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Explangtory notes

Use of a hyphen (-) between dates representing years signifies the 411

period involved, including the beginning and end years, e.g., 1971-1973,

A slash (/) bet ween dates representing years indicates a Crop year or\

financial year, e.g. 19°'1/72,

Reference to "dollarg" (8) indicates United Statee dollars, unless
otherwise stated,

Details and percentages in tables do not necessarily add to totals,
because of rounding.

A full stop (.) is used to indicate decimals,

The following exchange rates are used in the conversion of count ry
currencies to United States dollarss

Courtry Currency In o1
Indonesia Rupiahs 375

The designations employed and the presentation of the material in

this publication do not imply the expression of any opinion whatever on
the part of the Secretariat of the United Nations concerning the legal
status of any country or territory or of ite authorities, or concerning
the delimitation of its frontiers.,
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INTRODUCTION

In autumn 1970 the expert entered into 4 contract with the United Stateg
Agency for Internationa} Development (AID) for the purpose of making a plan
for an Indonesian Investment Centre, Urun apprisval and implementation of this
plan by the Government of Indonesia, 41D intended to extend the cxpert's con-
truct for a number of years in order to assist in the organi zation and opaera-

tion of the Investment Centre,

In January 1971 the r.)an was finished and was approved by the Chairman of
the Investment 3oard, M.hammed Sadli. A decree by which the Centre would
officially come into being had been prepar«d for signature Ly the President of
the Republic of Indoncsia, After severa) months, however, Dr. sadli informed
AID that the Government wag not inclined to implement the plan at that time and
that the President hag postponed indefiniter.y the signing of the decree, Tn

those circumstances AID could not extend tn. exnertts contract,

Mea.nwhile, the flow of foreign investments into Indonesia continued at
the fairly high level of 50~60 million do) lars a month, and domestic invest-
ments increased by even higher amounts, Obvisusly industry was mving forward

in Indonesia, and the problems needing s»lution became increasingly acutes the

procedures, off-shore manufacturing and Joint ventures, tha development of

industrial estates, the identification of areas of priority r.r investment and

rRelp of both foreign and domestic investors, Consideration 27 Lhese matters

required a far more 8ystematic approach than had been the case hitherta,

could not yet be set up, the work for which the services of this expert would
be need ed should nevertheless be done, Consequently, the Covernment made an
official request to the United Nations Deve:inmant Programme (UNDP), which,
upon approval by UNDP, with UNIDO being appointed as executing agency, resulted
in the present project, The Project began »n 13 March 1971 and ended on

12 December 1974, after two extensions,"




Ifficial arrangements

Because of jta rather unexpected nature, the pProject had not been included
in the first UNDP country Programme, which wag being discussed at that time, It
was fitted into the programme in August 1971, Since, moreover, there was no
INTDO field adviser present in Jakarta as vet, it must be assumed that pno
Project Document was prepared. (Zonsequently, no adequate irrangements were
agreed upon with the Government for loca) transportation, inland travel, offjce
Space and secretaria] help, Thege matters had to be 8olved on an ad hoc basisg
and inhibited the expert's activitieg at times, notwithstanding the Co~operation
and goodwill of everyone concerned,

Only at the time of the last contract extension, March 1974, was a formal
Project Document drawn up by FIDCA in Jakarta,

Objectives of th. project

The long-term objective of the Project 14 to devise and organize effective
Mmeans and methods tq attract private investment in new undertakings and in the
expansion of existing ones,

The short-term objectives are ag follows:

(a) To identify the Priorities of industria] development in each sector

of the economy, Particularly with a view to attracting participation by foreign
investors;

(b) ™ develop a system of investment promotion activities in Indonesia;

(c) To systematically revise and improve the conditions, laws and regula-
tions for investment, specif‘ically, but not exclusively, jp small-gcale industry

in Indonesia, through figcal incentive Bystems, project evaluation criteria, and
criteria for Joint venture agreements;

(d) mo distribute informative Publications on all aspects of Indonesia's
investment climate and opportunities;

8ervices in fina.ncing, and systematic and effective liaison with regional invest-
ment offices;
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I. INVESTMENT [N INDONESIAN MANUFACTURES

During the first six years after the change of Government in 1967, private
investment in Indonesia has increased rapidly. This is one proof of the success
of the new Government's policy of a strong reliance on a free interplay of
market forces and the establishment and maintenance of political and social
stability in the country. The rupiah became a hard, convertible currency,
offering reasonably favourable prospects for the rehabilitation of a badly
damaged and neglected economy,

Both the Foreign Investment Law (Law # 1 of 1967) and the Domestic Invest—
ment (Law 4 6 of 1968) embody the principles of a market economy, and a set of

attractive incentives has stimulated increased entrepreneuriatl activities.

This report considers the situation in the manufacturing industries only,
The expert concentrated his attention and efforts on this area because it
comprises the most important aspects of development : employment, diversification
of domestic entrepreneurship and markets, and plurality of foreign participation
and technology,

Foreign investments increased from $35 million in 1967 to $666 million at
the end of 1972 in the ranufacturing industries alone. Domestic investment in
this sector increased from $80 million to $1,150 million during the same period,
After 1972 the trend in foreign investments was 8till sharply upward; 1973 gaw
an increase of $350 million and in 1974 another $814 million of new investment
was added in this sector. The second half of 1974, however, shows a significant
contraction,

In 1972, another trend became apparent in foreign investments - the shift
from American and Buropean predominance as countries of origin to Japan,
Hong Kong and Asian countries. The latter are now the source of the majority
of new investment proposals and of total capital, Tables 1 and 2 show the
position at the end of 1974,

There are a number of factors that have increasingly tended to inhibit
foreign investments during the last few Years but they appear to be considerably

less discouraging to investors from other Asian countries than to American and
Burop ean investors,

In the following sections these factors are discussed in the light of the
expert’s activities and expsrience,




Tabhle 1,

First Half 1974 Secord Malf 1974 I—"-L‘L’Q&_LT_-"MKLLQE
Capital : Capia Now of Q;J*.si.'.a.l
i sy No. USs$ 0, ’S3
Country of Origin o & mitlion 7£é million Eum# milhon  Fof Tty
Japun 19 171.6 13 278.4 181 1,083.4 27.9
Us 4 6.6 2 7.8 124 974.0 25.1
Hong Kong 13 138.4 5 40.4 112 446.2 11,5
Australia 4 21.6 3 1.5 42 1741 4.5
Netherlunds 4 81.7 4 16.3 48 170.9 4.4
West Germuny 1 128.6 1 4.3 29 166.4 1.3
Singapore 1 24.5 2 1.1 ‘45 126.1 33
Others 6 95.0 10 33.7 197 738.7 19.0
Total 52 668.0 ~ 40 383.5 778 38798 100.0
'cnluding petroleum indusiry investments
Table 2, Foreien invest ment apirovals* in Indonesia - by indust Ty
Eirst Half 1974 Second Malf 1974 Total 196 96.7._UJLQ&JLLL._‘ 974
. Capiral Capitz) vapila}
No, of uss No, of uss No. ot LUS$
Sudtor Lroiccts  mithan Preiects  million Projecis tmullign Z of Toy)
Agricuhture 2 8.0 3 4.5 71 125.5 3.2
Forestry 2 5.0 2 5.9 86 506.4 13,
Mining - ~ — ~ 19 860.5 222
.'»lunufacturing 32 493.7 23 320.2 462 1,359.0 47.9
Textiles (10) (1 17.4) (2 (33.0 (68) (687.2) (17,7)
Chemicals (7) (1¢.7) (5) ( 73.3) (93) (291.7) (7.3)
Electrica! ~ppliunces (-) (-) 4) (11.5) (39) (70.2) (1.8)
Others (15) (259.6) (12) (102.4) (262) (809.9) (20.9)
Construction 4 5.8 6 4.5 54 62.2 1.6
Hotels, tourise, L] 71.4 - - 15 173.2 4.5
Real estate 7 82.3 4 47.0 24 223.4 5.8
Miscelluncoys services 2 1.8 2 1.4 47 69.6 1.8
Total §2 668.0 40 3838 778 3.879.8 100.0
—_———
. exctuding peasilenr ndustry investinents
—_—— i
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A. Conditions for investment

Identification of priorities

During the period of the contract, the Govermment of Indonesia has been
moving away from its initial policy of permitting market forces to determine

in which branches of industry investments would be made,

Both the Ministry of Industry and the Ministry of Finance have objected
with increasing frequency to investment proposals, domestic as well asg foreign,
on the grounds that there was excess capacity in a particular branch of
industry. Gradually the Ministry of Industry added one manufacturing area
after another to the "cloged list",

The expert investigated some of the installed capacity/market factors for
a number of approved foreign investment projects. The results were uged for
promotion purposes by the Chairman of the Foreign Investment Board during his
trip to the United States and Europe in 1972 and were submitted with the
expert's first activity report of September 1972, However, neither the expert
nor his colleagues have been able to determine a valid criterion by which
excese capacity can be reliably ascertained, Quite apart from the fact that
the figures for installed capacity given by investors in their appiications do
not usually correspond to the capacity of the plant once 1. is actually in
production, capacity is a very difficult quantity to measure, “tudjes by
several British consulting firme in India &gve figures that showed capacities
varying by as much as 25% for the same plant. Moreover, demand forecasts, which
have an important influence on the decision on installed capacity, are never
exact, or even the same, for different firms making the same product for the
same market, Such figures depend to a great extent on who does the measuring
and the forecasting and what the particular subjective factors are in the
Judgements in each case.

Except for some major fields about which there is no difference of opinion,
such as the textile industry, the metal-working industry (tool-making, electric
motors and switchgear, machine-too1l parts and automobile parts and accessories)
and food processing, a great many manufacturing activities are now subject to

closure or are at least rertricted to new entries,

The expert found that political considerations and the pressure of special
interest groups are more realistic causes for the increasing prohibition of new
investments. Politically, it is mainly the fear of the alleged influence and




.

- 10 -

power of the transnational corporations, which is developing in most f the

third werid countries, that inspires a fTowing reluctance in many responsible

officials to approve new foreign investments
problem fur the inve

in Indonesia., An additional

stor is that no clear information hag veen published 80

far on exactly which industries are closed, and it has happened not infrequently

nly during the processing of form B (

application for foreign investments) that some de

the excess capacity ban,

the definitive pro ject

partment came forward with

The Government, mainly the Department

of Industry, has been working for
more than a year on the forumulation

of an official regulation. Tt hag recently

e i lation can be expected around September
1975.  The regulation Will most proba

in the fellawing £aup categnrieg:

(a) Highest Priority industries in which 100% foreigm ownershin can be
allowed and to which the ful] benefits of fiscal and other incentives can be
granted ;

(b) Priority industries in which forei
Joint-venture basis and to which the fisca

(c) Industries where domestic investmen
foreign participation, mainly for the gu can be allowed but
to which no incentives will pe granted;

(d) Industries w

h’ :h are closed for both fcreign and domestic new
investments,

industries, which are the only type o

opposition from Jomestic producers of goods for the local market, Because

Such industries are by their nature highly

labour~intensive and export their
total bFroduction, the Government would have

every reason to welcome them, even

if they belong to multinational conglomerates: being "foot-1ooge" these units

are not in a position to exercise aAny undue influence on the affairs of the
country, Indonesia is particuarly attractive to this type of investor because
the very large number of employable workers ; i

18 very likely to keep wage levels
competitive with thoge in neighbouring countries such as Malaysia and the

Philippines, The subject hag been amply reported on

with the first and second ‘
activity reports ang the progress report of May 1974. 1In August 1974 the
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appears as annex ! to this report. So far no official action has been taken

on this matter. It seems that the customs officials, in particular, do not
fully understand the value for Indonesia's development of giving special
incentives of off-shore manufacturers, despite the fact that five United States
transnational companies have located electronic component plants in the country,
Two of these are operating in the region of central Java; altogether the five
enterprisges employ more than 74000 workers,

It should be emphasized here that manufacturing electronic components is
not the only industry for which off-ghore operations are of importance. Many
other companies are looking actively for sui‘able places to locate plants for
the manufacture of components. They include garment sewing, toys, watches,
parts for instruments and rubber parts for shoes, to name but a few,

It is to be hoped that Indonesia wil) 8soon adopt the necessary policy for

this category, so that an active promotion campaign can be carried out on a
sound basis.

Fiscal incentive programme

Officiully, all new investments in industry are granted the following
incentives:

(a) Exemption from corporate income tax for a minimum of two and a
maximum of six Years;

(b) Exemption from or reduction of import duties on machinery, equipment,
Spare parts and raw materials for two Years,

In practice, however, both the Ministry of Industry and the Ministry of
Finance try, often successfully, to grant fewer facilities than the investor
was led to believe he could obtain in accordance with the published official
regulations (see also "Procedures” below),

Foreign inveators usually make a serious issue of this matter despite the
fact that the tax structure of a country is not a primary factor in investment
decisions by international companies. In Indonesia the bargaining between
Government and investor over one year more or less tax holiday can cause
inordinate deiays in the approval procedure, The same holds true for application
for the duty exemptions.




Tt is undoubtedly a fact that the tax holiday costs the Government a
considerable amount in revenue, The expert made a study «f this problem and
found that in the manufacturing industries alsne this loss amounts to at least
20% of the capital! invested, The study is attached to the first activity report,
In view »{ the negotiation problem mentisned above and the fact that at the
time Indonesia no longer needed to be over-generous in the treatment of foreign
investacnts, it was recommended tht the tax ho'iday and duty exemptions should
be abo.isned altogether and renlaced by a system >f flexible accelerated
depreciation to be applied during the initial years of operation. In that way,
the Government would not farego revenue from taxation, while industry would
benefit from the increased cash-flow in the difficult starting vears. At the
same time it was recommended that the tariff system should be reviewed by
reducing permanentiy the rate of duty »n many items of importance for industry
which at present carry rates of 50-100%,  For most of these items such high
rates are totally unjustified from the point »f view of protection, since the
items ire n>t being oroduced in the mountry. levying duties for the sole
purnose of creating income for the State is detrimental to the sound develop=~
ment of industry, however understandable it may be in view of the problems
which Tndonesia, like many >ther devel ping nations, still has with the
collection of income taxes. A low and consistent tariff without special
exemptions for industry would avoid the often acrimonious negotiations on this
issue; in the long run it would quite probably yield the same, if not a
higher, income for the State because of the increased industrial activity it

would encourage.

The result of these studies and recommendations so far has been that at
the time of publication of the second five-year plan (for 1974-1979) the
Government made known its intention to be less lenient in granting tax and
duty exemptions in future. Specific policies and regulations have not yot

been issued, however,

Mandatory domestic majority in joint ventures

Until the end of 1973 the Government permitted the formation of joint
ventures with a minimum of 10% domestic participation in the equity, In

January 1974 measures were announced that made it mandatory for investors to

provide for 51% domestic participation within a maximum period of five years,

This would apply not only to new applications but also to those which had
already been approved. The announcement caused quite a stir among investors
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and, in the absence of specific reguiations, the measure has not yet been
enforced, Presumably this will be done at the same time that the lists

mentioned above are published,

In tha course of 1973 the expert made 2 study of 50 domestic manufacturing
enterprises »on Java, Bali and Sumatra, with the aim of ascertaining their
managerial capability, growth notential and financial strength. [t was honed
that the results of the study would provide useful infrrmation nn the avail-
ability of suitable Tadonesian partners for new 10int ventures, Uromotional

artivities chuld then be initiated »n the basis of this informatinn,

The report, submitted in U~t ber 1973, ~sncludrd that 25 of the comparies
showed adequate managerial capabilities and growth notential, But that non-
>f them would be able tn raise more than 15-204 of the equity needed for a

nossible jo0int venture,

It also appeared tnat thers were sev.ore problems in obtaining loar-
capital from domestic banks. In mdst cases it tosk a very long time to priceas
loan applications and the cost ot obtaining loans was extremely high., This had

an adverse effect on the performance of the companies,

Meanwhile, 15 of the eligible companies responded to the invitation to
attend the UNIIX)/ECAFE Third Asian Investment Meeting in Kuala Lumpur in
Novemher 1373, 3n far four -f these ~ mnaries have begun active negotiating

with foreign investors,

Financing

Interest rates in Indonesia are high — 24-36%, The main reasons for this
are the Government®s policy of stimulating savings, the scarcity of capital,

and inflation,

As early as 1968 the Government had created r investment credit facility
allowing the state development bank (BAPINDO) and the five state commercia!
banks to lend up to 75% of the capital needed for a new domestic enterprise
at 12% interest for five years, Capital for the expansion and modernization
of existing enterprises can be obtained on the same conditions. A minimum of

25% of the capital has to be supplied by the investors themselves,

In the case of joint ventures, 20% of the capital needed can be borrowed
on the same terms, and 80% must be supplied by the Indonesian and foreign
partners,
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In practice there are a number of problems with this system. As has already
been mentioned, the processing of loan applications frequently runs into long
delays of two years and more, mainly because of the lack of personne] capable
of evaluating pro jects, Une particularly adverse consequence of such delays
is that, given the present rate of world inflation, the amount of the original
1oan is not enough to purchase the necessary capital goods when the loan is
finally approved.

Another problem is that working capital cannot be borrowed at the (for
Indonesia) 1ow interest of 2%t the rates are 24-30%. It stands to reason
that negotiating for the lowest rate of interest can also take a long time.,
This makes investors shy away from countries like India, for example, which
maintains tight exchange controls that prohibit the export of capital, There
are excellent industrial companies in India that would like to set up joint
ventures in Indonesia tn devalop export markets, The expert has been involved
in several cases where Indian entrepreneurs had to drop such nrojects because
the high interest rate for working capital would make their products uncompetitive

in world markets, despite the low wage factor in Indonesia,

A further difficulty is that many smaller enterprises cannot put up the
required 25% of the capital. They have no choice other than abandoning their
project or borrowing the necessary funds from private sources at exorbitant
rates, They are usually too small to be interesting partners for a foreign
firm that could supply funds at reasonable rates as is the usual practice in

most joint ventures in Indonesia,

The Government, fully aware of these problems, created the small-scale
industry finance company, P. T, Bahana, in 1973, This company is empowered
to supply half of the 2% of the capital that the entrepreneur has to put up
himself, against acquisition of equity, In this way the enterprise is relieved
from the obligation of paying off interest and principal on 12.5% of the
capital. When the company is profitable, P, T, Bahana will try to sell its
interest to private parti es, thus contributing to the development of a capital
market in Indonesia.

P. T. Bahana can also make arrangements with one of the state banks for
the necessary credit of 75% of the squity. It can therefore ensure that
investment credits are granted fairly and within a reasonable period of time,
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These measures are a distinct improvement for the small businessman,
although he may still have trouble finding the 17,57 he murt produce himself,
But P. T, Bahana, apart from having an excellent top management, has been
able to recruit reasonably well qualified personnel, who are capable of
carrying out proper evaluatinons and givine srund counse!. TIts creatinn
should therefore be regarded as a good beginning in the corstructive financ-
ing of industry and it can bas expected to break new £round when its present
operations have matured,

Ae has already lLeen mentioned, thesc problems nf financing private
domestic industry inhibit the formation of jnint ventures, particularly now
that new regulations prescribing Indonesian majori ty participation have been
announced, The present credit programme isg inadequate for such participation
and many foreign investors, espccially those from the United States and

Western Europe, have reacted sharply against the new measures,

It appeared that Japanese and Hong Kong companies are better able tn
establish joint ventures in which the domestic narticipation is much larger
from the outset - 30-40% rather than the customary 10-20%, The reason fnor
this seems to be that investors in Japan and Hong Kong have ~ontacts with
Hong Kong and Taiwan family business firms which are related to fami ly
businesses in Indonesia to whom they can transfer funds which then can
qualify as domestic capital in Indonesia., Capital originating from Japanese
and Hong Kong investors is channelled into Indonesia in this way, Westemrn
companies do not have these relationships, This is undoubtedly one of the
main reasons why Japan and Hong Kong are now becoming the main investors in

Indonesia.

Pmcm;u

Organization and co~ordination

Like most other developing nations, Indonesia still lacks the administra-
tive and organisational oompetence for procedures to operate smoothly. The
screening and approval procedures for investment applications suffer from
delays, interdepartmental confusions and misunderstandings.
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The Government is well aware of this and had already begun efforts to
improve matters before the exnert took on his assignment in 1972. As has been
mentioned before, the expert was in fact called to Indonesia by AID to assist

an investment centre one »f whose main tasks was to be the streamlining of

procedures,

There appeared to be many reasons for the many obstacles to devising more
effective procedures. Apart from the over-all lack of administrative ability,
the situation must b ‘argely attributed to the lack of interdepartmental
co-ordination and, nerhaps stil) more, to the existence of a number of nowerfu )
"islands of idependence" in the Ministry of Finance (Taxation and Customs
Divisions) and the Ministry of Industry (Directorates General of Basic Industry,
Light Industries, Textile Industries and Chemical Industries),

From the beginning the Investment Board, or "Technical Committee for
Capital Investments” as it was officially called, had been holding statutory
meetings in which the heads of all departments concerned with investment
decisions were i3 take part as members ex officio. In practice, however, they
did not attend board-meetings in person but sent deputies, often of the third
or fourth level. The result was either that the Board could not take decisions,
because there were no authoritative representatives from the departments, or
that it took decisions which were frequently unacceptable to one or more heads
of department. This caused delays, uncertainty for the investor, and produced
the impression that facilities granted or commitments made by the Govermment
had been withdrawn retrospectively,

It was only in June 1973 that the Government established the Capital
Investment Coordinating Board - Badan Koordinasi Pananaman Modal (BKPM) -
governed by presidential decrees Nos. 20 and 21 of 1973, The primary task of
this Board, as of its rredecessor, is the acceleration and simplification of
procedures, Because of its status as an independent body and the clear mandates
incorporated in the decrees, however, it has much greater authority., Its
statutes prescribe that the secretaries—general of the Ministries of Finance,
Justice and Intermal Affairs shall simultaneously head the Board's co-ordination
bureaus for fiscal, legal and regional matters respectively under the chairmman,
who is directly responsiblz to the President. They must attend the regular
meetings together with the heads of department, For the first time, therefore,

there exists an organization with broad powers of decision making and policy
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implementation in the field of industrial investments. The most important ele-
ments of the expert's original plan for an investment centre were incorporated

in the decrees.

While a new organization like this needs time for organization and staff-
ing, and to work out efficient routines and establish proper contacts within
the government machinery, it is nevertheless regettable that now, at the end
of 1974, the same problems still exist that plagued the former investment
board: neither the secretaries-general nor the heads of department attend
board-meetings in person. Undue delays and inept decisions are still frequent

for the reasons as cited before,

The expert's progress report of May 1974 deals with the other major
problem to be faced - the lack of qualified personne! - as does his memorandum
of 1 May 1974 ‘o the management of the Board, Other government organizations,
P. T. Bahana, for instance, have succeeded in attracting qualified personnel
by obtaining the Government's permission to pay salaries comparable to those
offered by private companies: Rp 200,000 to Rp 250,000 a month instead of the
maximum Rp 60,000 the Board is allowed to pay. The officially sanctioned
position of the Board, which reflects the importance the Government attaches
to industrial development, should make it possible for a purposeful management
to obtain pemission to pay the kind of salariesneeded,

The expert is of the opinion that unless there are improvements in top
management and staff the performance of the Board is likely to remain
disappointing,

Application forms and evaluation

The expert has worked throughout his assignment on the improvement of the
application forms used for investment projects. Different forms are used for
domestic and for foreign appliocationa.

Domestic investors only need to f£ill in one form. Foreign investors first
have to complete a form A which serves as a declaration of intent and contains
a brief summary of the project, After approval of form A the investor is
invited to make out form B within a prescribed period, usually three months.

Form B is drawn up in the form of a oommitment on fairly detailed aspects
of the project, such ass product(l) to be manufactured, production oapacity,
applied technology, cpaital for fixed assets, working capital, equity and




>wnership, long term loans, markets, machinery and raw materials to be imported,

numbers of foreign and domestic workers, board of directors, and tax and duty

exemptions and other facilities claimed in accordance with law and regulations,
This document then has to be evaluated by the Board, which eventually decides
either to renegotiate certain points with the investor or to recommend approval
of the projest t> the President, After presidential aoproval has been given

the ministry concerned issues the operating permit,

As has already been indicated above, the whole process of evaluating forms A
and B suffers from a lack of cn-ordination, from inter-departmental disagreements
and from irsufficient competence on the part of gtaff assigned to the task, While
a foreign expert cannst do much to remedy such matters, he can work on the improve—
ment of the forms themselves, It appeared that the two form system for foreign
investment app!ications and the unclear and unspecific questionnaire presented

in form B were also a source »f delays and misunderstandings.

The expert proposed in the first place to eliminate form A, because it is
only a declaration >f intent and requires no approval or rejection formalities,
Research revealed that it took on averag=: two months from the time of filing
before form A was approved, This delay could be completely avoided if a simple
letter was issued to the investor at the end of his fact-finding visit, inviting

him to prepare a form B or telling him that his proposed investment could not be
considered,

reason why one form could not be used for both domestic and foreign investment
applications. In addition to the deficient questionnaire mentioned above, this
is another reason why form B should be revised. The expert and his colleagues
have been working on a new application form, suitable for all kinds of invest-
ment applications, with a carefully defined, systematic and 3pecific met of
questions to be answered by the investor. It aims at producing a project
description that can easily be evaluated by a competent person, At the same

time it forces the investor to think his project through, which is of particular
value for domestic investors,

This would leave only form B to be filled in; there then seems to be no .

In this way, the Board and the departments would work with a uniform system,
Great care has been taken for all parties in Government to give their views and
suggestions regarding the proposed new form. This was almost completed at the
time the expert left Indonesia in September 1974, The new Aystem and the form




-19 -

have not yet been adopted, but it is hoped that the form will soon become opera~-
tive. A copy was attached to the oxpert's progress report of May 1974.

Other causes for delays are more severe and persistent, and they account
for 20 of the 25 weeks taken, on average, from the time form B is filed until
all formalities are finalized., It is appropriate to consider them in relation
to form B. They are:

(a) Approval of form B by the relevant department before it is passed on
to the Board for consideration. This takes frequently 8-10 weeks whereas the
Board reviews the proposals within one or two weeks after receipt of the approval
from the department;

(b) Issue of customs exemption certificates after the presidential
approval and issue of the operating permit and confirmation of the tax holiday
status,

The latter point, in particular, is a serious problem. Form B specifies
the permissible tax holiday and gives a detailed list of all machinery, equip-
ment, parts and raw materials that are to be imported under the official
regulations for duty exemption. The investor assumes that the presidential
approval means a commitaent by the Government to honour those arrangements also.
In practice, however, the Ninistry of Finance often takes new decisions,
usually shortening the period of tax holiday and granting less duty exemptions,

To the oompanies this appears to involve a reneging by the Government on
facilities previously agreed upon, since the tax holiday and the duty exemptions
were specified in form B, and were not objected to by the Board or by the
President's office and, furthermore, they were repeated unohanged in the operating
permit,

To date, neither the expert and his colieagues nor various forward-looking
government offioials have been able to achieve a oommon and olear polioy on
thess matters.

The expert's solution given above, that is, to replace the tax holiday
by a flexible system of acoslerated depreciation, and the duty exemption
prooedure by a substantial lowering of duties, seems to be one of the simplest
ways to improve the situation,

With regard to evaluation of pProjects desoribed in form B, the expert and
his oolleagues developed a list of oriteria as shom in table 3 that would have
to be applied by the evaluation officers of the BXPN. It is clear that the
Proper execution of this task requires personnel with sufficient eduoation who
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can be trained in this work, At the time only one person of this calibre was
available in the Board, It would be necessary to add at least two more, and

here again the problem of adequate remuneration will have to be solved,

The proposed criteria are still tentative, They have to be tested
thoroughly in practice, Preliminary tests with a number of actual applications
for electrical and textile industries still gave widely divergent results, as can
be seen in tables ' and 4. PFurther research must ascertain how far the data
supplied bv the investor have been realistic, or whether different firms will
emplov differmmt technology, or whether certain criteria should be changed, added
or left out. It is obvious that this subject still requires a great deal of work
to which an expert rould make a valuable contribution, the goal being to arrive
at a reliable evaluation routine that provides for each branch of industry a range
of values for each criterion. Projects that show values falling within these

ranges can then automatically be approved.

Infgut Fucture

Power, water and communications

Twenty years of gross economic neglect in the fifties and sixties resulted
not only in negligible additions to the electric power, water supply, transportation
and telecommunication systems but also in their serious deterioration all over the

country,

The first areas where the new Government started to make improvements were
the important centres of activity, Jakarta and Surabaya on Java, and Medan on
Sumatra. Nowadays reconstruction and expansion programmes are being undertaken
throughout the Island of Java, the east coast of Sumatra and some areas on Kali-
mantan and Sulawesi. Most of the intergovernmental aid funds through IGGI, World
Bank and ADB loans are used for this purpose, As these programmes take time, it
is not to be expected that their impact in the regions will begin to be noticeable
before the end of the second five-year plan, which runs from 1974 to 1979.

In these ciroumstances it is not surprising that 70% of all new foreign in-
vesiments in industry are being located in and around Jakarta. This still prevents
the investor frem fully benefiting from wage differentials, as the wage level in
Jakarta is constantly rising in oomparison to that in the regions. Lately some
increase of plant looations in Surabaya and Central Java has been taking place,

especially for off-shore manufacturing of electronic components.
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Table 3, ~(riteria for evaluation of investment projects

Definition or
quantification

(1) Relatively easy 1.1 Tvpe of industry
1.2 Producticn prosramnme
1.3 Investor (s)
1.4 Location

(data available) 1.5 Straight investment or joint
vent ure

1.6 Total investment expenditure
1.7 Total foreign share
1.8 Expected employment

1.9 Exclusively or predominant ly
export—-oriented

{2) Po;uible, dependent ont 2.1 Private profitability
(a) quality of feasibility ) . . .

st udy; 2.2 Social profitability
(b) preparedness of invesg- 2.1 Domestic value added

tor to give correct figures in

form B. 244 Foreign cxchange sav1ngn/enrnings
2.5 Effective tariff protection

(data to be further developed) 2.6 Estimatnd subsidies to be paid
by Government

(3) Not easy 3.1 Technological transfer

3.2 Impact on training

3«3 Linkage effects, spillover
(evaluation subject to informed 3.4 Effects on competitive situation
personal judgement ) 3.5 Effects on ownership
3.6 Effacts on environment
3.7 Motivation of investor
3.8 Prospects for exports

3.9 Opening of foreign markets
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Table 4. fvaluation of toreign investnen, crojects:  Test resulty

(a) (v) (e (4] (e) () (g)
letal intended Expected Investment Private . Domestic Estimated
Productior programme investment ewloyment ber capita rofitabilit value added subsidy
(thousands) (T 12 3 (percentege (pereontage

(percentages) of (b)) J

F. Refrigerators,
air-conditioners 3,200 309 9, 726 23 14 8 21 vee

1,000 0 12,656
60U 86 6,977 107 60 30

r-J

Wefriqerators,
air-cond'tioners,

cookers 500 168 2,97 b6 30 190 150

3. “efrigerators,
water heaters,

cookers 2,200 104 21,153 25 17 19 90

It

4, Refrigerators,
air-conditioners.
vashing-machines,
pumps, fans, cookers,
irons 2,500 258 9,690

5. Refrigerators, alp-
Cospressors, punps 600 134 AT 51 4 23

B. Cfadios, televisions,
fang 1,200 513 2, 094 5T 42 x N 90

7. Motors, generetors,
sotor-driven toolsg 300 104 2,884 5 4 23 32

B. Integrated textiles 6,600 518 11,400 22 17 6 45

|
!
I
I
!
i
B
_

9,063 693 13,078 % 17 012 56

15,570 1,169 13,319 2 12 ) b k|| .

16, 749 802 20, 884 28 19 N 14 1]

15, 000 1,107 13,550 25 12 5 3 n .

22,600 1,923 11,752 %5 1N b .

L]
9. Synthetic fibers 22,300 495 45,050 9 5 k]

26

® (1) Profit reasining efter deduction of Poperations] cogtt froa gross revenue in percentege of tots) tntended
investaent.

(2) Profit before texes, but efter dsprecietion Interest

end royal ties/fses,
(3) Profit after taxes,
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These companies still have to provide for their own power supply as well as

for water. Telecommunications are alss a severe problem. These factors do add to
operating costs in the regions partly offsetting the wage advantage.

Land and industrial estates

Land reform in the interests of industrial and agricultural development has
not yet taken place in Indonesia. Registration of ownership is still largely
based on age-old custom (ﬂ) which makes it very difficult for a new enter-
prise to secure clear title on the land for building and eventually expanding its
facilities. There are cases where it takes two to three years before title
negotiations have been concluded with sufficient security.

This is one reason why in 1972 the Government started a programme for the
establishment of industrial estates; another was to create the possibility
for manufacturing in a custom-free area for the promotion of export industries.,
So far, Jakarta, Surabaya and Cilacap, all on Java, have been chosen as locations
for industrial estates. The one in Jakarta, Pulo Gadung, is partly in operation
with about 60 enterprises. Surabaya is being prepared, while the estate in Cilacap
is still in the planning stage. The Government adopted a policy of inviting foreign
capital and know-how to participate in the building and operation of the cstates
on a contractual and not a joint-venture basis. Thus, Westinghouse has a manage-
ment oontract with the estate in Jakarta, a German group with the one in Surabaya
and possibly an Australian md/or Japanese combination will be involved in Cilacap.

Compared to Malaysia, which is far ahead in this field, the prices for land
on the estates in Indonesia are fairly competitive, at Rp 6,000 to Rp 8,000 per
acre. But these industrial estates still suffer also from scarcity of electric
power, water and teloommunioations, so that larger enterprises will have to provide
these utilities themselves.

Be_Documentation

A major part of the expert's activities was devoted to building a reliable
documentstion aystem. At the start of his assignment the available information
on the extent, distribution, and implementation of approved investment projects
Was meagre and not reliable. Omly for foreign investments was there a complete
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fraph 17

Foreien investment, 1G67-19/7, Apbnroved nrojects according
to main countries and sectnrs

L; Mining: - 3US Fon million ]

e ————— ——

As shown in the diagram, it 1s mainly the large
United States corporations that are able to provide
exvertise and ranjtsl commensurate with Trndonesia's
requirements for prospecting and exnloltings mineral
resources. The most imoortant metal-ores are
nickel, tin, ~onper and bal xite.

It the mining rrojects, the volume and neriod
of investment w1l ordinarily derend on the gize of
deposits. The recorded fipures, therefore, pive
only the order of marnitude envisagsed.

Manufacturing industries § 650 million )
Construction services $ 200 million

Investment of Japanese and American firms in
theee sectors accounts for about one quarter each.
Including a $ 50 million project for synthetic fibrea,
MMSA Japan 62% of the total Japanese investment Will go to the
textile sector. Over one third has been invested by
companies from HongKong and Taiwan and the ASEAN-
Countries (Singapore, Maiaysia, Thailand, Thilinpines).

Hong Kong Total investment from European countries accounts
for 144 or 3 120 million, the main investors coming
ASEAN from Holland (8 30 million); Federal Republic of

Germany ($ 28 million), and United Kingdom (% 17 m.),

[;7Foroltry $US 450 million =

e

In 1969 the Philippine Company Soriano
commitied iteslf to invest § 235 million over the
next thirty years in forest exploitation and wood-
processing industries. Average investment per
concession for the remaining 70 companies lies
around § 2,5 million,

Afrioulturc $UIS 80 million
Fishery $US 20 million

Investment in agriculture is mainly concentrated
on plantations owned Ly Europsan and United Statee
companiee since pre-war days, Japanese investment
went almost exclusively to fisheries,
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Almost a]1 investment activities
that are regource-hasad

culture,

oasily aceessible market and low-cost

labour,

forestry and mining are
located in Sumatra
or the eastern part

infraltructuro, services and amenities
of Indonesia, of a bhig city, inclnding foreign
achools, However, with g widening
For the sectors shown in the dia- difference in wages, investors have
gram ahove, Java, with a population an increasing preference for locating
close to 80 million,offers a large and

Rerional distribution of foreign investment,

In manufacturing industries:
In construction, Services:

Medan

\—-\

JTava Surabaya

Bandung ’ © C::{:z:si::::ﬂ

Central
Java

+ such as apri-

or Kalimantan(Korneo)

Java,

)

S C :
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OQ Irian.
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1967-1977

3US 650 million
$1IS 200 million

=

The high preference of the foreign
investor for Jakarta and its env

iron-

ment reflects benefita due to better

their factories in Surabaya or Central
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rezard of anproved Projerts, With the eaming into being of the BKPM the oppor-
tunit - presented jtgel]r to set up a unit for systrmatic data collection with the
availarle pergonnet,

First of all, underp the puidance of the expert, 3 ~entpal tiling svaten yas

Tet ap Yorowhieh an inlex was developed, shown in annex IT. This enabled the

Board to publigh for the first time reasonably arcurate figures nn domest ic gnd
foreim investments over the years 136 -} ' Graphs 1-TV Loeneny
“igmires appearing in tablesg 1 and

Board acrardinge to this system,

this compilatin
The recont

" have also been compiled by the

Serondle, atterpts were initiated to arrive at reliable figures on the
implerentation ne approved projects, [lere there still exists a problem,

because
the data can oniy bhe supplied by the investor,

Many cntrepreneurs are not co-

operative in thig “atter, although there is a repulation oblisating them to report
every three months to the Board on progress in the const ruct ion and ormaniuat ion
of the new eaterprise.,  As it ig neither practical nor desir

able to apply sanctions
aZainst non-conpliers, formation is for the Board to

tha only way to obtain the in
~nmbine written requests with personal visits, Here again the personnel queg-
tion is nf vita) Lmpart ance,  ha Board?s rentral offi~e in Jakarta pnggem=en

trained personnel for this purpose., in the regions, however,
to gset 1, *raining prosrammes for this kind of work, which requires not only suf-
ficient knowledge of what is involved in setting up a productive facility but also

of the areas about which mialeading information may be given.

S0 far these pProblems have not been 80lve

d and the best informed guess is
that on average it takes three

vears from the receipt of the operating permit io

the start of the new ent erprise

C. Promotional activities
. SCllVitles

After a)l that has been said in the

previous sections of this report, it {s
not surprising that a basis has

not been found on this

i tion programme, With the
ove

it will pe necessary -

any regulations, the in-
adequate inf‘rastructure, the vagaries of the banking system and the incompet ence .
of many civil servantm it is not possible to jasuye

realistic and convinocing
publications and to conduct compaigns aimed at movi

ng investors to gpend their
and capital in new undertakings in Indonesi




Nevertheless a nambar of Prorational 4:tivities have been initaited, pendins
the improvements that undoubtedly will be rade in the future, Most of the oro-
met1onal work was of an ad hoe nature in caaen andg “rras where results were

thought to be quickly obizainable. These g . - riro{ in the rollowing vection,

Joint Venture Forunm
el en ure forum

In 1972 the exnert marde 3 serioue atf Lempt Yo gtimulate discussion and action

tovards wnprocen ne o o, N P7hoentarer ani o the .o,

ship between Indoreainn and COTeL T part oy, 'n ~n-oneoration with the Tnstiigte
For Mangement Wiuc .ti . (IPPL) o Croceesdal oA i orcanized where roare han

50 Indonesian and Ol oint ventyree pap g - wer:s nregent,  The

pPros .

in~luded presentations o the thee Chodveas: 0 ke Tvvestment doard, Protes.. .

Sadli, the Chairiar © 100 e, - Toeete ardy Ire Sochiond, Pidh o i)
o the minig! rie, - Ceth ey g e and Tacis el 4 the Director of 4.«

Managsement Inatitul~, nr, Fadarig uho progided ayer “he menrtineg,

Especiall: *he Didone sian rarcicipantg wore en*traaiastic about this taitiat e,
They proposed to vorn o permancit association trhat yoald romlarly meet car g o-

cussing commorn praklen:, Tt was siven the o, "Iy Vent qre "orumt,

However, the o ;s oy twice more, 4ok ri-e with subslantially o

participants, I s decided s 1oatnone the vt i ey inderinitolv,

It ie hopod thoy so0d lar fotiatives it o - vived 1 tatusce,

5t imulet ing dorest 1. colerprig.

Under Section A, above, [t: expert re.crted on the fact-finding tour carried
cut to 50 domestic ranufacturis - companies, A+ L .purtant finding was the recon-
tiveness of the catrepreneurs vicited towaris X7 orins noy posaibilities, even

when their present poaition =:1iil vwas techno! 'zirally and financiall- inadecuate,

There is a lively entreprencurial spirit anong manv individuals in Indonesia,
The most striking example of thig was found in a =small enterprise in Tegal where
the owner of a small metal-working factory equipped with ancient and obaolnte
machinery was seriously planning to set up the manufacture of parts for automoblie

enginen.
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KTQ"r‘adin"i Indonrsian “onsultant g

In 19 >, -he Intonesian Asse 14t inp a0 “onsulting Wirms (IFITNIX)), took the
iltiative in arran sing cap Atrainine programme Cor its merbers, combined with
the promotiap 20 1int ventreg fetween Indonerian and foreim

consulting com-
ranies, Tho Dy ep rIvernment

had made avajiavle a Frant of MIS | miilion for

this purpose, The CXPert was involved in the research of the training needs of
the consult in - “irms. Anneyx IT] shows +1m Tarrix he aged Torp ontaining infor-
mation on the subjects in whicn ‘he filrms felt tpat ‘raining was needed,

OF TKINDOte »n menbers, 4 ncgnonded, Most 7 them were 1mfaniliar with

notwork plannins (PERT), discnunted cash o715y analveis and simulation models,

Although further work has rtern {ne 1. IKINDO, wi‘h nfforts tn ret the training
prosrammes under var, at the time the axnert left Indonesia the realization

of *he nrogramnme wasg still held ur 1n red tape,

Simltrwmuslm, efforts were boine ‘arried out 5 bring abeyt a joint venture
2etween a Dyl v ceme tltant and an Indonesian fire in the field of rhemiral engi-

neering, This projr~t was on ita vas troorealizatioae gt the projenttg end,

Assistance +g individual inveg‘rg

Assistan~e and advice was riven in 2 projects nf foreimn investors, In 18

0f these the expert was able to finq .

30

solutions that -ont ributed tn the issuing of
the Board*s approval, These solutic < ranead from . as neilin~ tro jnvestorts

demand for rovalty payments with the v:crnmant 'g 1nsistienee on Justification

to modifving proposed technolos tawsri: -epqe o B A N

There is a lack of 8taff with ¢pa requislts cvnerience to carrv out this
kind of promotional work,

Publications
M

As already indicat ed, the time is not yet ripe for piblishing comnprehengive

promotional material because of the many ambigui‘ies that atill exist in policies

and procedures and of the still inadeqy

ate infrasticture, Besides, t. data the
Board still has no budget for it,

One exception is the publication of a newsletter that wonld appear, for

instance, once everv three montha, It would rontain reports nn succes=ful new

inves‘tments, improvements in policies, resulatinns and infrastructure and other

positive news on indust rial development,
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The expert drafted the following outlines

Quarterly newslett er, PMA

1. Possible namess

Investment News of Indonesia
Industrial Development of Indonesia

Quarterly Bulletin on Indonesian Induyst rialization
Industrial Progress and Foreign Invesimants in Indonesia

?« Contents

Statistical survey and comments

Listing of the projects approved durins the period broken down sccording
to type of industry, countrv of orisin, wholly owned or Joint-venturn,

and linked to the totals from 196 anward
Brief factual description of each oroject

Procedural guidance
Excerpts of main points in booklet "Invest in Indonesia" linked to actual
procedure forms A and B

Practical pointers such as
l.; Negotiating tax-holiday
b) Nepotiative dut y-exemptions

New decrees and regulations

Procedural changes

Scope for new investments, for instances

a; Off-shore manufacturing
b) Results of specific research reportss
Werner, on textiles; Japan Gasolire, on Petrochominala; FGU=Kronberg,

on metalworking industries

Infrastructural development
Industrial estates
Power generation
Roads, railroads, shipping, airports
Communication systems
Batural gas

Development in financing facilities
State banks




Joveloprent hanks, 8such as I'X', IDI', BAPINDO nte,

Tabur and waceg
Grneral statisitics on unemnlovment and othep relovant demopraphic data
Rerional Aavailability and skills
wares, re~imally and in particular indust rics
"nionsg

Legislation

Feature star-

Brief renort on a particularl: noteworth- event in a region, town or
specific industry

Mailing lists

Banks, Indoncsian and abroad

Shambers o7 Commepce

Transnaticnal companies abroad

Indonesian ermbassics and consulates abroad
Foreign embassies and consulates in Iadonesia
Businessmen?tg associations, Indonesia and abroad
Business publirations, Indonesia and abroad
Business rescarch institutes, Indonesia and abroad

Consulting firms, Indonesia and abroad

olicies and organization

Editorial policies
Facts, no opinions
All information based on official statements must he cherkead with sourne

K11 information on private business must be checked with thre companiesa
involved

Data and facts derived from other publications mue' be auk nowledged
Contributions from out side experts must be signed by the authors

Busineas policies
To be determined whether and from whom subscription rates will be levied
and whether advertising will be posaible

Organization
Bditorial staff

Administrative starf
|
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Accounting
Printing
Nailing

It is regrettable that the absence of a
sonnel still prevents the publication of this
benificial for stimulating the

fixed hudget and of qualified per-
newsletter. It would no doubt be
interest of international businessmen in Indonesia.
Despite these adverse circumstances a considerable amount of work was done

by the expert and two Junior staff membera of the Board ong

A general information booklet on Indonesia

A brochure describing the investment climate

A bdrochure on taxation

A brochure on industrial priorities
Many meetings were held in which other staff members
drafts of various chapters for these brochures.
inconclusive because of the uncertainty

took part for discussing the
The discussions were invariably

about the statements and descriptions of
regulations, situations and possibilities for investments.

Until policies and procedures are more clearly defined and experiences
more uniform, the issuanoce of such publications

would do more hamm than good.
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II. CONCLUSIONS AND RECOMMENDATIONS

A basic condition affecting the promotion and implementation of capital

investment in Indoneaia, and militating against the rapid industrialization

which is the Government 's objective, is the recent tendency to restrict invest -
ith maintenance of high tariffs and import
the following ¢ nzlusio
emerged from the project activitiesg,

prohibitions. 1In addition, N8 and recommendations have

1. The lack of infr

astruct ure continyues to be Indonesiat
economic problem. Medium and

small-scale industries feel themselves discouraged
in investing in the regions, and all indust ries will losge export competitiveness
when they have to arrange for their own infrast ructural supply because of the
rige in their cost of production,

8 most serious

The building of industrial estates should be strongly intensified,

2. The present fiscal inc
cost: 25% of the invested capital.
optimum allocation of investments in
marginal effect on investment decisio

entive system has a very high opportunity
It cannot be said that it has led to an
the manufacturing sector and it has only a
ns,
Tax facilities of the cost
ciation or negot iable tax refund certirf
more effective at practically no cost t

~reducing type, such as accelerated depre-
icates, selectively applied, would be far
o the countrv,

One selective area would be of
food processing, export induatries and agri

In addition, the tariff system
duties imposed, or hone, on capital goods
rompetitive operation of industry,

f-shore manufacturing; others would be
cultural machinery,

should be overhauled and reasonable
and raw mate-ials essential for the

3¢ With a few exceptions, the calibre and competence of the personnel
inveolved in investment evaluations and promotion is too low. This is due partly

to the very low salaries that are offered for these positions and part ly to lack
of training and experience,

Indonesia is a large country which produces excellent young men, in
terms of potential and character, for these jobs. They go now into private in-

dustry and the professions or they prefer idleness to government employment.,

It is strongly recommended that salaries for responsible officers

in this field are brought in line with the remuneration offered by the private
sector for comparable functions, Equally important is the provision for thorough
training,

4. The problem of finance

for Indonesia's manufacturing industry is
becomin; critical, While on the one

hand obtaining credit suffers from the inad-
equacies of loan officers and from malpractices in banks, on the other hand loans
are sometimes given too easily. Many of the borrowing firms are just able to cope
with the interest payments and have great difficulty in amortizing the loan.
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flexible, giving preferred terms to priority industries, for instance, 10% and 8

rears. Simulta.neoualy, a more rational relationship between interest rate for fixed
capital and working capital should be established,

Demands for working capital can
run as high as A0% of the investments, and thig calls for a reduction of the com-
rercial rate from 24-304 to 18-24%

7» Another application of the proposed f‘lexibility
would be to provide 8pecial credit fac

int engive training should be

ilitiee for export indust ries. And, of course,
adequate remunerat ion,

An improvement would he to make the inveastment rredit programme more l
given to selected personnel of the banks, coupled with .

5.  The promotion division of the
andin number. Even i< all policies,

were ideal for a uniform, efficient
staff of the Board would not be able

Board is verv weak, both in compet ence
procedures and circumstances in’ Indonesia
and svstematic promotion effort, the present
to perform this task,

Strengthening of the promotion division must

be regarded as imperative,
1n addition to intengive t

raining and adequate remuneration,

6. As infrastructure progresses, includin
of industrial estates (recently Bandung, Medan and Makassar have been taken into

It is essential that adequate measures be taken now for staffing and
training and arrangements made for travel facilities, both for the relevant staff
in Jakarta and for the responsible officers in the regions,
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Annex |

FROPOSFD REGIME MOR OFF-SHURE INVE3TORS

‘he case for keeping required formalities to a minimum and for granting
maximum allowable facilities to off-shore (or "foot-loose") manufacturing
industries in Indonesia has been often and elaborately made in memoranda by
various departmenty and international advisors, as well as in the 8o0-called

"Kiel Report' ,f November 1973 (An Induatrial Development Strutegy for
[1donesia (Kiel Inmtitute for World Economics)),

“he presen: situation in the Indonesian industrial community, which ig

marked by scarcity of capital, marketing problems, both domestic and for

to the establishment of off-shore industries, 1In addition to the advantages
of employment Creation, strengthening of the balance of payments position,
development of labour-intensive technologies and on~-the- job training, thege
industries would at rather short notice contribute to Indonesia's industrial j~
zation. It should be stressed that the foot-loosge enterprigses will brings in
their own capital, their own export markets and their own talent and wil] not
compete with Indonesian enterprises in the domestic market .

With thig in view the attached proposal for a régime for off-shore

industries has been formulated in accordance with a request from
Ir. A, R, Soehoed, Vice ‘hairman of BKPM,
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2&~ime fop Ff—%horo.%anufauturing ‘nlustries

1. Agproval

‘nvestors apnlying for approval for setting Up an enterprise in Tndonesia

Wwill receive this apnrroval automatirally provided the followings
are met:

“riteria

(2" otal produ~tion will be exported;

(i "nitially, a minimum of 25" workers will be emdloyed from
the start of productiony

(¢’ mo irrepla~eable Indonesian raw material will te uged to
ny significant degree.

*t the same time, the investor will be entitled to the benefits and
conditions described under section 2,

<« Tenefits ani conditions

2.1, Fiscal incentives

2.1.1. 11 exemption from corporate income tax for a period of
31x years from commencement of production;

2.1.20 a1l exemption trom 4ividend withholding tax during the
full period »f tax freedom indisated under 2.1.1;

2.1.3. “xemption from ~apital stamp duty;

2.1.4. he right to henefit fprom further

tax facilities which may
be determined by future legislatio

n and resulation;

2.1.5, ‘he right of offsetting loases sustained during the period
of exemption from ~orporate 1ncome tax against the profits
made after that period for an indefinite period of yearg;

2.1.6, Application of acrelerated rate of depreciation fop
aneounting pPurpsses;

2.1.7. I'xemption from all resional taxes;

2.1.7, TIxemption from any special taxes that may be levied in
the future on enterprisges supplying the domestic market ,

2.2, ustom-free operation

zZone in other

ions can also be giveny

2.2.2, A1l machinery, equipment, gpare parts,
raw materials, component parts and othe
necessary for efficient production cap
carrying duty and sales tax;

2.2.3, Finished products and ob

construction materials,
r intermediary inputs
be imported withous

8olete machinery can be exported

from Indonesia without any export duty or other levies;
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2.2.4. Duty free importation of air-conditioners and other applij=
ances, including water pumps and electric pPower-generating
equipment for use in offices, canteens and houses for
staff and workers located in the duty-free areajg

2.2.5. Neither imports nor exports ag indicated undap 2.2.2, 2.2.3,

and 2.2.4. above will require permission op lic eneg, "pening
of L(g 18 not required,

Othg; conditions

2.3.1. For foreign investors the requirement to form a joint
venture with Indonesian partners will e waiveid: g
107 per cent straight foreigsn investment is nermitied)

2.3.2. Loan capital should normally be obtained from wources
outsire 'ndonesiag

2.3.3. Fxpansion of the enternrive with a new oroduct line fop
oxport will receive the same benefits as are mentioned under
chapters 2,1. and ?.2. above. Txpangion of (he capacity

far the existing product line will not qualify for repeat
of benefits (2.1,1. ani 2.1 2.0

2.3.4. A comprehensive training oragsramme for 'ndone

8inn executiveg,
slaff and workers is required i te executed

by the investor;

2.3.%, In case the enterprise desireg to supply the Inlonesian
domest ic market, a new application based on the prevalent
laws, rules and resulations, including the formation of
Joint venture with ndonegian investors shoulq ve gubmitted,
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amnex [T
LI LA SN

SUGITSTTIO G ok L THDWX 5T5mae @0k DOCUMENTATT)I AND
STTNGT RITIUG o7 "7 AND PMDN

Jith the ~resty ¢ ay ind it livigisn Serving byth the domegtic and
foroim investe nt oard, and the housing of thege two institut

ions under one
in the near future, the Jov

unified system rHp

ICEN conment L f 4 sinsla,
diormentatiosn and £ilipr wite fariitats infvrmution-storage,

retrieval, and
Dreessings \ osygtom which misht me-

't these roequirements is 2utlined below,

The gystem ie designed n 4 Jderima ! Index=number bagig for subjects and
resranhical ar2as, with nomai 'y three digits for each,s That wi nraovide
ror i) diffaront "ersinilities of ¢lassification for subjects, Thege ', 000
285ibilities then axigt for “very gesgraphical area chosen, With the pPresent
heeds fop classification f information tre potential of the 8ystem leaveg
wmpt e room for eXpansion,

Once estal'ishnd, thig system can be administered rather «

asily and does
Need the expert knowledg«

of a librarian., One advantage ig

may be registered under a single

not necesggari T

that material »r different size and shiana

numoery thoush sme of gueh miterial wil? bhe stored in hanging files in the

filinge cabinet, ssme on book racks and Some, rerhaps,

in a special place for
clasgifind matoria -,

As  Definition of the mai

n_subjec t-groups

As a first anproach, scaven main €roups frr documentatinn and filing are

distinguished:

(1) Macrocoonomics, Under this heading al1 informmation will be
collncted referring to cconomic, social and political matters in the national

or intermatinnaj context, Subdivisions, a8 can be seen from the table, will
be items such ag "Law", "Labour" 5p "Public finance", otc,

(2) Policies ang instruments. This section takes into account the special
role of the Investment i;ard in evaliating, deaigning and, in soms cases,
imp]ementing policies in the field of domestic and foreign investment, Itg
subdivisions g]]ow inter alia for storage of information on subjects 1ike
"p]anning"; "fiscal pPolicies"} and "evaluation",

(3) Sectors of roduction. In this section it is suggested that the
ISIC~numbers for classifying all possible sectors and subsectors of eoonomic
activities should be followed. As the ISIC-numbers are based on the decimel
system, integration will be easily done, by putting a "3 ip front of each

ISIC-number; J.121, for example, will refer to "fornltny",‘};}? to the "textile
indust ry»,

[
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{4) This grouving will be left free fop later expansion,

(%) Communication, Thig section wil! sermit the storage 0 4
intormation  that hag to do with the sommunication Sf the Board with rog.cot
ty ity functions, This wouldy for eXamp ey cover ajj Correspondenca with sthep
government agmnsics, and firms reports about meetings, and everything that has to
d> with nublie relations and similar mat ters,

(6) Administration., A1} matters regarding the fanztisnine sf the
investment board as an institution wiil be ri ‘ed under thig division, Thi:x
would oontain subgroups, for example 91 oxtama; wirresponden.c with siher
government agencies with regard t5 administrative matters, intermal communi -
cation, such ag circular letters, memys and the like, persinncl, tr‘fmsnnr*.tti*m,
and s oon,

(1) Addresses. This group would permit filing of addresses aceording
to fields, such as éovernment agencies, assnciations, manufacturing r'irms,

(3

(9) These section are left frec for cxpansion,

(10) Pro lects.  The number 0 will be reserved for filing of aj: documents
referring to projects which have been apnlied under domestic opr foreign invegt-
ment law, The special number-index developed for computerization of alj reevant
data wiil apply here.

3. Geogragb;’cal clagsificati.n

For the geographical classification the numbers nf the Universal Decimal
Classification (Britain, 1961), are used. Owing to its "age" thic gystem is
not always consistent with 8 more up-to-date classification of countries or
regions., However, it is generally accepted and is also used for the central socio-
economic documentation which is build up at the .1, with assistance from
BAPPENAS,

By selecting gecgraphical systems and subsystems for the documentation at
the Investment Board, the number of single geographical units to be identifiod
should be kept as small a8 necessary,

According to this geographical claalif‘icution, three main arcas can be
distinguished :
(1) 910 Indonesia. As the bulk of the information material collected

will be from or about Indonesia, this number can be omitted altogether. This
means that only the subject-number is given,

Wherever identification of an area within Indonesia is required, the area
number will come after the subject number, An investment promotion programme,
for exampile, Bpecially designed for touriem in Central Java would thus get the
number 225 - 922,2, €.g8. 2 xx = policies
22 x = investment promotion;

225 = investment promotion for services (lntels, for example); 922 ig Java;
922,2 - Central Java,
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G222 orid (or mtemational, or without geographical grouping),
TS mamaer w1 used fHpr 4

WOridewide subjects,

“effe "intermationa
trade™, povogy Ur=intensive poeky o *og",

VY oXxx At
== :
= Tanany h o0

2ther arnasg vp o untrieg,
= Jear and hidq e Tart ( sea

N

Fop examnte, 2 Agiqo
"iet o "W).

S artier n teng

e e headings tor the sSubjects, and especially subjects which are given
N the £ Wing Tisty are suggesti ons oy, they £-rm a framework to start

Wity iftep OXDErience hay been sathored, the syt em

shonld ho op Tvownd and
W oast el 4y g Pt ne.s,

oA subjocts mdop (1), (2)

and (3) rofor t, Trmeral intimation of importance
Porthe 2otioi b Tothe invostment—i vard,

R SoaN . '
Se Uv et (A Wi ot

Board wi ti: pes avy

ake care of 311 cammunicationg Sf the foreim Investment

ance th itg Punctions, Thyt means, for exampl.

v ANy correspin-
denre it thiapr vernment agoneioes resgarding cortain nrojects, pe Mtions,
2 f) > 2 ] 1)
Coarifing s, ms, wd the

Tk,
Aot tioud b Wted in thig tontext  that SVery project  that hag hoon
antied fop owioco et oade number, 4.

informatisn relating to a particular
under this code rumber (hanging filn),
i Ars from the sthop ini:

STt shoumd e £y og T» distinguish
trese g

*X numbers, they should haye "O" in front,

Yo dubgect (1) iy retor t;
‘£ tn Investment Board. , (‘;()), for ¢xample, should coantain

nly extomal
at refoapg o, adminis

tratjve matters, Ffop exam;:in
olratary a1t Jderara with regard

erresoendenca

v instructions
@ organization and the like,

from tne

Ve it rooapd t addresses tw,

oard files are suggested:
ars stipod deerd e

one, where addresses
untry and sub yact,

a8 indicated; and amther, whepe

the vame addrogg o iare gtored in alphavntica) order,

I8 AT materia g v fited under main subject numbeps
Wil have the mmber af the rogion op o untry in front,
Or subjects (4) ang () which provide for filing
wdministration 5¢ the Investmert Board,

~

Se Jume examples s

(1)y (2), (3) ana (9)
This will not apply
of communications and

Al information With regard t- the dministration .

(4) Mitsui Traqo il owg

Country number (Japan) 520
Feonomic: activity (trade) 16
Complete number H20-16
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