makes a policy of buying from at least two 
(preferably three) suppliers for each part they use. This increases 
their flexibility, and reduces thl~ir dependence on anyone supplier. 
They accept bids from tvJO (or mort:!) suppliers even if the price 
offered is different, as long as both are below the elF price 
(although they ~4Y give more orders to the supplier with the lower 
price). In distributing orders among a variety of different suppliers, 
more firms get to participate in the system; but the amount bought 
from anyone is correspolldingly smaller. Only rarely did Kubota 
orders account for as much as 50% of the supplier firm's total sales; 
a more usual figure VJas around 20%. 

While Kubota is rather flexible with regard to price, 
its quality standards are strict. Suppliers are chosen with care, 
and those not able to meet the quality standards cannot participate. 
The fact that 60-70% of the parts are still imported from Japan 
reflects the fact that no domestic producers have been able to 
produce these with adequate quality. In Batur, we were told that 
many castino firms have tried to produce parts for Kubota, but were 
not able to meet the quality standards. Each part is inspected as 
it comes back from the supplier; the March 1983 report ~hows 98 
parts brought in from 24 suppliers, with the following distribution 
of rejection rates: 

3/Metal Industries Development Center, in Bandung. 



Rejection Rates 
0% 

1-9% 
10-19% 
20-39% 
40-60% 
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Total 

Number of .CaJ~ 
41 
42 
8 
5 
2 

98 

In cases of high rejection rates, the Kubota technical 
staff "/orks \'/ith the suppl ier firm to try to COYTect the problem. In 
fact, as far as we could tell, all of Kubota's t~!chnical assistance 
to suppliers \vas focused on such IIproblem solvin~J" activities. 

It was surprising to find that in general Kubota 
provides no fixed or working capital to their suppliers. With rare 
exceptions, raw materials anC1 machines are purchclsed by the supplying 
firms. If anything, the f10\,1 runs the other It/ay: the suppliers arc 
paid 15 days after d~livery of the product (ostensibly to give Kubota 
a chance to check the products fOl" rejects ~~ but in fact provi di n9 
a limited amount of credit from suppliers to parent). 

c) Evaluation and future prospects. The Kubota management 
seems to be quite pleased with the way the systenl is operating. They 
commented on the extra overhead costs they bear in terms of greater 
attention to quality checking, to logistics, to Emsure the desired 
supply is available at the correct time, and the extra costs of the 
technical assistance provided; but they also expressed satisfaction 
at the ways in which the system peY1TIits them to Y'educe other aspects 
of their overhead costs (particularly in relation to"fixed and wprking 
capital). By reducing their reliance on imported parts, the system 
decreases their risks ariSing from either economic or bureaucratic/ 
admi ni strati ve forces \'Jhi eh mi ght di srupt tr.at source of suppl y. On 
balance, the system seems like very good business for them. 

From the other side, the suppliers are also generally 
very pleased about the way the system operates. Kubota suppliers are 
uniformly proud to have been chosen to participate in the system. 
The prices they receive are judged to be fair, the business practices 
straight-forward and smoothly operating. The main problem for the 
suppliers is that the orders are too small. All expressed a wish 
that they could expand their sales to Kubota. The parent firm's 
own limited market, combined with its policy of distributing orders 
among a number of different su::>pl ie:rs, means that this market channe'! 
does no more than su~ply a relatively reliable underlying base of 
orders for the supp1"ier firms; they must scramble for other cutlets 
for their products ll to .Jring them c'loser to their full production 
capacity_ 
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The orders are also somewhat variable from month to 
month. The normal pattern seems to be for orders to be placed in 
the middle of month 1, to be produced in month 2 and delivered to 
Kubota by the 10th of month 3. There is also it (non-binding) 
"indicative plan" for each supplier, telling of anticipated orders 
over a three month horizon. The size of the orders is based on Kubota's 
own sales expectations and inventory position, end does involve 
fairly wide month-to-month fluctuations in orders to suppliers. The 
suppliers .obviously wish not only for more ordE~rs, but for a more 
regular pattern of them. The variability was not a major problem 
or complaint for them, however. 

On the whole, the Kubota subcontracting system could 
be judged a real success. It is well admi~istered, and provides 
benefits to both parent and suppliers. 

The mai n quest ion v/hich may be ra i sed about the sys tern 
concerns the 60-70% of parts still being imported. I would be the 
last one to suggest that they be forced to use more higher cost and 
lower quality local components. With the system in place, though, 
this would seem to be an ideal focus for progrilms of technical 
assistance by MIDC, designed to enable some of the better firms to 
move on to mors complex and sophisticated technologies. An appropriate 
function of CJEDP could be the coordination of technical assistance 
needed to bring this about. 

~or some components, the problem may be one of scale 
rather than skill (the total Indonesian market may be t oo small to 
justify a plant of the required scale). This .'aises the further 
question -- reachinq beyond Central Java and the CJEDP ~- of supply 
patterns used by the other two diesel motor manufacturers in Indonesia. 
Both of the~e are located outside of Central Java; neither was inter
viewed, but neither was reported to be ma~ing us~ of subcontracting 
systems. One would like to know whether this i s so; if so, v/hy; and 
whether changes in this situation might increase the scale of production 
to a point wher~ other components could be efficiently manufactured 
1 oca 11y. 

4.3 Krisna Kerajinan Kuningan, Juwana 

Although they operate with much less publicity, the subcontracting 
arrangements developed by the Krisna Brass Handicraft company in 
Juwana are in many ways as impressive as those of Kubota. 

a) History. Krisna has been producing brass products in 
Juwana for many years. llntil the mid 1970'5 their main products 
were locks, door handles, hinges land various Idnds of fittings, a 
product line which matched that of many other producers in the area. 
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Competition was stiff, and returns only modest. In the mid 1970 1 5, 
Krisna decided to try another approach. He changed his product line 
to concentrate on what might be called ornamental brass: lamps, vases, 
and various kinds of nick-nacks. This involved substantially wore 
attention to high quality finishing. In the process of doing that, 
he developed a neblOrk of subcontracting arrangE!ments, now i nvol ving 
25 supplier firms. He has established five retalil stot~es in major 
cities of Java; these also operate as wholesalers for other retailers 
who carry his products. 

b) The parent/child relationship. The supplier firms 
have quite a different relationship to Kr'isna ll cOf(:pared to those of 
Kubota. For one .thing\) most are l()c:,'ted very ne0.toy: many \'Jithin 
a fe\'1 hundred meters, none more than one kilomet.er ClWay. r~ore 
fundamentally, each of these suppliers sells 100% of its output to 
Krisna. Beyond that, each part is made by only one supplier (although 
each supplier makes Several differE~nt parts). 

The subcontracting relationship here is based on a good 
deal of specialization. Each supplier firm does the casting of a few 
selected parts. Perhaps 25% of the work force in each of the supplier 
firms is engaged in casting, with the rest doing primary finishing: 
fil ing, grinding~ mill ing with lathes, some prel im"inary pol i shing. 
Krisna himself does some of these same things, for more complex or 
larger pieces (he does 20% of the casting himself), plus the final 
polishing, assembly, quality control,_packing, and marketing. 

The pricing system starts out -- as with Kubota ~~ by 
a bid from the supplier; the response, though, without the elF price 
ceiling or the import alternative, is not a simple yes-or~no but 
a process of negotiation. The suppliers with whom· we discussed 
tnis (in the presence of tv1r. Krisnawan, thi.: owner; were q:.1'ite satisfied 
with the outcome. Price changes are negotiated from time to time with 
the whole group, resulting in a uniform percentage change for all 
parts bought. 

As ill the case of Kubota 9 Krisna exercises strict quality 
control, rejecting parts found unacceptable. His technical staff 
spends quite a lot of time working with the suppliers, to help overcome 
their problems. . 

The supplier firms have a substantial amount of machinery: 
lathes, grinders, welding equipment, and polishers, along with 
the simple furnaces which melt the brass for casting. Krisna suppli~s 
interest-free loans to suppliers to buy these machines, as needed, 
and as he has the funds available. To data 75% of the suppliers have 
received loans ranging in size from Rp 200,000 to Rp 3 million. 4/ 

4/The exchange rate is currently US$l = Rp 965. 
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Repayment is in cash, \'1hen the borr'ower has it available; the repay
ment rate is reported to be good. 

For newly established suppliers, Krisna also provides 
raw materials (scrap brass) on an advance-against-product basis. As 
soon as they are able, though, he expects the suppliers to provide 
their own working capital, buying the raw material themselves flom 
the active market in Juwana. 

~Jhen asked why he uses the subcontracti ng systenl, ~1r. 
Krisnawan first answered in tenns (If his own limited production capacity, 
relative to the total demand he faces. When pY'es~ed that he could have 
built up that capacity inside his firm rather than through the suppliers, 
his ans\tJer was in terms of his moral responsibility tovlards other 
producers in his area, who otherwise ~'JOuld face severe marketinQ 
problems. When asked whether it would be cheaper to produce inside 
instead of thr~ugh subcontracting, he responded, of cour~e; direct 
production costs (l abor \l brass, machinery and t . .J 1 s ).wul d be t,e 
same, and he would then avoid having to pay the profits earned by 
the suppliers. L~hen asked a~ain why he does it, if it costs him 
more, the response was again in ter'ms of moral responsibility. He 
made no mention of possible benefits to him in terms of gains from 
specialization,preduced needs for workin9 and fixed capital (including 
the land and buildings of the work place), the spreadinq of ri~ks~ 
or the increC'sed respect He gains this way in the cOr.1l11unity. As a 
non-pribumi (i.e., Chinese ancestry) businessman dealing entirely 
with pribumi suppliers, this latter could be an important consideration. 

Production was again b~sed on written orders~ but in 
this case, these were only one week in advance. The potentially 
disastrous effects of this arrangement -- being 100% dependent on 
only one buyer, who lets you know only one week in advance hovl much 
he will be buying -~ is in this case mitigated by that· same sense of 
moral responsib'ility, effected through a willingness on the part of 
Krisna to accumulate inventories of parts in anticipation of ldter 
sales. This might be verified, either by checking records or by 
further interviews with suppliers; from whijt we were told, it seems 
to \'wrk. 

c) Prospects and problems. Krisna's current market for 
ornamental brass products -- 100% domestic -- is reported to be strong, 
and continuin~ to grow \'Jell. He is interested, though, in moving on 
to new products and/or new markets;, he would particularly like to 
explore the export market. ~1y nonu·expert jud:.Jment is that because all 
products are crijnneled through his effective finishing facilities, 
the Quality of his products is good. One might have more questions 
abcvt the production efficiency, which would be reflected in his 
comparative ~ost position. Casual obseroJation of several of the 
sUPP 1 iers I \'lOrkshops suggests a grE~at deal of busy~ness, but a rather 
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uneven level of efficiency with which the labor, raw materials, and 
equipment are used. In the present expanding market where he has 
a clear quality edge over his competit6r~, with pay to suppliers 
based on their pr"\luction costs tempered vlith a measure of IIparentalll 
responsi bil tty, th~ market discipl ine pressing for efficiency 6f 
production has bt<::fl largely missinH. 

Selling in an expanding domestic market, improved 
production efficien;:,j could rr~an higher returns to management and/or 
to \-JOrkers, whic" ~Te obviouslv desirable things. For sales in the 
export market, they may be indispensable, if the products are to be 
competitive with alternative sources of surely. The subcontracting 
system in this industr,;' a~ currently organized tolerates varying 
levels of efficiency l~ jifferent suppliers, and provides no extra 
rewan;:; for those \1ho WOri", hardest to improve efficiency. For export 
production, this will ~rrhably need to be changed. One realistic 
approach -- suggestea by Krisna in discussion of this po~nt -- would 
be to erab1e the suppliers to ~id for the production of parts of 
pr()d~!cts to be exported; the awards \'/ould go to !the lmvest cost 
firms. Tht: existing- n1:')re tolerant system could then COfit"inue to 
operate for other 5upviiers, for the domestic market. The problem, 
of course, is that t~e availability of that more tolerant domestically 
oriented system may eliminate any incentive for suppliers to make the 
extr~ efforts \'/hich may be needed to inlp~"ove efficiency for export 
sales~ 

The reasoning on this poi~t has been conjectural. To 
move it beyond that level requires mor'~ detailed knowledge of the 
export market: pr0duct types, dem:,'~ii trends, and particularly prices 
and costs. It would be entirely appropriate for CJEDP to help locate 
and pet~ha!Js help finance a visit by selected agents, .buyers, or 
specialized consultants in thi~ area. A few such visits could quickly 
cl ari fy ~,hether the export i ny c,f a modi fi ed range of Kri sna IS pt"oducts 
is a raali~tic undertaking. 

Alt~ouqh again not as wid~ly known in Semarang as Kubota, this 
fi rm seems t(; have many of the same chal"acteri sties and operating 
procedur€;:,:>0 Like Kubota, he has be:en officially recognized as a 
bapak an~1~~c'p:. He specializes in automobile and ,electrical parts. 
He operates as a contract supplier to PT Toyota Mobilindu and Beta 
Sarar.a, a subs';diary of PT Astra. flJahmotin meets about 60% of the 
order~ ~h~~h he received from his own production, focusing on the 
most $:)ph~.:>::icat;~d products, requiring the most pr't:cision \,/ork, in 
whi~h he is spel'ialized; the other 40% is passed on to 22 subcontracting 
suppliers with whom he deals on a regular basis. 
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When Mcbilindu and Beta Sarana place orders with him, they 
generally provide the necessary ravi materials. For orders which he 
passes on to his suppliers, he either provides the raw materials 
or guarante~s a bank loan to the supplier. With the loan, the supplier 
buys the r'aw materials for processing; when the finished parts are 
delivered to Mahmotin, he pays part of the proceeds directly to the 
bank in repayment of the loan, with the residual going to the supplier. 
There is a similar system of gUdranteed loans for machine purchases. 

He said that his designation as a bapak angkat has been very 
helpful to him in providing direct access to government officials. 
This has been helpful in obtaining a number of government contracts, 
including a series of orders from the telecommunications department 
for electrical supplies. 

The subcontracting system enables him to accept orders beyond 
his own capacity. Beyond that" it enables him to concentrate his 
vJOrk on the precisiofl parts which are his specialty, passing on 
orders for simpler activities to his suppliers. On orders \·Jhich 
he passes on, he takes a 20% commission. 

This system has not been investigated thoroughly. None of 
Mahmotin's sup~iers were interviewed, and the discussion with him 
lasted only for one hour. One could raise questions about the terms 
of the contracts, about the degree of variability of orders, and 
a va ri ety of other issues. On the face of i t,l though, it refl ects 
desirable features of a rather high degree of specialization combined 
with a system linking a number of middle~sized suppliers to this 
growing market. 

4.5. Mutof 

This firm in Talang proct~ces a variety of products, as the 
orders come in, including !;uch things as hand sprayers for the 
Department of Transmigr~-cion, and bolts and nuts for Krakatau Steel. 
As a general rule, when he gets an order, Mutof takes about 60% of 
it for his own prGduction, subcontracting the other 40% (with no 
commission) to 9 workshops in his neighborhood. All of·these are 
people who pr~viously worked in his factory, and are now established 
on their OWP.. III such cases, he supplies the raw materials for them 
to work on. 

The motivation seems to be primarily a moral one: he feels a 
responsibility to help provide mclrkets for his former employees. 
This is particularly striking since he seems to have trouble finding 
enough orders for himself. 
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4.6. Other Metal Products 

A number of other metal products firms 1I-/ere interviewed \l/ho 
produce on a contract basis. Per'haps the most st\"iking thing about 
the list is the extent to \lJhich it is dominated by sources of demand 
which are either branches of the government or public enterprises. 
These include drain covers and pipes for the city of Yogyakarta; 
\'Jater pumps for a public housing project; pul1,eys, s\'1itches, and 
other equipment for the railroad; electrical parts for PLN (the 
electricity company); water ~ter' housings for the water' company 
(through t4IDC); and machine parts: for the (public sector) sugar 
factories, in acfdition to t.he hand sprayers (for the transmigration 
program) and bolts and nuts (for Krakatau Steel, a public company) 
referred to above. Only in the case of parts for rice mills (ordered 
by an assembler in Jakarta) and c:ast it""on moTds (for a ceramics 
factory in Semarang) did the dema.nd emenate from the private sector. 
Perhaps this balance ref'lects thE! wluck of the draw,1I in terms of 
firms \'1e happened to hear about for intel'''viewing; there was no 
intent to bias the selection in this direction, however. 

The public sector has both advantages and disadvantages as a 
source of such contract demand. On the one hand, a number of respondents 
commented that government contracts may involve an "element of subsidy" 
in that the prices they pay -- often channeled through cooperatives -
are somewhat higher than those from private sector demanders. On 
the other hand, these public sector contracts more often require payment 
of turnover and sales taxes, universally ignor'~d for other contractual 
sales, as well as fees to the cooperatives and assorted other informal 
payments associated with government contracts. The result often is 
that While the government may start out paying a relatively high 
price, the amount \'Jhich gets to the producer may be r'elatively 10\'-1. 
There is a standard \'1ay of dea 1 ing VJith thi s, however, whi eh is to 
compensate by lowering the quality of the product. Thus the government 
ends up paying prices \'Jhich are on the high side, and getting products 
whose quality is on the low side. Producers have no complaints about 
this system (they are used to it); their mair pY'oblem =~ here as in 
the whole industrial sector, it seems =~ is that there are llot enouar 
orders. '-

5. BATIK 

5.1. Background 

The batik industry in Indonesia is extensive and complex~ 
covering many products, firm types, and marketing channels. The 
overview presented here 1S based on interviews with 8 middle-sized 
producers in Pekalongan; 3 large pro('ucers in Solo; officials 
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(including some producers) in 4 different batik cooperatives (3 in 
Pekalongan, 1 in Solo); and several knowledgeable outsiders. No 
secondary studies were consulted, although it SE~ems probably that 
many have been written. If further work is done in this area by 
CJEDP, a search for such reports would deserve high priority. 

5.2. Product Types 

There are two different \<Jays IOf producing batik: 

a) batik tulis: this, the traditional way of making batik, 
involves dra\'ling v/ith wax by hand IOn cloth» to cover areas which will 
not ntake" the color, \>Jhen the cloth is dyed. This may be done a 
number of times, to produce several different colors on a piece of 
cloth. Results are often intricate and vet~y beautiful. 

b) batik cap (pronounced "chap"): in this procedure, a metal 
stamp with a deSign is dipped in wax, then stamped on the cloth. The 
cap, or stamp, may be quite complicated. This technique is often 
combined with some hand drawing (tulis) to supplement the cap. 

The market" for these wax-and~dye batik products has- been sharply 
challenged in recent years by the expanded production of printed cloth 
with batik designs. This technique, which can be done either by hand 
or with modern machines, involves a silk screen process, passing the 
colors directly to the cloth without the use of wax. 

The total market far textile products grew rapidly in the early 
and mid 1970's, with the result that many batik producers faced a 
shortage of white cloth. In the tate 1970 i s, there was a considerable 
expansion in lr./eaving capacity. The subsequent \'Jeakening of demand 
in the 1980's has left many of these weaving firms -- including 
several started by batik cooperatives -~ with substantial excess 
capacity, with resulting severe financial problems. 

As suggested above, the market for traditional batik products 
has been strongly affected by the rapid expansion in production of 
printed cloth with batik designs. Twenty years ago, this product 
seems to have been of negligible importance; by now it probably accounts 
for a-volume equal to that of traditional batik. The reason, of course~ 
is the price; a piece of batik tuli~ can easily cost ten times as 
much as its printed counterpart. 5/ 

5/ 10 one middle=sized household "factory" 1I/hich we visited where 
printing is all done by hand but the fixing of colors, washing, dl~ying, 
and handling of cloth (folding, ro'l1ing, etc.) involved large but 
simple machines, 100 workers produced 29 000 pieces (continued on next page) 



D-14 

Different people gave different answers concerning future 
prospects for the three batik types. Some said that proportions 
have now stabilized; others thought the printed share would continue 
to rise, either at the expense of cap alone or of c~p as well as 
tulis. These questions are obviously of considerable importance, 
in view of the much greater labor intensity of batik tulis, on 
the one hand (\t/hich is important in tenns of employment creation =~ 
or potential employment destructiol1), but the mlJch lower price of 
printed cloth, on the other hand (which contributes to consumer 
welfare, as well as opening up possibilities for substantial e~pansion 
in the total market). 

5.3. Firm Types, Marketing and Production Systems 

There are two larqe-scale batik producers in Central Java (both 
in Solo), with over 1,000 production workers apiece, each with a 
nat iona 1 network of reta il stores. Rough guesses are that these 
two together supply less than 10% of the national market for batik 
products (see chart 1). Below these two, there are many firms with 
50-200 workers~ and even more household-based producers, some with 
as many as 50 workers. A few of the mi ddl e~s i z4~d fi rIDS have their' 
own retail outlets; some are able to sell their products through 
the reta il outl ets of one of the major bat; k producers; most sell 
primarily to Iw;!('chants, of whom there are very many. These merchants 
buy either for sale in their own retail-outlet or as wholesalers 9 

supplying retailers in countless markets across the country. As we 
shall see, some of these merchants are also directly tied into the 
production process. 

Alternative ways of organizing the production system, particularly 
with regard to subcontracting, arise primarily with regard to the 
production of batik tulis; subsequent discussion is focused on this 
product. 

of cloth per (7-huur) day. A firm nearby has a regular, in-house 
work force of 40; the owner said that if he set these people to work 
making "combination" cap plus tulis batik, they could produce 130 
pieces per (7-hour) day; working on pure tulis l • they could make only 
10. Even this may be too hiqh; other observers suggest much more than 
four days per person per piece implied by these fiqures. Perhaps he 
was speaking of quite simple tulis. We did not collect infofmation 
on capital and raw materials which would permit full cost comparisons; 
but these figures suggest why printed batik has succeeded in making 
such big inroads into the market. 



Chart 1: Batik Production ~nd Distribution Patterns ;n Central Java 
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Middle and large scale producers of batik tulis face a choice 
between making this p~oduct themselves~ on their own premises, or 
contracting with others -- either sma 11 er factor'j es II or househol ds 
to make it for them. Merchants of batik do not have the option of 
manufacturing it; for them, the choice ;s one of buying from what 
is presented by the producers, or contracting with them to make 
particular items or designs. For the large firms which are both 
producers and retailers, there is a three-way option: produce 
themselves, buy what is presented by other producers for resale through 
their own outlets, or make contracts with other producers (either firms 
or households) to produce particular products. All of these ~lterna
tives can be observed in the market. In many cases, one participant 
uses at. least two of these patterns on a regular basis. The largest 
firm in the industry, both a producer and a retailer, makes some 
30% of the products it sells in-house, obtains another 20% through 
subcontracting arrangements, and buys the remaining 50% in 5pot 
markets from other producers. The second largest firm, also a 
producer/retailer, obtains nearly 20% of its batik supplies -- virtually 
all tulis -- by subcontracting, with the rest all produced in~house; 
this firm makes no spot purchases of finished cloth from other suppliers. 
The same approach is follmved by the other medium and large-scale firms: 
some batik tulis is made in-house, but a substantial portion -- often 
half or more -- is obtained on a subcontracting basis. 

5.4. A Comparison Between Altern~tive Production Systems 

Let us compare three alternative ways of arranging the production 
of batik tu1is: i) in a household or other small producing unit, 
producing without contract (i.e.~ for sale in the market, and through 
a merchant); ii) in a household or small producing unit according 
to a contrict with a large producer or merchant; and iii) production 
by (within) a large producer. 

a) Marketing and market risks. It is a commonly claimed 
advantage of the subcontracting system that the producer who makes 
something according to a contract is freed from the problem of 
marketing his product, as well as the risks of not being able to 
sell it, or not being able to sell it at a satisfactory price. Unless 
the person giving the contract is either a final consumer or someone 
who has also received a contract from a final consumer, however, these 
risks are not eliminated from the system, they are just shifted from 
the producer to someone else. On the other hand, if the person giving 
the contract knows the market better than the producer, then the 
overall risk may be reduced by a system which enables those with 
the best knowledge of the market to have the greatest influence on 
actual production patterns. 
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This reasoning suggests that subcontracting systems 
can have the effact of shifting marketing risks away from household 
producers of batik tulls as well ,as reducing marketing risks for 
the system as a whole. Production within inteQrated firms has the 
same result ~- but it also has the effect of shifting the production 
itself out of the household. 

b)"" Finance: househol d producers \'Jithout contract must 
provide for ra\'J materials from their own resoutces. This clearly 
could be a problem fo!l' them, a"ithough for batik tulis it is 
probably not a major one. For subcontracted production~ working 
capital in the form ()f cloth, \'Jax, and colors is usua"( 'iy provided 
by the parent firm. 

c) Designs: these at'e sometimes provided by parent firms 
as part of a subcontracting arrangement. If the parent firms know 
which designs and colors are most in demand,'this transmission of 
information can improve the marketability of the product. On the 
other hand, one large producer also buys products from a variety of 
independent supp"liers precisely because he feels the need for more 
diversity of design than he could provide himself. 

d) Income to the workers: it would obviously be of con
siderable interest to compare income to workers obtainable through 
each of these three supply systems. This study has not attempted 
to collect information on this topic. 

e) labor force characteristics: those who work on bat; k 
tulis are mostly women. If they produce this product in a factory, 
they mostly do it on a full-time basis 0 If they produce in thei r 
homes, either as subcontract sllppl iers or as independent producers, 
it is often done on a part-time basis, fitting in between other " 
household chores. There are benefits to be derived from the provision 
of such opportuni ti es \'Jhi ch can take up the sl ack of underemployment 
in urban as well as rural areas. 

f) Market price/market promotion/future prospects: in 
the absence of comparative cost data on alternative organizing systems, 
it is difficult to guess about the effects of these different systems 
on profits and market prices. One might expect that if production 
of batik tulis is done either inside of or by direct subcontracting 
to large firms, it will be more widely availab1e and more actively 
promoted; total production of batik tulis would be more likely to 
expand in such a case than if it were simply made available to 
merchants, if they should choose to buy it. 
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5.5. Evaluation and Future Prospects 

An examination of the future prospects for subcontractin~ in the 
production of batik tulis raises questions in two areas: (i) the 
future prospects for batik tulis itself, and (ii) the desirability 
of producing the product on a subcontracting basis. On the first of 
these. our guess is that printed cloth will continue to increase its 
share of the market, but primarily at the expense of batik cap; 
the total demand for batik tu1is II/i11 continue to QrO\fJ, as some 
people continue to buy the readily identifiab1e~ higher priced but 
higher prestige item. 

With only limited exceptions, parent firms using subcontracting 
systems to produce batik tu1is seemed well pleased with the arrange
ment, and expect' to continue to rely on it in the future. Such 
a pattern fits well with the goals of national policy, in terms of 
the growth of cooperatively or communally based production and 
marketing arrangements, as well as the encouragement of small industries. 
Subcontracti ng systems permit a greater di spers 'ion of economi c 
activity, reducing the burdens of urbanization and acglomeration; 
they permit people to combine work on batik production with other 
household responsibilities; they p~ovide opportunities fat" creative 
expression for a ~rider range of people. 

There are other desirable features of the subcontracting 
relationship. The contract removes the risk to the producer that 
she may be forced to sell her product at an unexpectedly unfavorable 
price. It opens a channel for the person givin~ the contract to 
provide information about market tastes and trends, as well as to 
supply working capital to the producer, if this is needed. By linking 
the producers directly with more active marketing agents, there may 
be opportunities for more rapid expansion of the total market for 
batik tulis. 

Of course there are potential counter'arguments. The most serious 
is that the dispersal of workers provides them with less benefits 
(e.g., health insurance)~ less protecthw ag.;;dnst arbitrary acts by 
emplo,}'ers (e.gO\) dismissal) ~ and less opportuni ties to work together 
for improvement in wages and working conditions. Moving jobs to 
people who have fewer al ternati ves and are ther4~fore will ing to work 
for lm'ler pay may be seen by some as taking advantage of people· s 
unfortunate circumstances; it may also be seen as an effective first 
step in moving to change those circumstances. 
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6. JEPARA FURNITURE 

6.1. Background 

In some ways, Jepara furniture production is simpler than other 
product groups discussed here. Although the subsector includes a 
diverse range of products -- chairs, tables, beds, dressers, and an 
assortment of related bric-a~brac (mirror frai;~s, shelves p ~tcG) ~~ 
it is quite homogeneous in style. It is geograllhically concentrated, 
\'J~ith most production taking pl ace in one kecamatan (sub-district}o 
It clearly competes in the national market with both plain wood 
furni ture and wi th metal products .nade elsewhere, but fot .. carved ~Jood 
furniture, it has established an ovenJhe1ming market dominanceo 
The results reported on here are based on discussions with 5 producers, 
6 merchants, and several officials of one of the two furniture coops 
in Jepara. This is obviously a small number, so generalizations 
should be treated with caution. 

6.2 Market Participants 

On arrival in Jepara, one's first impression is of a road lined 
with furniture displays. Although we did not count them, a guess is 
that there may be 75-100 of these along the main road. Some of these 
people are producers j with their own manufacturing facilities; many 
(probably most) are assemblers. 

Their customers are buyers who come from all over. Indonesia to 
buy the famous Jepara furniture. Some of the bl~ers are retailers 9 

with stores in Jakarta, Bandung, Surabaya, or elsewhere in Java .. 
Others are wholesalers, supplying smaller stores in the big cities 
as well as many retailers in the other islands. Some of these buyers 
come to place ot~ders, giving a 50% down payment towards the final 
price; others buy from the extensive inventory which the assemblers 
maintain. 

As suggested above, many assemblers do not themselves produce 
furniture; instead they buy ~rom any of the 1,700 or more furniture 
producers in that area. As ;n the case of their sales~ some of their 
purchases are by contract; tl ~ assemblers place orders with suppliers" 
again advancing 50% of the co;)t as dOltm payment. For the rest!) they 
drive through the network of back roads in the area, purchasing 
from the stock of f.tn; shed products hel d by producers. 

From the producers' perspective, their sales options include 
producing on a contract basis for one of the local assemblers; 
producing IIfor inventory,lIi.e., in anticipation of sales to an 
assembler or outside buyer who happens down his road; or linking 
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up directly with an outside buyer. Of the producers we inte 'viewed, 
one had been t';'orking for two years as a suppl ier of a Jakarta retail 
firm, working on a series of contracts. A second had reCeived a 
series of contracts from an exporter 9 who sold his products regularly 
in Australia, and was hoping to arrange for sales in Germany. The 
others sometimes got contracts from local assemblers, but more often 
produced "for inventory.1I They said that in general they found a 
buyer within a week of completion of their products. In general 
they seemed satisfied with the prices obtained this way. 

In addition to the production-for-contract between merchants 
and producers described above, there are two types of subcontracting 
practised in Jepara. One involves subcontracting of complete products, 
in case a producer receives an order which surpassed his production 
capacity. This was the case, for example, for the producer supplying 
the exporter, discussed above. This man told us that he would prefer 
to expand his production capacity, to be able to fill the whole order 
in his own workshop; but he cannot find the skilled workers to do 
this, so his orders substantially exceed the amount he can produce 
himself. Some of the people who have worked for him in the past and 
learned their- skills in his \1orkshop have chosen to try to establish 
themselves on their own; although they have acquired the skills, 
they have a har9 time with both orders and capital. By contracting 
with them to supply orders he has received which are beyond his own 
capacity, this man provides not only the training but also the capital 
and the markets to establish th0se people in business. This is 
subcontracting at its best. 

Another man interviewed reflects a different pattern of sub~ 
contracting. He is a wood carver, operating out of his home 3 some 
10 km. from the center of town. He receives furniture frames from 
a manufacturer in town, which he carves, being paid on a piece-work 
basis for the work he does. He has worked in this way for a number 
of different furniture manufacturers, working for IIwhoever pays him 
the most." He said there are several others near his house who 
operate in the same way. 

In addition to contracting out the carving of furniture, it 
seems to be co~non practice to hire outsiders to weave the rattan 
seats and backs of chairs and couches. In addition, then, to the 
reported 1,700 firms in the area, there are substantial numbers of 
individual craftsmen, many doing this kind of subcontracting work in 
their own home. A cooperative official estimated their number at 
10,000 ,1 although I was not ab1.e to verify this number. 

6.3. Contracting and Subcontracting Implications 

It is useful in this section to distinguish between contract 
production and subcontracting, more narrowly defined. Contract 



r " 

D-21 

production takes place whenever a producer makes a piece of furniture 
according to a contract, presumably with a merchant, either one of 
the local assemblers, a retailer, wholesaler, or exporter. Clearly 
such an arrangement reduces the market uncertainty and risk for the 
producer; it provides him with finance for work'jng capital; it provides 
him with information about the types of product he should make. As 
long as such a contract does not put him into a more dependent position 
towards one buyer (compared to his present situation, where he can 
"shop around"), it seems to be very much in the producer l s interest 
to expand the system. 

The problem is that if efforts are made to expand the use of 
this system, those who get the contracts will be those who need them 
the 1 east: the producers of products most in dE~mand, \'ihose buyers 
might be glad to use contracts to assure themselves of a supply of 
products from the more capable firms. For less skilled producers, 
making products in less demand -- those for whom contracts would 
be most useful -- the prospects of negotiating them seem least likely. 
This suggests that one should not be too optimistic about changes 
along these lines. Fortunately, the present nOfl~contract-based marketing 
system seems to be performing reasonably effectively. 

Moving on, then, to the subcontracting relationships, we have 
seen that these arise in two types of situations: ii) subcontracting 
of complete products, where one producer has orders which exceed his 
own production capacity; and (ii) subcontracting of particular activities, 
e.g., carving, or weaving of seats in c~airs. Subcontracting in each 
of these ways has the desirable features of providing working capital 
finance as well as links to the market for firms which might otherwise 
find difficulties in these areas. The main problem with the arrangement 
arises for suppliers of complete products; they may find the demand 
for thei r servi ces to be qui te unstabl e. In fact the system could 
be characterized as one wrrich pennits the parent producer to 1 imit 
hi s production capaci ty to \'Ihat he can keep emp'loyed on a full ~time 
basis; whenev~ he has orders which reach beyond that base capacity, 
he passes these on to his subcontracting suppliers. The result might 
be considerable instability in the supply of subcontracts. The 
interviews did not clarify the extent to which this is true, although 
the only producer interviewed who makes use of··this system indicated 
that he is permanently short of capacity, and uses the system not 
now and then but all the time. In such cases~ this problem of 
fluctuating availability of contracts might not be a major problem. 

One of the key advantages of subcontracting arrangements in this 
industry is that they could permit the development of greater specializa
tion, either by function (e.g., carving), by quality leve1 7 or by 
product type. If supplier firms are able to enter into contracts with 
any of a variety of different parent producers and conversely~ then 
the parents can channel their orders to the supplier best suited 
to the product or quality level they wish to purchase. Such specialiLation 
can be important in permitting costs to go down, returns to producers to 
go up, and quality to improve. 
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7. OTHER SECTORS OF THE ECONOMY 

Our primary interviewing was in the three sectors cf the economy 
discussed above, since these were the areas where subcontracting wa~ 
reported to be most extensive in Central Java. The interviews also 
uncovered a few other examples of subcontractin9. These are described 
bri efly here. 

'a) Basket~: There is a firm in Ungaran which has in the 
past produced large numbers of baskets, primarily for export to 
Germany. The firm made some of tht: baskets in its own work place, 
but also subcontracted to produce substantial numbers of them in 
village households in another district. When problems developed with 
the buyer, the firm fell on hard times; it is currently looking for 
new markets, but is finding this difficult in spite of substantial 
government subsidies (free machines, provision of tecnnical training 
for workers and staff time to supel~v;se the subcontracting workers). 

b) Troso cloth: In this village near Jepara, household
based factories make cloth by a process v/hich involves dying of the 
thread with a pattern prior to weaving. The designing and wrapping 
of the thread is often done nn a subcontracting basis. A number of 
household firms> in the villages produce cloth in this way_ 

c) In the Kampongs (urban villages) of Semarang (and 
probably other cities of Central Java as well), there are small 
producers making camera cases, 1.adies' handbags, shirts arid dresses 
on the basis of a "putting out system:" the entY'epreneur provides 
the materials and the designs, while the sewing is done in suppliers' 
households. Pay is on a piece~work basis. 

d) A producer in the small-scale industrial estate (LIK) 
in Tegal makes rubber parts for a producer (assembler?) of water 
pumps. It would be interesting to know whether the other components 
are also made on a subcontractinq basi's. 

e) A large scale shirt manufacturer in Ungaran has contracts 
to buy cardboard boxes, plastic bags, thread and buttons from other 
producers. These pvrchases are small relative to his total production 
costs, but since he produces 5,000 shirts per da~', they constitute 
quite an important market for the suppliers. The box manufacturer 
also supplies Krisna in Juwana. 

These are examples we happened to hear about and interview; 
there are probably many more. 
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8. GENFRAL FINDINGS 

8.1. Taxes 

Concern has been expressed that the potentially cascading sales 
and turnover tax (PPN and MPO~ totalling 4.5%) could operate to 
discourage subcontrcct1ng systems, since in principle they are levied 
each time.the product changes hands. As presently administered, this 
is a non-problem. Such taxe~ are currently collected only on products 
desti ned for the pub·i i c sect0f~» and then only at one stage. In all 
other cases, if the supplier answered the question (which was almost 
always), he said that tax col1e:tion was not enforced on products 
he sells. 

Of course the fact that the tax is on the books may still have 
a deterrent effect, el ther"' because peopl e fear that some day it may 
be enforced, or because the rV)fl~enfor'Cen1C:nt may cost something. As 
of the moment, though, it S~ems not to be a problem. 

8e2 Contracts 

The topic of this paper concerns contracts and subcontr&cts; 
yet the fact of the matter is tnat the contract itself is simple in 
the extreme. In most cases p it is in writing, but usually takes the 
'form of a siniple order, specifying the p('oduct (sometimes by code 
number), the qUuntity, price, and delivery date. All concerned 
recognized that disputes over interpretation of this document would 
depend solely on bilateral negotiations between the two parties 
involved. Some fear was expressed that more formali:ed contractual 
arrangements mi ght be a rr·elude to more extensi ve ta.xation or other 
intervention from outside. With only rare exceptions, neither side 
seemed the least bit uncomfortable with the current arrangements. 

8.3 Finance 

The extent to which parent firms provide capital fixed or 
working -- to suppliers varied widely aloonq the sectors studies. 
At one extreme is the Kubota case, where the suppliers provide 
(short .. term) credit to their parent. There are more cases of the 
parent firm providing either the raw materials themselves (batik» 
furniture carvers) or the money to buy these materials (furniture 
makers, some metal prodlictS). Kri sna follows a different pattern II 
providing (interest~fr"e2j loans for machlnes lil but ~eaving the 
provision of working cdpital to suppliers. In only one· case 
(Mahmotin) did the parent firm arr,ange (in giAaralflteeing bank loans) 
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to provide both fixed and working capital to slJ,pplierss On the i'Joole, 
the provision of capital from pal"ent to suppl ier firms is an important 
component of the subcontracting system. 

It is important to notice in this regard that when parent firms 
provide ra\'l materials to supplier\s~ substantially more is involved than 
simply the provision of working c:ap1tal. " ~lhen they behave in this 
way, the parent firms are doing the job of sear'en and selection of 
inputs, which may b<= costl,Y and time~consuming, but for \,/hlch there 
are significant economies of scale. 8y controlling inputs, parent 
firms can have an impm'tant impact on the quality of the product» 
tailoring it to meet mc.'f'\(et demands. Parent firms·in this 'i/ay 
also share with suppliers some of the risks that things may go wrong 
in the production processe In sClIns cases~ the raw material can be 
re-used (brass can be re~me 1 ted clnd cast a second time); but in 
other cases (batik, or carved furniture) this second chance may not 
be possible. This means t!nt thE! war"king capital is subject to ~uch 
higher risk from problems in the production process in some industries 
than in others; by providing the raw materials~ the parent fh-ms 
bear a higher share of that risk. 

The practice of having parent fln~s guarantee bank loans t.o 
suppliers is not widely practiced, but seems like a pote~tial1y 
fruitful arrangeme~t, particularly for the purchase of machinery and 
equipment. At pt"esent on1y one fi rm (Mahmotin) raported such aVTange= 
ments; banks and parent firms might be~ncouraged to explore the 
wider use of this system. 

8.4. Technical Assistance 

The provision of technical assistance is uneven. Th& most 
usual pattern is that it is .iovided if and only if problems arise 
which irvolve the deliver'Y of unacceptable products. f40re general 
tasks of upgrading of product qUJlity, imf.n~oved abii"ity to produr:e 
more comp~ex fJroducts, or improved efficiency to reduce costs are 
goals \"Jhich exist in I~hetoric more than in practice. Once again, 
one might ask whether this might be a fruitful intervention point, 
encourag i ng ei ther parent f1 rms or government agenci es pt"ovi dol n9 
technical assistarce (e.g. 9 MIDe) to do mol'e in this regard. 

8.5. Marketing Assista~"ce 

In some industdes, (...2Y'S do not ma'<e anything unless they 
first have an order (e.~ ~ialty metal products). In other 
industries, if they don't i .... ,,,e an order, they can go ahead and 
produce, but with the risk that they might not find a buyer, that 
the buyer mijht want a different style or quality, or that the price 
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may be unexpectedly low. Contract production -- including' b
contracting -- solves these problems by eliminating these murketing 
risks, or shifting them to someone better able to bear them. By 
helping the ~roducers target their output more accurately to meet 
the market demands, contracting can reduce the overall level of risk 
in the system. With limited exceptions, contracting does not expand 
total demand for the products of a sector, but enables producers 
to adapt their production to that demand more effectively. The 
exceptions come when more carefully targeted production (and perhaps 
lower prices) encourages consumers to increase their total demand 
fOt~ a product. 

8.6. Bapak Angkat 

The official bapak angkat designation has been used sparingly; 
only few firms have been so designated. To date 7 such firms have 
received only f~w benefits. They have obtained technical advice 
through MIDe, BIPIK, and the LIKs, although it seems that this has 
been quite limited. . 

A number of firms engaged in subcontracting activities have 
expressed a strong wish to be designated as bapak angkat. The 
reasons they give rre three: 

a) First and foremost is the honor which this term conveys, 
and the recognition of the firm as one which takes seriously its 
responsibility for other producers. In Javanese societyp this is 
an impurtant consideration. 

b) The designation may also open doors to government 
officials, providing contacts which are useful in obtaining orders. 
A particularly strong case can be made for obtaining a large order 
if this will be passed on in part to a numb2r of subcontracting 
suppliers. 

c) Although current foster parents receive only modest 
technical assistance from the government, that assistance can be 
important. This is particularly so for non-pribumi firms, for 
whom such a designation could provide access to people and to types 
of assistance currently not available to them. 

On the whole, while the bapak angkat system has provided only 
limited benefits to its participants, it is a useful and important 
instrument for the encouragement of subcontractinge The government 
should be urged to use it more actively, both in the sense of coordinating 
the provision of a variety of types of assistance to make these available 
on a more regular basis to bapak an~~kat» and in terms of designating more 
firms as bapak angkat. As suggested in this repo'~t9 there are a number 
of appropriate candidates, several of which would be eager to be 
recognized in this way. 
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9. A SUMMARY OF POSSIBLE FOLLOW-UP ACTIVITIES 

The kinds of follow-up work suggested by this paper fall into 
three major categories: 

a) Gather further infClrmation about the nature and extent 
of subcontracting systems, and whether they are t-.'orking in a satis
factory way: check previous studies of the subsectors and systems 
examined here; be on the 10ok~out for subcontracting arrangements 
in other industries; examine morE~ closely the ~Iovernment's contractual 
procurement practices, and contractual supplies for merchants; compare 
income of batik workers under subcontracting \"lith those working in 
parent firms; determine the extent of variability in demand among 
subcontract workers in furniture and metal products industries. 

b) Seek to expand the use of the subcontracting system: 
recognize those who do it well, honoring them by designating them as 
bapak angkat; look for efficient \,/ay5 to administer the system, in 
order to reduce the cumbersome burdens which supervision can impose. 
At a more general level, look at the characteristics of industries 
where subcontracting systems are currently working well; on that 
basis, see if there are opportunities to introduce it into other 
industries where it is not currently used in Central Java. 

c) Work through existing syster , to effect changes: channel 
additional support (techni:cal assistanc~, cOHlmercial bank lending ll 

exploration of other new market opportunities) to existing subcontracting 
systems to enable them to expand (for example, exploring the possibility 
of accelerating the process of import substitution for precision parts); 
explore possibilities for export of brass or furniture products. 

Subcontracting systems are alive and well in Central Java. 'While 
the discussion of this paper does not imply that these arrangements 
provide the substance for major new and independent aid initiatives, 
it does suggest that they offer useful areas of work for the CJEDP~ 
and opportunities for growth in the industrial sector of the region 
and the country as a whole. 
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PVOS AND ENTERPRISE DEVELOPMENT IN CENTRAL JAVA 

In considering the role of the Indonesian Private Voluntary 
Organizat(ons (PVOs) in the enterprise development process in 
Central Java anA should consider the ways in which such organiza
tions are founded, the patterns which are followed in their devel
opment and the nature of their relationships to government and 
other private sector organizations. 

The founding of an Indon~sian PVO is usually based upon the 
observat ion of a social or economic problem Ii'. the field by an 
individual, or group, who are motivated to try to do something 
about it. A small group (organization) is formed which tries to 
address the problem in a straight='forw~rd and pragmatic ways Such 
groups are often very small and informal and have a very localized 
orientationo They are also frequently lacking in relevant exper
tise at this point. This may be considered the "embryonic" stage 
of PVO development. 

During the next stage of PVO development9 which we character
ize as the "crystallization" stage, the group begins to develop 
greater organizational and technical st,~ength and staff develop
ment becomes a high priority. It begins to refine its understand
ing of the problems with which it is dealing and of its role in 
the resolution of those prob:ems. It begins to look towards the 
fut ure and develop lony \;~;-'m program object i VI:~Sa 

Once the PVO has settled into a self-defined role and devel= 
oped an appropriate level of internal capability and stability it 
enters what we call the IItake off lD stage trJhere it develops lts 
program, staff and and base of firancial support. 

Many theories have been developed concerr)ing the nature of 
the "state. II Siffiilarly, Many theories have been developed to 
explain the nature and role of "government". Although these 
theories provide interesting points of view or academic discussion 
regarding the distinctions between the two9 the reality in Many 
developing countries is that the "state" and the IIgovernmentll are, 
in fact, the same thing and May b~ considered as ill single 
concept--II~rtate government II" 

Such a concept raises the question of the position and role 
of private individuals and organizations in a country. There are 
times when such "state government!il;1I repre!;:;ent the antipode of 
individual rights and freedomse Those who believe that this 
relatlonship is unavoidable subscribe to the view that the weaker 
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the role of gov~rnM~nt, the stronger will b~ the rights and digni
ty of individualse In other words, the less government the 
betters 

Regardless of the appropriateness of thi~ view, it is clear 
that in most developing countries, the role of government has 
become stronger and stronger over timeD In the 19605 they began 
to implement so-called national development strategiese Centrally 
planned economic development, previously attempted only in the 
socialist countries, is now the norm in most developing countriese 

Human idealism still seeks to strengthen the role of indivi
duals in determining their own future, however? and this spirit of 
human dignity and self=reliance ~s the basis of various types of 
PVOso How strong or healthy or flourishing a PVO is depends both 
on th~ willingness ~nd ability of th~ gov~rnment to provide and 
create a f~vorable environment to stimulate the growth of people's 
creativity as well as the level of people's awarenesso 

Available documents show that the development of PVOs in 
Indonesia dates back as far as 1920 trJhe't'l "nationality cOi'"!5cious
ness" inspired Boedi Oetomo to do something for the nation in the 
field of education. Sarekat Islam was formed to develop entrepre
neurship and reduce dependency on the colonial system. From 
initiatives like these, vari"ous 1;ypes of triiU"l'sformations and inno
vations were able to t~ke place climaxing in the country's inde
pendencea 

Situations may change, but the creativity and dedication of 
private citizens to participate in national development do not. 
Acc~rdinQlY7 various organizations appear, dedicated to addressing 
problems in the €-.rl:-!as of health, techt'lology, enterprise dev~lop
ment, education, environmental concerns, etcw This should be 
considered a healthy phenomenon continuing and enriching the trad
itions of the nation. The differences of approach and hetero
geneity of purpose of these orgar)izations are healthy symptoms and 
Justified by the common basic spirit of individual self-help and 
national development they shareD 

There is a great deal of confusion about terminology among 
the development agencies with many of them developing their own 
terms for dealing with common concepts as ways of emphasizing 
their uniqueness. For example, in the enterprise development 
field the terms "appropriate technology", "intermediatE! techno
logy", "alternative tec:hnology", IIcapital saving technology", 
"light capital technology", "low cost technology" and "environmen
tally sound and socially appropriate technology" all refer to 
basically the same conc~ptD 

In Indonesia, the same sort of confusion exists when referr
ing to the group of private, non-profit development assistance 
agencies this paper is concerned withs Three years ago they were 
being referred to as ORNOP (Organisasi Non-Pemerintah) a direct, 
and Anglicized, translation of NBD (Non-Governmental Organiza
tion). This grouping included all organizations which are not 
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directly under the Jurisdiction of a government body_ ~ny sports 
club, businessmans' association, or profit-making organization 
could be included under the ORNOP banner. Many profit making 
companies began to operate small charitable activities under this 
umbrella as a means of avoiding the payment of taxes. 

This became so complex that the government began to treat all 
non-governmental organizations in the same way -- like profit 
making companies -- and made them all subject to taxation. Thus, 
now yayasans (the currently common name for PVOs in Indonesia) are 
subject to ta~ation based on their total revenueo To avoid taxes9 

they must prove each year, by public audit, that in fact they make 
no profito Any accumulated funds, which are necessary for an 
organization to stabilize its program and develop its capability, 
are usually considered as "profit" and subject to taxation 
accordingly. 

This is a particularly serious matter for the smaller 
organizations which are struggling to get their programs off the 
ground. This is the contradition. On the one hand, government 
encourages people's participation in the development processe On 
the other hand government policy serves to keep the private organ
i zat i ons, t~h i eh ~n be eff i c i ent channe 1 s for, sllch part i.:: i pat ion, 
small and financially insecure. 

In order to identify themselves as distinct from other types 
of non-governmental organizations, the private development assis
tance agencies, in 19B1, dropped the term ORNOP, as a means of 
referring to thems~lves9 and began using the term LPSM (Lembaga 
Pengembangan Swadaya Masyarakat or Community Self-Help Organiza-
ticn), and LSM (Lembaga Swaday Masyarakat or Self-Help Organiza
tion)e Both terms are used to refer to organizations which are 
not profit making, not power oriented and not affiliated with any 
political power group. 

This identity will hopefully enable government to differen
tiate these development-oriented agencies from other types of non
governmental organizations 2nd develop spe~ial treatment for them 
which recognizes their developmental natrure and encourages their 
'participation in the development process. 

In this paper, as a matter of simplicity to the English
speaking reader, we refer to these organi~ations as PVOs 
throughouto 

The heterogeneity of the PVO commu"ity~ as illustrated by the 
wide range of vision and purpose within it as well as the experi
ence of its members, makes it difficult to identify a common 
attitude towards it from the government. The attitude of one 
government official may differ substantially with the attitude of 
another. 
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Va~ious types of dialogues and 5~minars have been held to try 
to better specify the ~ttitude of govet'nment towards the PVOs and 
the role of PVOs in the development processo The following are 
among the general conclusions of those discussions: 

o There is a fundamental difference Detween PVOs in 
Western countries and those in Indonesiao Western PVOs 
are frequently anti-establishment in nature and may 
even become overtly invclved in political activities 
while the Indonesian PVOs are apoliticalo 

o From the very first, Indonesian PVOs have played a 
positive role in the d~velopment process. They often 
handle issues which ar~ sti~l not cared for by the 
government and they call the government's attention to 
particular issues ear'~er than they might otherwise be 
noticed. 

o The government should pay greater attention to the PVOs 
and provide them with greater opportunities to 
participate in national developments PVOs should be 
invited to participate in the planning and 
implementation of government programs and assisted in 
carrying out their own programs when ti12Y are 
consistent with government policies and priorities. 

o Government participation i~activities which have been 
started by the PVOs should be welcomed, as a source of 
additional momentum and support, rather than resented 
as an intrusion. 

The development of such an encouraging envir6nm~nt has result
ed in increasingly productive cooperation between PVOs and 'various 
government agencies. The climax came in 1982 when the role of 
PVOs in the development of environmental law was clearly spelled 
out. PVOs now have a "clear" platform from which to speak and 
their participation in government programs is welcomed. Involvir.g 
PVOs in any of the CJEDP programs would clearly be consistent with 
government policy and practice. PVOs are free to act as clients 
of, or partners in the implementatioYI of, this type of development 
assistance activity_ 

The PVOs considered in this section are those which are 
involved in various activities in Central Java, whether or not 
they are based or have a representative office in the province. 

PVOs ordinarily begin their life on the basis of a single 
proRram or activity and then gradually expand their activities 
from that base. Therefore it IS not surprising to find a PVO that 
is well-known as primarily a health care services oriented organi
zation but which now includes a credit union program or enterprise 
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development program among its activitiesc A recent survey of 
Central Java PVOs indicated their primary fie~lds of activity as 
the following: 

Education and Training 
Social Service 
Agricultural Development 
Women's Affairs 
Research and Development 
Cooperative Development 
Policy Analysis 
Handicraft, Small Industry and 

Enterprise Development 
Health Services 
Legal Aid 
Housing and Transmigration 

1! 

24 
19 
16 
a 
6 
6 
5 .. 5 

5 
4,,5 
'+ 
2 

100,,0 

Many of the activities mentioned in this list have various 
types of technology implications: management technology~ market
ing technology, healt~ technology, food technology, building mate
rial technology, agricultural technology, etcG These different 
types of technologies can themselves be divided into two catego
ries -- "hardware" technologies and "software" technologieso 

The same survey showed that Most PVOs in Central Java are 
working with the "software" technologies (96"') and very feli''' (4%) 
t....,ith IIhardvJare" (production oriented> technologies.. One reason 
for this is the difficulty of identifying and attracting techni
cally qual i fied people in the "hardltJiU"e ll technologies as they have 
greater personal opportunities working with private indu?tryo 

The classification of the development stages a PVO goes 
through was discussed earlier" Based on such a classification 
system, the PVOs working in Central Java break down as follows: 

Embryonic Stage 54~ 
Crystallization Stage 22~ 

Take Off Stage 24~ 

This configuration is fairly good, especially in comparison with 
some other Indonesian provinces where 100~ of the PVOs may still 
be in the embryonic stage. Nevertheless some caution is in order 
in that more than half of the total PVOs the province still have 
very little professional experience and are not yet strong in 
terms of their staff or their program capabilities. 
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Most PVOs are fairly small and work under difficult financial 
circumstances. Most of them are pragmatic, simple and non-bureau
cratic in their approach. They are viewed by many as being unpro
fessional, informal associations with little capability_ This may 
be true in some cases but a few are noted for the expertise and 
professionalism of their staff and the quality of their work. 
Organizations such as LP3ES, VIS, Dian Dssa or LPPM have placed 
several of their staff members on consulting assignments through
out Rsia for a variety of intern~tional clients. 

The staffing level of various PVOs ranges from two to sixty 
persons. The level of professionalisM of this staff is frequently 
called into question by those who take a different approach to 
their work. PVD personnel tend to work in a straight forward 9 
action oriented manner and often negl.ct the paper work and 
bureaucratic processes which are very important to the government 
worker and essential to the bureaucratic process. Each side tends 
to look down on th~ otheru They are sometimes unable to provide 
government officers with the types of analyses and other require
ments they need and are critical of the bureaucrats need for such 
tired tape". 

On the other side, the government worker may consider the PVO 
staffer to be rebellious and disrespectful and unprofessional in 
wanting to do everything in his or her own way. This sense of 
mutual frustration will never end unless a mechanism is devised to 
get the two workers working together on something and getting to 
know each otheru This is beginning to happen now, and the CJEDP, 
as it has been designed, would promote the process further by 
promoting partnerships between the two sectors in the pursuit of 
common objectives. 

There are basically three different modes by which PVO acti= 
vities are financed: project related, or general~ financing from 

·government cr private sector donors in Indonesia o~ abroad; self 
generated income; and sponsorship by a private, for-profit firm or 
group of firms. 

Most PVOs tend to begin on the basis of funding a particular 
activity, a proJect. At this time the proJect overhead is the 
same as the organizational overhead bec~use the organization is 
only engaged in one proJecto This works fine until the project is 
finished and the PVO is forced to find anothey, in order to obtain 
additional funding to maintain itself. There is little security 
in such a funding cycle and it becomes very difficult for a PVO to 
develop a strong professional staff or any stability in its opera= 
tions. This period is a most diffir.ult one for the PVOo 

There are also some cases wh~re long term, non~proJeet speCi
fic grant support is acquired to support the institutional devel= 
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opment of a PVO and assist in paying its legitimate overhead 
costs. The first type of project specific grant funding has the 
danger of t urni ng the a.gency into a II pl"()Ject chaser" i Yl order to 
maintain its operations. The second type of grants have a built
in risk of turning the PVO into nothiny more thH~ an im~lementer 
of its 'unders' policies when they becomH depend~nt upon them for 
their continued financing. 

The second type of funding is the self-ge~erated income of 
the PVO itself. Such income may come from consulting fees earned 
by the professional st~ff participating in outside proJects, in
come from commercial or industrial activities7 the sale of publi
cations and subscriptions, membership fees, il'lcome from educa
ticnal ~nd training courses, etc. This is qUlte a popular mechan
ism for Indon~sian PVOs who have developed a number of ingenious 
ways to generate income. Even SOy none of them can be 100 percent 
independent based on their own income. Their d~pendence on out
side funders is reduced, however7 and those PVOs who have the 
capability of generating a s,gnific~nt portion of their own fund
ing tend to be the more stable and p~ofessionc~l ones in Central 
Java. 

The third method of PVO financing is sponsorship by a private 
firm or group of private firms. S uch organizations are frequently 
controlled by their benefactor and at times are organized specifi
cally for the purpose of meeting some need of the funders They 
generally have difficulty establishing their credibility with 
their clients. 

One of the main sources of pride for the PVOs is their inde
pendence -- which is frequently equated with not accepting any 
government money a This demonstrates a siMplisti~ view of the 
funding relationship. It is Much mo~e reasonable to look ~t each 
funding relatio~_~ip to determine the e~t ent to which the PVDs 
independence is respected or compromised than it is to declare 
certain types of funding "clean " Cllnd other types "dirty" " 

A 1983, DECO (Organization for Economic Cooperation and 
Development) sponsored sur~ey of funding sources for Appropriate 
Technology activities indicated quite different patterns for Asian 
and European PVOs. This difference is illustrated in the follow-
1 ng f1 91.1re5: 

EQ~r:£g Qf E1!r!gin.9 B§i~ E~Q§ SY!:122§.eQ .e~Q§ 

GoverYlment 60 .. 85<. 25.4~ 

Voluntary Help 13u6% 33D0~ 
Sel f-GeYlerated 12 .. 1'}(, 25 .. 8% 
IYldustry 5 .. 2% 4 .. 6" 
Uyli versi ty (pri vate) 0.0 6 .. 4% 
Others 8 .. 3% 4a8~ 

------ ------
100 .. 0% 100 .. 0% 
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From the above fig~res ~t can be seen that the European PVOs 
are, in fact, much less dependent upon g0vernment for their fund
ing support than are their sisters in Asia as a whole and that 
they generate a far laryer portion of their overall support from 
theIr own activitieso It would be useful for the Rsian PVOs to 
follow the same course. It was noted earlie~ that several of thu 
larger Indonesian PVOs are already active in this area, but still 
other mechanisms should be attempted to build up the income of 
these organizations -- all aimed at improving the financial stab
ility and independence of the PVOs~ enabling them to provide 
better services to their tMrget populations in the futures 

Although increasing the amount of their ~elf-generated income 
is a common con~ern of the Indonesian PVOs, there are problems 
which are generated by this type of activity as well. 

Many of the PVOs are registered with the government as non
profit, socially oriented organizations which is classically 
interpreted to mean a charity, or a provider of gifts. Rs parti
cipants in such organizations, PVO personnel are accorded a CEH"= 

tain respect in the community. This status is'lost, and their 
Motives are frequently called into question, when the PVO is 
begins charging something for its services or seeK!; other means of 
generati~g funds to pay for its programs. Only the really mature 
PVO can pass through this phase intact. Those who are able to 
develop a strong core of self-generated income and maintain a 
strong base of community support will be the ones with the 
strongest leadership. 

A second problem is that many of the PVOs may not have a 
strong enough profeSSIonal staff to enable them to generate funds 
in the commercial sector by selling their services as consultants 
or publishing or other means. In these cases there is little to 
be done for the PVO. 

Another problem is the lack of funding (capital) required to 
.finance an income generating activity_ Only a few bf the most 
progressive funding agencies are able to support this type of 
activity and, even then, they tend to see it in terms of training, 
or technical assistance or a rolling investment (loan) fund rather 
than in terms of venture capital which, at times anyway, would be 
more useful. 

Still another pitfall to be avoided is the "conflict of 
interest II situation in which an agency which discovers that it can 
sell its services, is no longer willing to provide them to needy 
clients free of charge and, in fact, becomes a for-profit company 
and the original reason for their existence is lost. 
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Even if such acti\'1ti~s are successful? there is still the 
question of taxes to be de~lt with as described Earlier. It 
should be clear from the above that the PVOs have to walk a very 
tiny path in developing thei~ income generating capacityc 

The Central Java Enterprise Development Project is a proJect 
with high expectations and it is designed to address one of the 
most complicated probl~ms in the area -- ~nemploymentD There are 
th~ee different ways in which PVOs c~n participate in this program 
as it is implemented~ 

what 

o Relatively strong and rnatur~ PVO~ can be involved in 
the implementation of the project by providing staff 
members to the core contract team or by subcontracti~g 
to carry out specific tasks under the umbrella of the 
proJect; 

o They can be clients of the program who use various 
aspects of the program (e.g. training or technical 
assistance> to build up their internal capability; 

o They can participate in both of the above ways 
simultaneously. 

The 
way 

0 

0 

0 

0 

following criteria should be used when considering in 
a specific PVO might participate: 

The capability of its personnel; 

The experience of the organization; 

The PVOs in-house facilities; 

The ability of the agency to analyse inform:\tion and 
develop concepts; 

o Th~ overall stability and maturity of the organization. 

Based on these criteria it is felt that the following PVOs 
are currently capable of playing an active role in the development 
of the CJEDP: 

o Vayasan Dian Desa is strong in the a~ea of technology 
development and has the in house facilities required to 
develop various types of hardware technology. They 
have experience in major local industries such as the 
manufacture of traditional medicines, metal working, 
noodle making, clay tile production and winged bean and 
=offee processing. The agency also has experience in 
the organization of small producers to undertake Joint 
manuf~cturing activities and in conducting technical 
and management training programs. Besides this, Dian 
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Desa maintains a technology information system which 
has direct links with other resource centers overseas 
including SATIS, VITR, Brace Research Institute, NCAT, 
and others. With only slight modification this informa
tion network can be used by CJEDP. 

o Y~~§§~n EYr~~ Q§n~~1~ is a Oemarang-based PVO which 
specializes in running management and salesmanship 
training courseso They also run a follow-up program 
for the entrepreneur-clients and provide them with 
consulting assistance in over~oMing their real business 
problems. This organization could be a valuable re
source to CJEDP in its various training activities. 

o bE~g§ (Lembaga Penelitian Pendidikan Penerangan Ekonomi 
dan Basial) is based in Jakal'ta but operates field 
programs Central Java. They currently operate a small 
industry program in Kabupaten Klaten which assists 
small scale prod~cers to improve their businesses 
through various types of training, marketing and con
sultan~y assistance. 

o YE~9§§~ ein§ §~~g~~~ is a!so a Jakarta-based organiza
tion with field programs in Central Java. Th~s agency 
specializes in the development of Helf-help groups 
(usaha bersBma) starting with development of credit 
unions and capital accumulation and moving on to the 
development of small scale industrial activities. 

o Hir§~QQ (Lembaga Wira Koperasi Indonesia), also head
quartered in Jakarta~ specializes in the development of 
IIprecooperative" groups and credit lmions in Central 
Java and other provinces. 

o bEEM (Lembaga Pendidikan Pengembangan Managemen), 
another Jakarta-based agency with clients in Central 
Java, is perhaps the strongest management training 
institute in the country. They are 9Mperienced in 
working with various types of small scale producers 
around the country and have developed training material 
and programs for larger companies as well and are 
capable of developing appropriate material for CJEDP
sponsored management training activities. 

Another important aspect of working with the PVO community 
is the network which they have developed both among themselves 
and with local community groups. Through this network, many 
CJEDP ideas can be disemminated to a wide audience rather 
quicklyo It can also bYe helpful in identifying producer groups 
to participate in various CJEDP activities. The development of 
such a network is a very difficult and long term process which 
the CJEDP can avoid by working directly with the PVOss 



E-l1 

As mentioned earlier, there are three basic ways in which 
local PVOs can participate in CJEDP development. These can be 
elaborated on further as follows: 

o ~Q=£QD§Y!~~n1: Some of the PVOs have a strong con
sulting capacity and can work direc tly with the con
tract team on a daily basis in the implement~tion of 
the proJect, enriching the PVO itself, the U.S. prime 
contractor and the project development process. A good 
example of this type of relationship is the partnership 
between Vayasan Dian Desa and Development Rlternatives, 
Inc. in the CJEDP planning process. 

o §Y~£Qnt~~~~Q~: Some aspects of CJEDP implementation 
can be subcontracted to qu a lified PVOs. Several such 
activities have been specified in the CJEDP design. 

o ~!i~D1: There are several ways the CJEDP can assist 
the PVOs to strengthen and stabilize their organiza
tions. ' They can be assisted in the developme nt of a 
capable enterprise developme nt cell within th e agencies 
as a number of PVOs would like to do. Such assistance 
could take the form of consulting assistance and advice 
or the provision of scholarships for training at insti
tutions such as UP ISS1, Cranfield or Technonet. 

CJEDP can also help the PVOs to develop income generat
ing activities Just as they do wi t h other private 
sector clients. PVOs can also be helped by giving them 
the op~ortunity to send staff members to work with the 
project on an apprenticeship basi s . 


