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FOREWORD

This document attempts to provide a strategic approach whereby
UNIDO’s intervention to satisfy the industrial needs of Indunesia can be exerted
in the most effectivc manner taking full account of the country’s developmental
objectives and UNIDO's own prioritics. It is based on extensive consultations
held with a numbcr of Government authorities as well as with the representatives
of industry, chambers of commerce & industry, investment planners, UN bodies
and donor agencies.

Against the background of gencral economic and industrial trends,
Indonesia’s development objectives, UNIDOs priorities, and the activities of
other UN agencies and international development bodies, this document
proposcs a set of ten clusters in which UNIDO's services could be optimally
utilized. Admittedly, thesc proposals are subject to the concurrence of the
Government of Indonesia.

In the same vein, the project ideas listed in Annex I of the document are
to be treated as preliminary and indicative of the demand by Indonesian
respondents for UNIDQ's services. The inclusion of these project ideas in the
document, at this stage, is without prcjudice to their feasibility and availability of
funds. Thesc and other such ideas will be the subject of thorough cxamination
during the Industrial Programme Review Mission to Indoncsia which could take
placc in the laticr part of this year. That cxamination, undertaken jointly with
the Government authoritics, vill help to identify large scale, intcgrated and
cohcrent projects/programmes which UNIDO could then try to promotc among
the donor community.

Hayat Mchdi (signed)
Dircctor
Asia and the Pacific Programme
Country Stratcgy and Programme
Development Division
United Nations Industrial Development Organization
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PREFACE

This document represents the conclusion of the first stage of an attempt to draw up a UNIDO
country support strategy (CSS) for the Republic of Indoncsia in line with the UNIDO
programming framework established in Director-General's Bulletin No. UNIDO/DG/B.177 of 26
April 1994, It is intended to determine, within a comprehensive and coherent programmatic
tramework, the scope and scale of the support services that may be provided by UNIDO to the
Republic of Indoncsia over the coming vears to help the country overcome its industrial
development constratnts and achieve its industrial development objectives.  In doing so, it takes
account of the overall development objectives set by the Government of Indonesia. the
development assistance prioritics of the United Natior: system, and the capacity of UNIDO to
provide the requested services in arcas related to the industrial sector.

It should be stressed at the outset, however, that the proposed UNIDO responses to the industrial
development constraints identificd in this paper are still very tentative. While every effort has
been made to vet the requests for UNIDQ services included in this document with a view towards
ensuring that they are consisient with the stated development objectives of the Republic of
Indonesia and with the mandate, policies and development priorities of UNIDO, ncither the
limited time available nor the implicit terms of reference for the drafting of this document
permitted a comprehensive analysis of the technical or cconomic viability of the requested services.
To the extent that a decision is taken to respond to requests for particular services identified in
this document, this verification nrocess will have to be conducted by the respective service
managers or service tcams established under the terms of UNIDO/DG/B.177 for this purposc.

The development objectives of the Government of Indonesia have been specified in detail in the
sixth five-year development plan (Rencana Pembangunan Lima Tahun VI, Repelita V1), which
covers the period from April 1, 1994, 10 March 31, 1999. This contains precise quantitative and
quzlitative rargets for all major fields of social and economic development, not only for Repelita
VI but also for the sccond 25-year long-term development period (Pembangunan Jangka Panjang
11, PJP 1), which commenced simultancously with Repelita Vi on April 1, 1994, For the purpose
of focusing the support activitics of the United Nations system, these wide-ranging objectives have
heen further synthesized into a number of priority arcas for assistance from the United Nations
System in the Country Strategy Note (CSN) for Indoncsia prepared by the Office of the Resident
Coordinator of the System’s Operational Activitics for Development in the Republic of Indonesia.
This document, of which a ncar-final draft is now available, has been submitted to the National
Development Planning Board (Badan Perencanaan Pembangunan Nasional, BAPPENAS) of the
Government of Indonesia for approval.

In the formulation of the present first draft of the UNIDO CSS, the priority arcas outlined in
Repelita VI and the CSN have been taken as the point of departure for identifying the future
incustrial development needs of the Republic of Indoncsia, and the associated demand for UNIDO
services.  During an extended mission to Jakarta in Scptember 1994, meetings were held with
senior members of all relevant ministries and agencics of the Government of Indonesia to
determine the potential constraints arising from shortcomings in the tndustrial scctor that they
werg likelv to face in mecting their development goals within the specified priority arcas. Similar
mcetings were also held with representatives of a large number of industry associations to
ascertain the demand of private-sector enterprises for UNIDO support scrvices.

The results of this exercise arc presented in this report in Chapter 1, which identifics the
following priority arcas for UNIDO assistance to Indonesia:

Capacity building in industrial support organizations;
Eatreprencurship development, especially for SMEs;
Education and training for industry;
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- Investment promotion in industry:

- Science and technology for industry:

- Industrial support for health and nutrition;

- Environmentally sustainable industrial development:

- Branch-specific industrial master plans;

- Agro-industry; and

- Special assistance for selected manufacturing subsectors.

Each of these priority areas has been specifically selected io be consistent with the development
objcctives of the Government of Indonesia and the CSN, as well as the development goals and
prioritics of GNIDO itself. In addition, and most importantly, these priority arcas reflect specific
requests received from the government officials and private entreprencurs consulted during the
preparatory mission to Jakarta in September 1994. Wherever possible, an attempt has also been
madc to define these priority arcas in such a way as to ensurc that potential UNIDO activities in
tkese arcas will complement rather than duplicate the activities of other bilateral and multilatcral
development assistance organizations.

This draft was prepared by the Industrial Development Review Unit of UNIDQO in October 1994-
March 1995 within the framework of its terms of reference to provide methodological support to
the Regional Programmes of the Country Strategy and Programme Development Division of
UNIDO. The CSS is based on, and draws upon, rescarch on Indonesia undertaken in the context
of the Industrial Development Review of Indoncsia published in 1993. The author would like to
take this opportunity to cxpress his decp gratitude for the gencrous hospitality, assistance and
advice received from the UNIDO Country Dircctor in Jakarta and his staff and from the
Department of Industry of the Republic of Indonesia, during his mission to Jakarta. He also
acknowledges with gratitude the insights gained through his wide-ranging discussions with officials
of the Government of Indonesia, members of the Indoncsian business ¢ ymmunity, and
representatives of international development cooperation agencics in Jakarta.




EXECUTIVE SUMMARY

This document is divided into three chapters, of which the first two provide an overview of
cconomic and industrial trends and objectives in Indonesia, and the third presents preliminary
proposals for 2 UNIDO country support strategy for the country. In addition, the document
contains two annexes, the first of which summarizes the requests for UNIDO assistance received
from representatives of official bodics and pnvate industry associations during a preparatory
mission to Jakarta undertaken in September 1994, while the second lists the names and affiliations
of these respondents.  Additional documentation presented by many of these respondents in
support of their project proposals has been made available to the Programme Officer for
Indoncsia in the Country Strategy and Programming Division for consultation by the relevant
technical stafl of UNIDQO.

Chaptzr 1 begins with a bricf survey of the macrocconomic | slicy and performance of Indoncesia
since the mid- 1960s, and shows the country to have achieved rapid economic growth, a high degree
of ~conomic stability and incrcasing cconomic and social cquity during this period. The
achicvement of these goals has been facilitated by the adoption of prudent and flexible
macrocconomic policics within the context of a scries of indicative five-year development plans
known by their Indonesian acronym as Repelita, which sct development priorities and specific
scctoral growth targets. The process has been aceelerated sinee the mid-1980s by a deliberate and
far-rcaching liberalization of trade and investment regulations, which has been aimed at promoting
a market-based, private-sector driven and export-oriented economic development strategy.

The rapid growth of the cconomy, averaging almost 7 per cent per vear in real terms during 1969-
94, has been accompanicd by wide-ranging structural changes, involving in particular a dramatic
increase in the importance of the manufacturing scctor.  From about -9 per cent in 1969, the
share of manufacturing valuc added in GDP has risen to more than 22 per cent at present, making
manufacturing the single moat important activity in the Indonesian economy. In addition, the past
25 years have also witnessed a remarkable degree of output diversification. While it consisted
mainly of a small petrolcum refining industry, some processing industries for local agricultural
products and a number of predominantly handicraft-bascd industrics producing essential consumer
goods in the late 1960s, the manufacturing sector had expanded to include a wide range of capital,
intermediate and consumer goods by the carly 1990s.  Although this has resulted in Indonesia’s
steady cvolution from a largely traditional agriculturc-based cconomy to a more balanced modern
cconomy on the verge of joining the ranks of the newly industrializing cconomics, the
manufacturing scetor remains highly varied in scale, ranging from tiny cottage cnterprises to vast
industrial complexes.

Official cmployment data show that although manufacturing cmployment has incrcased steadily
in linc with the growth of manufacturing output during the past 25 years, the total share of the
manulacturing scctor in total employment still remains relatively small. The agricultural and
largcly informal tradce scctors remain the principal sources of cmployment for the Indoncsian
labour force, although the jobs they provide are frequently characterized by low levels of
productivity. With the agricultural scctor’s absorptive capacity rapidly a*nroaching its limit, there
is a growing awarcness in Indonesia that the manufacturing sector must play a leading role in
generating high-productivity jobs.

Although an almost universal system of primary cducation has been established in Indonesia and
illiteracy rates are extremely low by developing-country standards, the annual labour force surveys
conducted by the Central Burcau of Statistics suggest that the ceducational and skill fevels of
Indoncsia’s industrial labour force are still fairly rudimentary. Specifically, they show that a very
high proportion of the industrial work force still has few, if any, formal cducational qualificaticns,
and that cven though a rapid improvement in cducational standards occurred between the mid-




Country Suppaort Strutegy Indonesia

1970s and late 1980s. a substantial majority of the high school graduates entering the industrial
labour force during this period had attended general carriculum schools, with only about one-third
having attended vocational schools. The share of industrial employees with a tertiary education
remained very small at 16 per cent in 1992, even though this figure represented a more than
fivefold increase over 1976.

The anpual industrial surveys of the Central Burcau of Statistics show that the share of value
added in the gross output of the manufacturing sector as a whole has remained approximately
constant throughout the 1980s and carly 199%0s, fluctuating in a narrow band between
approximately 29 per cent and 33 per cent. This relatively low ratio at the aggregated level
conceals significant branch-specific variations, however, with the MVA /output ratios in the food
processing, leather products and plastics industrics having historically been substantially lower than
the overall average, while those of the foetwear, furniture, pottery and china, and non-metallic
mincrals industries have tended to be substantially higher.

Labour productivitics in the manufacturing scctor show a similar diversity across industrics, and
span the entire range from high value added industries on the one hand and the industries with
relatively low levels of Tabour productivity on the other. The former caregory comprises industrics
with a high physical capital intensity, high skill requirements and/or a significant degree of product
differentiation, and includes the basic metals, basic chemicals, cement, engincering and beverage
industrics. The latter category consists of essentially labour-intensive industries, and includes the
textiles, garments, furniture, footwear, non-metallic mincrals  (building  materials) and
miscellancous manufactures (such as jewellery, sporting goods and musical instruments) industrices.

The ownership pattern of Indoncesian industry is heavily weighted towards the domestic private
sector, which has traditionally accounted for the lion’s share of all non-oil/gas manufacturing
caterprises, and a significant proportion of the emplovment and MVA that they have generated.
Al the same time, however, the government aho plavs a significant dircet role in the
manufacturing scctor, and has historically been particularly dominant in the upstream reaches of
the sector, where it has controlled many large-scale enterprises.  Forcign investment has been
cncouraged to a greater or lesser degree since the mid-1960s, with the liberalization of forcign
investment regulations over the past decade having resulted in a particularly significant growth in
the number of forcign joint ventures.

Indonesia’s manufacturing industry is concentrated mainly in Java, which offers not only the largest
markets because of its high population densities and comparatively high lesels of per capita
income, but also the best osportunitics for cefficicncy-cnhancing inter-industry linkages.  The
annual surveys of medium- and larpe-scale manufacturing cstablishments (excluding oil refining
and natural gas processine enterprises) conducted by the Central Burcau of Statistics show tha
Java accounted for almost /9 per cent of the number of such firms, in 1989, and for more than 76
per cent of the Tabour employed by these firms. In addition, Java also has the most comprehensive
industrial structure, with all of the island’s five provinces possessing enterprises in more than 20
of the 28 three-digit ISIC categories of non-oil/gas manufacturing employed by the Indonesian
statistical authoritics, and three of the five provinees possessing the full complement of 28
branches.

Since the mid-1980s the Government of Indonesia has been actively promoting the industrial
development of the Riau islands ncar Singapore, and the iskand of Batam in particular. In carly
1991, 1t agreed with the Goverament of Singapore and Malaysia to ink Batam, Singapore and the
Malavsian State of Johore into a “triangle of growth”, allowing cach of these entities ) benefit
from the complementary resource endowments of the other two, More recently, the government
has also focused its attention on the industrial development of the still relatively underdescloped
castern islands of the archipelago, where the bulk of manufacturing activity still consists of smali-
scal: and handicraft production for the small local markets, or involves the processing of local v
materials in enclave estaMlishments using significant quantitics of imported capital and, in many
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cases, labour. Despite the provision of a number of investment incentives in pursuit of this goal,
the development of these regions is likely to be restrained for some time to come by their
remoteness and their lack of an adequate infrastructure and markets.

The surge of manufacturing activity during recent vears has placed an increased burden on the
cenvironment.  This has been exacerbated by the fact that many of the most rapidly expanding
industries (such as the wood products industrics, the pulp and paner industrics, the chemical
industric, and the cngineering industrics) have a particularly high potential for causing
covironmental damage, including land denudation and soil erosion, water and air pollution, and
a loss of ccological habitats and biodiversity. To minimize this damage, such industries would
nced to employ a varicty of complex environmentally-friendly production techniques and
cquipment, which have for the most part been developed relatively recently and tend, in the short
term, W be more costly than their conventional counterparts.

With much greater attention now being paid to cnvironmental issues, both by the government and
by a growing number of local and national non-governmental organizations, pressures for the
adoption of more environmentally friendly technologies are bound to increase. With similar
pressures also being faced by Indoncsia’s foreign competitors, the employment of such
technologics will not necessarily result in a serious loss of Indonesia’s international
competitivencss.  On the contrary, it will cnsure that Indonesia’s programme of industrial
development is sustainable over a longer period without unduly endangering the country’s natural
resource base and the health of its population.

As an essentially resource-based economy, Indonesia has long been dependent on imports to
satisfy its demand for manufactures. Although this dependence has been reduced as a result of
the industrial development achieved during the past two decades, manufactures continue to
constitute the bulk of Indonesia’s imports. This decline in the proportion of manufactured imports
has been accompanied by a significant shift in their composition, with the share of capital goods
imports increasing steadily as the development of Indonesia’s own downstrcam processing and
manufacturing has increased the demand for capital goods needed by these industries and reduced
the need to import consumer goods.

The export performance of Indonesia’s manufacturing industry has been determined in large part
by the industrial policics pursucd by the Government of Indonesia. Until the mid-1980s, these
policics were aimed primarily at import substitution, but the collapse of international oil prices in
1983-86 resulted in a sharp re-orientation of industrial policy towards the promotion of
manufaciured exports. The impact of this policy shift has been dramatic. From less than 16 per
cent in 1975, the contribution of manufactures to Indonesia’s total export carnings increased only
slowly and fitfully to sbout 27 per cent in 1983, but since then has increased sharply and
continuously to more than 63 per cent in 1992,

The survey of Indonesia’s cconomic and industrial development performance summarized above
is followed, in Chapter 11, by a discussion of the country’s development objectives tor the future.
This reviews the goals and targets sct for the country's sccond 25-year long-term development
period, known by its Indoncsian initials as PIP 11, and Repelita VI, both of which began on April
1, '™, In addition, it also provides an overview of the objectives and prioritics of the Country
Strategy Note (CSN) for Indonesia being prepared the Office of the Resident Coordinator of the
United Nations System’s Operational Activitics tor Development in Jakarta in consultation with
the Government of Indonesia, which is intended to establish a broad framework for the services
provided by the various development agencies of the United Nations.

For PIP 11 the Goverament of Indonesia stipulates a broad-based development not only of the
country’s cconomy but also of its Jegal and social institutions and national culture, with the aim
of lcading Indoncsia towards the take-off stage towards becoming a fully developed country by the
end of the 25-year period. A particularly high priorily is attached to raising the standard of living
of the Indoncesian people through the achicvement of a sustained high rate of cconomic growth
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averaging 7 per cent per year. This is intended to result in an almost fourfold increase in real per
capita incomes, from about $700 in 1994 to somce $2.600 by the end of PJP 11 in constant 1934/%)
prices.

Recognizing further that the attainment of increased per capita incomes will be facilitated by a
reduction in the ratc of population growth. the Repelita VI document proposes a further
intensification of the country’s highly successful family-planning programme, which is expected to
result in a gradual slowdown in the overall population growth rate from an estimated 1.9 per cent
per year at the end of Repelita V (March 1994) to 09 per cent by the end of Repelita X (March
2019). At the same time, however, the plan document concedes that the Indonesia’s large
population basc of some 189 million people at the ¢nd of Repelita V, and its comparatively voung
age distribution, will lead to a rapidly growing number of new entrants joining the work force cach
vear and thus place severe pressures on the labour market. The Government therefore cites the
resolution of the unemplovment and underemployment problems as a major objective for PIP 11,
and also stresses the necd for continued improvements in the quality of Indonesia’s human
resource base.

In view of the increasingly limited absorptive capacity of the agricultural sector, which in the pasi
has been the principal source of additional cmployment opportunitics in Indonesia, and the
generally low productivity of the jobs gencerated in the largely informal senvice sector, the
government of Indonesia has chosen to focus on the industrial sector as the main engine of the
country’s future economic development. In contrast to the annual average growth rate of 7 per
cent for GDP as a whale, it has targeted the growth rate of the industrial scctor at 9 per cent per
year for the coming 25 years, with the non-oil/gas manufacturing industries scheduled to grow at
an cven faster rate. Consequently, the share of the manufacturing sector as a whole in GDP is
forecast to increase from 208 per cent at the end of Repelita V to 32.5 per cent by the end of
Repelita X, while the share of non-oil/gas manufacturing is expected to increase 17.6 per cent to
31.5 per cent during the same period.

Even though industry has been selected to play the icad role in gencrating cconomic growth. its
development is to be more closcly coordinated with the development of the other major sectors
of the cconomy, and its existing inter-sectoral links with the agricultural, mining and service sectors
are o be significantly expanded.  In addition, increased priority is intended to be given to the
cnhanced application of science and technology in Indonesia’s industrial products and processes
in order to ensurc the continued cvolution of the comparative advantage of Indonesia’s
manufacturing sector from predominantly labour-intensive industrics, in which it will face
increasing competition from countrics with lower labour costs, to more technologically
sophisticated industrics with a higher productivity and greater capacity for generating added value.
The industrialization process is projected to be conducted in an environmentally sustainable
manncr, morcover, with incrcased attention being given 1o minimizing the risk of pollution and
the wasteful use of natural resources.

While regarding the growth of the manufacturing sector as one of its principal prioritics in PJP
11, the Government of Indoncesia proposes to limit its own role mainly to the provision of a suitable
macro-cconomic policy environment. The actual investment decisions are to be left for the most
part to the private sector, which is expected (o account for an increasing shar: of total
manufacturing output. The private scctor is also expected to play a dominant role in rescarch and
development activities, with the government’s share of total expenditure in this ficld being slated
to fall from 80 per cent at the end of PI? 110 30-40 per cent by the end of PJP 1.

Within the general framework established for PIP i1, a number of specific goals have been set for
the current five-year development period, Repelita VE In the cconomic context they comprise
human resource development, cconomic growth and structural change, increased distributional
cquity and poverty alleviation, and cconomic stabil” y. More specifically, the Repelita VI document
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provides for the industrial sector o act as the main engine of economic growth in the coming five
vears, and lhists the following principal objectives for the industrial sector durieg the plan period:

- The achicvement of a sufficiently high growth rate to enable the industrial sector
to hecome the main vehicle for stimulating ¢conomic development.

- A diversilication of the industrial structure.

- An enhancement of the industrial sector’s technological capabilitics and the optimal
utilization of Indonesia’s economic resources.

- An improvement of Indoncsia’s industrial competitiveness and its capaci'y 1o
produce high-qualny products capable of penctrating international markets.

- The promotion of sl and medium scale industrics, including rural industrics.

- A widcning of the regional distribution of industry, particularly in the eastern part
of Indonesia. in order to develop regional centres of economic growth.

Against this general background. Repelita VI proposes the adoption of an industrial development
strategy comprising four principal components. The first of these calls for the development of
broad-spectrum industrics oriented towards the international market, natural resource-intensive
industrics with a rising technological level, labour-intensive industries with rising skill levels over
time, and technology-intensive industrics. The sccond provides for the accelerating application of
modern technologies in Indonesia’s industrial processes in order to enhance the quality of locally
produced manufactures. The third stipulates that the private sector will be the prime agent of
industrial deveiopment, and that the market mechanism will be the main determinant of its
structure and output. The last prong of this strategy provides for the government to give particular
support to industries with a potential for promoting rapid cconomic growth and increased equity
in income distribution.  Within the framework of this overall strategy, a number of priority
industrics have been identified for promotion in Repelita VI, including agro-industrics of various
kinds, the machinery, capital goods and clectronics industrics, export-oriented industries, and small
and medium-sized industrics.

Bascd on the development objectives and prioritics identificd by the Government of Indoncsia for
PIP 11 and Repelita VI, the Office of the Resident Coordinator of the United Nations System's
Opcrational Activities for Development in the Republic of Indonesia has drafted a comprehensive
Country Strategy Note (CSN) to coordinate the development activities of the United Nations
system in the country. Specifically, this document is intended to provide a framework for the UN
development system to prepare a series of inter-sectoral and inter-disciplinary progiammes
bringing together the resources of its specialized agencies and those of other bilateral and
multilateral development organizations. It is expected that the formulation, and coordinated
implementation, of such mutually reinforcing and interactive programmes in selected areas of
concentration will significantly enhance the impact of the assistance provided by the United
Nations system. The priority arcas sclected by the CSN comprise:

- Poverty alleviation and employment creation

- Human Resources Development - Population, health and nutrition

- Human Resources Development - HIV/AIDS prevention and control

- Human Resources Development - Education and training

- Human Resources Development - Disadvantaged and valnerable groups

- Girowth - Maintenance of growth
Growth - Science and technology

- Environmental Conservation and Management - Environment

. Environmental  Conservation and - Management - Disaster  reduction  and
management
Governance - Decentralization, regional development and institutional innovation.

By specifying sustamable human development as the unifying theme for the assistance provided
by the UN development system to Indonesia, and identifying the major prioritics for this assistance
as listed above, the CSN s meant 1o sharpen the focus of UN system assistance. At the same
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time, however, its authors stress that it is not intended to restrict the efforts of individual UN
agencies. On the conrrary, they express the hope that the CSN will give an increased coherence
to the assistance programmes of these agencies rather than replacing them, and emphasize that
they expect the individual UN agencies to exeeute their programmes in accordance with their own
mandates.

Having analyzed the developmental objectives and prioritics of the Government of Indonesia and
the CSN for the coming years in Chapter 1, preliminary proposals for an appropriate UNIDO
Country Support Strategy (CSS) for Indoncesia are presented in Chapter HIL The chapter provides
an overview of UNIDOs role and activitics, point’ag out that the organization is mandated to act
as the central coordinating bady for industrial activitics within the United Nations system, and tha
over the almost three decades of its existence it has acquired a strong comparative advantage in
the ficld of industry-related assistance and advice, which enables it to act as:

- A focal point for industrial technology:

- An honest broker for industrial cooperation:

- A centre of excellence on industrial development issucs: and
- A global source of industrial information.

In addition. it is pointed out in Chapter HI that the broad spectram of UNIDO's expertise and
expericnce allows it to provide these services at all significant levels of intervention. including ihe
policy level, the institutional level and the enterprise level. Furthermore. it points out that whereas
in the past UNID()'s status as an intergovernmental organization resulted in most of its activitics
being undertaken in response to governmemt requests that were largely focused on public-sector,
inward-looking and planning concerns, demand is now shifting towards development requirements
in the private sector, with advisory services being sought in particular to help create “cnabling
cavironments” in developing countries conducive to private sector development and  the
mohilization of investment and other resources. Responding te these shifts in demand for UNIDO
services, the Organization has taken firm steps to strengthen its ties with private-sector enterprises.

In order to meet the varicd demands imposed upon it by its broad mandate and the changing
requirements of developing countrics, and at the same time optimize the use of its limited
resources, UNIDO has identified five priority arcas on which 1o focus its developmental activities.
These are:

- Indusirial and technological growth and competitiveness;

- Development of human resources for industry;

- Equitable development through industrial development;

- Environmentally sustainable industrial development; and

- International cooperation in industrial investment and technology.

In the context of these five objectives, UNIDO has chosen to coneentrate its efforts and resources
in the next bicnnium into the following seven priority programmes:

- Industrial strategics, policics and institution-building for global cconomic integration;
- Environment and cnergy;

- Small and medium enterprises:  policies, networking and basic technical support;
- Innovation, productivity and quality for international competitivencss;

- Industrial information, investment and technology promotion;

- Rural industrial development; and

- Africa and lcast developed countries: linking industry with agriculture.

While concluding that UNIDO is able to provide a wide range of services in support of the
industrial development goals of developing countries, this survey of UNIDO's role and activitics
stresses that the organization acts in a demand-oriented manner, responding (o sprcific requests
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received from the “client” in the developing country concerncd, which may be the government
self. or a governmental or non-governmental organization, or a private scctor enterprise or
institution. In cach case. however, UNIDO's initial response 1o such a request is to analyze the
objectives the client wishes to achieve and the need for UNIDO support, and to verify that the
client’s programme is consistent with the country’s industrial development goals and UNIDO's own
mandate and policies. In this context. the present Country Support Strategy represents an effort
to establish a comprehensive and coherent programming framework, and to ensure the relevance
and sustainability of the assistance provided by UNIDO.

Bascd on the situation analysis presented in Chapter 1, the developmental objectives and prioritics
of the Government of Indonesia and the proposed arcas of support for the United Nations system
discussed in Chapter 11 and the survey of the objectives and scope of UNIDQO's industrial
development assistance provided in the opening section of Chapter 111, the remainder of this
chapter attempts to draw up a coherent strategy for UNIDO's activities in support of the industrial
development process in Indonesia.  In doing so, it stresses the need to regard the provision of
UNIDOQ services in a broader programmatic context, involving an analysis of the specific industrial
components of Indonesta’s development goals. in order to identity arcas where the industrial sector
could support the achicvement of these overall goals or where the absence of an appropriate
industrial support infrastructure hampers their achicvement.

This approach is followed in the remainder of this chapter, which identifics a aumber of arcas for
UNIDO assistance on the basis of the various inter- and intra-sectoral development goals
cstablished by indonesia’s cconomic planners and entreprencurs, and the role that industry can
play in helping to achieve them. These proposals also take into account the blueprint for overall
UN system assistance drawn up in the CSN, and suggest specific activities to be undertaken by
UNIDO. usually on the basis of concrete requests put forward by representatives of the
Government of Indonesia or private Indonesian entreprencurs during extensive interviews
conducted in Jakarta in September 1994, This excrcise has resulted in the following ten priority
arcas being sclected for UNIDO's technical assistance to Indonesia in the coming years:

- Capacity building in industrial support organizations;

- Entreprencurship development, especially for SMEs;

- Education and training for industry:

- Investment promotion in industry;

- Science and technology for industry;

- Industrial support for health and nutrition;

- Environmentally sustainab-'c industrial development;

- Industrial master plans,

- Agro-industry; and

- Special assistance for sclected manufacturing subsectors.

This document concludes with two anrnexes listing the persons interviewed during the mission to
Jakarta in Scptember 1994 and discussing the proposals for UNIDQ) assistance presented by them,
A summary list of these proposals is presented below:

Department of Industry:
- Capacity building at the Department of Industry;
- Capacity building at the regional level;
- Support for the development of an industrial information basc;
- Promotion of industrial rescarch and development;
- Training in ncgotiation techniques with supplicrs of technology;
- The development of industrial maintenance systems;
- Enhanced implementation of environmental controls;
- Entreprencurship development;
- Regionai diversification of industry, cspecially 1o castern indoncsia;
- Support {or the engineering indusiry;

Xi
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Development of the ceramics industry;

Support for agro-processing industrics:

Quality improvement in small-scale food processing enterprises;
Support for the leather processing and textile industrics:
Support for the cducational equipment industrics:
Development of medical equipment industries;

Formulation of a master plan for coal-based chemicals: and
Human resources development for the pulp and paper industry.

Department of Cooperatives and Small Enterprise Development:

Support for small enterprises and cooperatives:

Strengthening of institutional support base for small erterprises and cooperatives;
Support for the development of small-scale woodcraft industrics;

Education and training programme for small-scale enmreprencurs and efficials of the
Department of Cooperatives and Small Enterprise Development;

The introduction of a cleaner production programme, with special refevence to the
soybean-bascd food products industries; and

The dissemination of quality control technology to small entrepreneurs in the metal
products industrics.

Department of Agriculture:

Integrated master plan for agricultural processing industrics and agribusiness
development, with special reference to export-erienied industrices;

Strengthening the institutional support base for the agricultural processing
industrics;

Repair and maintenance of agricultural machinery;

Handling and packaging of horticultural crops;

Post-harvesi rice processing technology;

Development of the soybean-based food industries;

Support for the natural rubber and rubber wood processing industries; and
Development of the scaweed processing industries.

Department of Mines and Encrgy:

Workshop on microbial cnhancement of oil recovery (MEOR) and bio-remediation;
Establishment of the ASEAN Regional Development Centre for Mineral Resources
(ARDCMR) at the Mineral Technology Rescarch and Development Centre in
Bandung, West Java;

Assessment of processing technology needs for ceramics inputs;

Training in coal briguetting techniques for houschold purposes and small industrics;
Development of coal as a feedstock for urea fertilizers;

Research on the utilization of oil produced from asphalt;

Development of technology for the production of tin compounds;

Training course on mineral hencficiation and extraction;

Development of the small-scale mineral processing industry, with special reference
to precious stones; and

Development of iron-making processes using locally available iron sand

Department of Trade:

Distribution of safe food additives for home industrics.

Department of Health:

Establishment of & food industry information and data base;
Education and training in food safcty;
Establish: ¢t of a training and information centre for traditional drugs,;

i
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- Expansion of the domestic production capacity for pharmaccutical raw materials:
and
- Mecasures to reduce the use of hazardous substances in industry.

Inter-Ministerial Session on Food and Nutrition:
- Support for the soybean-based food industries: and
- Production and marketing of iodized salt.

Office of the Minister of State for the Role of Women:
- Programme to support the development of womer entreprencurs in: rural arcas.

Office of tac Minister of State for the Eaviconment:
- Development of environmental standards and regulations for industiry;
- Implementation of the Spatial Use Management Act of 1992;
- Development of an integrated information network on the environmental cffects of
industrial development;
- Sustainablc industrial exploitation of Indonesia’s biodiversity; and
- Phasing out of ozonc depleting substances in industry.

Environmeatal Impact Management Agency:
- Promotion of clcaner production technologies for indusiry.

National Agency for the Assessment and Application of Technology:
- Asscssment of manufacturing technology and safety:
- Decvelopment of an information technology policy;
- Production of solar pancls to support the rural clectrification programme;
- The usc of solar energy for drying cstate crop products;
- Development and standardization of tempe (fermented soybean) production;
- Evaluation of the use of natural gas as a potential substitute for CFCs;
- Development of laminated bamboo as a low-cost building material; and
- Development of n-Alkane as an alternative environmentally-fricndly raw matcrial
for the production of houschold detergents.

National Investment Coordinating Board:

- Staff training for the National Investment Coordinating Board;

- Intensification of investment promotion activitics;

- Upgrading of investment promotion cquipment and facilitics;

- Mecasures Lo increase the low implementation rate of approved private investment
projects;

- Establishment of an integrated data base and information nctwork in support of
investment promotion activitics;

- Gircater sclectivity in the choice of permitted technologics; and

- Encouraging partnerships between foreign investors and national small and medium
scalc industrics

National Chamber of Commerce and Industry:
- Establishment of an information network and related publication programme.

Engincering Industry Associations:
- Development of a skilled workforce for the engincering industrics;
- Support for the development of small- and medium-scale component supplicrs and
subcontractors; and
- Assistance for the establishment and development of support institutions.

Chemical Industry Associations:
- Formaulation of an overall master plan for the chemical industrics;
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- Human resources development for the pulp and paper industry: and
- Development of the small-scale salt producing industry.

Food Processing Industry Associations: |
. - - |
- Master plan for the development of export-oriented prepared foods industries: and

- Support for the cocoa processing industry.

Xiv




CHAPTER I:

ECONOMIC AND INDUSTRIAL DEVELOPMENT
TRENDS IN INDONESIAY

A. MACROECONOMIC POLICY AND PERFORMANCE

Economic development, defined to encompass growth, stability and equity, has been the principal
objective of the government of Indoncsia since the mid-1960s. The vehicle chosen for the
achievement of this objective has been a succession of five-year development plans, knowa by their
Indoncsian acronym as Repelita. Thesc plans apply to both the public and private sectors, and
sct development priorities and specific sectoral growth targets, which are subject to annual review.
The plans are indicative in nature, however, and do not provide detailed instructions for the
exccution of particular programmes and projects. In the casc of the public sector, such details are
contained in the government’s annual budgets, while the private scctor is permitted to formulate
its own plans within the overall framework cstablished by the individual Repelitas.

In pursuit of the objectives and prioritics sct by the Repclita plans, the government has for the
most part adopted prudent but flexible macrocconomic policies, which have imposed a
considerablic degree of financial discipline on the government while at the same time enabling it
to respond rapidly and effectively to changes in the external cconomic environment. Learning
from the experience of the 1950s and early 1960s, when large budget deficits provoked severe
inflationary pressures culminating in an annual inflation rate of more than 650 per cent in 1965,
the government’s fiscal policy has been based on the balanced-budget principle / since the mid-
1960s.  Closc attention has also been paid to the pursuit of a conservative monetary policy to
support non-inflationary growth. Relatively liberal private investment laws, covering both forcign
and domestic dircct investments, have been in place since the late 1960s, and have been liberalized
further in subscquent years, especially since the mid-1980s. A virtually frce foreign exchange
system, based on a fully convertible rupiah and the unrestricted availability of forcign exchange
for all current-account transactions, has also heen in operation since 1970, After having been
pegeed at Rp415=USS1 until November 1978, the exchange rate has been held, by means of a
managed float and occasional devaluations, at levels appropriate to the maintenance of a balance-
of-payments cquilibrium,

This Chapter is an abridged and updated version of Chapter H of the industrial
Development Review of Indoncesia published in 1993,

It should be noted in this context, however, that revenuces are defined to include foreign
development aid.
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In contrast to the relatively liberal approach adopted in most ficlds of economic policy, the
government has traditionally imposed a variety of controls on both external and interi:al trade.
Forcign trade has thus been regulated by an extensive array of tariffs and non-tanff barriers. while
internal trade has also been subject to a number of physical restrictions and price controls. Most
of these regulations have been introduced in support of import-substituting industrial policics and
in order to satisfy powerful domestic entrepreneurial interests, although the former reason has
become progressively less important since the mid-1980s, when the onset of weakening oil prices
forced the government to adopt a more export-oricnted indusirialization strategy in order to
maintain its forcign cxchange revenues. This has resulted in a gradual reduction of trade
restrictions and price controls over the past decade, with 2 number of liberalizing reform packages
naving been introduced since May 1986,

The combined cffect of these policies has been very impressive. During the period covered by the
first five Repelitas. which ended on March 31, 1994, Indoncsia recorded an annual average growth
rate of 6.8 per cent in real terms. As a result, Indonesia has advanced from one of world's poorest
countrics in the 1960s, with a per capita income of $70 at the start of Repelita Iin 1969 1o a
middle-income country with a per capita income of almost $70 by the end of Repelita V. This
growth was accompanicd by the maintenance of both internal and external cconomic stability, with
the rate of inflation declining from an annual average of 17.2 per cent in the 1970s to about Y7
in the 1980s and early 1990s, and no significant strains being placed on ihe balance of payments.
The growth of the ecconomy has also been accompanied by wide-ranging structural changes.
resulting in Indonesia’s steady cvolution from a largely traditional agriculture-based economy to
a more balanced modern cconomy on the verge of joining the ranks of the newly industrialized
cconomics.

B. MANUFACTURING GROWTH AND STRUCTURAL CHANGE

At the beginning of Repelita 1 Indonesia had a comparatively small manufacturing scctor. This
accounted for only about 8-9 per cent of GDP, and consisted mainly of a small petrolcum refining
industry, some processing industries for local agricultural products such as sugar and rubber. and
a number of predominantly handicraft-based industries producing essential consumer goods,
inciuding an embryonic textile industry. Indoncsia’s manufacturing industry thercfore is very much
a product of the past 25 years, having emerged and developed in response to government policy,
which consciously promoted public and private investment in manufacturing activitics, and a
signifi. ant increasc in the availability of resources in the form hydrocarbon revenues as well as
forcign aid and investment flows. These favourable circumstances stimulated a rapid growth of
the manufacturing scctor, and cspecially its non-oil /gas component, over the following two
decades. By 1991 the share of manufacturing in GDP had risen to just below 22 per cent,
exceeding that of agriculture for the first time in Indonesia’s history and making manufacturing
the most important scctor in the country's cconomy in terms of output. Preliminary data for the
following ycars show that this share has continued to rise, and had reached 22.3 per cent by 1993,

As indicated in Table L1, the past 25 years have also witnessed a remarkable degree of output
diversification. Of the 66 items covered in the table, all of which arc now produced in significant
quantitics in Indonesia, 33 were not produced at all during Repelita I, and 21 were not produced
during Repelita 1. This increasing diversity of output has heen the result of a wide ranging
structural change in the manufacturing scetor, which is still gathering momentum,

[ %]




Table L.1. Manulacturing production, 1969/70-1993/94

Annual Annual Annual Annual Annual

average average average average average

Repelita Repelita Repelita Repelita /Repel L}a
Product Unit | It 11 v 1989/90 1990/91 1991/92 1992/93 19937942 Vv
Condensed mi'k Million cases 0.8 3.4 14.8 94.8 100.6 113.5 118.3 144,1 161.4 127.6
Canned fish Thousand tonnes - - 18.3 140.8 186.3 194.5 204.7 230.6 247.9 212.8
Coconut oil Thousand tonnes 262.2 289.6 319.1 368.6 486.1 490.4 540.3 586.6 639.4 548.6
Paim oil Thousand tonnes 27.5 32.3 307.9 615.0 846.5 968.9 980.5 1,162.4 1,749.6 1,041.6
Salt Thousand tonnes 111.4 365.6 619.6 690.6 457.7 900.0 920.0 84 .C 400.0 804,5
Animal feed Million tornes - - 0.3 1.8 2.5 2.7 2.5 3.0 3.4 2.8
Kretek cigarettes Billion pieces 23.0 37.2 55.4 99.3 130.4 139.3 125.0 134.2 135,5 132.9
Other cigarettes Billion pieces 15.3 24.8 29.1 22.3 30.3 34,8 52.8 39.9 44, 40.4
Yarn Thousand bales 243.3 597.6 1,323.6 2,158.9 3,405.0 3,572.7 4,140,2 4,101.4 4,933,7 4,030.6
Textiles Million metres 7n1.8 1,229.3 2,017.5 2,818.1 4,493.6 5,028.2 5.341.7 6,710.0 7,878.5 5,800.4
Garments Thousand dozens - - 4.5 30.9 48.9 58.6 66.0 17.2 92.9 68.7
Leather shoes Million pairs - - 2.4 16.5 19.5 24.5 31.8 80.2 104.2 €0
Sawn wood Million cubic metres - 0.8 7.4 9,7 10.9 11.1 10.5 10.6 10.8 10.8
P1ywood Million cubic metres - - 0.5 5.4 7.7 8.4 8.5 9,2 9.5 8.7
Decorative plywood Million sheets - - 2.9 23.7 30.9 40.8 49,4 68.0 76.8 53,2
Processed rattan Thousand tonnes - - - 204.8 311.6 349.3 427.9 438.4 464.7 398.4
Pulp and paper Thousand tonnes 31.2 16.6 271.8 749.8 1,360.3 1,776.4 2,088.0 3,563.1 3,691.3 2,495.8
Caustic soda Thousand tonnes 1.8 8.0 19.1 33 104.1 206.6 224, 329.2 307.0 234.2
Acetylene Thousand cubic metres 19.8 258.8 679.4 1,745.8 2,783.0 2,625.0 3,020.0 6,015.0 6,344.0 4,055.4
Paraxylene Thousand tonnes - - - - - 19.9 187.9 254.4 261.9 144.8
Urea fertilizer Thousand tonnes 106.5 685.9 2.013.6 3,818.2 4,891.6 5,131.1 4,881.2 5,026.4 5,253.6 5,036.8
Synthetic resin Thousand tonnes - 10.2 51.5 45.5 52.9 81.5 72.2 87.0 100.1 18,7
Laundry soap Thousand tonnes 132.2 180.5 207.1 162.7 165.7 191.,2 219.9 243,7 275.4 219,2
Detergent Thousand tonnes 4.3 31.6 61.4 152.0 193.2 212.6 233.9 243.9 261.0 228.9
Matches Million boxes 396.1 661.1 660.5 2,239.6 2,806.8 2,907.6 3,028.0 3,114.0 3,207.4 3,012.8
Motor car tyres Thousand units 696.9 2,052.6 3,618.8 4,889.5 7.376.8 8,220.3 8,209.1 8,772.0 9,654.9 8,446.6
Motor cycle tyres Thousand units - 1,320.6 2,439.4 3,175.1 5,489.8 5,829,2 7,682.3 7,923.4 7,615.3  6,908.0
Crumb rubber Thousand tonnes 1582.1 478.6 640.2 888.3 .026.8 1,037.5 1,078.7 1,084.2 1,100.5 1,065.5
Rubber shoes Million pairs - - 5.7 37.0 156.7 142.7 185.2 259.4 350.1 218.8
Glass and bottles Thousand tonnes 16.9 45.4 85,1 122.6 137.2 145.6 153.5 155.1 158.2 149.9
Plate glass Thousand tonnes 4.5 35.4 102.2 218.3 319.7 353.9 297.9 441.8 486.8 400.0
Glass fibres Tonnes - - - - 500.0 4,000.0 2,103.,0 3,000.0 4,000,0 2,720.6
Ceramic wall tiles Million square metres - - 1.3 7.1 7.8 8.9 9,5 9,7 10.0 9.2
Portland cement Million tonnes 0.6 2.1 6.6 11.2 14,1 15.8 16,2 17.3 19,0 16.5
Sponge iron Thousand tonnes - - 339.6 1,027.5 1,210.4 1,35%.9 1,355.0 1,298.6 1,428.6 1,329.9
Concrete iron Thousand tonnes 56.7 230.7 656.0 752.2 928.1 1,391.3 1,310.6 1,297.9 1,381.0 1,261.8
Steel ingots Thousand tonnes - 79.8 506,3 1,115.2 1,582.1 1,988.1 2.091.1 2,261.3 2,416.8 2,009.1
Galvanized steel sheet Thousand tonnes 49.8 148.7 298.9 215.9 144.5 159.0 175.9 749.8 276.4 201.1

(cont fnued)
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Manufacturing activity in Indoncesia is greatly varicd in seope and scale, ranging from tiny cottage
caterprises produacing handicrafts and basic consumer goods 1o vast industrial complexes tor the
production of highly sophisticated capital and intermediate goods.  In terms of size. the most
commonly uscd Indonesian statistics, compiled and published by the Central Burcau of Statistics.
distinguish between houschold (cottage). small. medium and large industrial enterprises, which are
differentiated according to the number of workers emploved.  Under the currently prevaihing
swtem, houschold firms are defined as establishments emploving fewer than five workers, small
firms as companics employving 5-19 workers, medium-sized firms as companics employing 20-0
workers and large firms as companies empleyiag 100 workers or more.

Whilc cottage and small-scale firms cccount for the majority of industrial enterprises .n numerice!
terms and in terms of the overall number of workers emploved. they are by their very nature
difficult to monitor on a continwous basis. Their operations have therefore only been surveved
perindically in conjunction with the three industrial censuses conducted by the Central Bureau of
Statistics in 1964, 197475 and 1986, The activitics of medium- and large-scale firms arc
monitored on a more regufar basis, and most annual industrial statistics published in Indonesia
refer 1o such firms oaly. The resulting distortions in the data are ameliorated by the fact that
these mediun- and large-scale tirms account for more than &) per cent of the value of gross
output and manufactuning value added (MVA).

Although the wil and natural gas processing indostries (comprising a npumber of petroleum
refinerics and the gas liquefaction facilities in the provinees of Acch and East Kalimantan, and
corresponding broadiy to ISICs 333 and 354) have traditionally plaved a major role in Indonesia’s
manutaciuring sector. quantitative data on them arc not recorded n Indenesia's industrial statisties
hecause they come under the jurisdiction the Department of Mines and Encrgy rather than the
Department of Industrv. Scparate MVA data for the ol and natural gas processing industrics
have boeen pubiished in the national accounts statistics since 1975, however. and indicate that these
industries recorded very rapid growth until the mid-19%0 oy a result of the investmeni | timulus
prosided by the relativedy high energy prices prevatling ot the ime. From the second half of the
19508 enwards, the non-otl “gas branches of the manutacturing sector have assumed the dominant
role in geacrating indusirial growth. with their share of total GDP rising from 116 per cent in
TONS 1o 192 por cent by 193,

The non ol gas component of the manufacturing sector has itself changed dramatically sinee the
mid-19t The diversification ot tis branch structure 1s revealed particularly vividls by the data
on the branch-spectic compesition of MVA collected by the three industrial censuses of 1904,
1976,75 and 1986 and repraduced in Table 120 This Table, which excludes data on cottaae
industrics, shows that whereas the food, beverage and tobaceo processing industries (ISIC 311.314)
accounted Tor 33 per cent of pon-oil gas MVA in 1963, their share had Ballen to approsimatch
3 per cont by 19%2.% Tiwe share of rubber processing industrics (ISIC 355) a0 total MVA
subtered o similar decline from 17,10 per cent 1o 2.9 per cent during 1963-85. The wood prodicts
industry (ISEC 331 was the onlv segment of the agriculiural processing industey to inercase its
contribution to gon-oil ras MVA, from 19 per cent in 1963 1o 9.8 per cent in 1985,

The hss of output share by the seovultural processing industries was offset by o broadhy based
cxpansion ol most other industrial branches, with particularly strong growth being recorded by g
numlber of heasy industries. The share of the hasie aictals industey (ISIC 37) thus wrew frem
neglizible Tovels in 1963 16 7.8 poer cent in 19RS, while the share of the transport cquipme
ndustey (ISIC 334) inercased from 11 per cent 1o 3.7 per cont during the same period. Morg
generdby the datain Table 1.2 show that the share of hieht industry i noa-oil was MV A {CH Teom

The 1950 industrial consus o fact refors oINS tor medivm- and Farge-scale hinma, and
to 19856 Tor small seale firms. In order to assure comparability, the data for smadl-coade
enterprises wine also been adjusted back to 1985 10 Table 120 the column for the 1936
industrial concos in the Table thus refers 1o 1983,
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84.8 per cent to 62.2 per cent between 1963 and 1985, while the shares of heavy processing and
heavy engineering industrics rose from 9.4 per cent to 24.5 per cent and fre:a 5.8 per ceat to 133
per cent, respectively, during the same period.

Table °2  Composition of manufacturing output, 1963, 1975 and 1985/
(Percentage of total, excluding oil and gas)

ISIC Fndustry 1963 1975 1985
311 17.4 9.3
312 § food products n.1 6.2 4.2
313 Beverages 1.3 2.0 1.3
314 Tobacco 17.6 15.4 15.7
321 Textiles 8.3 11.2 11.6
322 Garments 0.8 9.3 2.2
323  Leather products 0.2 0.2 0.4
324 footwear - 1.0 0.6
331 Wood products 1.9 3 9.8
332  Furniture 0.3 0.5 0.8
341 Paper products 1.3 1.1 1.4
342 Printing and publishing 2.2 2.2 2.2
351 Basic chemicals } 4.0 4.9
352 Other chemicals } 3.6 4.4 4.9
355 Rubber S ucts i7.1 11.7 2.9
356 Plastics - 0.8 1.4
361 Pottery and china } 0.1 0.3
362 Glass products } 0.4 1.2
363 Cement } 4.5 2.9 3.2
364 Structural clay products } 0.4 0.5
369 Other non-metallic minerais } 0.1 0.3
37 Basic metals - 0.3 7.8
381 Metal products 3.0 1.7 3.9
382 Non-electric machinery 1.1 1.1 0.8
383 Electrical equipment 0.6 3.6 2.8
384 Transport equipment 1.1 5.7 5.7
385 Professional equipment - 0.1 0.1
39 Miscellaneous 0.9 0.4 0.6
Total 100.0 100.0 100.0
- Light industry®/ p 84.8 72.1 62.29/
- Heavy processing 9.4 13.7 24.5d5
- Heavy engineering® 5.8 14.2 13.3

Source:  Hill, Hal, "Indonesia’s Industrial Transformation. Part I°. Bulletin o/ Indonesian F.conomic Studies, vol. 26, No.
2, August 1990, Table 2, p. 87.

a/ Include firms with a workforce of at least five persons in 1975 and 1986. Data for 1963 refer to firms with a
workforce of at least five persons. except for firms with 5-9 workers but not using power.

b/ Data for 1963 included in “Basic and Other chemicals™.

¢/ Defined as follows: light industry - ISIC 31, 32, 33, 342, 355, 356, 37; hcavy processing industry - [SIC H1, 351,
352, 36, 37; heavy engincering industry - ISIC 38.

d/ These shares alter drzmatically if 0il and g» - wre includcd, i.e. the sharc of light industry and heavy en-'neering

arc reduccd to 46.2 per cent and 9.8 pe~ . “7it respectively, while that of heavy processing rises to 44 per cent.

A fuller time scrics of branch-specific MVA data for the latter half of the 1980s yiclded by the
annual survey of medium- and large-scale manufacturing cstablishments is presented in Table 1.3.
This shows that the process of structural change has continued in recent years as the government
has stepped up its cfforts to stimulate the growth of acw non-oil/gas industrics in responsc to the
decline in oil prices of the first half of the decade. This change has manifested itsclf particularly
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clearly in a significant. albeit gradual, reduction in the share of heavy processing industrics between
1984 and 1989, with the difference being made up in almost equal measure by light industries and
heavy engineering industrics, buth of which received considerable government support during this
period. The data for 1990 and 1991 suggest a reversal of this pattera, however, as increased
investments in the paper. chemicals and basic metals industrics prompted a renewad increase in
the share of the heavy processing scement of the manufacturing sector.

C. INDUSTRIAL EMPLOYMENT

The total share of manufacturing emplovment still remains relatively small in Indonesia, reflecting
the fact that the country embarked upon the industrialization process only comparatively recently.
The agricshural sector remains the prinapal source of employment for the Indonesian labeur
force. and has accounted for almost one-third of the new employment opportunitics created sinee
1970, The largely informal trade scctor and public services also remain 2 major source of
cmployment. although the jobs they provide are frequently charactenized by low levels of
productivity. With the agricultural sector’s absorptive capacity rapidly approaching its himit. there
is @ growing awarcness in Indonesia that the manufacturing sector must play a leading role in
generating mzh-productivity jobs.

Emplovment data collected by the Ceatral Bureau of Statistics in its periodic population censuses
and labour foree surveys reveal a steadily rising trend in manufacturing emiplovment, indicating
that this development is alres Iy taking place. As shown in Table 14, which compares the results
of the 1971, 1980 and 199 censuses. the share of the active labour foree engaged in manufacturing
activitics increased from 0.3 per cent in 1971 to 116 per cent in 199, The annual average rate
of increase in manufacturing emplovment during this period amounted to 6 per cent, as against
an overall emplovment increase of approximately 2.8 per cent per year.

Table 1.4,  Employment®’ by main industry, 1971, 1980 and 1990

1971 1980 1990

Main industry Million Percentage Million Percentage Million Percentage
Agriculture, forestry,

hunting and fishery 26.5 4.2 28.0 54.8 35.5 50.1
Mining and quarrying 0.1 0.2 0.4 0.7 0.7 1.0
Manufacturing 2.7 6.5 4.4 8.5 8.2 11.6
Flectricity, gas and water 0.0 6.1 0.1 0.2 0.1 0.1
Construction 0.7 1.6 1.6 3.1 2.8 4.0
Wholesale and retail trade

and restaurarts 4.3 10.3 6.6 12.9 10.6 15.0
Transportation, storage and

communications 1.G 2.3 1.5 2.9 2.7 3.8

Finance, insurance, real

estate and business services 0.1 e.? 0.7 0.4 0.» 0.7
Public services 4.1 10.0 7 15.1 9.7 13.7
Others 1.9 1.6 0.7 1.4 0.0 0.0
Total 41.3 100.0 51.2 150.0 70.8 100.G
Sotrer Government of Indonesia, Conteal Bareau of Satstes, Seamsticdl Yearbook of udonesia, sanous issues
" Reter. o population Hvcars ol age and above who worked dunng the week previeus to the census
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Not surprisingly, the vast majority of the available cemployment opportunities within the
manufacturing scctor have been cereated by the cottage and small-scale enterprises that continue
to dominate the sector numerically.  The findings of the 1986 indusirial census show that
approximately 1.4 million cottage industrics accounted for about 2.7 million of the 5.2 million
persons engaged in the manufacturing sector, wath the 94,500 small-scale enterprises enumerated
by the census accounting for a further 770,000 workers. The medium- and large-scale enterprises,
which together numbered less than 12800, accounted for the remaining 1.7 million employees.

Table LS provides a breakdown of employment patterns by industrial branch viclded by the
industrial censuses of 1963, 1975 and 1986, These data, which do not take houschold or cottage
caterprises into account. reveal that the largest contribution to labour absorption is made by the
traditional labour intensive industries. such as food processing, tobacco products, textiles, garnients
and wood products.  They show further that the chare of labour employed in the tobacco
processing and textile industrics has declined dramatically since the 19660 as these industries have
been subject to an increasing degree of mechanization. The share of employment accounted for
by the rubber processing industry also declined sharply, reflecting the decline in the industry itsclf.
By contrast, the share of workers employed in the garments, wood products and furniture
industrics increased between the mid-1970s and the mid-1980s in line with the rapid expansion of
these industries during this period.

More recent employment data for medium- and large-scale enterprises derived from the annual
industrial surveys are presented in Table Lo, While indicating a steady and rapid growth in the
overall number of workers employed in these enterprises, they also show branch-specific shiflts in
cmplovment patterns that are, to a large extent, consistent with the longer term trends revealed
by the compartson of the 1963, 1975 and 1986 industrial censuses discussed above. In particular,
they confirm the continuing decline in the share of industrial employment accounted for by the
tobacco processing and tetaile industrics, and the growing importance of the garments and
woodworking industries as sources of employment, even though the share of the latter has suffered
a slight contraction in 1990-91. Similarly, the contribution of the rubber products industry to
cmplovment showed some signs of recovery in the latter half of the 1930s, largely as a result of
a move into downstream activities, including the manufacture of a wide range of non-tyre finished
zoods, but suffered a sctback in 1991,

The annual labour force surveys conducted by the Central Burcau of Statistics, which inter alia
cnquire into the cducational achicvements of their respondents, suggest that the educational and
skill levels of Indoncsia’s industrial labour force are still fairly rudimentary. A summary of these
surveys is presented in Table 1.7, which highlights three basic facts. The first is that a very high
proportion of the industrial work force has few, if any, formal cducational qualifications. The
second is a rapid improvement in the educational standards of the industrial labour force between
the mid-1970s and late 1980s, reflecting both the development of the educational infrastructure and
the more cxacting manpower needs of a more sophisticated manufa turing sector, The third is
a worrying slowdown of this process in 1991-92, which has also been confirmed by declining
cnrolments in elucational establishments, as the short term opportunity costs of pursuing
educational qualifications, in terms of high school fees and foregone carnings, prompt an
increasing number of young people to forego post-primary education.
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Table LS. Distribution of manufacturing employmeat, 1963, 1975 and 1986%/
(Pcrcentage of total, excluding oil and gas)

ISIC Industry 1963 1975 1986
gg food products 25.3 z i 13.
313 Beverages 0.8 . .
Jis4 Tobacco 18.0 1. 12.
321 Textiles 27.3 18. 14.
322 Garments 0.8 . .
323 Leather products 0.5 . .
324 Footwear - . .
321 Wood products 2.3 .
332 Furniture 1.0 . .
341 Paper products 0.8 . .
342 Printing and publishing 2.8 . .
351 Basic chemicals 2.9 .
352 Other chemicals .

1.3

355 Rubber pB?ducts
356 Plastics
361 Pottery and china }
362 Glass products }
363 Cement } 3.7
}
}

* e .
RN

364 Structural clay products
369 Other non-metallic minerals
37 Basic metals
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. .
N W B VNN BN WND OO — DTN DR A DD —

CONOWOOWNOO=ONONOMmLOO DM OIW -
b
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v e e « .

381 Metal products 2.5 .

382 Non-electric machinery ’ 0.7 .

383 Electric equipment 0.3 .

384 Transport equipment 2.1 .

385 Professional equipment - .

39 Miscellaneous 1.1 .
Total 100.0 160.0 100.0
(Thousand) (900.3) (1,468.5) (2,685.3)
- Light industryC// 87.0 80.6 77.0
- Heavy processing® / 7.4 1.1 14.0
- Heavy engineering® 5.6 8.3 9.0

Source:  Hill, Hal, "Indonesia’s Industrial Transforriation, Part 17, Bulietin of Indonesian F.conomic Studies, vol. 26, No.
2, August 1990, Tabie 2. p. 87.

af Include firms with a workforce of at least five persons in 1975 and 1986. Data for 1963 refer to firms with a
workforce of at least five persons. cxcept for firms with 5-9 workers but not using power.

b/ Data for 1963 included in "Basic and ther chemicals®.

</ Defined as follows: light industry - ISIC 31, 32. 33, 342, 355. 356, 39 heavy processing industry - ISIC 341, 351,
352. 36. 37: heavy engineenng indusiry - ISIC 38.
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Table 1.7. Industrial labour force by education, 1976-1992, selected years
(Percentage share)

Educational achievement 1976 1980 1982 1985 1988 1939 1990 1991 1992
Ko schooling 30.3 23.9 248 17.8 10.1 11.9 1i.4 9.1 9.1
Not completed elementiary school 37.6 37.6 33.3 32.3 22.4 23.6 21.4 19.0 19.0
Elementary school 23.6 25.3 29.1 31.5 38.6 39.1 38.3 39.0 33.8
Junior High School 5.2 7.0 6.7 9.0 13.1 12.7 13.8 15.4 16.0

General 4.1 5.3 5.0 7.3 1.2 1.2 12.0 13.5 14.0

Vocational 1.1 1.7 1.7 1.8 1.9 1.6 1.8 1.9 2.0
Senior High School 3.0 56 5.6 86 143 11.9 13.6 16.0 15.5

General 1.6 2.9 2.4 4.5 8.5 7.1 8.1 9.4 9.0

Vocational 1.4 2.8 3.2 4.1 5.8 4.8 5.6 6.6 6.5
Dip.oma and academy 0.2 0.3 0.2 0.5 1.0 0.6 0.8 0.9 0.9
Uiiversity 0.1 0.2 0.2 0.3 6.4 0.2 0.6 0.7 0.7
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Primary or less 91.5 86.8 87.3 8l.5 71.1 74.6 71.2 67.1 66.9
Secondary 8.2 12.6 12.3 17.7 27.4 24.7 27.5 3.4 3.5
Tertiary 0.3 0.5 0.4 0.8 1.5 0.8 1.4 1.6 1.6

Source: Government of Indonesia. Central Burcau of Statistics. Stanstical Pockethook of Indonesia. vanous 1ssucs.

As late as 1976 more than 90 per cent of the workers in industrial enterprises had at best a
primary cducation. with 30 per cent having hiad no schooling at all. By 1991, however, the share
of wholly uneducated workers had fallen to approximately 9 per cent, although more the: 50 per
cent of the work force had still only had a primary cducation, which in many cases had not even
been completed. Mceanwhile, the share of the workforee with a secondary cducation rose from
& per cent in 1976 10 31.5 per cent by 1992, A closer analysis of the data reveals, however, that
a substantial majority of the high school graduates employed in manufacturing activitics in 194%)
had attended general curriculum schools, with only about once-third having attended vocatianal
schools. Finally, the share of industrial employces with a tertiary education remained very small
al 1.6 per cent in 1992, even though this figure represented a more than fivefold increase oner
1976.

There are no legal and few cultural restrictions on the active participation of women in the
ceonomic and industrial development process in Indonesia. The available quantitative informition
on the role of women in manufacturing industry, derived from population censuses and lubour
force surveys, indicastes that women play a significant part in manufacturing activitics. As shown
in Table L3, the share of female employment in all manufacturing activitics has consistently ranged
between abowt 45 per cent and SO per cent since the carly 1970s. However, women play a
particularly prominent role as unpaid family labour in cottage wnd houschold enterprises, and
account for some 70-80 per cent of all such labour. They also play a significant role as employers
and own-account workers, accounting for approximalely half of the otal labour force i this
categors.  Eyen so, the share of women in paid emplovment has not exceeded one-third of the
total since the carly 19705,

Onc explanation for the data presented in Table 1.8 is the fact that female cmployment has
traditionally been concentrated in the informal sector. This is reflected particularly obviously in
the high share of females in the "unpaid family workers” category, which by definition refers to the
predominantly informal cottage and houschold segments of the industrial scetor.  In addition,
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however, it is also an important determinant of the relatively large proportion of women in the
“own-account workers® category. which includes the large number of women involved in small-scale
food processing and handicrafts activitics.

Table L8. Industrial labour force by status and sex, 1971-1992, selected years
{Percentage share)

1971 1976 1978 1980 1982 1985 1986 1988 1989 1992

Employers and own

account workers 100.0 100.0 100.0 100.¢ 100.0 100.0 100.0 100.C 100.0 100.0
Male 53.5 52.2 39.9 52.1 37.¢ 50.5 45.7 47.2 46.6 46.9
Female 56.5 47.8 Jll.1 47.9 62.4 49.5 54.3 52.8 53.4 531

Paid employees and

wage earners 100.0 100.0 100.0 100.0 100.0 100.0 100.C 100.0 190.0 100.0
Male 66.5 7.5 645 64.5 63.0 65.4 68.0 66.8 653 62.3
Female 33.5 3.5 35.5 35.4 37.0 34.6 32.0 33.2 347 37.7
Family workers 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0C 100.0
Male 19.8  25.0 24.5 27.2 25.2 25.2 26.1 25.6 26.4 24.5
female 80.2 75.0 75.5 72.8 74.8 74.8 73.9 74.4 73.6 755
Others - 100.0 - 100.0 - 160.0 100.0 - - -
Male - 18.5 - 53.8 - 70.8 78.9 - - -
Female - 80.5 - 46.2 - 29.2 21.1 - - -
Total 100.0 100.0 100.0 100.0 100.0 100.0 1C0.0 100.0 100.0 100.C
Male 51.8 52.9 50.2 55.2 52.1 54.7 55.2 55.1 53.5 53.0
Female 48.2 47.0 49.3 4483 47.9 453 448 44.9 46.5 47.0

Sources: 1O, Yearbook of Labour Statistics. vanous ssucs. Table 2A.

While employment in formal sector industrial enterprises remains largely male dominated, a
numbcr of recent developments suggest that the involvement of women in the formal scctor may
increase significantly in the foresceable future. The structural transformation currently in progress
in Indoncsia’s industrial sector is opening new opportunitics for women (o participate in a varicty
of rapidly growing light industrics such as those involved in the manulacture of textiles, cleetr nics
and high-quality handicrafts. and in the processing of food, beverages and tobacco, which
traditionally tend to absorb more female than male labour.  In addition, many factorics arc
relocating irom urban centses o rural arcas and special export processing zones, where they can
draw on the female population of surrounding villages to mect their labovr requirements.

The data on the numcerical breakdown of industrial cmployment by male and femalde workers
presents only a partial picture of the role of women in Indonesian industry. A recently prepared
UNIDO country memorandum on Indonesia notes that:

"Morc than half of the working women work part-time in Indoncesia, and most
women are in low-status, low-paying jobs since they lack the skills and
cducational qualifications for better jobs. Women at managerial and decision-
making levels are very few. Even when cducational qualifications are the same,
however, women arc paid far less, on average, than males, The sex differential

13
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15 greatest among women workers wath the least formal cducation, but even
among academy and university grad:ates males carn 40 per cent more than their
female co-warkers. The same pattern holds when male and female workers are
matched for hoars of work, type of occupation and ficld of work.™

D. PRODUCTIVITY AND PERFORMANCE

Data collected by the annual industrias surveys of the Central Burcau of Statistics, and reproduced
here in Table 19, show that the share of value added in the gross output of the manufacturing
sector as a whole has remained approximately constant throughout the 1980s and carly 1990s.
fluctuating in a narrow band between approximately 29 per cent and 33 per cent. While this
relatively fow ratio at the aggregated level suggests that the Indonesian manufacturing industry has
a comparatively high physical input cost structure. it conceals significant branch-specific variations.
In particular, the MVA /output ratios in the food processing (ISIC 311), lcather products and
plastics industrics have historically been substantially lower than the overall average, while those
of the footwear. furniture, pottery and china, and non-metallic mincrals industrics tend to be
substantially highcr. At least in the case of food processing, however. this pattern has begun o
shift since 1990,

As argued by Hill, “Indonesia’s industrial diversity s nowhere better illustrated than in the range
of labour productivities across industrics”>’ This is highlighted by the data in Table 130, which
show a wide dispersion of inter-industry productivity even within the non-oil/gas components of
manufacturing industry.  Year-to-year fluctuations notwithstanding, the range of these labour
productivitics  streiches  from  approximately onc-fifth of the average for all noa-oil/gas
manufacturing activitics to 9-10 times that average.

The data presented in Table L10 allow two categorics of manufacturing industry to he
distinguished, with high value added industrics on the onc hand and industrics with relatively fow
levels of labour productivity on the other. The former category comprises industrics with a high
physica! capital intensity, high skil! requircments and/or a significant degree of product
differentiation, and includes the basic metals, basic chemicals, cement, cagineering and beverage
industrics. The latier category consists of essentially labour-intensive industries, and includes the
textiles, garments, furniture, footwear, non-meiallic mincrals  (building  matcrtals) and
miscellancous manufactures (such as jewcellery, sporting goods and musical instruments) industrics.

UNIDO, Women in Industry - Coumsry Information: Indonesia, Update September 1992,
p.- 4

Hhtl, H., "Indoncesia’s Industrial Transformation - Part 1, Bulletin of Indonesian Economie
Studies, Vol. 20, No. 2, p. 88,
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Table LY. Share of manufacturing value added in gross output by ISIC, 1984-1991
(Percentage)

g
2

ISIC Products 1986 1987 1988 1989 1990 1991

311  Foud products 22.3 5.5 22.1 19.6 22.2 19.7 33.7 3.8
312 food products 2.8 26.2 3i.3 26.0 243 33.2 30.7 27.5
313  Beverages 44.8 3.0 37.6 37.0 4.7 27.0 82.5 36.1
314 Tobacco 29.7 25.0 35.4 37.3 37.8 306 39.3 46.8
321  Textiles 34.1 3i.9 346 28.6 25.0 29.6 29.5 26.7
322 Garments 41.9 3.9 37.7 29.6 30.9 3.9  35.0 28.1
323  Leather products 3.5 31.4 47.9 20.1 20.1 17.8 31.4 37.1
324 footwear 42.7 45.7 50.9 47.0 41.5 47.6 48.8 3.5
331 wood products 28.5 35.4 38.2 35.1 31.6 33.8  33.9 3.7
332 Furniture 9.4 39.3  41.1 36.3 38.7 8.4  36.1 37.1
331  Paper products 2.4 9.7 22.7 23.4 29.2 24.4 3.1 37.1
342 Printing and publishing  40.2 8.5 420 38.3 37.6 33.1 29.1 1.1
351 Basic chemicals 4.0 32.3 310 28.8 32.9 30.2 28.6 34.2
352 Other chemicals 38.1 35.4 316 32.2 1.3 29.2 30.2 33.9
355 Rubber products 16.0 27.6 21.3 17.4 20.9 28.1 27.6 27.4
356 Plastics 28.3 9.0 21.7 20.2 16.8 16.7 27.5 25.1
361 Pottery and china 37.2 9.1 43.1 37.6 36.4 39.3 38.1 44.2
362 Glass products 39.4 49.8 50.2 25.9  25.2 25.4 29.6 39.5
363 Cement 6.8 32.0 31.3 35.0 3.4 26.2 35.0 37.0
364 Structural clay products 48.1 45.5 45.5 38.8 39.4 37.0 39.8 37.4
369 Other non-metallic

minerals 37.0 46.4 54.2 55.1 4.1 48.8 4]1.4 42.6
371 Basic metals 50.3  45.2 50.0 54.7 39.6 8.0 3.0 28.8
381 Metal products 27.8 29.5 21.7 27.8 28.7 6.0 27.8 30.5
382 Non-electric machinery 42.2 35.8 33.7 34.5 30.7 32.2 31.1 36.8
383 flectrical equipment 2.2 29.5 278 239 18.4 22.2 23.5 27.2
384 Transport equipment 29.6 33.4 39.6 36.4 32.8 32.4 31.2 29.6
385 Professional equipment 40.1 31.4 28.2 24.2 21.2 21.1 31.8 25.3
390 Miscellaneous 25.6  29.7 31.0 29.5 33.1 3.3 335 35.8
Total 3.6 31.3 323 30.5 289 29.7 3.4 326
Light industry®/ b/ 8.1 29.3 315 28.4 2.5 28.8 33.2 32.8
Heavy processing industry b/ 39.9 36.5 36.2 36.1 13.7 31.4 32.7 331.9
Heavy engineering industry 27.4 31.3 29.2 30.4 27.8 31.3 28.6 29.9

Source:  Govemment of Indonesia. Central Burcau of Staustics, Seisak Indusm, vanous issues.
a/ Census.

b/ Defined as foilows: light mdustry - 1SIC 31, 32, 33, M2, 355, 356, 39: heavy processing industry - ISIC 341, 351,
352, 36, 37 heavy cngincenng industry - ISIC 3K
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Table 1.16.  Labour productivity (manufacturing value added per employee) by ISIC, 1984-1991
{Indcx | average = 100)

ISIC  Products 1981 19852/ 1986 1987 1988 1989 1990 1991
311 food products 81.1 82.3 66.5 63.4 8.8 67.6 118.9 126.5
312 food products 64.6 54.1 67.1 54.7 55.2 86.7 61.6 52.2
313 Beverages 247.2 173.3 187.8 170.3 174.9 131.3 178.1 129.1
k) T Tobacco 113.6 93.9 109.6 115.4 110.9 109.9 129.5 155.6
321 Textiles 63.0 59.7 68.4 39.6 57.0 71.1 65.1 62.0
322 Garments 52.8  39.3 49.8 8.9 31.0 44.1 39.7 30.4
323 Leather products 144.1 79.9 148.6 57.8 68.0 45.1 68.5 87.¢
324 Footwear 95.3  89.1 97.1% 88.3 15.1 76.4 66.8 36.3
n Wood products 50.4 94.¢ 109.7 116.0 99.4 91.1 88.7 94.3
332 Furniture 35.2 37.1 42.1 3;.8 9.8 38.3 30.5 36.8
341 Paper products 78.0 132.7 8.4 138.0 201.3 160.7 zZ21.2 225.7
342 Printing and publishing 72.2 68.2 93.9 85.7 91.6 81.1 71.0 80.0
351 Basic chemicals 288.9 300.7 255.0 270.5 301.7 250.1 278.9 365.1
352 Other chemicals 139.6 147.9 131. 131.8 137.6 121.1 128.1 176.4
355 Rubber products 88.7 90.5 58.9 60.2 78.4 B81.9 61.3 71.5
356 Plastics 57.8 92.0 47.6 52.9 48.6 82.6 56.1 49.5
361 Pottery and china 35.8 50.5 53.9 46.4 49.0 56.6 63.1 75.6
362 Glass products 132.3 242.0 235.9 117.8 105.6 94.9 97.6 117.1
363 Cement 186.9 171.5 179.3 185.5 150.8 121.0 176.0 196.7
364 Structural clay

products 17.0 18.2 20.1 17.4 18.2 16.4 15.0 16.9
369 Other non-metallic

minerals 50.6 56.3 73.2 68.9 41.3 23.7 54.3 74.1
371 Basic metals 944.9 778.3 851.9 1,066.6 872.6 880.9 721.9 461.2
381 Metal produc:s 108.4 121.5 115.2 120.2 167.8 204.7 101.2 97.7
382 Non-electrical

machinery 127.3 118.4 84.8 112.2 122.5 113.7 110.1 168.0
383 Electrical equipment 109.6 146.3 131.9 118.7 103.2 113.5 118.8 125.4
384 Transport equipment 155.0 149.2 158.4 169.4 179.3 206.1 202.8 205.7
385 Professional equipment 28.7 46.5 33.8 36.7 19.3 43.4 55.4 55.7
390 Miscel laneous 51.3 51.9 51.7 49.9 47.1 59.6 42.4 38.0
Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Light industry®/ b/ 7%.5 76.9 79.0 76.2 6.3 711.6 71.7 15.9
Heavy processing irdustry 218.0 199.8 193.8 212.2 204.8 180.8 213.8 215.0

Heavy engineering industryb/ 124.2  135.2 130.5 135.6 151.8 173.2 13%9.24 146.5

Source:  Government of Indonesia, (entral Bureau of Statistics. Stansik Indusin, vanous issues.

a/ Census.
b/ Defined as follows: light industry - ISIC 31, 32, 33, W2, 355, 356, 39; heavy processing industry - ISIC M1, 351
352. 36. 37: heavy engincenng industry - ISIC 38,

The inter-temporal growth of labour productivity in the non-oil /gas manufacturing industrics is
morc difficult to ascertain, not least because of difficultics associated with the choice of deflator,
An approximation of this growth is presented in Table 111, howeser, which shows that the 1933-
based index rose to almost 285 in nominal terms by 199), and 1o about 155-165 in rcal tcrms,
depending upon whether the implicit deflator for non-oil /gas manufacturing yiclded by the national
accounts data or whether the implicit deflator for GDP as a whole was employed. These data
reveal a particutarly rapid growth of labour productivity in the paper products, food products,
textiles, pottery and china, basic mctals, transport cquipment and professional cquipment
industrics, as new invesiments raised their capital intensity and the sophistication of the produciion
processes employed in them.,
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Table 111, Growth of labeor productivity by ISIC, 1990
(Index, 1983 = 100)

Deflated by impTicit
deflator for non-oil/
gas manufacturing from Deflated by

Nomina. national accounts data GOP deflator
1SIC  Products 198G 1950 199G
311 Food products 373.8 202.7 218.1
312 Food products 3247 176.1 189.5
313 Beverages 162.3 8¢.0 94.7
314 Tabacco 336.5 17¢.3 192.9
321 Textiles 361.9 19€.3 211.2
322 Garments 227.7 123.5 132.9
323 Leather products 182.5 99.0 106.5
324 Footwear 161.9 8.8 94.5
331 wood products 296.4 1€0.7 173.0
332 Furniture 251.3 136.3 146.6
341 Paper products 1,077.3 585.3 628.7
342 Printing and publishing 289.3 157.0 168.9
351 Basic chemicals 242.3 131.4 141.8
352 Other chemicals 295.9 160.5 172.7
355 Rubber products 163.6 88.8 95.5
356 Plastics 377.7 204.8 220.4
361 Pottery and china 441.5 239.5 257.7
362 tass products i87.6 101.8 159.5
363 Cemert 244.9 132.8 142.9
364 Structural clay products 227.2 123.2 132.6
369 Other non-metal!ic minerals 275.5 149.4 160.8
n Basic metals 367.0 215.3 231.7
331 Metal products 254.4 138.0 148.4
382 Non-electricai machinery 247 .4 134.2 144.4
383 Electrica! equipment 283.4 153.7 165.4
184 Transport equipment 3/58.7 203.8 219.3
385 Professional equipment 453.1 245.8 264._4
390 Miscellaneous 315.0 170.9 183.8
Total 284.1 154.1 165.8
Light incustry®/ / 215.6 149.5 160.8
Heavy processing industry® / 335.1 181.8 195.6
Heavy engineering industry? 308.6 167.4 180.1

Source:  Computed from indusinial and national accounts data published by the Government of Indonesia, Central
Burcau of Statistics.

a/ Defined as follows. hght industry - ISIC 31. 32. 33, M2 355, 356. 3%. heavy processing industry - £SIC 331, 351,
352. 36. 3T. heavy engincenng industry - ISIC 38.

Al the same time, several branches suffered declining labour productivity in real terms. In the
case of the heverages and leather products industrics this reflected a long-term secular trend.
apparcatly related to structural shifts in demand. In the case of cement and non-mctallic mincrals
the reasons are more likely to have been evelical, as a temporary weakening of demand in the
construction industry resulted in a reduction of output in the building materials industry withowt
a corresponding reduction in the number of workers employed.

Relixble estimates of corporate profitability are extremcly difficult o obtain in Indoncsia. mainhy
because most firms are privately owned and structured as highly comple.. groups of enterprises.
Financial stanistics are therefore frequently not released at all or, if published, are lacking in
transparcncy. Even the large wave of corporate equity flotations following the liberalization of the
domestic capital market regulations since the Tate 19805 has done little to improve this situation,
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An impression of the overall profitaiiits of Indone.lar industry can. howeser, be gleaned from
the data collected by the surveys of medism- and Lerge-seale non-otl; gas manufacturing enterprises
conducted by the Central Burcau of Statisites and presented here in Table L12) These data show
that the share of gross profits in MVA increased evadually but steadily from 73 per cent in 1983
to almost X per cent in 1990, befei  falhing back to about 7 per ceni in 191, A more detailed
cxamination of gross profits generated in various branches of manufacturing industry shows this
refatively high average figere te be fairly representative of most forms of manufactering actwvity.
With the exception of garments, footwear, publishing and structural clay products. the share of
gross profit in MVA oxceeded 6 per cent in all brenches in I'1, and in most cases ranged
between 7o per cent and 90 per cent.

Table 1.12.  Share of gruss profits in manufacturing value added by ISIC, 1984-1991
{Pcreentage)

1
|

1SIC  Products 1984 1965 1986 1997 1988 1989 1996 1991
3 Food products 6E.2 2.1 63.4 66.9 73.5 67.0 83.5 84.5
312 Food products 63.8 69.3 75.9 72.8 ’1.9 84.0 76.3 75.4
313 Beverages 82.5 78.3 79.0 81.0 80.8 74.8 82.8 7.
314 Tabacco 87.9 87.3 89.8 93.1 89.7 9.0 91.3 91.¢
321 Textiles 74.4 2.9 7/.4 76.3 73.0 80.4 78.7 72.5
322 Garments 64.9 56.5 68.6 60.3 63.2 67.7 65.2 54.8
323 {eather products 85.1 71.3 39.4 721 75.6 67.8 80.8 A3l
323 footwear 63.9 68.7 i1.3 71.7 65.5 75.0 3.7 55.3
331 wood products 62.5 75.6 18.1 80.2 ;7.3 1.1 7.3 79.0
3 furniture 46.1 48.7 57.2 55.8 53.3 61.5 57.7 6G.0
k) Paper products 62.5 /7.8 72.2 81.9 86.9 83.0 87.7 87.9
342 Printing and publishing 53.6 49.9 60.2 58.1 60.7 60.3 58.2 58.7
351 Basic chemicals 79.9 75.6 76.0 78.6 80.7 ’7.0 80.9 831.6
352 Other chemicals 68.8 67.8 67.5 67.3 06.7 69.4 71.1 17.3
355 Rubber products 66.4 is.2 67.2 58.0 68.4 73.9 69._4 70.9
358 Plastics 70.1 81.6 62.4 66.2 67.3 66.9 75.3 70.2
361 Pottery and china 377 58.2 65.9 60.0 6i.1 70.2 72.2 17.3
162 Glass products 69.5 83.9 84.4 71.% 68.3 68.9 70.5 75.4
363 Cement 77.0 80.5 R0.9 82.7 /8.4 8.0 84.5 83.6
363 Structural clay products 46.7 50.3 55.8 52.8 85.1 31.7 50.2 53.2
369 Other non-metallic

minerals 60.9 66.5 i3.% 74.4 65.6 68.2 73.9 8.2
371 Basic metals 93.5 94.5 93.1 95.7 92.8 93.5 53.6 89.6
381 Meta! products 73.9 73.7 74.8 18.5 81.5 B8.0 17.8 28.3
182 Non-electrical machinery 75.1 75.2 65.9 72.3 70.6 12.% 73.0 79.3
383 Electrical equipment 68.9 17.2 i7.0 75.1 69.1 6.4 5.5 75.3
384 fransport equipment 70.6 il.4 /2.6 79.5 79.1 83.0 82.7 82.?7
8¢ Professional e sipment 52.7 58.7 45.0 30.8 56.9 62.3 64.6 £5.8
390 Misce!laneous 62.3 67.3 65.3 63.8 68.4 71.5 67.0 £3.3
Total 76.0 76.3 171.4 18.7 17.6 19.7 19.8 17.9
Light industry®/ y 4.4 153 1.0 71.6 /5.8 118 8.1 1i.6
Heavy processing industry b/ 81.3 1.6 80.3 82.9 81.4 81.8 84.? 83.
Heavy engineering industry /1.8 /3.8 1.7 11.7 /1.8 83.? 79.1 69.1
Sowre v Government of Indonesia, Central Burcau of Statisties. Statesik fnduser, «anous issucs
a ( cnsun
b Defined as follows hight industry - ISFO 3T 32033 302385 384,39 heavy processing industny - ISIC 3L, 380

382, W 37, heavy engancerning industry - ISIC 38
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E. OWNERSHIP AND INVESTMENT PATTERNS

Official Indonesian statistics distinguish between seven categories of industrial ownership. Three
of these comprise wholly owned enterprises belonging to the government, domestic private
businessmen or foreign investors, while a further three refer 1o joint ventures between any two of
these three individeal ownership groups. The last category refers to joint ventures invokiag all
three of these groups. The latest comprehensive data on the distribution of ownership among
these categorics were collected as part of the 1986 industrial census. A comparison of these data,
which cover medium- and large-scale enterprises outside the oil/gas sector only, with
corresponding data from the carlier industrial censuses is presented in Table 1.13. These figures
show that the domestic private sector has traditionally accounted for the lion’s share of all non-
oil/gas manufacturing cnterprises, and a significant proportion of the emplovment and MVA that
they have generated. At the same time, however, these data also show that the government docs
play a significant direct role in the manufacturing scctor, with firms owned wholly or partially by
the government accounting for 25.5 per cent of the total MVA at the time of the 1986 census.
According to Hill. this figure would have been even higher, at about 44 per ceat, if the oil and
natural gas processing industrics had been included in the census data.%/

The role of wholly or partially Statc-owned enterprises has traditionally been particularly important
in the heavier branches of manufacturing industry. This is indicated in Table 1.14, which shows
that such firms accounted for more than 50 per cent of Indonesia’s total output of basic chemicals,
oil and natural gas products, basic metals, and non-clectrical machinery. This concentration of
State owncrship in the upsircam reaches of the manufacturing sector has prompted one tcam of

analysts to describe its structure as being onc of "upstream socialism, downstream capitalism™.”/

Within the private sector a dominant role has historically been plaved by businessmen of cthnic
Chinese origin. Most of Indonesia’s large conglomerates, which tend to have highiy diversificd
interesis in 2 varicty of ficlds including manufacturing, were founded by such businessmen, who
have for the most part retained full or majority owncership over these enterprises.  For political
reasons, these businessmen have often had to collaborate with influential indigenous Indoncsian
interests. Until the mid-1980s the most important of these were connected with the military, and
included cither serving or retired senior officers as well as 3 number of foundations cstablished
by the armed forces. More recently, the focus of this collaboration has shifted to well-connected
private cntreprencurs, many of whom have become leading members of Indonesia’s business
communily during the mid-1980s and carly-1990s.

Forcign owncership mostly 1akes the form of limited joint-venture partnerships with Indonesian
firms. Overseas investments retaining fuli foreign ownership were permitted between 1967 and
1974, when several large-scale wholly forcign owned projects were licensed ir resource-based
industrics, such as the mining of copper in Irian Jaya and nicked in South Sulawesi. Growing
public disquict abeut the threat of excessive foreign control over the Indoncsian cconomy
prompled g revision of the foreign investment regulations in 1974, however, as a result of which
all new forcign investments had to take the form of joint ventures with private or official
Indoncsian cntitics.  Since 199%), these regulations have been steadily relaxed and full forcign
ownership has again been permitted since June 1994

o Hill, H., "Manufacturing Industry”, in Booth, A. (ed.). The Oil Boom and Afier -
Indonesian Feonomic Policy and Perfornmance in the Socharto Era, Oxford University
Press, Singapore, 1992, p. 231,

Thee Kian Wic and Yoshihara, K. “Forcign and Domestic Capital in Indoncsian
Industrialization”, Southeast Asian Swdies, Vol. 24, No. 4, 1987, p. 343,
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Table L13. Summary of indicators for fuajoc ownership groups, 1963, 1974 and 1985*/
Government /
Government/ Domestic Domest ¢
Domestic Domestic Government / Private/ Private/
Government Private Foreign Private Foreign Foreign toreign Tota)

Shares (Per cent of all firms)

1985 Firms 0.9 92.2 0.4 0.6 0.1 2.7 3.1 12,909
tmp loyment 1.0 4.9 1.3 0.4 0.2 7.4 14.9 1,684,726
Value added 0.4 55,8 1.3 0.4 0.5 17.1 24,7 Rp 7,153,83/

1974 Firms 6.8 87.9 1.4 1.2 0.2 25.0 - 7,091
tmployment 19.3 68.9 2.6 1.3 0.7 7.3 - 655,821
Value added ?5.9 47.2 10.8 1.5 2.2 13.3 - Rp 478,446

o TR o

mployment . . .
Power 39,7 60.3 web/ 715,520
Indices of relative size
(average - 100)

1985 Value added/firm 40 60 328 64 831 641 /794
value added/employee 40 5 97 105 744 230 165
Employees/firm 101 81 339 61 342 279 480

1974 Value added/firm 398 54 756 88 1,091 534 -

Value added/employee 129 68 418 123 314 183 -
tmployees/firm 285 8 181 106 346 292 -

1963 Power/firm 851 63
Power/employee 127 88
fmployees/firm 668 12

Source T Tl “Indonesia’s Industnal Pransformation - Part H®, Hulletin of Indonesian Fconomic Swdies, vol. 26, No. 3, December 1990, Table 13, p, 76.

a/ The data Tor 1970 and 1985 seter to hirms employing at least 20 workers, und exclude oil and gas processing. ‘Ihere is no separate identification of government/private/forcign firms
0 1974 presumabhy they were included an the government group. ‘The 1963 data refer to firms employing at lcast five workers and using power, No reliable value added data by
ownenship are provided. o instalied power capacity is used.

b/ Honepower

sopay woddng Kjuno?)

pIssuopuj




Indonesia Country Support Strategy

Table LI4.  Ownership by major industry group, 1985*
(Pcrcentage of cach industry’s output)

Domestic Government
istc Indus try Private Government foreign (Joint ventures)
in Fcod products 61.3 2.2 7.0 29.5
312 Food products 69.4 1.2 18.0 11.4
1 Beverages 35.1 0.1 36.3 28.5
314 Tobacco 94.3 - 5.4 0.3
321 Textiles 61.0 0.8 28.6 10.4
322 Garments 97.7 0.1 1.1 1.1
323 Leather products 76.2 0.6 20.1 3.1
324 Footwear 59.3 - 40.7 -
331 Wood products 73.7 0.5 12.1 13.7
332 Furniture 98.4 - 1.5 0.1
341 Paper products 57.4 - 11.4 31.0
342 Printing and publishing 89.1 4.7 0.4 5.8
351 Basic chemicals 14.4 0.4 8.9 76.3
352 Other chemicais 58.5 0.1 29.4 12.0
353/4 0il and gas processing - 431.5 - 56.5
355 Rubber products 83.0 2.1 7.1 7.8
356 Plastics 43.4 - 56.5 0.1
361 Pottery and china 96.0 1.2 2.8 -
362 Glass products 14.7 - 81.0 4.4
363 Cement 42.5 0.6 2i.3 35.6
364 Structural clay products 93.1 0.8 4.1 2.0
369 Other non-metallic minerals 94.1 3.5 - 2.4
37 Basic metals 9.1 - 1.4 89.6
331 Metal products 66.8 0.2 21.0 12.0
382 Non-electrical machinery 29.4 0.2 18.9 51.5
383 Electrical equipment 45.2 - 39.8 15.0
384 Transport equipment 68.7 - 16.6 14.6
385 Professional equipment 77.3 - 22.7 -
39 Miscellaneous 71.5 - 20.6 1.9

Total
Excluding oil and gas 58.4 0.8 17.2 23.6
Including oil and gas 38.8 15.8 10.8 34.7

Source:  Hill. Hal. “Indonesi’s Industnial ' -ansformation - Part 17, Bulleun of Indonesian Economic Studies, vol. 26,
No. 3. December 199, Table 14, p. ™.

ar Includes all firms with a work force of at least five persons. Al smail firms (5-19 persons) are assumed 1o be
privately owned.

Investment in manulacturing industry has customarily been the preserve of the private sector in
Indoncsia, with the government having concentrated its capital cxpeaditure in the ficlds of
agriculture, mining, transportation, regional development and cducation.  As indicated in Table
LIS, moreover, the chemical and rubber industrics have attracted particularly strong investment
intcrest, from both domestic and foreign entreprencurs. The textiles and garments industrics have
abo traditionally been major beneficiaries of domestic and, 1o a lesser exient, forcign investment,
Asignificant share of Toreign investment has also been channclled into the metalworking industrics
and, more recently, into the pulp and paper industries.
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Table L15.  Approved investment by sector, 1985-1993% _ selected years

Sector 19e5 1988 1589 1990 1991 1992 1993

Foreign investment (Million §)

Agriculture 9 8 122 170 14 66 173
Forestry - 34 4 2 1 138 2l
Fisheries 11 65 47 20 11 28 -
Mining and quarrying - - - 116 - 2,313 -
Manufacturing 687 3,785 4,246 5.648 3,970 5,639 3,363
Food 6 212 223 99 382 213 107
Textiles and leather 7 224 281 1,094 532 597 419
wood and wood products - 77 106 218 62 33 50
Paper and paper products 25 1,506 211 729 822 686 202
Chemicals and rubber 338 1.533 2,512 1,991 923 2,331 1,172
Non-metallic mincrals 3 30 184 12 133 837 98
Basic metals 65 61 106 825 197 43 186
Metals products 244 127 292 460 856 857 1,087
Others - 15 30 107 62 51 42
Construction 122 2 16 77 26 41 2,791
Hotels and trade - 395 98 874 4,019 919 1,087
Transport and communications - 3 5 803 167 14 86
Real estate and cther services 29 191 181 1,042 570 1,133 598
Total 859 4,482 4,719 8,751 8.778 10,292 8,117
Domestic investment (Billion Rp)
Agriculture, fisheries and
fivestock 899 2,121 3,418 6,435 3,468 1,952 2,836
Forestry 37 487 252 593 1,472 534 258
Mining 38 111 94 147 182 236 69
Manufacturing 1,632 9,663 12,776 39,122 26,465 19,079 24,032
Textiles 97 2.299 3,563 12,609 3,648 2,539 3,539
Chemicals 928 3,022 4,058 8,539 8,429 3,322 7.689
Other 607 4,342 5,155 17,974 14,388 13,219 11,343
Construction 270 31 146 87 275 215 187
Hotels 312 561 1,265 4,562 3,897 3,115 3,051
Real eB’ate 267 236 936 1,820 3,504 1,746 4,393
Others 296 428 552 2,512 1,822 2,465 4,626
Total 3,750 14,238 19,439 55,278 41,085 29,342 39,451

Source:  Government of Indonesia, National Investment Coordinating Board (BKPM). Swanstics on Imvestment, vanious

ISsucs.

a/ Figures refer to intended capital invesiments, and represent oniginal approvals plus approved expansions nunus
cancellations

b/ Includes transponation sector.

F. INDUSTRIAL LOCATION

Indoncsia’s manufacturing industry is concentrated mainly in Javie, which offers not only the largest
markets because of s high population densities and comparatively high levels of per capita
income, but also the best opportunitics for cefficicncy-cahancing  inter-industry linkages.
Abstracting from the large oif and natural gas processing facilities in East Kalimantan and varicas
parts of Sumatra, Java wis shown by the 1986 industrial census 1o account for seme three quarters
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of total manufacturing output. With much of the new industrial investment of subsequent years
also having been located in Java, this share is bound to have increased further in the meantime.

This a priori cxpectation is supported by the annual surveys of medium- and large-scale
manufacturing establishments (excluding oil refining and natural gas processing cnterpriscs)
conducted by the Central Burcau of Statistics. The latest available data from these surveys show
that Java accounted for almost 7 per cent of the number of such firms in 1989, and for more than
76 per cent of the labour emploved by these firms.  In addition, Java also has the most
comprehensive industrial structure, with all of the islaad’s five provinces possessing enterprises in
more than 20 of the 28 three-digit ISIC categories of non-oil/gas manufacturing employved by the
Indonesian statistical authorities, and three of the five provinces possessing the full complement
of 28 branches.

Within Java, the strongest industrial concentrations are found in Jakarta and the surrounding
provirce of West Java, where the three towns of Tangerang, Bozor and Bekasi on the western,
southern and castern fringes of Jakarta have become little more than industrial suburbs of the
national capital. In addition, a heavy concentration of industry has also emerged to the west of
Jakarta towards the Sunda Straits, where the towns of Serang and Cilegon have emerged as
important centres of heavy engineering. The satellite town of Gresik outside Surabaya in the
province of East Java is another major industrial centre, accommaodating a wide range of heavy,
intermediate and light industries.

Elsewhcre in Indonesia the degree of industrialization is much less advanced. The island of
Sumatra takes a distant second place to Java in terms of industrial development, accounting for
some 126 per cent of the country’s total number of medium- and large-scale establishments
involved in non-oil/gas manufacturing in 1989, and 13.6 per cent of the labour employed by these
cstablishments.  All principal branches of manufacturing arc represented on the island, although
only the province of North Sumatra has a well diversificd industrial base with firms in 27 different
ISIC categories.  As the main centre of Indonesia’s plantation agriculture, this province has a
sirong raw matcrial basc for the agricultural and wood processing industrics, which in 1989
accourted for 519 of the 962 medium- and large-scale manufacturing enterprisces in the province.

Since the mid-1980s the Government of Indonesia has been actively promoting the industrial
development of the Riau islands near Singapore, and the island of Batam in particular. In order
to attract increased foreign investment into the region, the government has permitted full forcign
owncership of eaterpriscs established by foreign investors in Batam since late 1989. In carly 1991,
it agreed with the Government of Singapore and Malaysia to link Batam, Singapore and the
Malaysian State of Johore into a "triangle of growth”, allowing cach of these entitics 1o benefit
from the complementary resource cadowments of the other two.  As a result of these
developments, Batam and its neighbouring islands are rapidly developing into important industrial
locations.

The other regions of Indoncsia arce still in their industrial infancy. The bulk of the manufacturing
activity in these regions consists of small-scale and handicraft production for the small local
markets, or involves the processing of local raw materials in cnclave cstablishments using
significant quantitics of imporied capital and, in many cascs, labour,  Although the government
has sought 1o stimulate a morc broadly based industrial development of the castern paris of
Indoncsia in recent years, and offered a varicty of investment incentives in pursuit of this goal, the
remotencess of these regions and their lack of adequate infrastructure and markets will incvitably
restrain their industrial development for some time to come.
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Tabie 1.16.  Regional distribution of medium- and large-scale manufacturing establishments,

1989
Number of branches /
Number of establishments (ISIC 3-digits) Number of workers?
Sumatra 1,853 28 ‘07,956
Aceh 84 16 13,369
North Sumatra 962 27 148,533
West Sumatra 108 15 15,146
Riau 195 18 33,532
Jamb i 101 10 19,232
South Sumatra 229 20 45,359
Bengkulu 14 o 970
Lampung 160 20 31,815
Java 11,534 28 1,723,322
Jakarta 2,100 25 289,343
West Java 3,505 28 571,114
Central Java 2,457 28 328,001
Yogyakarta 163 21 20,751
East Java 3,309 28 514,113
Bali 323 19 29,311
Nusa Tenggara/Timor 118 15 15,017
West Nusa Tenggara 97 13 13,648
East Nusa Tenggara 21 8 1,369
Kalimantar, 433 19 132,630
West Kalimantan 110 11 35,088
Central Kalimantan 64 2 18,178
South Kalimantan 140 13 35,668
East Kalimantan 119 15 43,696
Sulawesi 320 22 30,988
Nort: Sulawesi 79 14 5,485
Cent- .1 Sulawesi 50 8 5,852
Sou.h Sulawesi 157 19 16,083
Southeast Sulawesi 34 7 1,568
Maluku 48 10 14,898
Irian Jaya 34 I 4,75/
Indonesia®/ 14,668 28 2,258,579

Source:  Government of Indonesia, Central Bureau of Statstics. unpublished data.

a/ Includes non-paid family labour.
b/ These totals exclude figures for East Timor in line with unresolved status of the terntory.

G. ENVIRONMENTAL ISSUES

The surge of manufacturing activity during recent years has inevitably placed anincrcased burden
on the environment.  This has been exacerbated by the fact that many of the most rapidiy
expanding adustrics (such as the wood products industiries, the pulp and paper industrics, the
chemical industries and the engineering industries) have a particularly high potential for causing
wide-ranging cnvironmental damage, including land denudation and soil crosion, water and air
poliution, and a loss ol ceological habitats and biodiversity.  To minimize this environmental
damage, such indusirics must employ a varicty of complex environmentally-fricndly production
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techniques and equipment, which have for the most part been developed relatively recently and
tend to be more costly than their conventional counterparts.

Although the environmental risks 6! cconomic and tndustrial development began to be publiddy
acknowledged in Indonesia in the late 1970s, it was not until almost a decade later that serious
attempts began to be made o limit the potential environmental damage arising from this cconomic
development. The first major step in this direction was only taken in 1987, when the government
began to require environmental impact assessments for all major investment projects. A formal
government ageney to monitor and regulate the environmental effects of the development process
was not established until 1990

The relatively late innoduction of these mechanisms to control the environmental degradation
caused by cconomic development has resulted in a severe paucity of relevant empirical data.
While it 1s thus not possible to determine the prease impact of cconomic and industrial
devclopment on the environment because of a lack of appropriate quantitative studies. there is
much qualitative evidence to indicate that this impact has been considerable in some cases.
Jakarta. one of the most intensively industrialized regions in Indonesia, suffers from particularly
serings air and water pollution.

With much greater atiention now being paid to environmental issues, both by the government and
by a growing number of local and national non-governmental organizations, pressures for the
adoption of more cnvironmentally friendly technologies are bound to increase.  With similer
pressures also being faced by Indonesia’'s foreign competitors, the employment of such
technologics will not nccessarily result in a serious loss of Indonesia’s international
competitiveness.  On the contrary, it will ensure that Indongsia’s programme of industrial
developraent is sustainable over a longer period without unduly endangering the country’s natural
resource base and the health of its population.

H.  TRADE IN MANUFACTURES

As an cssentially resource-based cconomy, Indonesia has long been dependent on imports to
satis;v its demand for manufactures. Although this deperdence has been reduced as a result of
the industrial development achieved during the past two decades, manufactures continue to
constitute the bulk of Indongsia’s imports. As indicated in Table 1.17, the share of manufactured
products in the country’s total imports declined, with some modest year-to-year fluctuations, from
aimost 96 per cent in 1975 (o approximately 85 per cent in 1992,

Table L17.  Share of manufactures in total imports, 1975-1992, selected years
(Pereentage)

1975 1980 1985 1686 1987 1988 1989 1990 1991 1992

Al manufactures 95.8 87.8 81.6 83.9 85.4 86.5 84.9 84.2 B85.5  B4.5
Capital goods 34.0 32.5 33.2 36.5 37.0 36.8 34.6 39.3 42.4  40.6
Processed food 1.1 9.5 3./ 3.1 3.4 4.2 4.1 2.? 2.6 3.4

Senerce UNIDO. Industnal Development Reviews Information Base
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This dechine in the proportion of manufactured imports has been accompanied by a significant shift
in their composition.  Particularly noticeable in this context has been a steady. if gradual. rise in
the share of capital goods imports as the development of Indonesia’s own downstream processing
and manufacturing has increased the demand for capital goods needed by these indust-ies and
reduced the need to import consumer goods.  Processed foods, for example. accounted for 10.8
per cent of the vaiue of all imports in 1975 but less than 4 per cent in 1992

These trends are confirmed by the data i Table LIS, which provide a more detailed breakdown
of the composition of manufactured imports by major preduct groups.  While the share of
processed foods declined, the share of texiles and garments rose. largely as a result of the
increased import ¢l cotton varns and other intermediate textile products by Indonesia’s own
burgeoning textile and garments industrics. Meanwhile, a decline wi the share of iron and steel
products, representing a variety of finished goods increasingly being manufactured within
Indonesia, was more than offset by a sharp rise in the share of machinery and equipment imports
from some #4 per cent in 1975 to more than 56 per cent in 1992

Table 1.18. Compeosition of manufactured imports by major product category. 1975-1992,
selected years
(Percentage share)

1975 1980 1985 1986 1987 1988 1989 1990 1991 1992

Processed foods, beverages,

tobacco 11.5 10.8 3.8 3.7 4.0 4.6 4.9 2.6 3.0 3.8
Textiles and garments 2.7 2.1 1.8 2.1 2.6 3.5 4.9 5.4 4.6 5.5
Wood products, furniture 0.2 0.1 0.1 0.1 0.1 0.i 0.1 0.3 0.2 0.2

Paper, printing, publishing 1.3 1.9 2.1 1.8 1.7 1.4 1.3 1.1 1.1 1.0
Chemicals 24.8 26.5 28.2 29.4 28.8 28.0 28.1 28.2 22.5 22.4
Non-metallic minerals 2.2 1.3 2.4 1.7 i.3 1.0 1.3 1.t 1.1 1.0
Basic metals, iron and steel 12.1 12.0 11.1 3.4 8.7 10.1 9.8 9.4 9.2 8.9
Machinery and equipment 44.9 45.1 50.2 51.2 52.5 50.6 48.9 554 57.9 56.5
Miscellaneous products 0.3 0.6 0.3 0.5 0.4 0.5 0.6 0.5 u.5 0.5

Source: UNIDO. Industnal Development Reviews Information Base

The export performance of Indonesia’s manufacturing industry has been determined in large parnt
by the industrial policies pursucd by the Government ¢! Indonesia. Until the mid-1980s, these
policics were aimed primarily at import substitution, as a result of which the share of industrial
products in the country’s exports increased only very slowh. The collapse of international oil
prices in FORS-86 resulted in g sharp re-onentation of industrial policy towards the promaotion of
manufactured exports. As shown in Table 119, the impact of this policy shift has been dramatic.
From less thun 16 per cent in 1975, the contribution of manufactures to Indoncsia’s total export
carnings increasced only stowly and fitfully (o about 27 per centin 1983, Since then it has increased
sharply and continuously to more than 63 per cent in 1992,
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Table 1.19.  Share of manufactures in total exports, 1975-1992, selected years
(Pcrcentage)

1975 1680 1985 1986 1987 1938 1989 1990 1991 1992

All manufactures 16.0 18.3 27.0 39.3 42.3 48.6 52.4 53.7 58.8 63.3
Capital goods 0.5 0.2 0.2 0.2 0.3 0.5 0.8 1.5 2.6 2.9
Processed food 7.6 7.5 9.7 13.4 11.7 13.4 11.8 10.9 11.3 10.2

Source:  UNIDO, Industnal Development Reviews Information Base.

Table 1.20. Composition of manufactured exports by major product category, 1975-1992,
selected years
(Pcrcentage share)

1975 1980 1985 1986 1987 1988 1989 1990 1991 1992

Processed foods, beverages,
tobacco 47.6 40.7 35.8 34.1 27.6 27.7 22.5 20.3 19.3 16.0

Textiles and garments 0.6 4.4 12.1 14.7 15.7 17.%4 19.5 25.0 30.1 34.9
Wood products, furniture 0.2 1.9 18.3 18.6 26.2 24.3 23.5 24.0 21.2 19.5
Paper, printing, publishing 0.8 0.2 0.5 0.6 1.4 1.6 1.6 1.4 1.8 1.7
Chemicals 37.2 32.6 14.1 17.5 15.5 12.5 14.0 14.9 13.1 1I1.7
Non-metallic minerals 0.1 0.8 0.6 1.0 1.4 2.2 2.4 1.7 1.4 1.6
Basic metals, iron and steel 9.6 15.5 14.4 9.7 9.7 10.4 11.5 6.4 4.4 4.0
Machinery and equipment 3.7 3.8 3.9 3.1 1.9 2.8 3.8 5.1 7.4 8.8
Miscellaneous products 0.2 0.1 0.3 0.8 0.3 1.2 1.4 1.2 1.4 1.9

Source: UNIDO), Industnal evelopment Reviews Information Basc.

The product composition of Indonesia’s manufactured exports has likewise expericnced a number
of signilicant changes in recent years as a result of the expansion and diversification of the
country’s export-based manufacturing industry. In particular, the share of processed foods and
chemical fertilizers, which constituted the mainstay of Indonesia’s manufactured exports in the
1970« and carly 19805, has declined sharply as the range of manufactured exports has increased.
The most significant gains have been made by the textiles and garmeats industry and the wood
processing and furniture industry, which together accounted for almost half of the value of all
manulactured exports in 199%). Their dominance i« likely to experience i degree of erosion in the
coming vears, however, as the diversifieation of manufactured exports continues and such
mdustrics as consumcer clectrenies, which are only now being cstablished on a significant scale,
gain ground.

[NEXT PAGES) 1of: BLAN ]




CHAPTER II:

ECONOMIC AND INDUSTRIAL DEVELOPMENT
OBJECTIVES"

A. INTRODUCTIO?.

Indoncsia’s development planning process reached a significant watershed on April 1, 1994, which
marked the beginning of the country’s sixth five-year development plan, Repelita VI, following the
conclusion of a quarter-century of steady economic growth averaging 6.8 per cent per year. In
addition, it also represented the start of the second long-term dovelopment period, known by its
Indoncsian initials as PJP 11, which is intended to span the next five Repelitas. Apart from
establishing specific targets for the next five years, therefore, 1he Repelita VI document also sets
songer term goals for PJP 1L

B. OBJECTIVES OF PJP 1I

The Goverament of Indonesia regards national development as an integrated process
encompassing progress in all ficlds of human endeavour, and recognizes the need for it to proceed
in an inter-sectorally balanced manncr in order to ensure its sustainability and avoid the
cmergence of disruptive bottlenecks. PJP II consequently calls for the broad-based development
not only of the Indonesian economy but also of its legal and social institutions and national culture.
In doing so, it provides an overall policy framewosk for the development process, and establishes
a sct of qualitative guidelines and quantitative targets for the next 25 years, during which Indoncsia
is expected to enter the take-off stage towards becoming a fully developed country.

A particularly high priority is attached to raising the standard of living of the Indonesian people.
While noting that significant gains have already been achieved in this regard during the first 25-
year development period, in which per capita incomes rose from $70 to $700, the Repelita VI
document also acknowledges that Indonesia has not succeeded in rising bevond the rank of a low
middle-income country. The achievement of a sustained period of high rates of economic grawth
is thercfore scen as the primary objective of economic policy during the PJP 11 period, for which
an annual average growth rate target of 7 per cent has beea set. This is inteaded to restlt in an
almost fourfold increase in real per capita incomes, to about $2,600 in constant 1989/9%0 prices,
by the end of PIP 1L

The first half of this Chapter, containing the review of the sceond long term development
strategy and the sixth five-year development plan, draws heavily on Goverament of
Indonesia, National Development Planning Agency (BAPPENAS), Repelita VI, Indonesia's
Sixth Five-Year Development Plan (1994/95-1998/99) - A Summary, Jakarta, n.d.
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Recopnizing further that the attainment of increased per capita incomes will be facilitated by a
reduction 1n the raie of population growth, the Repehite VE document proposes a further
intensification of the highly successtul famiby-planning programme implemented in Indenesia since
the late 1970s. Thas is expected to result in a gradual slowdown in the overall population growth
rate from an estimated 1.9 per cent per vear at the end of Repelita V (March 1994) 1o 09 per
cent by the end of Repelita X (March 2019). At the same time, however. the plan document
concedes that the achicvement of this objective wall represent an important chalienge for
Indonesia’s policy-makers in view of the countns large population base of some 189 million
people at the end of Repelite V.oand its comparatively voung age distribution.

The prevailing demographic patierns will abo place severe pressures on the Tabour market, since
they wiil inevitably fead to a rapudly growing number of acw entrants joining the work foree cach
vear. Official projections suggest that the total labour force will almost double from 788 million
persons at the end of Repelita Voo 1479 million persons by ithe end of Repelita X The fevel of
total emplovment. meanwhile, s projected to rise to 1475 milhion during the same period,
indicating an implicit commitment by the economic planners to ensure the creation of a sufticient
number of approprate jobs for almost ali of the new members of the work foree. Underlining
this commitment, the Repelita ™ document specifically lists the resolution of the unemployment
and underemployment problems as a major objective for PIP 1L In this context. it also stresses
the need for continued improvements in the quabty of Indonesia’s human resource base, and for
the development process to be accompanied by an increased degree of distnibutional cquity and
social justice.

In view of the increasingly imited absorptive capacity of the agricultural sector, which in ths past
has been the principal source of additional cmplovment opportunities in Indonesia, and the
generally low productivity of the tobs generated 1n the largely informal service sector, the
government of Indoncesia has chosen to focus on the industrial sector as the main engine of the
country’s future cconomic development. In contrast to the annual average growth rate of 7 per
cent for GDP as a whole, it has targeted the growth rate of the industrial scetor at W per cent per
vear for the coming 25 years, with the non-oil/gas manufacturing industrics scheduled to grow at
an cven faster rate. Consequently, the share of the manufacturing sector as a whole in GDP i
forecast to increase from 20 per cent at the end of Repelita Voto 325 per cent by the end of
Repelita X, while the share of non-oil /gas manufacturing is expected to increase 176 per cent to
315 per cent durine the same period.

Even though the industrial secter has been selected by the government to play the lead role in
generating cconomic growth, its development i (o be more closely coordinated with the
development of the other major sectors of the cconomy, and its existing inter-sectoral links with
the agricultural, mining and serviee sectors are 1o be significantly expanded. Special ctforis are
to be made to promote the growth of agricultural and mincral processing industries, and of
industrial support scrvices, with the latter projected to grow at an annual average rate of 7 per
cent during PJP . The increased integration of the various :zctors is intended to eahance the
clficiency and productivity of the cconomy by presenting the emergence of bottlenecks in somce
arcas, which could retard development in others. The agriculiural seetor, though increasingly
unable to attract new labour, is also expected to reiain its historical role as the main source of
emplovment in the Indonesian cconomy,

Another major industrial priority dentificd by the government of Indonesia for the country’s
industrial development in PIP T & the enhanced application of scicnee and technology in s
industrial products ar-d processes. This policy is intended 1o ensure the continued cvolution of the
comparative advantage of Indonesia's manufacturing scator from predominantls Labour-intensine
industrics, in which it will face increasing competiiion from countries with lower fabour cosis, 1o
more technologically sophisticated industrics with i higher productivity and greater capacity for
generating added vilue, o addition, the emphasis on science and technolozy is also regarded as
having important strategic implications, erabling Indoncsia 1o enhance its national seif-reliance,
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Table 111

Basic data and main targets in PJP 11

tstimate end

Lategory Unit of Repelita V VITI X
A. lation .
1. fotal Million 1 2 233.6 246.5
a. Male Million 94.3 1 116.5 122.9
b, female Million 94.8 1 117,1 123.6
2. Growth rate Percentage 1.66 1,20 1.0}
3. Crude birth rate Per thousand 24.5 19.0 17.2
4.  Crude death rate Per thousand 9 7.1 1.1
B. Work force and onmntb/
i. lotal work farcé-, Million 119.7 133.9
2. lotal employment Million 117.8 132.6
C. Social indicatorsb/ . )
1. Infant mortality rate Per thousand births 3/ 31
2. Llife ex?ectanq_ Year 6/.8 69,3
3. Maternal mortality rate Per hundred thousand )
. o ) life births 143 108
3. f[ducation: Participation rates
4. Primary education . Percentage 117.0 118,0 118.0
5. Junior secondary education Percentage 87.0 108,0 114.0
¢. Senior secondar: education Percentage 51.0 60.0 /1.0
d. Higher educaticn Percentaqe 15.0 19,0 21,0
D. NKational Broductc’
1. Average GDP growth rate Percentage per annum 6.6 6.6 1 1.8
a. Agriculture Percentage per annum 2.4 3.5 3.5 1.5
b. Manufacturing ) Percentage per annum 10.0 9.4 9,4 9,]
- Non-pil/gas manufacturing Percentage per annum 11.0 10.2 10.0 9,5
c. Other Percentage per annum 1.2 6,3 6,8 8,0
2. GDP per capita at the end Ih?usand Rp 1,188 1,908 2.5?5 3,483
of Repelita us 676 995 1,317 1,816
3. GDP composition at the end
of Repelita
a. Agriculture Percentage 20.2 55.2 32.8 J’O.b
b. Manufacturin . Percentage 20.8 1.4 0.% 32.4
- Non-oil/gas manufacturing Percentage 17.6 25.1 ?8.7 31.0
c. Other Percentage 59.0 57.4 56.7 5.1
Aogrce: Government of Indonesia, Nanonal Development Planning Agency, Repelica VT ludonesia’s Swih Five-Year Development Plun (1994795 1998/09) - A Summary, Jakarta, nd.,
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Labte 1. pp. J0L-102.

PIP I = Scecond Pweniv-Five Year Development Plan.

Calendar vear.
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While regarding the growth of the manulactunng sector as one of its prircipal prioritics in PIP
H. the Government of Indonesta proposes to limit its own role mainly to the provision of a suitable
macro-ceonomic policy envirenment. The actual investment decsions are o be et for the most
part o the private sector. which v cxpected to account for an ancreasing share of total
manulacturing output. The privute seator s abo expected to play o domiaant rode in rescarch and
derelopment activitios. with the gorernment's share of total expenditure i this ficld being slated
to fall from SO per cent at the end of PIP T to 30-3 per com by the end of PIP 1L

The goad of transtorming Indonesia inzo an industrialiccd country strong i trade and commerce
by the end of PIP I i projected to be accomplished. morcovcr, without imposing an undue
burden on its aatural resources and enviconment. The Government of Indonesia has become
increaningly aware of the need to protect the country's eovironment and consene its natural
resources during the past decade or so, and has cleark based its policy proposals for PIP 1L on
thoese msights, Inercased attentton s therefore inicaded to be wiven to the task of ensuring the
cavironmental sustainability of Indonesta’s ceonomic and industrial development programme. and
minimizing the risk of pollution ard the wasteful use of natural resources.

C. GENERAL OBJECTIVES OF REPELITA VI

Within the general framework established for PIP L a number of speatic goals have been sct for
the current ive-year development period. Repelita VL The underlving objective of Repelita %l
is 1o incrcase the efficiency and productivity of the Indoncsian cconomy as welf as the level of
cmplovment. In this context, the Repelita VI document identifies four major goals for the plan
period:

- Enhancing human resource quality:

- Economic growth and structural change of the Indonesian cconomy:
- Enhancement of equity and poverty alleviation; and

- Economic stability.

The achicvement of the first of these goals will require a continued increase in social investment.,
especially in such fields as cducation, health and social welfare. Tn addition, it will require the
mtegrated implementation of a varicty of associated programmes, including birth control,
manpower plunning, and vocational training and skili development. This investment in human
resouree development is projected to result in an average annual increase of 3.3 per cent in overall
lubour productivity.  On a scctorally disaggregated level, the targets for annuel aver ge labour
productivity growth have been set at 2.4 per cent for the agricultural sector, 3.7 per cent for the
industrial sector, and 1.7 per cent for all other sectors,

This increase in labour productivity, which is expected o e accompanied by corresponding
increases in the productivity of other factors of production as the application of scienee and
technology increases, will help to support a steady accckeration of cconomic growth, The rate of
real GDP growth is thus projected 1o increase from 6 per cont in the fiest year of Repelita VI to
6.0 por cent in the last, averaging 6.2 per cent per sear during the plan period as o whole, This
1~ oxpected to result inoan increase 0 per capita income by 4.7 per cent per year, to more tham
SEOO0.00 by the end of the five-sear period. A particulirly rapid oxpansion i projected for the
non-oi/eas manufacturing sector, which is expected to grow by 103 per cent per scar in real
terms. The agricultural and seevice sectors, meanwhile, are targeted 1o grow by L4 per cent per
vear and 6 per cent per year respect.

These ditferential rates of sectoral growth will inevitably 1ead to significant <hifts in the structure
of the Indonesian cconomy. The share of the manufacturing scetor in GDP iy thus projected 1o
increase from 2008 per cont at the end of Repelita Voto 248 per cent by the end of Repelita VI,
while the share of agriculture s forecast to decline from 20.2 per cent 1o 17.0 per cent during the
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samo period. Sinee much of the growth of the manufacturing sector 13 mtended to be directed
towards the production of export products, the salue of manutactured exports is expected to
mncrease by oan werage of 178 per cent per vear. The share ol manufactured exports of totad
exports is thus intended o rise from 631 per cent at the end of Repelita V to 776 per cent at the
end of Repelita VD while therr share of non-oil 'gas exports is targeted to rise from 838 per cent
To NS per cent.

While cmiphasizing the continued expansion and strectural transformation of the Indonesun
ceonomy, the Repelita VI document also lays great stress on the need tor the process of ceonomic
gromth and development to be aecompanicd by a more cquitable distribution of income and
wailth, T particular, it calls for the alleviation of poverty and the enhancement of the welfare of
the lowest income groups.  To achieve this goal, it calls for improved cquity in access
cmplovment, cducation and business opportunitics, and proposes that steps should be taken 1o
dovelop the entreprencuriad abilitics of low-income groups, cncourage the establishment of
conperatives, create an cnabling environment for the emergence of small and medium scale
enterprises, and promote the adoption of lsbour-intensive economic activities and production
processes. Attention is alse to be given to a more balanced regional pattern of development. with
particular cfferts bemng made to promote the development of castern Indonesia, and to a
strengthening of mter-sectoral links in order to enable growth impulses in particular sectors o
have the widest possible impact on the cconomy as a whole.

Finally. the Repelita VI document acknowledges that cconomic growth cannot be achieved at the
expense of economic stability. It theretore stresses that the prudent macrocconomic policies of
the past decades will be maintained, with the aim of keeping the annuai average rate of inflation
helow 3 per cent and the current account deficit at less than 2 per cent of GDP. The country’s
forcign exchange reserves, meanwaile, are to be maintained at a level equivalent to five months
of imports.

D. OBJECTIVES OF REPELITA VI FOR INDUSTRIAL DEVELOPMENT

Having identificd the industrial sector as the main source of economic growth in the com™ g five
vears, Repelita VI sets a number of conditions and guidelines for the industrial development
process. These are summarized in the plan document as follows:

“The objectives of industrial development are to strengthen the national economy
by creating forward and backward linkages between sectors, improving the
resilicnce of the national cconomy, expanding cmployment and  business
opportunitics, and promoting the growth of all sectors of the cconomy. Industrial
development in Repelita VI will be geared towards sclf-refiance and improved
competitivencess, both in domesde markets and in foreign markets, while
preserving the environment./

More specifically, the Repelita VI document lists the following principal objectives for the
industrial sector during the plan period:

- The achicvement of a sufficiently high growth rate to enable the industrial sector
to become the main vehicle for stimulating cconomic development:
A diversification of the industsial structure:

Government ol Indoncsii, National Development Planning Ageney (BAPPENAS).
Repelita V19 Indonesia's Sivth Five-Year Development Plon (1994/95-1998/99) - A
Stmmany, Jakarta, nd., p. 25,
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- An cahancement of the industnial sector’s technological capabilities and the
optimal utilization of Indonesia’s cconomic resources;

- An mprovement of Indoncsia’s industrial competitiveness and ats capacity to
produce high-quality products capable of penctrating mnternational markets:

- The promotion of small and medium scale industries, including rural industrices:
and

- A widening of the regional distnibution of industry, particularly in the castern
part of Indonesia, in order to develop regronal centres of cconomic growth.

As indicaied above, Repelita VI calls for total manufacturing output to grow by 9.4 per cent per
vear, and for non-oil/gas manufacturing to grow by 10.3 per cent per year. With overall GDP
growing at a substantially slower rate, the share of manufacturing in GDP is projected to grow
from 20.8 per cent at the end of Repelita V to 241 per cent by the end of Repelita VI while the
share of non-oil/gas manufacturing is targeted to grow from 17.6 per cent to 21.3 per cent during
the same period. This growth of industrial activity s expected to create additional emplovment
opportuaitics for about three mithon people, and to make an important contribution to Indonesta's
external trade, with exports of manufactured goods scheduled to increase at an annual average rate
of 17.8 per cent and reach $54.8 billion by the end of Repelita VI

In order to achieve these goals, Repelita VI proposes the adoption of an industrial development
strategy comprising four principal components. The first of these calls for the development of
broad-speetrum industries oriented towards the international market, natural resource-intensive
industrics with a rising technological level, labour-intensive industries with rising skill levels over
time, and technology-intensive industries. The second provides for the accelerating application of
modern technologics in Indonesia’s industrial processes in order to enhance the quality of locaily
produced manufactures. The third stipulates that the prisate sector will be the pnme agent of
industrial development, and that the market mechanism will be the main determinant of its
structure and output. The last prong of this strategy provides for the government 1o give particular
support to industries with a potential for promoting rapid cconomic growth and increased cquity
in income distribution.

Within the framework of this overall strategy. a number of priority industrics have been identified
for promotion in Repelita VIL These include agro industrics of various kinds. which arc intended.
inter alia, 1o increase domestic value added, strengthen the industrial structure of rural arcas and
cnhance the income and purchasing power of the rural communitics, thereby expanding the
dora-stic market.  Priority is also intended to be given to the developnent of the mineral
processing industrics in order to add value to Indonesia’s extensive exports of unrcfined mineral
products. Bevond these processing industrics. Repelita VI also singles out the machinery, capital
goods and clectronics industrics, including industrics producing components and engaging in sub-
assembly activities, as heing particularly worthy of encouragement. In addition, priority is also
assigned 1o two other categories of industrics:  export-oricnted industrics, including textiles and
textile products, which are te become increasingly skill-intensive and diversificd; and small and
medium-sized industrics, which are to be developed through the establishment of regulatory
support institutions, industrial centres and linkages with larger industrics in mutually profitable
business partnerships.

E. THE UNITED NATIONS COUNTRY STRATEGY

Biscd on the development objectives and prioritics identificd by the Gosernment of Indonesia for
PIP 11 and Repelita VI the Office of the Resident Coordinator of the United Nations System's
Opcerational Activities for Development in the Republic of Indonesiachas drafted a comprehensive
Country Strategy Note (CSN) 1o coordinate the development activitics of the United Nations
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sstem in Indonesia’®  Specifically, this document is intended to provide a framework for the
UN development svstem to prepare a series of inter-sectoral and inter-disciphinary programmes
bringing together the resources of its specialized agencies and those of other bilateral and
multifateral development organtzations. It is expected that the formulation. and coordinated
implementation. of such mutually reinforcing and interactive programmes in selected arcas of
concentration will significantly erhance the impaat of the assistance provided by the UN system.

The drait OSN. which is curreatly passing through the formal approval process, has been prepared
in close consultation with the National Development Planning Agency of tae Government of
Indonesia (Badan Perencanaan Pembangunan Nasional, BAPPENASY, and other relevant
organizations and institutions. It has adopted the promotion of sustaineble human development
as the unifving theme for UN system assistance to Indonesia, but recognizes that “this visiving
theme. beirg so broad and encompassing. must be translated into priority arcas which give clear
expression to the concept's substantive focus and orientation™?” These privrity arcas, and the
substantive programme proposals offered for them. may be summarized as follows:

- Poverty alleviation and employment creation

Although Indoncesia has achieved considerable suceess in reducing the incidence of
absolute poventy during the past three decades, from about 6} per cent of the population
in the mid-19600s to less than 15 per cent in the mid-1990s, substantial pockets of poverty
remain. Some 235 million people are thus believed still to be living in absolute poverty,
with several millions mere living just above the official poverty hine. The implementation
of programmes dedicated to income generation and job creation is seen as the
cornerstone of the poverty alleviation strategy of the Government of Indonesia.  In
marginal rural arcas the emphasis will have to be placed on the formulation of improved
strategies for addressing "hard core™ poverty through the creation of off-farm employment,
while in urban slums the emphasis is likely 1o be on small-scale and informal production
as weil as self-employment. In addition, more specific approaches will also be required
to target houscholds headed by women cffectively.

- Human Resources Development - Population, health and nutrition

In conjunction with its underlying objective of promoting sustainable human development,
the CSN pavs particular attention to the tssue of human resource development, and within
this broad ficld sclects a number of specific target arcas for the provision of assistance
by the UN system. The control of population growth and the availability of adcquate
hoalth care and nutrition is regarded as being one of the most important of these target
arcas. In this contest. particular emphasis 1s paid to the need (o set specific goals for
calory and protein intake and to reduce the incidence of iodine and iron deficieney. The
substantive focus of this objective is therefore intended 1o be on the improvement of
delivery svstems providing aceess fo basic services in the ficlds of tamily planning. health
care, nutrition. water supply and sanitation.

Otfice of the Restdent Coordinator of the United Nations Svstem’s Operational Activitics
for Development in Indonesia. Draft Country Strategy Note - A Strategy for the United
\ationy Development Svstem in Indonesio, mimeo, n.d. (given to author on 28 March 1995
as the atest available draft).

Onfice of the Resident Coardinator of the United Nations Svstem’s Operational Activitics
for Develonment o indonesia, Draft Coureny Strategy Note - A Strategy Jor the United
Nattonrs Development System in Indonesia, mimeo, nd., p. 8.
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Human Resources Development - HIV/AIDS presention and control

A special health issue requinng particular attention s the pravention and control of

HIV - ALDS. Noting that the spread of HIV ATDS reprosents one of the most urgeat and
alarming health challeages confronting tadonesia, the OSN attaches high priority to
combating the discase. [t theretore stresses the importance of dosigning appropriate
AIDS awarcness campaigns and formulating and implementing unprosed prevention and
cortrol strategies i Indonesia. The OSN regands the UN davelopment ssstem to be
especialy well-quahificd to support these activities mview of the comsiderabic expericnce
and expertise @t has acquired in this ficld.

Human Resources Development - Education and training

Another important arca within the broad field of human resources development singled
out by the OSN for speaal attention is cducation and training.  In this conncction. the
CSN calls for the provision of assistance o improse public access to all fevehs of
cducation, especially for girls and women and in marainal and geographically solated
arcas, inter alia through the spread of distance learning sistems. I addition, 1t akso calls
for the UN development system 1o support improvements in the quality of the cducation
provided. und to cncourage the development of vocational training and the upgrading of
skills. not only within the framework of poventy alleviation but also to ensure that
Indoncsia s cquipped with the human resources required tor s planned industrial
transformation.

Human Resources Development - Disadvantaged and vulnerable groups

disadvantaged and vulnerable groups, including womer. children, the disabled and ciderly,
traditional people, and alcohol and drag abusers, T consequently secks to promote the
mvolvement of the system’s member agencies in the formulation and implementation of
improved strategies and programmes 1o cnable those groups 1o participate more
cffeetively in the process of soctal und cconomie development. In particular, it calls for
these ager -ios to support clforts 1o enhance the interests aad coniribution of women. not
through narrowly defined programmes and projects but through the “mainstreaming” of
wonmen o development policies and programmes, and also (o support similar cfforts
aimed al ensuring that children are not deprised of their basic right to education or
cxposed to unaceeptable health risks because of their aedd to contribute to houschold
meomes.

Growth - Maintenance of growth

The CSN recoenizes that the high rates ot coonomic erowth achi - d by Indonesia dunng
the past 2-3 decades have heen one of the hovs 1o the wnccss of the country's
dovelopment stratan. It also points out that the maintenanc. ! this robust growth

performance remains @ requirement for the Tutuee, and thei this coosth will hine o be

achicsed in o stable macrocconomic caviconment i which oot - abion and oxternal
posrowing are held within acceptable limits. fo addition o €S aresses that this
erovath will hive to he associated with cconomiv pobic aee 1o inerease the

cIhcieney and cffectiveness of markcts, enban s the sole b oo sector, and plac,
increased emphasis on improvements in ctliacney and produciat. o souree of growth.
Ti e developments, the CSN argues further, wall result i tuodam wial qualitative shites
i ihe struciure of the Indoncsian ceconomy, tvolvinge i parteubor an inereased dewree
of domuestic processing and manufacturing, and o progressiee Shite toom quantity to qualing
in the production of goods and services.
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Against this background. the CSN points oot that the UN development system regards
supporting Indonesia’s cfforts to maintain its growth momentum, develop new sources of
erowth and ¢nsure an equitable distribution of the benehits of growth as one of its main
ubjectives in the country. While acknowleduing that the Government of Indonesia accepts
full responsibility for the continued maintenance of the country’s future growth and
prudent cconomic management. the CSN concludes that the UN system is particularly
well placed to provide advice and assistance in support of the Government's cfforts in
arcas related to cconomic diversification. trade policy and export. promotion, foreign
imestment policy and external debt management. In this connection it notes specificaliv
that several specialized agencies of the UN may have distinctive contributions to make in
such ficlds as, for example, agricultural diversification, industrial developmeat policy and
trade policy.

- Growth - Science and technology

Rucognizing the high priority given to the development of and application of science and
technology by the Government of Indonesia. and the fact that this is emerging as an
increasingly imnortant determinant of cconomic growth in Indenesia, the CSN notes that
many UN agencies have a mandate that is rooted in the application, transfer and
dissemination of science and technology for development. It theretore argues that the UN
development system can make an important contribution to the development of
indigenous capacities for scientific rescarch and technological innovation with the aim of
ensuring that technology serves as a development asset able to fuel and sustain the
process of economic growth, industrial development and social progress.  In particular,
it identifics an important role for UN assistance in suck ficlds as science policy, science
cduvation, and the transfer, adaptation and application of new techaologies, as well as
mesures (o minimize the negative environmental impact of these technologies. In
addition. it also points out that the UN system represents an important source of expertise
cnintellectua! property rights.

- Environmental Conservation and Management - Environment

While Indoncesia has taken important steps in recent vears to improve environmental
management. inter alia through the cstablishment of an environmentai protectior agency,
the formulation of national foresiry and biodiversity action plans, and the introduction of
a clean rivers programme. the CSN stresses that "much more needs to he done™ >
Among the many environmental challenaecs facing Indonesia, it cites the management of
waler resources on Java and the management of forestry resources outside Java as
particularly crucial. Against this backeround. it regards the promotion of environmentally
sustainable development s one of the main objectives of the UN development system in
Indonesta, and emphasizes the scope for UN system assistance i the formulation and
implementation of strategios which, wivle recognizing the environment as o resouree,
provide for its protection and conservation i the mterests of future generations,

Turnine (o the substantive foon o the T s sosten’s poteniial ol this ficld, tac CSN
argucs that the UN wystem can eronids alnahbe feaanes in oo pecilie areas. One
ivolves the Traming of appropriate pol o mespenac to cnviroamenial tssues with o
regionad or elobal fmpacr se 7 s the Cese on ot ecenhouse voes the protcetien of
rainforcats and cndaneorad e o s e mainten e of biological diseraty. The
other mvolves the formulation ot Gnala schivies for ather high prionty arcas with an
important nationad imoaet oo hoa ab aad water pollution, urban environmiental

3

Office of the Resident Coordinator ol the United Nations System’s Operational Activitics
for Development in Indonesia, Draft Couniny: Strategy Note - A Strategy for the United
Nutions Development System in Indonesia, mimeo, nd., p. 15,

37



Country Support Strategy Indonesiu

management, the protection of the marine eovtronment. and the creation of public
awarencess regarding environmental issues.

- Environmental Conservation and Management - Disaster reduction and management

Within the overall framework of environmental conservation and management, the CSN
also perceives an important supporting role for the UN development system in the ficld
of disaster reduction and management. Noting that the Indonesian population is cxposcd
1o the constant threat of earthquakes, volcanic eruptions and tidal waves, the CSN regards
disaster preparedness and management as an imperative necessity.  In particular,
recommends the development of national capacitics at different levels, and especially at
the provincial and local levels in high-risk arcas. for the management and mitigation of
natural disasters, as well as the formulation of improved strategics for disaster
preparcdness.  In view of the distinguished record established by the UN development
svstiem in this field, the CSN regards it as the most important source of technical
assistance available to Indonesia in support of this objective.

- Governance - Decentralization, regional development and institutional innovation.

The CSN acknowledges and supports the very important cfforts being made by the
Government of Indonesia to disperse many of the functions of central authority to
provincial, district and local levels in order 1o accelerate the process of development and
distribute the benefits of development more cquitably. It also supports the cfforts
currently being made to correct the spatial imbalances in cconomic development,
especially through the prosision of various incentives and infrastructural facilitics to
cncourage the diffusion of the development process o geographically disadvantaged
regions. At the same time, however, it notes that the achicvement of this goal wili require
determined cfforts at administrative reform and institutional innovation to facilitate the
transition to an industrialized cconomy and a more complex society.

Recognizing that this priority arca is very broad, the CSN identifies three main arcas as
the focus for future UN deveiopment system assistance.  The first involves capacity
huilding at the national, provincial and district levels in support of decentralization
initiatives and the transfer of new responsibiiities to the sub-national level. The second
consists of activities designed to increase participation at the local level and help the
empowerment of local groups and communitics. The third involves the democratization
of institutions, the promotion of citizens” rights, and the strengthening of workers’
organizations and cooperatives.

In conclusion, it nceds to be stressed that the Country Strategy Note for Indonesia is being
prepared in close collaboration with the Government of Indoncesia, and in particular with the
National Development Planning Agency BAPPENAS,  Apart from mccting the criteria of the
sustainable human development concept advocated by the UN, the CSN also represents a synthesis
of the main arcas in which the technical assistance provided by the UN development system can
help Indonesia to meet the cconomic development targets set for Repelita VI The aim of the
CSN is thus to assist Indonesia in mecting its own development objectives as set out in PIP {1 and
Repelitz VI by focusing the UN system’s support on the goals and prioritics established in these
documents, and 1o provide a coherent framework for the formulation and implementation of
integrated and coordinated development assistance programmes by the UN system as o whole.
As such, it calls for the various specialized agencies of the UN system to pool their expertise and
resources to ensure that their activities are consistent with Indonesia’s development aspirations and
are conducted in an cfficient and mutually reinforcing manner.
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By specilving sustainable human development as the unifving theme for the assistance provided
by the UN development system to Indonesia, and identifyving the major prioritics for this assistance
as listed above, the CSN s meant to sharpen the focus of UN system assistance. At the same
time. howcever. #ts authors stress that it is not intended to restrict the efferts of individual UN
agencies. On the contrary, they express the hope thai the CSN will 2ive an ncreased cobercoce
1o the assistance programmes of these agencies rather than replacing them, and emphasize that
they expect the individual UN agencies to execute their programmes in accordance with their own
mandates.

kY
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CHAPTER III:

PRELIMINARY PROPOSALS FOR A UNIDO
COUNTRY SUPPORT STRATEGY FOR
INDONESIA

A. UNIDO’S ROLE AND ACTIVITIESY

The United Nations Industrial Development Organization (UNIDO) is the specialized agency of
the United Nations development system responsible for supporting industrial development. It was
established on 1 January 1967, and became a specialized agency on 1 January 1986 with the
mandatc 1o act as the central coordinating body for industrial activities within the UN system, and
to promotc industrial development and cooperation at global, regional, national and sectoral levels.
The Organization’s constitution provides for it to assist and cooperate with the public, cooperative
and privatc sectors in afl matters related to the process of industrial development. This gives the
Organization a unique advantage, allowing it to draw on a broad spectrum of industrial
cooperation,

Over the almost three decades of its existence, UNIDO has acquired an extensive experience and
profound understanding of the industrialization process, as well as a wealth of information on all
aspects industrial development.  These unique assets provide it with a strong comparative
advantage in the ficld of industry-related assistance and advice, and cnable it to act as:

- A focal point for industrial technology;

- An honest broker for industrial cooperation;

- A centre of excellence on industrial development issucs; and
- A global source of industrial information.

In addition, the broad spectrum of UNID(O's expertise and experience allows it to provide these
services at all significant levels of intervention, including the policy level, the institutional level and
the enterprise Jevel.

Whercas in the past UNIDO)'s status as an intergovernmental organization resulted in most of its
activitics being undertaken in response to government requests that were largely focused on public-
scctor, inward-looking and planning concerns, demand is now shifting towards development

This scctic draws heavily on a paper entiticd Industry in a Global Partnership - The Role
of UNIDO presented by the Director-General of UNIDO to the Substantive Session of
1994 of the Economic and Social Council of the United Nations at New York on 27 June
- 29 July 1994,
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requirements in the private sector. Advisory services are beingz sought in particular to help create
“cnabling ¢nvironments” in developing countrics conducive to private sector development and the
mobilization of investment and other resources. This demand s reflected by increasing requests
from developing countries for technical cooperation in matters related to the enhancement of the
internationzl competitiveness of their industrial scetors.

Responding to these shifts in demand for UNIDO services, the Organization has taken firm steps
to strengthen iis ties and improve communications with private-sector enterprises, and te foster
new partnerships with these entitics. In this context. efforts are being made o ensure that the
programmes and projects formulated and implemented by UNIDO duly reflect the need to
support the development of the private sector, and that they will promote international cooperation
between private-sector corporations.  This policy is being pursued in a manner consistent with
UNIDOs role and mandate as an intergovernmental organization, and in keeping with the
prioritics of Member States.

In order to meet the varied demands imposed upon it by its broad mandate and the changing
requirements of developing countrics, and at the same time optimize the use of its limited
resources, UNIDO has identified five priority areas on which to focus its developmental activities.
These are:

- Industrial and technological growth and competitiveness:

- Development of human resources for industry;

- Equitable development through industrial development:

- Environmentally sustainable industrial development: and

- International cooperation in industrial investment and technology.

These five objectives provide a rationale and conceptual framework for the services of the
Organization and set its developmental activitics in relation to those of other United Nations
organizations and aid agencies, and also establish a close link with the developmental endeavours
of the developing countrics.

UNIDO regards the first of these objectives. industrial and  technological growth -nd
competitiveness, as key prerequisites for the attainment of overall socio-cconomic development
by the developing countrics.  Through its impact on employment, income, consumption. export
carnings and skill cnhancement as well as its linkages to the primary and tertiary scctors, industrial
growth remains the principal engine of development for most countrics. In the face of changing
patterns of international compcetition, however, the achicvement of industrial growth on &
sustainable basis by developing countries can no fonger be based on traditional concepts of
comparative advantage arising from the availability of cheap labour and locally produced raw
matcerials alone. The concept of international competitiveness in industry has become increasingly
complex, and must now take account not only of cost and price issues. but also of improved
quality, product design, marketing channcels, after-sales service and information systems. This new
concept of competitiveness thus reflects the systemic interplay of enterprises in production
nctworks within a conducive national macrocconomic eavironment.

The services UNIDO can provide to help seeure the achiesement of this objective include support
for the enhancement of domestic technological capabilities in various industrial subsectors, and
awarcness creation of the industrial implications of new cross-sectoral technologies such s
informatics, new maltcrials, biotechnology, and cavironment- and energy-related technologies. In
addition, they include the provision of policy advice on strategics for industrial and technological
development, with special emphasis on measures aimed af creating an cnabling environment for
the aceclerated achicvement of industrial growth and international competitiveness through
increased private-sector participation in the industrialization process. n this conncetion, UNIDO)
can assist in the streagthening of specific promotional insitetions wt both the national and
subnational level, including government agencics and private-scetor institutions such as indusiry
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associations and chambers of commerce. Other specitic arcas of UNIDO support ia this srea
include assistance with the development of small and medium enterprises, industrial restructuring,
and the improvement of local guality control, standardization and metrology svstems.

The development of human resources for industry. adopted by UNIDO s the second of its five
main objectives, 1s based on the recognition that the enhincement of human knowledge. skills and
know-how is an important precondition for industrial development, and that one of the major
challenges facing developing countries at presen: is the need to tnerease their human capacities
to be able to respond ceffectively to new industrial challenges. The senvices provided by UNIDO
under this objective fall into three distinet but closely related sets of actniaues, namely supporting
the formulation and review of strategies, policies and plans lor industrial kzman resource
development; strengthening capacities and capabilities for industrial human resource development
at the institutional level: and directly carrying out a wide range of training activities, inter afia at
the enterprise level. The specific activities undertaken by UNIDO in this context include rescarch
and analysis on the main determinants of changing skill requirements inindustry as the basis for
the framing of policy advice, the review and revision of existing curnicula of public and private
sector training institutions, and facilitating the actworking and;/or twinning of training institutions
in developing and developed countries. In addition, UNIDO can also provide assistance with the
preparation of training manuals and courses. seminars and workshops, with particular emphasis
being given io the training of tramers.

The need o encourage equitable development through industrial development, adopted by
UNIDO as the third of its five principal prioritics, is regarded a~ a particularly important objective
in vicw of the continuing uncven distribution of the benefits of economic growth between and
within countrics. With the cradication of poscrty having been accorded the highest priority in the
International Development Strategy of the fourth United Nattons Development Decade, UNIDO
will sceh to ensure that human development is made a cornerstone of its efforts to promote
socially sustainable patterns of industrialization. This will require particular attention to be paid
to the creation of cconomic opportunities for the disadvamaged and poor segments of the
population through the expansion of both employment and entreprencurial opportunitics so as to
cnable them to eater the mainstream of economic development.

In sceking to achieve this aim, UNIDO will focus its activitics on ceconomically disadvaitaged
regions within countrics and will concentrate on measures aimed at developing the full productive
potential of rural arcas and addressing the issue of urban poverty. Priority will be given to the
promotion of entreprencurship development programmes for industry through training in basic
managerial and technical skills, with special emphasis on women; the promuotion of small-scale
industrial development through the provision of a varicty of support services including common
service facilitics and  business  incubator  schemes: the encouragement  of  subcontracting
rckationships between small industrial enterprises and larger manufacturers: the provision of
information and advice on technology upgrading options; the stimulation of sclf-organization tor
smill industrial enterprises; and the claboration of programmes to enhance the cffectiveness of
offictal development agencies for small enterprises. In terms of sectoral prioritics, the equitable
development objective calls for priority attention to be given by UNIDO to agro-related industrics
and the strengthening of the linkages between small-scale agriculture and manufacturing with o
vicw 1o raising rural productivity, cmployment and incomes. Particular cnphasis will be given in
this connection to the food precessing industrics, including the extension of quality controls
throughout the processing chain, the introduction of health and environmental standards for food
products, and the development of improved  packaging systems for preserving guality and
Facilitating (ransport and storage,

UNIDOYS fourth principal objective, environmentally sustainable inde arial development, reflecrs
the srowing importance being assigned o environmental issues, and the need o integrare
cmaronmental considerations into industrial development activitics @t both the poliey and
enterprise levels, Indine with the Rio Declaration on Eaviconment and Desclopment and Agenda
2E adopted ot the United Nations Conference on Enviconment and Development in Sune 1992,
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UNEIDO supports the principle of integrating environmentasl and developmental eriteria in decsion-
making, and places particular emphasis on the concept ol ceaner production, involving the
promoetion of ceo-clficiont. enerey-citicient and waste-mimmizing production processes. In
addition, UNIDO s setivities in the ield of environmoniahiy sustainable industrial development will
be peared towards protecting the atmosphere, promoting covironmentalls sound manaeemoent of
biotechnology . supporting the transfer of eavironmentally «ound technology, and eosuring chemieal
safviv. Along with the United Nations Developmeni Programnc tUNDPE).L the United Nutions
Enmvironment Programme (UNEP) and the Werld Bank. UNIDO 15 eng of te toar implementing
agencios of the Muhtilateral Fund for the Implementation of the Montreal Protocol to proteat the
vronge laver.

UNIDOS Lest major objective calls for the encowragenient o nternational cooperation in
industrial investment and technology, with the orzaeization laving the foundations for enhanced
intorational cooperation in a wide range of activities including cross-border investment Gowe,
technoelogy tramsicr, international sub-conttacnag, heensing, and the formation of rescarch
sonsortin amd strategic company alliinees. Inthis content the role of UNIDO will increasanaty be
tocusad on the creation of global partaorships aimied at supporting celisborative offorts beracen
couatsics with complementary interests and, or resources, and en supporting the emereence of
industrial and industes-related institutions, increasingly who trom the prisate seator, as ctfivient
sehicdos to toster such partnerships. In additton. emphasis will also he given te the promotion ol
increis . d ceonomic and technical cooperation betweon davcloping counteies worder o cnable
those countrics o benctit from cach others™ expericnee an b weal thomselves of the resulimg
ceonomies of seale and complementaritics of production.

Recounizing the ncreastng importance of forcign dircct investment (FDI) 1 particular as «
mechanism for the transfer of capital and technology, UNIDO provides an mntegrated investment
promution programme, the individual components of which include the monitoring and assessment
of investment trends. the preparaticn of country-specitic imvestment cudes, the identification.
appraisal and promoetion of industrial imvestment projects, the strengthening of rational investmend
promuoiion strategios and agencies, and the convening of mtcrnational investment forums and
invesmarts”. UNIDO'S global system of World Investment Network Services (WINS) will sonve
as an increasmgly important istitutionad mechanism for investment promotion in this contest, and
will be turther expanded tiirough the estahlishment of additioral Tmvestment Promotion servee
(TIPS offices. In the ticld of international cooncration in technology transior, meanwhite, UNIDO)
prosides weehnological information theough the Iedustnial and Technological Intormation Bank
ONTIBG and the Tochnological Intormation Exchange Ssvicm (THES )y and helps to establish or
uperade national techno oo iformation mechanisms and link them wath UNIDOS internationad
networks, In addition, UNIDO S able o support the strengthe nise of Tocad institutional capacitios
nihe areas of technolows chnice, evaluation, acquisition and aceotiation, and o faaliare
techoolopy Gows through <peciliv programmes and the holding of techmans

In the context ot 1s five declopment objectives, UNEDO has adso estublished priority proceamne s
tor the nest bicnnium. This ddcasion hias been based on the nced to concentrate the organization’s
cHorts and resoarees inorder to maximize the potental bonelits of Hs activitics. These priories
prosrammes comprise.

Industrial treeies. policies and msttunon-budding tor globul ceonomie
intesration;

Favironmieat and energy:

N

bond medium enterprises: policies, nciwarhmgt and basie techmical suppori;
Innovatien. productivity and quality for nrernational competitivencss;
Indsarial tformation, isvestment and rechnoloss poomaotion:

Rurai tadustrial development; and

Alrica and least developed countries: linking industry with agricaliure.
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In conclusion, it may be noted that UNIDO 1s able to provide a side range of services insupport
of the industrial development goals of developing countries. In supplying these services, howaever,
UNIDO acts in a demand-oricated manner, respending to speditic reguesis reecived from the
“licar” in the descloping country coneerned. This clicnt may be the government (8 or o
vorcrnmental or pon-governmental creantsation, or a private sector caterprise or institution, In
cach case, however, UNEDON initial response o such o request i~ to anabze the objectives the
chicnt wishes to achicve and the need for UNIDO support, and o verify that the client's
programme is consistent with the country™s industrial development woals and UNIDOS owan
mandate and policies. In this context. the present Country Support Srategy represents an cliornt
to ostablish a comprehensive and coherent programming framework, Lid 1o easure the relesance
and sustamability of the assistance provided by UNIDO

In this conncetton it alo necds to be stressed that UNIDO i a technical cooperation agency and
not o lunding agenev. I relativels small regular budget provides only limited scope tor
programmes and projects tumded dircctly by UNIDO isclf. The funding modalities available tor
Nnancing UNIDO services include the Industrial Development Fund (IDF) consisting of voluntary
contributions from UNEDO Mamber States cither for generad or speaial purposes. Special
Industrial Scrvices (SIS) Tor solving ~pecitic urgzent and unforeseen industrial problems (o b
disconttnued at the end of 1996), and trast funds made matlable for a spectie purpose cither by
the benceficiany or by o third partv. Other sevrees of tunds availad I for projects exceuted or
implemented by UNIDO include the Mululateral Fund of the Montreal Protocol for projects
related to the protection of the ozone Ever, and the Common Fund tor Commaodities for projects
promoting the industrial processing of selected commodities. In addition. UNIDO also acts as an
implementing ageney for projects funded by the Upited Nations Development Programme
(UNDP).

R. PRINCIPAL ELEMENTS OF A UNIDO COUNTRY SUPPORT
STRATEGY FOR INDONESIA

Bascd on the situgtion analusis presented in Chapier Lithe developmental objectives and priorities
o the Gevernment of Indoncesia and the proposed arcas of support for the United Nations sysiem
discussed in Chapler i1 and the suney of the objectives and seope of UNIDO'S industrial
dovclopment asaistunee provided above, i i now possible 1o draw up o coherent stratewy tor
UNIDOYS activitios in seppori of the industrial development process in indonesia Inoverall
icrms, these activiiies would have oo julfit several diflerent coneras including relevancee in terms
ol the country's deselopment voals, sustainabilite i terms of the ousting infrastructural and
resource base, and ceonontie cibiciency. In erder to be able 1o ackieve these criternia, UNIDOS
centethutions o the mdustrial development of Indonesia would hine to be clearly integrated within
the dosclopment-oricnied activities conducted by the Government ol Indonesia, other bilateral and
llteral development assistance aeencies, and the private sector,

To ensure this inteeration, it is accessary o regard the provision ol UNIDO services in g broader
proccammatic contest. In doing so, an clleane approach would be 1o analyze the spealic
industrind components of Indoneste™ doveloprienr soals, and thus o adentify arcas where the
indusirral sector could support the actaovemen of “hose overall woals orindeed where the absence
of anappropriste indosirial support infrastructure hampers therr achicvement. This approach s
idloacd i the remainder o this chapter. which identifios o« sumber of arcas for UNIDO
aed e on the basis of the vatsous inter- and ntraescdoral development goals established by
Fnaon st's cconomic planncrs and cntrepreacur s and the rede that indastey can plas in helping

to et wose them, Wherever possibles tnese proposals take into account the bluepriat for overall
UN sustem assistance dreasen upan the Country Stratcey Note (CSN), and suggest spectfic schvitios
to e undertaken by UNIDO. usually on the basis of conerete requests put forward by
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representatives of the Government of Indonesia or private Indonestan entreprencurs during
extensive interviews conducted in Jakarta in September 194,

In drawing up such a strategy for UNIDO assistance. 1t is important to note at the outset that
industrial development is clearly regarded by the Government of Indonesia as the cornerstone of
its overall developmeni strategy for Repelita V1 and PIP 1L and that industry plays an often
indispensable direct or indirect role in achicving almost all of the objectives set for the UN
development svstem by the CSNU The achievement of the poverty alleviation and emplovment
creation objective specified i the Note depends explicitly on the creation of industrial emplovment
opportunitics, while the achicvement of the various human resources development objectives will
be unthinkable without the availability of such basic industrial products as family planning aids,
pharmaccuticals and medical equipment, and textbooks and other educational materials. The
maintenance of growth and development of scicnce of technology objectives are similerly
dependent on the industrial sector. which will remain the most dynamic component of the
ceonomy for the foresecable future, as well as the principal condutt for the acquisition and
adaptation of external technology and domestic innovation. The environmental objectives of the
CSN also bear a direct relation to industry, which has in the past been one of the most significant
sources of eavironmental degradation, and aceds to develop and adopt more eavironmentally-
fricndly production processes to minimize this damage. Finally. industry also has a significant
contribution to make to the achicvement of “he governance objective stipulzted in the CSN, which
refers specifically to Indonesia’s impending transition to an industrial cconomy and also calls for
the strengthening of workers” organizations, many of which will inevitably represent industrial
workers as the process of industrial growth and diversitication continues.

As the United Nations agencey specializing in promoting and aceelersting the industrialization
process of develeping countries. UNIDO thercfore clearly kas a consider ible potential eontribution
to make in Indonesia in the coming vears. in partnership with both the public and private sectors.
The task of identifving major arcas for UNIDO assistance 1s bath cased and complicated by the
predominant role assigned (o industrial development as the engine of overall economic
development by the Goverament, however, and by the important contribution the industrial sector
can make to the achicvement of the objectives specilicd in the CSN. On the one hand, this opens
the way for a wide range of activitics that may be undertaken by UNIDO wathin the relevance.
sustainability and efficicney criteria established above.  On the other, however, it significantly
increases the need for i prioctization of UNIDO's activitios to ensure that they vield the highest
possible developmental benefits,

This prioritization process needs 1o be conducted on two devels. At the macro level it is important
to seleet particular arcas within which to concentrate UNIDOS services, with this selection being
determined on the basis of prioritics set by the Government of Indonesta, the CSN and UNIDO
itsell. Such o prioritization exercise, at this macro level, s sttempted in the following pages. where
ten major arcas for the concentration of UNIDO activitics are proposed. Within cach of thoese
broad arcas, however, the provision of UNIDO's services will incvitably be ondertaken at a morc
micro, or programme;/ project, kevel In keeping with its position as o demand-driven organizstion.
the choice of these specific progrsmmes and projeets would hase to be made from among
proposals and requests received from potential chients in the countey concerned. In the case of
Indonesta, o kisge number of wich requests were reeetved from numerous official and private
sector bodies, which are noted under the broad headings presented below and summarized in
somewhat greater detail in Annex 1. The prieritization process at this micro fevel will have to be
conducted at the next stape of the country support strateey development procedure, and will
require cach of these requests tor UNIDO services o be evaluated indimidually for its ceonomic
and rechnicad feasibiling and sustainabilits, with many posaibly hising to e maodificd, or aven
refcded, as o resalt of these inscstigtativis,
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C. PRIORITY AREAS FOR INDUSTRIAL DEVELOPMENT AND UNIDO
SUPPORT IN INDONESIA

Priority Area 1: Capacity Building in Industrial Support Organizations.

d. The Development Objective:

As the level of industrial development rises, the maintenance of the pace of the
development process becomes inereasingly dependent on the availability of
variety of support services. These include, inter alia. facilities for the collection
and dissemination of data and information on such matters as appropriate
production technologics and output markets, trained manpower to interpret and
this information, mechanisms for the ¢stabhishment and enforcement of quality
standards, facilitics for the conduct of rescarch and development activitics.
improvements in such arcas as product design and packaging, and mechanisms
for the steady and continuous development of vocational and managerial skills.
These facilitics, and others of a similar nature, can either be established within
individual firms, or as scparate institutions operated cither by the public or
private sector. Access to such services plays an important role in ensuring the
maintenance of the industrial sector’s dynamism and competitiveness by allowing
it to acquire appropriate production technologies and wider markets, and to
improve its production cfficicncy and product quality.

h. The Indonesian Context:

Alrcady by the late 1980s a UNIDO study had concluded that “the Indonesian
industrial development process has now attained a stage at which considerable
attention aceds to be given to the quality of products and to various supporting
services”” Although considerable progress has been achieved in expanding
and developing the capacities of Indonesia’s industrial support infrastructure in
the meantime, much still needs to be done. This became evident from the
discussions held by the author with representatives of the Government of
Indencsia and the Indoncesian business community in September 1994, which
revealed a continuing need for better qualificd and more responsive staft in
ministrics and industry associations to provide more rapid and appropriate
assistance and advicc to entreprencurs; for more and  better-cquipped
laboratorics and testing facilitics to enhance and standardize product quality: for
improved facilitics for the storage and retrieval of information on industrial ruw
materials, processes, designs, standards, specifications, investment opportunitics
and markcts to increase industrial efficiency, and for the spread of the support
institutions” reach into the more remote provinees to cnable them to act as
catalyst in stimulating regionally balanced cconomic and industrial growth.

. Official Priority:
The promotion of cconomic growth and development, particularly through
industrial development, is stipulated as a major priority of both the Government
of Indonesia’s development plans and the Country Strategy Note prepared for the
United Nations development system. The strengthening of the industrial support
institutions along the fines suggested above could greatly enhance the cfficiency,
and hence the international competitiveness, of Indoncsia's industrial sector and
the cconomy as o whole. As such, it would have strongly beneficial implications
for cconomic growth, and make an important contribution to the achicvement of

United Nations industrial Development Organization, Indonesia’s Industral Development -
Kev Ivsues and Scope for Multidateral Co-operation, Report prepared by a UNIDO mission
to Indoncsia 5-15 December 1988, Document PPD/R.A3, | February 1990, p. 60




Countrv Support

Strategy: Indonesia

Priority Area 2:

the cconomic and industrial growth objectives set in Repelita V1L PIP 11 and the
CSN.

Requests for UNIDO Services:

Almost all of the discussions held with representatives of public and private
seetor i Indonesia revealed an urgent need for capacity building in the industiial
support institutions.  Assistance was reguested o such diverse ficlds as staff
training and the setting up of in-house advice services tor stalf of vanious public
and private-sector institutions: the cstablishment or expansion of industrial
laboratories tor a wide variety of products; the creation and maintenance of
industrial data and information bases in various ministrics and private-sector
associations, and the establishment of networks linking them: and support for the
geographical expansion of these institutions into the often remote but resource-
rich outer provinees of Indonesia. Specific requests of this kind include. inrer
alia, support for capacity building at the central and regional level in the
Department of Industry and the National Investment Coordinating Board: and
assistance for the establishment or improvement of sectoral and sub-sectoral
information bases at the Department of Industry, Department of Health,
National Investment Coordinating Board., and the National Chamber of
Commerce and Industry. More general requests tor the strengthening ol the
institutional support base of particular industrics have also been received from
the Departments of Industey, Cooperatives and Small Enterprise Development.
and Agricukiure. as well as the Federation of Indonesian Metalwork and
Machinery Industries Associations,

Scope for UNIDO Response:

As indicated in the introductory discussion above, UNIDO is well-cquipped to
support the cstablishment and development of the required institetional
infrastructure. The services provided by UNIDO could encompass the provision
of manpower training. information technology and technical support facilitics
{including industrial planning and policy formulation, rescarch and development,
quality control, adsisory services, marketing sapport, cte). The possibility of
establishing focal points for industry-related issucs in various government
agencies and appropriate private-sector associations /urganizations, such as the
Chamber of Commerce and Industry, could also be assessed.

Enirepreneurship Development, Especially for SMEs,

The Development Objective:

Small and medium-scale enterprises (SMEs) comprise a vital and dynamic
component of most market cconomics. developed and developing, and with their
comparatively high sbsorptive capacity for labour and their ability to produce
high-value niche products for the domestic and cxternal markets play an
important role in supporting the achicvement of cconomic growth and equity.
A recently commissioned study by UNIDO notes that they typically employ ¢0
per cent or more of a country’s industrial workforee, generate as much as half
of the industrial sector’s output, are represented in all major branches of the
sector, are widely dispersed and less likely to be coneentrated in urban arcas than
large-scale enterprises. and tend 1o be owned by privatcly owned by local
cnlrcprcncurs.*"’ They therefore constitute an ideal vehicle for the promotion

Hill, Hal, Small-Medivm Enterprise and Rapid Industrial Groveth: Coneepts, Trends and
Policy Issues, with Special Reference to Southeast Asia, unpublished paper prepared Tor
the Regional and Country Studics Branch, UNIDQ), August 1993,
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of ceonomic and indusinal development. espectally 1o labour-surplus and
reographically disparate ceonomies, and the need to encourage and nurture them
has long been seen as an mmportant clement of cconomic development poliey.
At the saume tmoe, however, there has been an increasing recognition in recent
vears thet the support prosided to SMES shoufd ot maobve any measures that
would distort market swnals or give e o the cowergence of uncompetiinge
protected indusirics. bt skould instead be ceared towaerds cnsaring that SME
becoms: active participants in the dveanue desclopment process rather than being
confined to a closed enclave with o stetic ontlook.

The Indorestan Context:

As chewhere, SMES play an important role i the Indosesian cconemy as a
whole and s indestrial sector i particular, and have made an important
contribution o output geowth. labour absorption, and regronal development. A
indicated in Chapter 1 tor cxample, the latest avarlable industriad consus data
collected in 193386 show that SMEs (defined in Indonesta o include enterprises
with up to % workers) accoented for the majonity of industrial enterprises in
numecrical terms and in terms of the total number of workers emploved. The
growth and development of SMEs has been hampered by a variety of mstitutional
constraints, however, despite the introduction of & number of support schemes
by the Goverament of Indosesia, including the prosision of subsidized eredits and
an attempt o perseade larger firms to support therr smaller counterparts o a
scheme known as bapak-anghar (foster parent). The principal reasons for the
only rebatively modest success of these schemes include their paternalistic nature
and the hmited emphasis placed by them on enhancing the cfficieney and
competitivencss of SMES® Future programmes to support the development
af SMES in Indoncesia sheuld therefore focus much more closclv on enhancing
their catreprencurial capacitics and providing tacm with improsed access to
skills, techmlogy, markets, and other support services of the kind listed above
under Priority Arca 1L which would enable them to meke much more considered
judgemenis of the resources and opportunities available to them, and to respond
accordingly.

Official Priemty:

The deselopment of private entreprencurship, especially in the manufacturing
sector, is a stated objective of the Goverament of Indonesia, which projects the
ostablishment of 230,000 new enterprises s Repelita VI Within the overall
context of entreprencurship development. moreover, the main emphasis is to be
placed on the encouragement of SMEs, which have been singled out in PIP 1
and Repelita VI as 2n important vehicle for emplovment and income creation.
The CSN similarly views SMES as an important instrzment for a-hicving its
primary objective of poverty alleviation and employment creation.

Requests for UNIDO Sernvices:

Specific reguests far UNIDO assistance with the formulation and implementation
of entreprencurship development programmes have been reecived from a wide
range of organizations in Indoncesia. These include the Department of Indusiny
and the Department of Coopueratives and Small Enterprise Development, both
of which are cspecially active in this arca and have provided s number ol
proposals for specitic ENIDO services. Ta addition. the Office of the Minister

This point has alreads been made very forectully ina previous UNIDO study. See Unied

Nations Industrial Devclopment Organization, Indonesia’s Industrial Development - Key
Iosies and Scope for Multitateral Co-operation, Report prepared by a UNIDO mission (o
Indoncsin 3215 December 1983, Document PPD /R .33, T February 1, p. 73
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of State tor Women has also requested UNIDO assistance tor a programme
support the dovelopment of women enatreprencurs in raral arcas. and the
National Investment Coordimation Board has requested stmilar assistance for the
establishment of partnerships between foreign investors and Indoresian SME-.
From the private scctor, requests have been recenved from the Association of
Indoncesian Automotive Industrics and the Federation of Indonesian Metalwork
and Machinery Industries Assaciations for UNIDO's help in the development of
SMESs as component suppliers and subcontractors.

Scope for UNIDO Response:

As noted above, UNIDO) views the promotion of entreprencurship development
programmes for ndustry as one the most important components of its third
development objective, cquitable development through industrial development.
which also places special emphasis on supporting the growth of SMEs. Although
the precise services that may be provided in this context will have to be
determined in consultation with the chent organizations in Indonesia. the range
of such services that UNIDG has the capacity to ofter is extensive, and includes
training in basic managerial and technical skills, the provision of information and
advice on techaology upgrading options. and the sumulation of self-organization
for small irdustrial enterprises. Since this priority arca is closely refated o
Priority Arca 1 in as much as entreprencurship development of the kind
envisaged here will not be possible without a strong institutional support base to
provide assistance in the ficlds of technical and management  training.
development and dissemination of appropriate technology for SMEs, institution-
building. and the promotion of subcontracting and other input-supply
arrangements, UNIDO's activities in these two prionity arcas could. and indecd
should. be coordinated into an integrated and mutually reinforcing package of
industrial development services.

Education and Training for Industry.

The Development Objective:

This priority arca forms part of a continuum with Priority Arcas 1 and 2 in o
far as it is also related to the enhancement of the underlving institutional support
base and human resource endowments for sustained industrial development. At
a tme when the maintenance of industrial competitiveness and output quality is
becoming increasingly  dependent on the adoption of more and more
sophisticated production processes, and the degree of embodied technology in
industrial cquipment is rapidly growing, the need for a skilled labour force
capable: of adapting to these new processes and operating the new cquipment is
becoming increasingly pressing. Under these circumstances, an ongoing steads
improsement in the quahity of the labour force represents an casential
precondition for easuring the continuity of the industrial development process,
This investment nceds 1o be undertaken at both a general level, to provide the
labour force with as high a basic fesel of cducation as possible, and at more
industry-specific levels, to enable the dissemination of the particular vocational
and icchnical skills required by individua’ industrics. At the wery feast, the
achicvement of this objective would require  the  establischment and . or
improvement of the necessary trainimg institutions, cither by the gosernment or
by the private sector. For maximum cffectiveness such a programme would hine
1o be accompamed by suitable policy tramework, providing incentives 1o
workers 1o acquire new skills and to private enterprises or industey associations
to offer access to the relevant Gaining,

S0
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b. The Indonesian Context:

The Government of Indonesia has long regarded the development of the
country’s human resources a8 an inteinsic part of the overall development
process, and has placed high priority on the establishment of a widely accessible
and alfordable cducation system. The education sector has consequently been
one of the principal bereficiaries of public capital spending during the past two
decades, with the share of this expenditure rising (rom an annual average of 7.9
per cont in Repelita 11 (1974/75-1978/79) to almost 14 per cent in Repelita V
(19839/790-1993/94). The results have been impressive, with the country enjoying
an almost universal enrolment at primary level, and the overall illiteracy rate
having fallen from an already comparatively low level of 39 per cent in 1971 to
23 per cent by 1990, As indicated in Chapter 1, however, the educational and
skill fevels of the industrial labour foree in Indonesia leave considerable scope for
improvement, with more than 50 per cent of the work force only having a
primary cducation in 1992 and only 1.6 per cent having a tertiary education. This
has given rise to fears that the momentum of Indonesia’s industrialization process
may cventually be stalied by a shortage of suitably skilled and tramed workers.
and 10 a widening recognition that a continued investment in vocational training
and skills acquisition will not only stimulate a short-term increase in labour
productivity but also heip to aceelerate the process of technological sophistication
in Indoncesia’s industrial sector, thereby paving the way for its continued growth
and development and maintaining Indonesia’s attractiveness as an industrial
location into the future.

¢ Official Priority:

Education and training is given high priority by both the Government of
Indoncsia and the CSN. The Repelita VI document, for example, specifies the
enhancement of the quality of Indonesia’s human resource base as one of the
four main objectives for the Plan period (see Chapter 1), with special emphasts
being placed on vocational training and skill development. particularly in
industrial activitics.  The industrial development strategy for the Repelita VI
perind also proposes the promotion of labour-intensive industrics with rising skill
levels over time as one of its principal components. The CSN. meanwhile, also
regards support in the ficld of cducation and training as one of the mosl
important prioritics for the United Nations development system in Indonesia, and
states specifically that “emphasis should also be placed ... on vocational training
and skills upgrading. not only within the framework of poverty alleviation but also
with the awim of cnsuring that Indonesia is cquipped with the human resources
required for its planned industrial transformation”

d. Requests for UNIDO Senvices:
The discussions in Jakarta with representatives of both government organizations
and private-sector industry associations revealed a strong demand for UNIDO
assistanee in the fickd of industrial training and cducation. Requests for UNIDO
services in this ticld have thus been received from the Departments of Industry,
Cooperatives and Small Enterprise Development, and Health, as well as the
National Investment Coordinating Board and representatives of the engineering
and chemical industry organizations. These requests cover a wide range of
activities, including the provision of policy advice on industry-related training and
cducation, the drawing up of statf training programmes for some of the
requesting organizations, and various other forms ot assistance in support ol

Ofliee of the Resident Coordingtor of the United Nations Ssatem’s Operations! Actisities
tor Devddopment i Indonesia, Drajr Conntne Strategy Note - A Serategy Jor the Ustized
Nations Svsfem in Indonesia, simeo, nde p. 12
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qa.

b.

industrial cducation and training activitics on both a general level and a branch
or industry-spectific level.

Scape for UNIDO Response:

The promotion of human resource development for industry has been ideniificd
by UNIDO as one of its five main objectives, and the Organization has extensive
expericnce in the provision of technical assistance in this ficld ot the poliey,
nstitutional and eaterprise kevel. It will therefore be well able to make a
valuable contribution to the increasingly urgent need for the enhancement of
industrial and vocational skills in Indonesia.  Depending upon the resulis of
follow-up negotiations with the Indoresian partners, this assistance could take a
varicty of forms. including cooperation in the determination of industrial human
resources development policy, support for particular tratning institutions or the
development of training programmes in specific enterprises, and direct activities
such as courses and workshops.  These activities should be conceived and
implemented as a comprehensive and coherent package.

Investment Promotion in Industry.

The Development Objective:

At a time of tightening fiscal resource constraints in developed as well as
developing countries, and in response to a growing shift towards market oriented
mechanisms of industrial development. the private sector is being called upon to
play a progressively larger role in the process of ccononnie development in
general and industrial development in particular. Private investment is thus being
called upon to provide an increasingly large share of total investment, and to the
extent that itinvolves cross-border flows is emerging as an increasingly important
vehicle for the transfer not only of capital but also of technology, and as a means
of gaining access to external markets. The development of the private sector,
and the stimulation of private investment interest is contingent upon the existence
of a conducive macrocconomic environment that ensures a fair play of market
forces within an appropriate regulitory framework.

The Indonesian Context:

As indicated in both Repelita VIE and PIP I the Government of Indonesia
expects the private sector to account lor a substantial proportion of the overall
investment undertaken in the foresceabie future, and for the bulk of the
investment in the industrial seetor. In Repelita VI no less than Rpasd.2 trillion
of the overall plannced investment of Rp6oi. 1 trillion are expected to originote
from the private sector. representing a share of 734 per cenie The role of
private investment is expected to be even more substantial in the manufacturing
sector, which is projected to receive only about Rp3 trillion of the total public
developmeni spending of Rp175.9 trillion. While domestic entreprencurs are
expectzd to account for the vast bulk of the anticipated private investment,
forcign mvestment i also projected to make a significant contribution of Rp36.6
trillion in net terms (e, adjusted for external investment by Indoncesian firms).
While Indonesi bas succeeded in attracting substantial volumes of both domestic
and foreign private imestment during the past decade, and has recorded
particularly impressive increase in investment interest sinee the second hall of
1994, 1t cannot afford 1o rest onits Taurcls. The investments needed to achiove
the Repelita VI targets are immense, and the increasing competition for
investment funds from elsewhere in Asia and beyond is threatening to render the
achicvement of these targets increasingly difficult.
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Official Prioniy:

The extremely uncven distribution of planned investment expenditure between
the private and public sector gives a strong indication of the high prionity
assigned to private investment as @ souree of funding tor ceonomic growth during
Repelita VI The strong emphasis given by the Governmeni of Indonesia to the
promotion of private investment. both domestic and foreign, is abso evident from
the suceession of imoestment policy reform packages that have been introduced
since the mud-1950, resufting in o comprehensive shift in the investment
cavironment from one geared to the regulation of private investment flows 1o one
armed at stimu'ating such flows, The most recent of these reform packages was
announced in June 1994, which resulted in 2 dramatic opening of the Indoncstan
ceonomy to foreien imvestors i particubar. and helped 1o trigger a sharp rise
the value of approved forcign investmient projects to an unprecedented level of
almost $24 hillion in 1994, which compares with SS.1 billion in 1993 and &
previos record of $1003 billion in 19920 The CSN. meanwhile, also regards an
enhanced role of the private seetor. and heace imphicithy of private investment.
as one of the prineipal determinants of cconomic growth in the coming years. the
manicnance of which it regards as one of its principal prioritics.

Requests for UNIDO Services:

Against this background of high investment needs and a potential dispersal of
investment funds over a much broader range of countrics, Indonesia necds 1o
ensure that its attractiveness as a destination for private investment is maintained.
Many of the requircd measures have already been ideniified by the National
Investmient Coordinating Board (Badan Kordinasi Penanaman Modal, BKPM).
amd were presented to UNIDO during o mecting with senior officials in
September 19940 These include anintensitication of the Board's investment
promution activitics. an upgrading of its invesiment promotion cquipment and
facilitics, and mcisures toonerease the implemontation rate of approved
investment projects.

Scape Jor UNIDO Resporine:

Allofthe arcas for improvement identiticd by BRPM could bene it from external
technical assistunce. Impaortant assistance in some of these arcas is already being
provided by the United Nations system. and especially by the UNDP under a
long-term project scheduled to expire in 19960 (EINS SECO70032). This could be
complemented or followed up in the industrial ficld by appropriate assistance
from UNIDO, which has considorable oxpericnce and expertise inindustrial
mvestment promotion, end regards infcrnaticnad cooperation inimvestment and
technology as one A s five mann development objectives. It could therdtore
provide aeade ranee of support servicos from assistance with policy formulation
to the preparation of pre-Teasthilite studicw the convening of investment
prowotion mecting and the degenine of pal ey material, as welbas responding
tor the spedttic roque s from BEPM Listod i Annes |

Science and Technology for Industry

The Developmens Objective:

he inereaning internationaliation of tade momanutactuses 1 rosnliing moa
Barp growth ol isternationa! coepetition in nrmetactured product atrekors,
Fhis, 0 tuen, i foreing mancVactuias tzourhout the world o Tocus their
sttention on sontaining ther tnicrmational conzpotitivencss rot only in terms ol

costs, but alo o rerms of quality, Jdesign and continuous development and
innoviation.  The achicvement of this objective is becoming  increasingly
dependent on the adoption and adaptation of new scientific and technological
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methods and processes, including new information. materials, production and
packaeing technologies.  Similarly. science and technology are playing an
increasingly important role in the deselopment of environmentally fricndly
production methods, which minimize the use, and waste. of natural resources end
Cnergy.

The Indonesian Context:

The growing dependence of manubacturing industry on science and technology
has been recognized by both the government and the private sector in Indonesia.
who have become keenlv aware off the need for Indonesian manulacturers o
acquire and master the new technologies on a continuous basis if they are to
retain their international competitiveness. Private entreprencurs are responding
1o ihis challenge. which is being heightened by the growing export orientation of
Indonesian industry and the progressive hiberalization of the country's domestic
markets, by increasingly entering into joint ventures and other arrangements with
foreign partners in order to obtain the necessary technologics from abroad. At
the same time, however, they have been relatively slow in establishing a domestic
infrastructure for technical and rescarch support, comprising such facilities as
rescarch and development centres and laboratories. at cither the mstitutional or
enterprise level, The government. by contrast, has taken a strong initiative in this
ficld through the establishment of an official Agency for the Assessment @nd
Application of Technology, which is intended 1o act as a focal point for the
identification, acquisition and adaptation of new technologies and operates a
large rescarch complex at Serpong near Jakarta. In addition, it also supports the
dissemination of technological skills through the granting of numcrous
scholarships and bursarics to promising students for technical studies at dometic
and foreign universitivs. A significant proportion of the government’s cffort in
the ficld of scicnce and technology is devoted 1o such activities as aireraft
manufacture, however, in which Indoncsia does not have any apparent
comparative advantage at present or in the forescecable future, and which
thercfore result in a suboptimal allocation of Indonesia’s scarce financial and
technical resources.

Official Priority:

As noted in Chapter 11, the enhancement of Indonesia’s scientific and
technological capabilitics for industrial development is a major priorite of the
Government of Indonesia. The increased application of seience and technology
in the country's industrial products and processes is explicitly sipulated as
Ieading objective of PIP I, both m order to increase domestic manufacturing
value added and for strategic reasons linked to improving Indoncsia’s defence
capacity and sclf-reliance. This goal is reiterated i the Repelita VI document,
which calls for the increasing development of technology-intensive industrics
during the Plan periad. The CSN. meanwhile, also regards the incrcased infusion
of science and technology into al! ficlds of cconomic activity as one of i< (en
principal objectives, specifically pointing out that the UN development system can
make an important contribution o the deselopment of indigenous capacitios tor
scientific rescarch and technological innovation in support of, inter alia, industrial
development.

Requests for UNIDO Services:

UNIDO assistance for the acquisition and developmens of technology has been
requested from vart s sources in both the publicind private scetor in Indoncsia,
The Department of Industry, for instance, has requested assistance in the
promotion of industrial rescarch and desclopment as o well as iraunise i
negotiation (echniques with saupplicrs of technology,  Several more specitic
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requests for the development of particular techaologics have been received from
other scurcees, including the Department of Mines and Encrgy and the National
Ageney for the Assessment and Application of Technology, Similariy, many of
the requests received from the private industry assoctations, and from the
engineering industry associations in particular. have a strong science and
technology component.

Scope for UNIDO Response:

The promotion of technological development in industry has been designated by
UNIDO a: one of its principal obiectives, and the Organization has accumulated
a considerable degree of expertise o this ficld. At one level it has established
itself as 2 leading repository of information on avatlabke industrial fechnologies
through its extensive Industrial and Technological Information Bank (INTIB),
and is able to help with the identification and transfer of suitable forcign
technologics. inter alia through a specialized International Referral Sysiem. the
holding of specic lized business forums between prematched technology scekers
and supplicrs (TECHMART). and training in the ficld of negotiations for
technology acquisition. At another level, UNIDO has the cagacity to support the
development and upgrading of domestic technological capabilities in a wide range
of industrial subsectors, including agro-based. chemical. engincering and
metallurgical industrics. In addition, UNIDO also has a well-developed capacity
to assess the ecconomic viahility and sustainability of alternative technologies, and
can provide assistance in sclecting technologies consistent with Indonesia’s
resource eadowments to minimize the risk of a misallocation of scarce resourees,
which would impede rather than support the industrial development process.

Industrial Support for Health and Nutrition

The Deveiopment Objective:

It 1s increasingly being recognized that cconomic deselopment does not represent
an cnd in itself but needs 1o be seen within o more broadly defined human
development  context. which includes a strong social component. The
improvement of health and nutritional standards for the population at Large.
which arc typically suboptimal in developing countries, constitutes a particularly
important clement of this broader social development goal.  The industrial
development process can have a significant impact. both negative and positive,
on human health and rutrition.  On the negative side. industrial pollution
represents an important health havzard, for example. and the conversion of
agricultural land to industrial and ancillary uses can significantly crode o
country’s capacity for food production.  On the positive side. however,
manufacturing industry makes @ major contribution 1o improved health and
nutrition through the production of pharmaccutical drugs and other medical
supplics on the one hand, and agricultural inputs and processed foods on the
other. As ever, the objective of a successful development strategy must be to
minimize the negative impacts and maximize the positive onges.

The Indonesian Context:

tndoncsia has achicved considerable suceess in enbancing public health and
oving the nutritionsl standards of the population during the past three
ulos. Anndication of the extent of this suceess is provided in a recently

purhshued study, which shows that the rate of infant mortality declined by 47 per

cent between 1963 and 1985, and that the daiiv per capita availability of calorics
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Scope tor UNIDO Response:

With both the Government of Indonesia and the OSN placing substantial
emphasis on e aced for cconomic development to be accompaniced by social
dovelopment, the issue of health and nutrition must be asstened @ high prioriy
in any countrs support strategy prepared for Indonesia by aninternational
techawcal assistance agenes. This is particulurly true in the case of UNIDO
because of the significant impact. both harmiul and bencticial, that industry can
have on human health and welfare.  In this context UNIDO can play an
important rele in helping to ensure the highest possible degree of consistencs
hetween Indonesia™s objectives of industrial and social development objectives.
The ~pecific services provided by UNIDC) in response to the requests reeenced
could include assistance in the selection of medically benign production
techniques and the adoption of whatever protective measures may be required
in cases where such safe techniques do not existe as well as support for the
propesed development of the pharmaceuticals and medical equipment industries,
and for the proposed measures to improve the hygiene and safety of prepared
foods.

Environmentally Sustainable Industrial Development

The Development Objective:

The past few decades have witnessed a growing recognition of the fact that the
process of ceonomic growth and development. as hitherto pursued, has imposcd
severe strains on the environment. Indusiry has plaved a particularly significant
role in this context, both directly through the emission of air and water
pollutanis, and indirectly  through  the manufacture  of  polluting  and
environmentally hazardous products. such as motor vehicles. fertilizers and
pesticides., and non-biodegradable packaging materials. The accelerating pace of
resource depletion and environmental degradation. which have given rise. inter
alia. to the ozone hole and the increasing threat of global warming, have
prompted o growing acceptance of the need fo take steps to ensure the
environmental sustainability of cconomic development in general and industrial
development in particular.

The Indenesian Context:

As clsewhere 1n the world, eavironmental consciousness is also spreading rapdly
in Indoncsia, where two important government agencies, the Office of the
Minister of State for the Environment and the Eavironmental Impact Assessment
Agency, as well as g number of private institutions and non-goveramental
organizations are attempting to ensure that the development process s
maintained within an environmentally sustainable framework. While accepting
that aot all eovironmental problems are of industrial origin, these organizations
are novertheless tuening increasingly to the industirial sector for solutions to these
problems through the use of ceaner production technologies, the imposition of
increased contrals on the emission of industrial pollutants and the production of
more  cnvironmentally-lriendly products. In view of their own resource
constraints, these organizations are increasingly secking foreign assistance in this
process, and receiving a favourable response from a wide variety of multilateral
and bilateral desclopment assistance agencies. incuding the United Nations
Environment Programme, the United  Nations Development Programime,
UNIDO, the US Ageney for Internationat Development ind che Canadian
International Development Agency.
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Environmental issues are addressed exphithy in the Repehta VEdocument. which
stipulates the adoption of policies aimed. érer afia, at reducing industrial and
hazardous waste, controlling pollution, conserving and rehabilitating natural
resources and  the environment. and  establishing a ssstem for selecting
development sites in arcas that are not environmentally sensitive. . The
environment s also given considerable importance in the CSN. which lists
environmental protection and conservation as one of 1ts principal prionty arcas.
While providing a general framework for the coordination of UN assistance as
a whole, the SN also proposes 2 number <7 specific environment-related
activities of particular relevance to industrial development. including measures
to control pollution and the emission of gr cenhouse gases.

Requests for UNEDO Senices:

With its growing interest and expertise 1 the ficld of on cavironmentally
sustatnable industrial development (ESID). UNIDO is looked upon as a valuable
partner in the quest for environmentally sate industrial technologies. A number
of requests in this field have thus been received from the Indonesian authorities.
The Department of Industry, for example, has requested assistance for a
programme to enhance the implementation of environmental controls, while the
Office of the Minister of State for the Emvironment has sought assistance for a
wide range of programmes including the development of environmental
standards, the implementation of a spattal use management scheme, and the
phasing-out of ozonc-depleting substances in industey. The Environmental
Impact  Assessment Agency, meanwhile. has requested assistance in the
promotion  of cleaner production technologies, and the Ageney for the
Assessment and Application of Technologs has sought assistance for the
cvaluation  of natural gas g potential substitute for  ozone-depleting
chlorofluorocarbons.  In addition, the Department of Health has called tor
assistance with the transfer and  dissenmunation of  indusirial  production
technologies that minimize the use of hazardous chemicals i line with the
rccommendations of the International Conference on Chemical Safety held in
Stockhotm in April 1'M4.

Scope for UNIDO Response:

As indicated above, UNIDO has adopted the promotion of ESID as one of its
five main development objectives, and accumuliated o considerable expertise in
this field. 1t s therefore well placed 1o provide a wide range of ESID-related
services at the policy, institutional and caterprise fevel in all the ficlds for which
such services have been requested. Indetermining s responses 1o these
requests, however, UNIDO would abso have to take into account similar serviees
alrcady being rendered by other bilateral and multilateral organizations in order
to minimize any duplication of cffort and maximise the degree of coordination
and collaboration,

Branch-Specific Industrial Master Plans

The Development Objective:

Despite the limited effectivencss of the planning mechanism s tool for oserall
ceonomic development, the preparation of coherent and comprehensive master
plans can nevertheless make an important contribution 10w ards promoeting the
coordinated devclopment of o aumber of faree invedment-intensive industrics,
cither by the private sedtor itwcii o in partnership with the public sector.
Specifically, such plans would help 1o ensure that the establishment and
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development of these industries proceeds in an efficient manner by taking
account of the available resource base, ascertmmng the degree to which these
rosources can be increased or improved. setting specific development goals for
the industries in question, and ¢stablishing a logical time frame for the phased
develapment of their various ccmponents. The resslt would be a carcful phasing
of the indestrys growth and development aimed at avoidiag the emergence of
supphy battlenecks and mintmizing the waste of scaree ceonomic resources.

The Indonesian Context:

As noted in Chapter 1, the structure of the Indonesian manufacturing seetor is
cxtremely complex, and is marked by a high degree of diversity i terms of scale,
output. technology, location and ownership consistent with its stll relatively carly
stage of development. This complexity. combined with the effect of a number
of other structural and institutional weaknesses (including shortages of business
skills, transport and communication facifities. and industrial support seraces)
often prevents the Indonesian cconomy from transmitting. and  peicntial
catreprencurs from receiving, clear signals about investment opportuaitics., choce
of technoloey, the scope for partnerships with other domestic or foreign
businesses. potential markets. cte. The preparation of carcfully conceived and
rescarched master plans for specific industrial subsectors can help to overcome
many of these constraints and thereby enhance the cfficiency of Indonesia’s
industrial development process. Equally importantly, from the point of view of
increased cquity, such rescarch can help to pinpoint arcas of particular need. and
facilitate the drafting of appropriate policy measures involving. inter uiia.
incentives for channelling industrial investment into depressed arcas. the
promotion of labous-intensive industrial technologies. and the encouragement of
subconiracting and other hiakages between enterprises.

Official Priorisy:

Both the Repelita VI document issucd by the Government of Indonesia and the
CSN prepared by the office of the Residest Coordinator of the UN System’s
Development Activities in Indonesia place high priceity on the twin objeciives of
cthicient and cquitable industrial development. which is scen by both document
as the main engine of cconom:c growth and o prime source of poverty alleviation
in the foreseeable future. The aced for some degree of rescarch and indicative
planning on i sub-sectoral level is a prerequisite for the achicsement of both of
these goals. On the one hand. it will help entreprencurs 1o wentify promising
busingss wpportunities and cnacouraee an appropriate phasing of the development
ol the subseetor in question, and for ihis reason has been highlighted as o
priority adivity by many of the senior government officials and  private
busincssmen responsibic for ensuring the achicvement of the Repelita VI targets
during consultations held in September 19940 On the other hand, such rescerch
will help o identity social imbalances and proside a basis for the formulation of
stitable policy responses 1o overcome them. thereby making an important
confribution towards the achivvement of the government’s aim ol poverty
alleviation and cquitable deselopmient.

Requests for UNIDO Senvices:

UNIDO assistance has beer sought tor the preparation of master plans for four
industrics i particubar, The Department of Industry, refiecting the growing
concers over the impending depletion of Indoncsis’™s crude oil reserves and
accepting the need to conserse its natural s resources for export, wishes 1o
creotrage the use of the country's substantial deposits of coal as o raw material
for the wrowth o the chemica!l mdustry The Department of Agriculture,
meanwhile, is interested i the orderly and cilicient deselopa. o of the food
Prrocessing indinstrics, These official TeGests have been echoed to some extent



Country Suppor:

Priorits Area 9:

h.

Strutegy Indonesia

by the private sector, with the chemical industey associations caliing for UNIDO
assistanee in the framing of an overall chemical industry master plan designed 1o
promoic a balanced development of the industrys upstream and downstream
scetors, and the association of foed processing mdusinies requesting asshtanc
i the formulaiion of a master plan for the dovelopment of the avport-orented
preparcd-tood industries.

Scope for UNTDO Resporne:

UNIDG has both the mandate and the capaciy te respond to these roguoests,
The preparation of such industrral master plans fails well within the scope ol
UNIDO first development objective. which s aimed at promoting indusitial and
techaological prowth and competitivencss, ier alic through the provisien of
polrcy advice on strategies for industrial and techaologieal development. The
creantsation s abo well cqupped with the techaical expertise required 1o
prepare those subsectoral master plaas. with the Institutional Support and Private
Sactor Deselopment Branch of the Humanr Resourer and Enterprise Divison
having considerable expernicnee in this ficld.

Agro-industry

Fhe Devetopment Objective:

Onc of the principal objectives of industrial development is 1o establish o local
capacity for addimg value to a country’s output of products based on its natural
resource cndowmenis. This objeciive can be achicved throegh various forms of
primarsy amd sccondary processing, packagine and marketing simed at enhancing
the compettiseness of these products 1o both domestic and torcien markers.
Especially in the case of the sericaltural scctor in devcloping count, os. howeser
whore much of the production i~ commonly in the hands of smalbseale tarmer-
with tradittonai skills and limited access toomtormation, technology and capital.
the process ol aero-tadustrial development tends 1o Lae behind the development
of other indistrial sub-scators, Yot the development of agro-indusivios has an
ovtremely valiable contnibution 1o make n precisedy this environment by
conerding incrcased  meomes for the often disproportionately poor - and
valnerable popuiations of rurat arcas, enhanane the guahis, saters and loneean
ol processed toods For domestic consumption, and supporting the growth of
auciculture-buased exports,

The Indenicovan Context:

Do s ancrcasine industniahization, Indoncsia has retained a0 wreas
auriculttral base. with agriculiura! activitics continuing Lo account for aimess T
per cent of pross Jomestic product, providing cmplovesent for about 36 per oo
of the tabeur force, and contributing siemificantly to the country’s cxport careiae -
The outpoe of the agricultural sector, defined 1o inchade anmad hiebande

torestry and thing, also provides o considerable rane matzriad ba o orimdu
doaciopment. shich Indonesta’s indusarid ploacrs aad mdusiresi
becoming e asinehy heen t Dy In hine with the discusaon presentiod

the turther dewclopment b the aeroerelated andastrie s woald e
comsidorable T onctits 1o the Indonesan ceonomu, wblme dome o e o
countrys substantial output ob agricultural products, prosidine non aecon e
cmplevment cpportunitics i rural arcas improviee tood sat oty and nuteines d
helpine to iercase Tndoacsia's cxport-carning capacis. Bocause many b e
underhvine aercultiral sctivities are conduded in remore rural arcas, mor o
e ostablhment of anassoctated industirial infrasiructure would o enconr
a rewsonal dispersal of the cconomic development proesss,

)
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The development of agro-industry and agro-business s 2 stated objectne of
Repelita VI which recoentzes the wide-range of benefits Tikehy to aecrue to the
coonomy as arosult and designate s the development of natural resource-intensne
induntrios ov one of s miain priortics. Speateedh it aarounces the wtention
of the governmient to pursue policies aimed at supporting the growth of agro-
processing mdustries that “uitlize comparatine advantee, create competitiveacss.
and snmelate demand tor agricuttural commoditics which will improve tarmery
purchasing power and create domestic markets Y Though fess specitic. the
OSN abomplicitdy gives o high deeree of prienny to agro-industrial deselopment
throweh it~ promotion of 4 number of related objectines, including the creation
of off-furm cmplovment morural arcas. a downstream <hift in the structure of
productton towards more processing and value-added manufacturing. and an
iumprovement in the natritional status of the population. The inadental beaetit
of & spread of the development process to remaote rural arcas would also be
comsiicnt with the regional development objective of the Governmient of
Indonesi, which is fully erdorscd by the CSNL

d. Regueesns for UNIDO Services:

An oxtensne st of UNIDO ~envices potentiallv required to support the
development of agricultural processing industrics has been provided s the
Department of Agricufture. This covers activities of general relevance to the
averall agroandustrial development process such as o request for an integrated
master  plan for  agriculieral  processing  industrics  and  export-oricnted
agribusiness development. and another for o strengthening of the institutionad
support base for agricultural processing industries), as well as actnvitios related
to the Jdevelopment of processing faclities for specific products (such as riee.
sovheans, natural rubber and scarced). These proposals have boen
supplemented by addittonad requesis from the Department of Indostry and
several private industry assoctations. The rngee of such potential industries i
extremehy diverses and includes Tood processinge, the production of industrial ras
suaterieds, fish preparation and presersation, and the production of forestry-based
products.

. Scope for UNIDEO) Respeonee:
As noted mothe carher discussion of UNIDOS development objeetives, the
promotion ol aero-related industrios is one of the prinapal clements of UNIDO S
soad ol supporting cquitable acs clopment through industrial development. Inthis
connecton. UNIDO assiens <pedial prioaiy o programmes emphasizing the
selectton, adaptation and diftusion of processng techaaloey, including oxtension
~orndees dor cottave wed ol imdustree s the modernzation rchabilitanon of
aline tood procesang plants: quadiy o ntrol throurhout the processing chain:
iwtreduction of health and cavinonmental stndards tor food products, and
pachawinge for proserving qualits and faoditeting tranaport and storage. Having
chosen o focas on the v activitic s, UNIDO has slo geembled s considerable
Apcrtig i thie Dcld and Bohen tor s B phaced o respond 1o the requests
recetvad trom both the nablic aed poeate - ctor nnities in Indone aas With
soame st tanee i thi

Sutd it o prosielld by arher anternationa]

Acch pment aetanee veona s adadine e TS Avcney tor International
Dovilopmont thore wodkd be Conmar obble o0 L TN te cooperaste ina

Grovornment o Indonesiae Natienal Desclopment Plansinge Aeenc (BAPPENAS),
Repelita V9 Indonesia’s Sivih Five-Year Development Plan ¢ 1994,05-1908/09, -
Summary, Jakarta, nud, p. 28,
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broad-bascd multi-donor programme covering @ wide range of agro-industrics in
many regions of the country.

Priority Area 10: Special Assistance for Selected Manufacturing Subsectors

.

d.

The Development Objective:

One of the principal features of the industital development process s the
cmergence of hitherto non-cxastent mdustrics. or the growth of embrvonie
industrics, in which the country concerned may have a lateat comparative
advantage. Despite their frequently strong potential for development. and their
scope for supporting the achievement of such ancillury development objectives
as employment creation, regional development and export prometion, the growth
of many of these mdustrics may ofien be mhibited 10 the first istance by a
number of constraints, the removal of waich requires external financial and,or
technical assistance of varying forms.  This may include assistance with the
preparation of feasibility studics. inavestmest promotion, transier of technology
and the development of a variety of entreprencurial. production and marketing
skills.

The Indonesian Context:

As a resource-rich country at a comparatively carly stage of industrialization.
Indoncsia still has a considerable scope for developing a wide range of potentially
successful resource-basced, labour-intensive and export-oriented industries. The
country’s capacity to develop many of these industries remains constrained by its
geographical and demographic complexities, however, and by the unavailabiluy
of appropriate information, skills and technologies. Once these constraints are
overcome through the application of sui.able forcign assistance programmgs, the
prospects for realizing the full poteniial of these mdustries may be significantly
cnhanced.

Official Prionity:

Tadustrial growth and diversification, and in particular the development of
resource-basced industries emploving labour-intensive production techaologies and
aimed at satisfving external demand s an expheitly stated objective of Repelita
VI Similarly, the CSN also regards suppott for a gradual downstream shift in
the structure of production towards increased  processing and  value-added
manufacturing in responss to incentives and markets as one of its principai
prioritics. The development of new industries is an implicit corollary of these
objectives.

Requests for UNIDO Services:

The preparatory discussions for the drafting of the present Countey Support
Strategy document held in September 1994 with Indonesian government officials
and entreprencurs revealed o strong desire for external assistance for the
development of a number of individoal industries. Specific UNIDO assistance
has been requested for the desclopment of the eagineering, ceramics, leather,
cducational cquipment, coal-briguctting, solar pancl, laminated bamboo, iodized
salt and cocoa processing indusines, all of which appear to have considerable
merit at first glance.

Scope for UNIDO Response:

In responding wo these requests, it will, of course, be necessary first to determine
their techmical and ceconomic viability. Once this has been verified, special tailor-
made projects and programmes will have jo be tormalated for the industries in
question, taking into consideration the broader development objectives of the
Government of Iadoncsia, the UN Country Strategy Note and UNIDO aiclf.
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ANNEX I:

PROPOSALS FOR UNIDO SERVICES
PRESENTED BY INDONESIAN RESPONDENTS

L INTRODUCTION

This Annex summarizes the demand for UNIDO services as identified through extensive
discussions with senmior members of various government depariments {ministrics). non-
departmental institutions and other bodies and agencies, as well as representatives of numcrous
private industry associations and federations, including the Indonesian Chamber of Commerce and
Industry. These discussions were for the most part conducted in the form of group meetings, at
which the Indonesian participants were informed about the maadate and activities of UNIDO, the
purpose of the country support strategy exercise. and the priosity arcas for technical assistance by
the United Nations system identified in the dran Country Strategy Note (CSN). They were then
asked to indicate the arcas in which they might beaefit from the services UNIDO can provide in
achicving their development objectives within the context of Repelita VI in general and the
narrower framework of the CSN in particular.  Wherever possible, the participants were also
requested (o write up their proposals after the mecetings, and to submit them to the office of the
UNIDO Country Director for Indoncesia as background matcerial for the present Country Support
Strategy (C8S) document and any subsequent project preparation activitics.

The proposals submitted by these cfficial and private sources are presented in the following pages
undcr the heading of the organization from which they were received. While this inevitably gives
rise to a shopping list of individeal programmes and projects. this form of presentation has been
adopted in this annex tn order to highlight the concerns of the various organizations consulied and
to indicate the arcas where the interests of these organizations overlap. An attempt to integrate
these proposals into a more coherent strategy for UNIDQO activitics in Indonesia has bheen
attempted in Chapter 1, where the requests for specific UNIDO services have been discussed in
the context of the major industrial development consiraints identificd in the courac of the mectings
with the Indonesian partners.

1. REQUESTS FOR UNIDO SERVICES FROM THe PUBLIC SECTOR

{. Department of Industry

a. Capacity building at the Depantment of Industry
- The issuc: The shortage of skifled tecanical and managerial manpower
in indoncsia, combined with the comparatively low remuncration offered
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in the public sector, kinve a “brata-dramn” cffect on the Department of
Industry.  In order to retain and develop s stail resources. the
Department is thercfore keen to establish a staff-tramning programme.
but Lacks the capacity to do so onats own,

- Addinonal documentation provided: None.

- Potential UNIDQ responsg: The development of a training and ~kills
upzrading programme, possibly including the outposting of one or morc
UNIDO experts at the Department to provide a steady flow of technieal
assistance and advice.

- Relevance in relation to OSN: Prionity arcas "Human Resourcees
Development - Education and  training”  and  "Governance -
Deeentrahization. regional development and institutional innovation”

Cupacity budding at the regronal bevel

- The issue: There is a need for the regional decentralization of the
government’s industrial development actisitics. with only the strategic
planning  function being retained at the central level and  the
implementation of industrialization process being left to regional olticials
and the private sector. The regional officials lack the capacity to
undertake the necessary studies and rescarch to match local resourees
with local aceds and opportunitics. however, and also have only o
limited capacity to encourage the growth of local entreprencurship in the
face of strong cultural constraints.

- Additional Jocumentation provided: None.

- Potential UNIDO response: The development of a training programme
for regional officers of the Department of Industry and other relevant
regional officals.  This programme  could be  formulated  and
implemented in conjunction with the training and skilly upgrading
programme for the Department of Industey under item il La (Capacity
building at the Department of Industry) above.

- Relevange in relapion_to CSN: Prionty arcas "Human Resourcees
Development - Education  and  training”  and  “Governance -
Decentralization, regional development and institutional innovation™.

Suppon for the development of an industrial information base

- The issug: A data processing and analysis centre, known by the acronym
PUSDATA., was cstablished within the Department of Industry in 1975
for the purpose of collecting, collating, storing, processing and analy/ing
industrial data and information.  Although this centre collects and
publishes @ wide range of industrial statiztics, the Department of
Industry regards its scope as being too narrow to provide an cffective
support seevice for industrial development, and would tike to expand it
inte a more comprchensive clearing house for all kinds of industrial
information, includine information on indastrial technology, production
processes, quality standards, market opportunitics, cte. While such an
information base would assist the Department’s own officials in the
conduct of their work, its primary function would be to provide prvate
cntreprencurs wivh a centralized resouree base of industrial information,

- Additional documentation provided: Nonc.

- Potentigl UNIDO response: Assessment of the feasibility of widening
the scope of PUSDATA'S activitics, possibly followed by assistance in
the ostablishment of the proposed information centre. Such an
assistance programme could be formulated to take into account related
requests received from other sources, including the Department of
Health (proposal Wos and o, "Establishment of a food industry
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information and data base” and “Establishment of a training and
information centre for traditional drugs”), the Office of the Minster of
State tor the Environment (proposal 119.¢, "Development of an
intcgrated information network on the environment Feltects ol i+ sl
development”). the National fnvestment Coordinating Board (proposal
[1.12.¢c. "Establishment of an integrated data base and information
network in support of imvestment promotion activities™), and the
Nativnal Chamber of Commeree and Industry (propesal HLLa.
“Establishment of an information nctwork and related  publication
programme” .

Relevance in relation o CSN: Priority arcas "Human  Roesources
Development - Education and training™. "Governance - Decentralization.
revional  development and  institutional — innovation”, "Growth -
Maintenance of growth” and "Growth - Science and technology”.

d. Promotion of industrial research and developmeni

The issue:  The increasing global competiion resultinz from the

liberalization of international trade will nccessitate continuous efforts to

increase  industrial cfficicncy and productivity in order to enabie

Indonesia to maintain its international competitiveness. This, in turn,

will require considerable rescarch and development cfforts at company

level.  In order to stimulate the growth of these rescarch and

development  activitics, the Department of Indusiry  proposcs the

introduction of specific policy measures, which mayv include tax benefits

and other financial incentives.

Additional documentgtion provided:

1. Potential Role of Indusiry in Priority Arca and Scienee and
Technology.

Potential UNIDO_ response:  Assistance with the  formulation of

appropriate incentive-oriented policies.

Relevance in_refation 1o CSN: Priority arcas "Growth - Maintenance of

growth” and "Growth - Science and technology”.

c. Training in riegotiation techniques with supplicrs of technology

The issue:  As a developing country still largely dependent on the
acquisition and adaptation of foreign technologies. Indonesian buycrs of
industrial technology are often in a comparatively weak bargaining
position when negotiating with their external suppliers. To strengthen
their hand, the Department of Industry proposes the holding of further
workshops on acgatiation techniques in technology transfer of the kind
conducted in Jakarta in March 1994 with the assistance of UNIDO.
These additional workshops should be held in Indoncsia’s other major
industrial centres, such as Surabaya, Mzdan and Ujung Pandang.
Additional documentation provided:
1 1. Transfer of Technelogy - Negotiation  techniques (o
technology supplier.
Potengial UNIDO response: Conducting the requested workshops,
Relevanee in relation to CSN: Priority arcas "Human Resources
Development - Education and training”. "Governance - Decentralization,
rerional desclopment and institutional innovation’ and “Growth
Maintenance of growth”

J Development of mdustrial maintenance svstemy
The issue: The maintenance of industrial plant and machinery is an

important prerequisite for the achicvement of high-quaslity outputs.
Maintcnance lfesels tend 1o be relatively tow in Indonesian industry,
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however, because the managers usually have little knowledge of the
maintenance requirements of the equipment installed in their plants and
the operators have little motivation or incentive to maintain this
cquipment properly. The Department of Industry as therefore interested
in assessing the feasibility of a programme to provide the necessany
training and incentives to increase the awareness of entreprencurs and
industrial workers of the importance of appropriate mamtenance.

- Additional documentation provided:

i HI. Maintenance System in Industry.

- Potential UNIDO response:  Assistance with the conduct of the
proposcd study. This could be linked to UNIDO's response to a similar
request from the Department of Agriculture (proposal 3., "Repair
and maintenance of agricultural machinery™).

- Relevance e relation to CSN: Priority arcas "Human Resources
Development - Education and traming” and "Growth - Scienee and
technology™.

L Enhanced implementation of environmental controls

- The issue: In response to the growing recognition of the importance of
environmentally sustainable industrial development. the Department of
Industry has taken a number of measures designed to prevent industrial
pollution. The enforcement of these measures is hampered by a variety
of constraints, howeier, including a lack of expertise in the technical
aspects of industrial pollution control and  similar  shortages of
monitoring facilities and testing equipment for industrial pollution.

- Additional docymentation provided:

L Potential Role of Industry in Priority Arca 70 Environment.

- Potential UNIDO response: The development of a project to assist with
the acquisition of appropriate skifls and facibitics. This project could be
finked 1o UNIDO's reponse to related requests received from the Office
of the Mimster of State for the Environment and the Environmental
Impact Asscessment Agency outlined below.

- Relevanee o relgtion _to COSN: Prionity  arca "Environmental

Conservation and Management - Environment”.

h. Entreprencurship development

- The issue:  Repelita VI calls for the creation of 2300 new
entreprencurs, of whom 23000 are proposed to he engaged in
predominantly small and medium scale industrial activities, in order to
provide adequate employment opportunitics for the growing labour
forcc. This requires the introduction of incentive policics, awarencss
creation/training programmes and other policy-level measures, as well
as the provision of infrastructural facilities and the establishment of
cnvironmental control mechanisms. To achieve  this goal, the
Department  of  Industry  proposes i comprehensive,  integrated
programme of small and medium scale entreprencurship devclopment
encompissing all the requirements isted shove.

- Additional documentation provided:

I, Potential Role of Industrs in Priority Arca 20 Income
Gieneration and Job Creation.

i Potential Role of Industry in Priorits Arca 3 Education and
Training,

i Potential Role of Industy in Priority Arca 60 Economig
Cirowth,
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iv. Potential Role of Industry in Priority Area 7: Environment.
v Priority Arcas and Problems of SME’s Development.

Potential UNIDQ response:  Assistance with the formulation and
implementation of the proposed programme, and the provision of
appropriate policy advice to achieve the proposed objectives.  This
programme of assistance could be devised to include related requests
from other sources, including in  particular the Department of
Cooperatives and Small Enterprise Development (proposals 11.2.a and
11.2.d, "Support for small enterprises and cooperatives™ and "Education
and training programmus for small-scale entrepreneurs and officials of
the Depariment of Cooperatives and Small Enterprise Development”)
and the Office of the Mimster of State for the Role of Women
(proposal 11.8.a, "Programme to support the development of women
cntreprencurs in rural areas”).

Relevance in relation (o CSN:  Priority arcas "Poverty alleviation and
cmployment  creation”, "Governance - Decentralization, regional
development and institutional innovation”, "Growth - Maintenance of
growth® and "Environmental Conservation and Managemeni -
Emvironment”.

i. Regional diversification of industry, especially (o castern Indonesia

The issug: The government is attempting to encourage the private
scctor to play a greater role in the development of eastern Indonesia.
These attempts have been only partially successful because of the
remoteness of the region and the absence of appropriate infrastructural
facilitics, as a result of which investments in the region tend to vield
comparatively low returns.

Additional documentation provided: None.

Potential UNIDQ response: Advice in drawing up an incentive system
to increase the attractivencss of such investments.

Relevance in relation 1o CSN: Prionity arcas "Poverty alleviation and
cmployment  creation”, "Governance - Decentralization, regional
development and institutional innovation”, and "Growth - Maintenance
of growth”.

J2 Support for the engineering industry

The issuc: The engincering industry is still comparatively weak. It tends
to be characterized by poor management. insufficient technological skills,
shortages of skilled labour, inadeyuate capital resources, low returns to
scale and limited rescarch and development activities.

Additivnal :nlation provided: Nonc.

Potential UNIDO response:  An assessment of the potential of this
industry and the scope for overcoming the existing bottlenecks. possibly
invoiving help with manpower training, technology transfer and the
establishment of subcontracting relationships with foreign firms. This
general assessment could form the basis for the development of more
specific assistance programmes along the lines requested by the private-
sector engineering industry associations (proposals I11.2.a, "Development
of a skilled workforce for the engincering industries”™: 111.2.b, "Support
for the development of small and mediom scale component supplicrs
and subcontractors™; and 11.2.¢, "Assistance for the establishment and
development of support institutions”.

Rylevance in relation Lo CSN: Priority arcas "Poverty alleviation and
cmployment ereation”, "Human Resources Development - Education and
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training”, "Growth - Maintenance of growth™, and “Growth - Science and
technology™.

k. Development of the ceramics industry
- The issue: The development of the stiil comparatizely small ceramics
industry is regarded as a high priority because it cac help o gencrate
cmplovment and export carnings.  In addition to tableware and
samtarvware, which s aircady produced in Indonesia to sewne extent and
is belicved 1o have considerable export potential, the Departmert of
Industry also wants to studv the possibility of promoting the
cstablishment of a domestic production  capacity for ¢ngincering
ceramies and art ceramics. In this context it abo wishes to support the
further development of the existing ceromies institute in Bandung, which
requires more madern equipment and an upgrading of ~taff skitls,
Large volumes of raw materials are still imported despite the availebility
of substantial domestic resources. however, because of the lack of «
domestic processing capacity.
- Addmnngl dOCuan!.lglpn provided: None.
ntial UN > Provide support for the formulation and
impicmentation of a master plan for the development of the ceramics
industry. This project may also take into account a related request from
the Dcpurtmcnl of Mines and Energy (proposal 1L4.c. "Assessment of
the pmccwng h.chnulog\ needs for ceramics inputs”.
SN:  Priority arcas "Poverty alleviation und
emplovment creation” and "Growth - Mantenance of growth™.

L Suppont for agro-processing industrics
- The issue: The agro-processing industries depend critically on the price
and quality of the inputs they receive from the agricultural scetor. Thc
small farmers within this sector are often unable to produce crops of o
sufficiently high and uniform quality standard 1o mecet the needs of the
processors. however. The Department of Industry therefore proposes
the formulation and implementation of an integrated and comprehensive
master plan to identify and overcome the constraints inhibiting the
further development of the agricultural processing industrics.
- Additional documentation provided:
1. Rekapitulasi Matriks Hasil Temu Usiaha Dirjen Industri Hanil
Pertamian Dengan Asosiasi-Asostast Industri Hasit Pertanian,
Tanggal 19, 21, 26, 28 Juli dan 2 Agustus 1994,
ti. Potcntial Role of Industry in Priority  Arca 20 Income
Generatton and Job Creation (from Dircctorate General ol
Agro lndusxr\').

Assistance with the desclopment ol ihe
proposed  masier me and  the  establishment  of  agri-business
organizations with  the objective ol improving crop  qualiny gz
developing entreprencurship in rural arcas, This programme could
designed to take into account simifar requests from the Department of
Agriculture (proposal 134, “Infegrated master plan for agricaltur
processing industries  and agribusiness development, with spocial
reference 1o export-oriented industries”) and the private-sedor tood
processing industries (proposal IS, "Master plan for the do L clopmem
of export-oriented  prepared-foods industries™;, and o complomen:
sinular activities being undertaken by the United States Ageney tor
International Development and the Food and Agriculture Organization
of the United Nations.
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SN: Priority arcas “Poverty alleviation and
emplovment creation”. "Human Resources Development - Education and
training” and "Growth - Maintenance of growth™

Quality improvement in small-seale food processing cnterprises

The issue: Smail-scale enterprises constitute a significant proportion of
Indonesia’s food processing industry. The Department of Industry 15
concerned about the often low quality of their output. however, and in
particalar limited kaowledge of food satery procedures. Tt therefore
wishes to develop an integrated plan to increase their product quality
throngh training in such {iclds as the use of food additives, hygicnic
processing and packaging methods, and the implementation of sood
manulacturing practices.

Additional documentatioa provided:

i Potential Role of Industry tn Priority Arca b: Population.
Healih and Nutiition.
Poteatisl UNIDO  response: Assistance with the  design and

implementation of the proposed programme. This could be formulated
to include UNIDOY's response to similar requests from the Department
of Trade (proposal 113, "Distribution of safe food additives for Liome
industries”) and the Department of Health eproposal ILo.b, "Education
and training in food safety”).

Relevance i relation o OSN: Prierity arcas "Human Resources
Dcvelopment - Population, health and nutrit:on” and "Human Rosources
Development - Education and training”.

Suppont for the leather processing and textile industries

The issue:  Although textiles and leather goods have become major
industrial export products in recent vears, the industries suffer from o
serious lack of expertise in such arcas as product design, production
management, quality control and marketing.  To overcome these
constraints ihe Department of Industry proposes a saricty of training
activities, including warkshops, seminars and courses, as well as the
establishment of rescarch and development facilitics and the transfer of
technology through the promotion of foreign investments in these
industrics.

Additiona! documentation provided:

i. Dircktorat Jenderal Industri Ancka.

Poteatial _ UNIDO response: Assistance  in formulating  and
implementing the proposed support programme. especially through the
provision of the training requirements.

Redevanee in relation to CSN: Priority arcas "Poverty alleviation and
emplovment creation”, "Human Resources Deselopment - Education und
training” and "Growth - Maintenance of growth™.

Support for the cdueational equipment industnes

The assuy: Repelita VI places great emphaesis of the provision of cqua!
and affordable cducation opportunitics o all strats of society n
Indoncsia, The achic ement of this poal depends erivicalls on the
availability of the relevant educationad cquipment, including icxthooke,
stationery, writing cquipment, sports cpipment and musical instruments,
In view of their still comparatively underdeveloped state, however, the
Departr of Industry is sceking to promote the growth of the
industrics producing these goods.
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- Additional documgntation provided:

i Potential Role of Industry in Priority Arca Education and
Training - Alat Peraga Pendidikan, Buku, Barang Cetakan, Alat
Tulis. Alat Olah Raga dan Alat Musik,

- Potentipl UNIDO _response:  Assistance in the identification and
acquisition f appropriate technologies for the production of the
required cquipment at atfordable prices. preferably by small and
medium scake eaterprises.

- Relevance in relation to_ CSN: - Priority arcas "Human Rosources
Development - Population. health and nutrition”. "Human Resourees
Development - Education and tramming”. "Governance - Decentralization.
regional development and institutional innovation and “Growih -
Mainteanance of growth™

- Development of medical equipment industries

- The issug: Repelita VI calls for a signilicant increase in the provision
of Fealth services throughout Indonesia. The achievement of this
objective will require the availability of substantial volumes ol medical
cquipment. The bulk of this cquipment has hitherto been impuorted.
with the total value of such imports amounting to more than USSTSS
million in 1993, Against this background. the Department of Industry
is keen to assess the feasibiliy of cxpanding the domestic medical
cquipment industry.

- Additional documentation provided.

i Potential Role of Tadustry in the Pricaty Arca 12 Population
Health and Nutrition - Alat Keschatan.

- Potcntial_UNIDO response: Assistance with the formulation and
implementation of the proposed feasibility study. and measures (o
improve the technical and managerial capabilitics of the existing medical
cquipment manufacturers,

- Rolevance in relgtion to SN Priority arcas “Human Rosourees
Development - Population. health and nutrition” "Human Resources
Development - Education and training” and "Growth - Maintenance of
growth”.

. Formulation of a master plan for codl-based chenucaly
- The issug: In view of Indonesia’s declining reserves of crude ol and its
sthstantial deposits f coal, the Gosernment is heen to diversfy the
country’s hydrocarbon consumption patterns, both as ucks and s
feedstocks for the chemical industrs. While recognizing that such
diversification process may e oniy partially viable because of the costly
technologivs involied and the need to retrofit some existing: cil-hased
industrics. the Department of Indusiry wishes teassess the scope tor
such diversification and draw up i master plan for the production ol
coul based chemicals.
Additiona! documentation provided: ‘
i Potentia, Role of Industry in Priority. Arca %0 Scenge and
Technology - Master Plan of Coul Based Chemicads.
Potentil UNIDO responsg: Assistance with the formalation ol the
proposed master plan. possibly taking into account o reated roques
from the Department of  Mines and  Encrny (proposal 1E4.
“Development of coal as w feedtock tor urca feriilizacrs,
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r. Heman resourcey development for the pulp and paper industr.

- The issug: The need to employ large numbers of exputriate staff in
strategic positions in the pulp and paper industrics s pereeived as o
major weakness by the Department of Industry. It theretore wishes o
uperade the existing training institutions i the pulp and paper indusiry
in oruer o increase the number of qualificd Indonesian staff available
for this increasingly important industry. Specifically. it seeks assistance
wits: the provision of guest lecturers and Taboratory cquipment for the
lraiming contres.

- Additional docymentation provided:

1. Letter signed Dirckiorat Industri Pulp, Kertas dan Produk
Kertas.

- Potential UNIDO  responsg:  Assistance with the provision of the
requested training facilitics. The assistance programme should also take
into account a similar request submiited by representatives of the
chemical industry associations (proposal 1H.2.b, "Human  resources
development for the pulp and paper industry™).

- Refevance in relation to CSN: - Prionty arcas "Human Resources
Develosment - Education and training”. "Growth - Maintenance of
growth” and "Growth - Scicnce and technology™.

2. Department of Cooperatives and Small Enterprise Development

a. support for small enterprises and cooperatives

- The issue: The latest data compiled by the Contral Bureau of Statistics
indicate that the total number of business enterprises operating in
Indoncsia amounts to some 33.4 million. of which 32.0 million are small
enterprises with a workforee of up to 20 persons and anrnual sales of
Rp30 million (825.200) or Iess. The goverament has also promoted the
estanlishment of cooperatives by small-scale producers in g variety of
ficlds, including Icather footwear, sovbean products such as tahu
(beancurd) and rempe (fermented soybean cake), and handicrafts. These
enterprises and cooperatives suffer from a variety of problems including
imited access 1o credits, uncertain raw materisl supplics, weak
markcting skills, and poorly trained lsbour. The Ministry wants to help
these enterprises overcome their existing constraints hecause of their
high capacity for labour absorption and the significant role they play in
providing cmployment for women and other disadvantaged groups. At
the same time, however, the Ministry stresses that its support actisitics
should be wmed at “fostering and empowering” rather than protecting
these industrices.

- Additionyl dogymgntation provided: None.

- Porential UNIDO responsg: The development of o progiamme (o
support small-scale, micro and cotaage industries through manpower
training. the use of superior raw materials and cquipment, and an
improsement of output design and quality. Such o programme could be
finked 1o the growth of tourism, producing handicrafts for saje 1o
courists, 1 could also be devised to conplement an ongoing 11O project
for Sclt-emploved Micro Enterprise Desclopment (SEMED), and &
reeently approved incubator project funded by the UNDP o for
implementation by the Ministry with assistance from the 1LO. threg
Indoncsian universitics and the Agency for the Assessment and
Application of Technology (Badan Peaghajian dan Pencrapan Teknologi
(BPPT). Similarly, it could also be designed 1o take into account related
requests  from the  Department of - Industry (proposat 11 1h,
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“Entreprencurship Development”) and the Office of the Mimister ot
State for the Role of Womea (proposal HESal Programme to support
the development of women entreprencurs in rural arcas’).

Relevaney in relution to CSN: Priority arcas "Poverty alleviation and
cmplovment creation”. "Human Resourees Dovelopment Education and
training”. “Human Resources Davclopment - Diadvantaged and

vulnerable  groups. “Gowvernance - Decentradization, retonal
development and institutional innovation” and “Growth - Mamicnance
of growth™.

h. Strengthening of intitutional support base for smail enterprises and cooperatt o

The st Assistance of various kinds is provided to small caterprises
and cooperatives by a wide range of private and public institutions. The
former include the national chamber of commeree anu industry (Kemar
Dagang dan Tndustri Indoncsia, KADIN), individual trade associations.
rural  Islamic  schools  {posantreny  and other non-goternmental
organizations. The latter inclade the Department of Indusiry, whick
provides techaical services in the field through common serviee facilities
and product promotion centres Tor custers of small enterprises and
cooperatives: The Department of Cooperatives and Small Enterprise
Davelopment. which operates traimng centres (Balar Latihan Koperast
dun Industri Keal) nall provincial capiials o provide management
training: and the Department of Manpower. which operates vocational
training centres (Balai Latithan Kerja) at the provincial level. I order
o maximize the etfectiveness of these suppori services. the Ministry
suggests that some cffort should be made 1o coordinate them.
Additiongl documentation provided: Nonc.

Potential UNIDO response: An assessment of the potential beactits and
modalitics of courdinating the existing support scrvices for small
cnterprises and cooperatives, possibly followed up by assistance in the
establishment of a network of regional offices o act as coordinators,
facilitators and providers ol technical assistance.

Relevance in_relation {0 CSN: Priority arcas "Poverty alleviation and
cmployment creation”, "Human Resources Development - Education and
training”, “Human Resources Development - Disadvantaged and
vulnerable  groupy’.  “Governance - Decentralization,  regional
development and institational innovation™ and “Growth - Maintenance
ol growth”.

. Support for the development of small-scale vooderaft industries

The issug: With substantial resources of forest and plantation timber,
indonesia is well placed o develop s wood-bused industries. The
Department of Cooperatives and Small Enterprise Development regards
the promaotion of wood-hased craft industrics as having particularly great
putential tor the ercation of employment and scome opportunitics. but
recognizes that these industrios require assistance in product design,
development and marketing. A successtul programme in this Tield could
subsequently be evpanded o cover simibar cralt-hased indusiries
producing icxiles and warmonts, leather goods, metal products jeaclien
and objects drart Lor the growing tounist market
Additionai_documentution prosidyd:
). Potential Role of Iadustry a0 Prionty Arcar 2 fncome
Generation and  Job Creation: Program - Title: Produd
Development (Waood Cratt).
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Potenigl UNIDO _responsg:  Assistance with the establishront of
tratning facthies for product design. dovelopment and marketing in the
small-scale wooderaft industnies.

Rulgvance in refation io CSN: Priornaty arcas “Poverty alleviation and
cmplovment ereation”. "Human Resources Development - Education and
tranane”. "Human  Resources Davelopment - Disadvantaged  and
valnerable  groups™. "Go.errance - Decentralization. recional
development and institutional tinnovation” and "Growth - Matenarcc
of growth”.

Education and trurning programme for simali-scale entrepreneurs and officials of the
Deparntment of Cooperatives and Smell Enterprive Development

The issue: Small-scale entreprencurs are often hampered by facs of
appropriate management skills, while the skills of the government
officials assigned the task of helping these eatreprencurs also frequentiv
need to be upgraded.  The Department of Cooperatives and Small
Enterprise Development  has therefore proposed  an integrated
programme for skill development at both levels, covering s own
offictals and the small-scale entreprencurs themselves.
Additional documentatioa_provided:
1 Potential Role of Industry in Priority Arca: 3 - Education and
Training: Program Titde: Tramning and Education.
Potentigl UNIDQ response: Assistance witn the formulation and
iiplementation of a switable traang and education programmee for
small-scale  eatreprencurs and  officials of the  Department of
Cooperatives and Small Enterprise Development. The scope of this
programme could also be widened to encompass the more general
entreprencurship development objectives of the Department of Industry
as presented in proposal 111k, "Entreprencurship development”.
Relevance in relation to CSN: Priornity arcas "Poverty alleviation and
employment creation”, "Human Resourees Development - Education and
training’, "Human Resources Development - Disadvantaged  and
vulnerable  groups™,  "Governance - Decentralization,  regior-.,
development and institutional innovatior” and "Growth - Maintenar co
of growth”.

The introduction of a cleaner production programme, with special reference (o the
sovhean-based food products industries

The assuc:  As indicated in section B1.2.a above, the manufacture of
soybean-based food products, such as tahiu and tempe, is regarded as an
importan? potential activity for small and medium-sized erterprises by
the Government of Indonesia. In addition to the genceral objeciives o
the proposal 11.2.a, therefore, the Department of Cooperatives and Small
Enterprise Development proposes the Taunching of a piiot project o
assess and demonstrate the feasihility of introducing cleancr production
techniques in the manufacture of these sovbean-based foad producs.
Additional documentation provided:

i. Potential Role of Industry in Priority Arca: 7 - Environment:
Program Title: Clesner Production Programme (Food-industry:
Coop.Tahu-Temp

Potoddal UNIDO response:  Assistance with the formulation and

smplementatios of the proposed pilot project. This could form a pant

of a broader programme designed 10 take inte account related proposals
for the development of the tal and rempe industries submitied by

a number o other respondents,  including  the Department of

Agriculture  (proposal T3S “Development  of the soybean-barced
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tood  indusiries™).  an  Inter-minisierial session on food  and
nutrition  held on 6 September 1494 (proposal IL.7.a. “Support for
sovbean-based  food industrics™). and the National Ageney tor the
Assessment and Application  of Technology  (propesal 11 e.
"Development  and  standardization  of tempe production”. It
could also be linked to other more general  requests  for
improvent- 1 in the quality  of smallscale food  processing
enterprises  suomitted by the Department of Industry - (proposal
ilm. "Quality mprovement  in smallscake  food  processing
enterprises”).  the  Department of - Trade  (proposal  H.S.a.
“Distribution  of safe food additives Tor home industries”)  and the
Department  of Health (proposal Lob, “Education and training
in food safety’).

- Relevance in relation (o CSN: Priority arcas "Poverty  alleviation
and cmployment  creation”. "Human Resources Development -

Education and training’. "Human Resource,  Dovelopment -
Disadvantaged  and  vulrcrable  groeps™.  "Governanee -
Dccentralization, regional  development and  institutional
innovation”, "Growth - Maintenance of  growth”™  and

"Environmental  Conservation  and Managemen! - Environment”.

/- The dissemination of quality control technology to small entr. prencirs in the metal

products industries

- The issue: The metal products industry is regarded as @ premising ficld
for small-scale ¢atreprencurs, especiaily if they can establish links with
larger enterprises as component supplicrs or subeontractors. The
development of this industry is hampered by the frequent inability of the
small-scale entreprencurs to meet the high quality standards usually
required for such components. The Department of Cooperatives ond
Small Enterprise Development therel e wishes to promote the spread
of appropriatc  guality control  tzchnologies and  skills to these
entreprencurs in order to overcome this constraint.

- Additional documentation provided:

L Paotential Role of Ind sstry in Priority Arca: 5 - Science and
Technology; Prograr. Title: Technolowy Development (Moial
Compuoncent).

. Potenitgl UNIDO response: Assistance in the dissemination of quality
control technology to small entreprencurs in the metal producte
industrics.  This assistance programme could be designed to take into
account a similar request preseated by representatives of the engineering
industry associations (proposal HE2b, “Support for the developmeni of
small and m- diom scase componceit supplicrs and subcontrior”).

- Relevance in relation (o CSN: Priority arcas "Poverty alleviation and
employment ercation” "Human Resources Development - Educaion and
training”, "Human Resources Doveloprient - Disadvantaged and
villnerable  groups”,  "Goseraance - Decentralization, restonal
development and institutional innosation”, “Growth - Maintenance of
growth”, “Growth - Scicnee and techaology” and “Environmontal
Conservation and Managenent - Frvironment”,

3 Department of Agriculture

a. Integrated master plan fer agneudiural processing industries and agribasi
development, with spec.al reference teo xport-oriented indusnes
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The issug: The Government of Indoncsia adaches high priority to the
further development and cxpansion of the agricultural processing
industrics, both 1o improve the natritional value of  domestically
consumed foods ind 1o add domestic value to Indoncsia’s agricultural
exports. many of which continue to be shipped in raw or semi-processed
form. Tic growth of the agricultural processing industrics is hampered
by a number of constrainis, however. including the frequent absence of
standardized raw material supphes, the use of inappropriat: haadling
and packaging techniques, and insutfcient information on qualiy
standards and labelling requirements in export markets. As a first step
towards overcoming these constraints. the Government proposes the
formulation of a comprehensive and integrated master plan for the
agricultural  processing  industries  aimed  at identifying  improved
production technologics for the raw matcrial base. appropriate
precessing and packaging technologies. and potential domestic and
export markcets. This project would complement an vagoing agribusiness
developr.ent project being carried out with the assistance of the United
States Agency for International Development. and could be implemented
jointly with the FAO. In view of the widely divergent natural, human
and capital cndowinents of Indonesia’s various regions, it would al.o
have to comsist of several regional sub-plans.

Additional documentation provided:

I The Development Policy of Agro-Industry On Pelita VI
Potcntial UNIDO response: Techrical assisiance in preparing the
proposed master plan. This as . tanee progiamme could be formulated
to nclude a response to related request - ceeived from the Department
of Industry (proposal L LL "Support for agro-processing industries”), and
the private-sector foed processing industry assoctations (proposal 4.
“Master plan for the development of export-oriented prepared-foods
industrics”).

Relevance in relation o CSN: Priority arcas "Human Desources
Development - Population, health, nutrition”™. "Poverty alleviatior and
employment creation”, "Growth - Mainteaance of growth” and "Growth -
Science and technology™

h. Strengthening the institutionei support base for the agricultural processiag industries

The issuc: The government of Indonesia operates a number of rescarch
institutes (o support the production of various food and cash crops, and
1o provide assistance and advice to the associated processing industrics,
These inciude 1he Central Rescarch Institute for Food Crops (Pusat
venclitin dan Pengembangan Tanaman Pangan) at Bogor in West Java,
with sever. subsidiary institutes for specific crops such as rice, maisze,
root crops and sovbeans clsewhere in the conntry, and similar rescarch
centres jor patural rubber and palm oil at Sungei Putih and Medan in
Sumatra. These suffer from a varicty of weaknesses, especially in the
fickds of post-harvest procesing and the dissemination of thair rescarch
findings G the producers of agncultural products,

Ad-itonal dogumentation provided: Nonc.

Potentiad UNIDO response: Strengthen the capacitios of the agriculiural
roscarch institutes o identify and disseminate apprepriafe proces iy

technologics and market opportuniticos Tor agriculture-based products,
Relovance oo rclation to OSSN Prionity arcas “Human Resourees

Daevelopment - Populstion, health. natrtion”™,. "Human - Resoure
Development — ueation and trainme”, Poserty sleviation
emplovment crostion’, Gosvernav o - Decentralization, regional
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cvelopment and institutional innovation™, “Growth - Maintenance ot
growth™ and “Growth - Science and techaology™.

. Repair and maintenance of agricultural machinery

- The issuc:  Although agriculture remains & comparatively labour-
intensive activity in Indonesia. the use of agricultural production and
processing machinery is increasing in response to the growing need to
improve the guality of agricultural outputs and the expansion of loca!
processing activitics.  Appropriate repair and maintcaance of this
machinery is essential in order o optimize its operating efficieney and
prevent its premature deterioration. These high repair and maintenance
requirements, which are exacerbated by the fad that much of this
machincery is handled by only partially skilicd operators, can often ot
be met because it tends to be deployed in remote raral locations with
only limited service tactiities.

- Additivnal documentation provided: None.

- Potential UNIDO response:  Establishment of an appropriate training
programme in sclected rural arcas. This could be related o a wider
programme of assistance in industrial maintenance requested by the
Department of Industry (proposal H.1LE "The development of industrial
mantenance systems’).

- Relevance in_relation to CSN: Priority arcas "Poverty alleviation and
employment creation”, "Human Resourees Development - Educationand
training”, "Growth - Mamtenance of growth” and "Growth - Scienee and
technology™

d. Handling and packaging of horticulturai crops

- The issue: Indonesia produces a divessity of fruits and vegetables. Over
the y_ars the private sector has achivved considerabie success in
establishing processing industrics for many of these crops, and now
produces an extensive range of canned. frozen, dricd and otherwise
preparcd products as well as fruit juices and oiher beserages for both
the domestic and export markets. AU the same time, however,
Indonesia’s capacity for handling and packaging fresh fruits and
vegetables for export remains limited. due to the variable quality of the
raw material supply. apparcnt difficultics ia the acquisition of relevant
technology, and insufficient knowledge of food ~tandards in - arious
export markets. A limited agribusiness development project focusing on
elected commoditics and regions has been initiated with the assistance
of the United States Agency for Internationai Desclopment (USATD),
and could be expanded or complemented with addiiional projecis
covering other crops and regions,

Additional documentation providyd:
I Annual Report for Year 1and Work Plan for Year 2 of the
USAID-cupported Agribusiness Development Project.

- Potential UNIDO responsy: Assistance with the development of i

appropriate handling and packaging capacity for fresh rnt and vepetoble
cxporls. possibiy in conjunction with the Food and Aaricultural
Oorganization of the U ited Nanions andjor USATD, toimprove and
andardize the raw material base,
Relevance in_relation, to_ CSN: - Priority arcas "Human Resources
Deselopment - Population, health, nutrition”, “Poserty allesiation and
employment ereation”, "Growth - Maintenance of grewth and "Growt h-
Science and technology”,
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Post-harvest rice processing trchnology

The issue: Rice is the main staple food of the Tndoncsian population.
After several decades of iptensive efforts. Indenesia attained rice scif-
sufficicney in the mid- 19805, but this achicvement has recently begun 1
come under threat as the growth of rice production appears not to be
keeping pace with the growth in demand. Under these circumstanees.
privrity is being given to efforts to minimise post-harvest losses through
improvemen:s in processing technologics. One of the primary arcas for
such an improvement is tarm level drving in the rainy scason. when the
clfectiveness of the traditionsl methods of open-air sun-drying s
signiticantly reduced.

Additivnal documentation provided: None.

Potential UNIDO response: Assistance in the identification, testing and
acquisition ot appropriate technologizs for farm-level dryving of rice.
Relevance _in relation 1o CSN: Priovity arcas "Human Resources
Dovelopruen: - Population. bealth, sutrition”. "Human - Resources
Development - Education and  training”. "Poverty afleviation and
cmplovment creation”, "Growth - Maintenance of growth” and "Growth -
Sciencee and technology”.

Development of the sovbean-based food industrics

The issue: As noted under item [L2.c above and ttems 7.0 and L1
helew. the expansion of the sovbean-based processing industry producing
such foods as tahu theancurd) and rempe (fermented sovhean cake) s
regarded as an important priority because of the high nutritionai value
of these Toods and their widespread aceeptance in Indonesia. - This
expansion is hampered by a number of constraints, however, including
the fact that much of the current production is derived from small-scale
cottage industrics using simple technology and vielding a vartable quality
of output.

Additioral documentation provided: None,

Potential UNIDO response: The preparation of o comprehensive
production and marketing plan for the sovhean-tahu-tempe comples.
covering such issues as appropriate production technology, improved
output quality, better packaging for sale in domestic supermariets (and
possibly for exnort). and the manufacture of a more disersificd product
range. including tempe crackers, chips and burgers. This programme
couldd be designad to take into account related requests submitted by the
Department of  Cooperaiives and Small - Znterprise Desclopment
(proposal [1.2.¢. "The introduction of a cleaner production programme.
with special reference 1o the soviean-hased food product industries™).
the inter-ministerial session on Tood and nutrition beld on o September
1993 (proposal 1174, "Support for sovhean-based Tood mdustries”) and
the National Agency for the Assessment and Application of Technology
(proposai LTbe, "Deselopment and  standardization o gempe
production”).

Relevaneg in_relation_to CSN: Priosiny arcas “Human Resources
Daevelopment - Population, health, nutrition”. “Poverty alleviation and
emplovment creation”, "Grewth - Maintenance of prowth and "Growih
Scienes anag technology”,

Ntipport for the natural rubber and nibber wood processing indusiries

T iaaug: Indonesia s the wortd's second largest producer ol notural
ribber.  The bulk of the country’s  production  derives from
smallholdings, however, most of which are planted with old. low-viclding
trees and lack the expertise and technology to produce high-quality latex
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or ficld coagulum. The revitalization of the rubber industey therctore
depends crucially on an ongoing programme o replant the Cxisting
smallholder acreage. and on substantial improvements in farm-lewel
processing facilitios and skills. The replanting process. in turn, will AN
rise to lrge quantitics of rubber wood as the cxisting senile stands are
cut down, which can be utilized for a vaciety of purposes.

- Additional documentation provided: Nene.

- Poteniial 1NIDO response: Assistance in ihe identification, testing and
acquisiton of appropriate farm-level processing technologies for natural
rubber and rubber wood.

- Relevance in relation go CSN: Priority arcas "Poveriy alleviation and
cmplovment creation”, "Growth - Maintenance of growth” and "Gerrowth -
Science and technology™

L Development of the seaweed processing industrics

- As an archipelagic state consisting of some 13000 islands, fndonesia has
extensive resources ot seaweed. which could be processed into edible
products such as agar-agar and algeine. Apart from their comparatively
high nutritional value. these foods would have the added benefit of
providing a natural source of iodine inteke even more valuable than
jodized salt. which involves an unstable inorganic binding of the salt with
potassium iodate. The distribution of such scawced-based toods to the
inland arcas of Indonesia would therefore also he'p 1o reduce the
widespread incidence of goitre in these arcas.

- Additional_documgntation provided- Nonc.

- Putential UNIDO response: Assistance in the identification, testing and
acquisition of appropriate seaweed processing technology for the
production of iodine-rich foods.

- Relevance in relation to OSN: Priority arcas "Huma Resources
Development - Population, health, auirition”, “Growth - Maintenance of
growth” and "Growth - Scicnee and technology™

4. Department of Mines and Energy
a. Workshop on microbial enhancement of oil recovern _(MEOR) and hio-remediation

- The issue: Traditional recovery technigues permit only some 30-4077 of
the crude oil deposits in a perticular ficld to be extraced. With
Indonesia’s known il reserves being gradually depleted and the country
facing the prospect of becoming a nct importer of oil by the carly years
of the next century, the need to develop and acquire aftordable
enhanced oil recovery (EOR) techniques is hecoming increasingly
important.  In this context the Depastment of Mines and Encrgy is
particularly keen to assess microbial and biological methiods of enhaneed
oil recosery, and develop i local cxpertise in this ficld. T has therelore
proposcd the holding of o workshop microbial cahancement ul ol
recovery (MEOR) and bio-remediation lor this purposc.

- Additional documyntation provided:

i. Science and Techaology: Project proposal 1o UNIDO
Workshop on Microbial - Enhancoment of - Ol Reconery
(MEOR) and Bio Remediation,

Potential UNIDO response: Awistance with the holding ol the

proposcd workshop,
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Prionty arcas "Human Resources
Development - Education and training™. “Growth - Maintenance of
growth™ and "Growth - Scieace and technology™.

b. Establishmernt of the ASEAN Regional Development Centre for Mineral Resources
tARDCMR) at the Mincral Technology Research and Development Centre in
Bandung, West Java

The issue: A proposal to establish the ARDCMR was approved by the
aow-dissolved ASEAN Committec on Industry, Mining and Encrgy
(COIME) in 1992 as a regional nstitution for information exchange.
human resources  development,  rescarch and  development.  and
investment promotion in the mineral scctor, including the minceral
pracessing industry. This project was accorded low prionty by ASEAN,
however, and although the centre was subsequently cstablished by the
Government of Indoncesia, its activitics are constrained by the limited
funds proviled.

Additional documentation provided:

1. Project Proposal Document for ARDCMR.

. The Establishment of the ASEAN Regional Development
Centre for Mincral Resources (ARDCMR) at the Mineral
Technology Rescarch and Development Centre, Bandung,
Indoncsia.

1. Terms of Reference for the establishment of the ASEAN
Regional  Development  Centre  for  Mineral  Resources
(ARDCMR).

Potendal UNIDO _response:  Assistance in stafl training and  the

identification and  acquisition  of appropriate  mincral  processing

technologies.

Relevance in relation to CSN:  Priority arcas "Poverty alleviation and

employment creation”, "Human Resources Development - Education and

training”, "Growth - Maintenance of growth” and "Growth - Science and
technology”.

. Assessment of processing technology needs for ceramics inputs

The issue: As indicated under item L1k above, the development of the
ceramics industry is regarded as a high priority. but is constrained by the
lack of an appropriate domestic processing capacity for the abundant
resources of raw materials available domestically, including clay, kaolin
and quartz.

Additional documentation provided: None.

Potential UNIDO response: Assistance with the assessment of suitable
arocessing technolegies for locally available raw matertals for the
¢ ramics industry, This programme of assistance could be designed to
take into account a related request from the Department of industry
(proposal 1LLK, "Development of the ceramics indusiry”).

Relevancg in redation 1o CSN: Priority arcas "Poverty alleviation and
emplovment creation”, and "Growth - Maintenance of growth”.

d Training in coal briguetting technigues for household purposes and small industries

The issue: Although Indonesia remains an important producer of crude
oil and natural gos, the steady depletion of the country's known il
reserves has caused the Government of Indonesia to place o high
priority on the diversification of the prevading cnergy consumption
patterns. Coal s seen as a particularly imporiant substitute for ~il as
bath an industrial and a domestic fuel, and the coal mining industry has
expanded dramatically during the past decade. In order (o optimize the
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use of the wvailable coal resources, the Government s keen to promote
the emergence of a coal briguetting industry. the output of which is seen
a~ & potential substitute tor kerosene as a domuestic cooking fucl, and as
a Tuel for small-scale industrics. The Department of Mines and Encryy
consequentls proposes that a training seminar chould be held w help
disseminate knowledge of coal briguetting technigues.

- Additional documentation provided:
L. Training on Coal Briqueiting for Heuschold Purposes and

small Industrics.

- Potential UNIDO response: Technical assistance for the proposed
training programme on coal briguetting techniques

- Relevance in relation _to CSN: - Priority arcas "Human Resources
Development - Education and training’. “Growth - Maintenance of
erowth’. "Growth - Scieace and - technology” and  Environmental

Consenvation and Management - Environment’

e Development of coal as a feedstock for urea fenilizers
- The issue: In line with the policy of the Government of Indonesia to
increase the utilization of coal as a substitute for crude oil and naiural
s, the Department of Mines and Encrgy proposes an investigation ol
the feasibility of using coal as & raw material for the production of urca

fertilizer.
- Additional documentation provided:
1. Science and Technology: Project propasal to UNIDO -

Development of Coal Technology for Industry.

- Potential UNIDO response: Techaical assistance with the identification.
assessment and transfer of appropriate technologics for the use of coal
as a feedstock for the production of urea fertilizer. This assistance
programme could form part of a wider programme In response (oo
similar request from the Department of Industry (proposal 11.q.
"Formulation of a master plan for coal-based chemicals”).

- Relevance in relation (0 CSN: Priority arcas "Growth - Maintenance of
growth” and "Growth - Science and technology”.

f Research on the wtilization of oil prodiced from asphalt

- The issug: Against a background of steadily depleting oil reserves. the
need o optimize the use of Indonesia’s available resources has
prompted the Department of Mines and Encrgy to comsider the
possibility of producing oil from the country’s substantial deposits ol
asphalt.

- Additional documentation provided:
i Project proposal to UNID(O - Rescarch on the Utihisation o}

Oif Produced from Asphalt.

- Potential UNIDO response: Technical assistance for rese Jhoon the
production of oil from asphalt.

- Relovance in religion to CSN: Priority arcas "Growth - Maintenance of
growth” and "Grovth - Scienee and wechnology”

£ Development of technology for the production of tin componnds
- The issue:  In view of Indonesia’s position as one of the leading
producers and exporters of tinin the world, the Goverament i~ keen o
enhance the countey's capacity to produce @ wide range of tin-based
products in order to add increased value toits output and cxports ol tin,
The Department of Mines and Encrey therefore proposes the
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establishment of a pilot plart tor the acquisition and dissemination ol
technology for the production of tin compounds.

Additional documentation provided:

i. Assistance in the development of pilot pleat technology for the

production of tin compounds in tin producing countries.

Potential UNIDO response: Techaieal assistance Ior the transfer of
technology for the production of tin compounds.

Relevance in relation to CSN: Priority arcas “Growth - Maintenance of
growth™ and "Growth - Scieace and technology™

Training course on mineral beneficiation and ext-action

The issue: Indonesia is endowed with a diversity of mineral resources.

and is secking assistance m developing a domestic capacity for mineral

benefictation and extraction.  In this conncction, the Department of

Mines and Encrgy proposes the holding of a two-month training course

on this subject.

Additional documentation provided:

I Training Course on Minerai Benchiciation and  Extraction
among Developing Countries.

Potential UNIDQ_response:  Technical assistance in support of the

roposed training course.

Relevance in relation o CSN: Priority arcas "Human R sources

Development - Education and training”, "Growth - Maintenance of

growth” and "Growth - Science anc cchaology™.

Development of the small-seale mineral processing industry, with special reference
to precious stones

The issue: Although Indonesia produces a variety of mincerals, inciuding
gemistones, which are capable of being processed furthes by small-scale
enterprises, the development of such a processing capacity remains very
limited. To enhance this capacity. the Department of Mines and Energy
proposes a project to acquire and disseminate such mineral processing
skills and technologics among small-scale ¢nterprises in a number of
sclected mineral-producing regions.
Additional documentation provided: None.
Potential UNIDQ) response:  Assistance with the acquisition of the
refevant technologies for small-scale mineral processing and  the
associated tmmmg nf small- qu entreprencurs.,

' ! Priority arcas "Human Rcesources
Development - Education .md training”, "Growth - Maintenance of
growth” and "Growth - Scienee and technology”,

Development of iron-making processes using locally avaitable iron sand

The issue: Indonesia has substantial deposits of ilmenite-magnetite iron

sand. In the absence of a domestic processing capacity, however, the

commercial exploitation of these resources has remained limited to their

export in unprocessed form - In order to add value to these exports and

wtilize the available iron sand resources for Indonesta’s domestic

development needs, the Government of Indonesia would like to establish

a domestic processing industry.

Addition| documentation provided:

i The Development of fron-Making Process U Tlmenite:
Magnctite Typed Iron Sand.

Potential UNIDQ response:  Assistance with the identification and

acquisition of the necessary processing techinologies.
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Rclevance in relation to CSN: Priority arcas "Growth - Maintenance of

growth™ and "Growth - Science and technology.

Department of Trade

a. Distribution of safe food additives for home industries

The issu¢: The Gosernment of Indonesia is becoming increasingly
concerned about the safety of the food additives being used in growing
quantities by the many small-scale fod processing industries in
Indonesia. This is duc both to a lack of public awareness of the
importance of safe additives and the frequently high price or
unavailability of such additives in the small volumes requirec by the
cntrepreneurs concerned. The Department of Trade thercfore proposes

a programme to inform the small-scale food processing industry about

the use of safe food additives and to promote the establishment of new

supply and distribution patterns for these additives.

Additional mentation provided:

1. Potential Role Industry in Priority Arca 1: Population, Health
and Nutrition - Project Title: Distribution Effort of Safe Food
Additives For Home Industries in Indonesia.

Potential UNIDQ response:  Assistance with the design  and

implementation of the proposed programme, which could form part of

a wider programme to improve the gencral quality and safety of

prepared food in line with rclated proposals submitted by the

Department of Industry (proposal IL.1.m, “Quality improvement i small-

scale food processing cnterprises”), the Department of Cooper atives and

Small Enterprise Development (proposal 11.2.c, "The introdu.ction of a

cleancr production programme, with special reference to ihe soyhcan-

based food products industrics”) and the Department of Hcalth

(proposal 11.6.b, "Education and training in food safcty’).

Rclevance in relatiop to CSN: Priority arcas "Human Recsources

Development - Population, health, nutrition”, "Human Resources

Development - Education and training” and "Poverty alleviation and

cmployment creation”.

Department of Health

a. Establishment of a food industry information and data base

The issuc: The Dircctorate of Food and Drink Control of the
Department of Health is concerned to cnsure the safety of processed
foods. In this connection it wishes (0 cstablish a food industry
information data basc to cnable it to perform its functions more
cffectively. This data basc should include, inter aha, information on the
usc of good manufacturing practices and the Hazard Analysis Critical
Control Points (HACCP) system to identify the likely points of
contamination by large-scale food processing enterprises, the usc of food
additives by small-scalc and cottage based industrics, and the food
handling tcchniques cmployed in cottage industrics.
Additiona atio ided:
i. Potential Role of Industry in Priority Arca 1: Population,
Hcalth and Nutrition - 1. Survcy untuk pengumpulan data dasar
(data basc) mengenai:
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Potential UNIDO response: Assistance in the establishment of sech a
data base and appro.priate staff training to ensure its effective utilization.
This data base could form part of, or be networked with, a broader
industrial information base along the lines suggested by the Department
of Industry {proposal 1l1c, “Support for the development of an
industrial information basc*) and the National Chamber of Commerce
and Industry (propusal 111.1.a, “Establishment of an inturmation actwork
and related publication programme”).

Relevance in relation to CSN:  Prionty arcas ‘Human Resources
Development - Population, health, nutrition™ and “Humanr Resources
Development - Education and training™.

h. Education and training in food safety

The issug: In line with its objective of ensuring the safety of processed
fouds. and in conjunction with proposal 11.6.a above, the Directorate of
Food and Drink Control of the Department of Health wishes to
establish an cducation and training programme in the ficld of food
safety.  This would be atmed at disseminating quality assurance
technologics and methodologies to the food processing industry and food
safety control staff of the Department of Health. The programme
should ideally support training in both preventive and diagnostic
techniques, with the trainces being taught how to avoid contamination
through the adoption of the HACCP system and how to investigate
cases of food contamination and food poisoning. The prograimme
should cover staff at the national, provincial and district levels.

Additional documentation provided:

i Potential Role of Industry in Priority Arca 3: Education and
Training - Pendidikan dan pelatihan keamanan makanan
mengenal:

Potential UNIDO responsg: A iraining programme for quality control
staft concerned with food safety in the public and private sectors. This
could for part of a broader programme on food safety taking into
account related requests from the Department of Industry (proposal
ILim, "Quality improvement in  small-scale  food processing
enterprises™), the Departm:nt of Cooperatives and Small Enterprise
Devclopment (propasal 11.2.¢, "The introduction of a cleancr production
programme. with special reference to the soybean-based food products
industrics™) and the Department of Trade (proposal 11.5.a, "Distribution
of safe food additives for home industrices’).

Relevance in relation 1o CSN: Priority arcas "Human Rcesources
Development - Population, health, nutrition™. "Human  Rcesources
Development - Education and  training”  and  "Governance -
Decentralization, regional development and institutional innovation™.

Establishment of a training and information centre for traditionel dnigs

The issug: Indonesia has a long history in the manufacture of traditional
drugs, known locally as jamu, which are usually produced by small scale
or cottage enterprises. The government of Indonesia repards these
drugs as o national heritage, and their further development is o stated
objective of government policy. At the same time, however, the
Department of Health wishes to ensure that these drugs are safe and
manufactured according o clearly specified safety guidelines. It
therefore wishes o establish o training centre for this purposc, which
could be oxtended 1o include an information centre providing data on
marketing, investment opportunitics, technology and new markets both
within Indoncsia and abroad.
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- Additonal dc ion_provided:
i The Sdllu Programme of Traditional Drugs (Jamus) in
Indoncsia.

Potential UNIDQ response: Technical assistance for the establishment
of the proposed training and information centre for traditional drugs.
This assistance programme could be designed as part of a wider
programme for the collection and dissemination of industrial data and
information along the lines of the requests submitted by the Department
of Agriculture (proposal 1L1.c. “Support for the development of an
industrial informazion base™) and the National Chamber of Commerce
and Industry (proposal 111.1.a, " Establishment of an information network
and rclated publication programme”).

Relevance in relation SN: Priority arcas "Human  Resources
Development - Popelation, health, nutritior” and "Humar Resources
Development - Education and training”.

d. Expansion of the domestic production capacity for pharmaceutical raw materialy

The issuc: Indonesia’s has a well-developed formulation industry for
pharmaccutical products. This industry continues to depend heavily on
imported raw matedials, however, with the domestic production capacity
for such raw materials remaining extremely fimited.  Although the
private sector has considered several projects in the past to expand this
capacity. they have usualiy had 1o be abandoned because the small size
of the Indoncsian market did not permit the achievement of the
necessary cconomies of scale. While recognizing that any expansien of
the industry must be contingeni upon its cconomic viability and
competitiveness, the Department of Health would nevertheless like to
enceurage increased  private sector activity in the  production of
pharmaccutical raw materials. In this connection it is secking technical
assistance in identitying alternative production techniques that may be
viable at refatively low output levels, or alternatively an identifving export
markets to allow the necessary production volumes to be achieved. The
potentia. for increased linkages between the pharmaccutical raw material
industry and Indoncsia’s rapidiv expanding basic chemicals industrics
could also be cxplored in this context

Additional documentation provided: None.

Potential UNIDO  responsg:  Assistance in identifving suitabke
production technologies or export markets to cnable the further
devdlopment of the pharmaceutical raw materia! industry.

Relevaneg in rolation fo CSN: Priorty arcas “Human  Resources
Development - Population, health, nutrition”, "Growth - Maintenance ol
crewth’ and "Growth - Science and technology .

¢ Measures 1o reduce the wse of hazdardous substances in industry

The issue: The poverament is concerned about the growing use of
h.u.nrduu\ chemicals in Indonesia as o corollary of the country’s rapid
industrial growth, bui is faced with considerable difficultics in eaforcing
Ly against the use of these substances oven where they do exist, In
Iine with the recommendations of the International Conference on
Chemical Safety held in April 1994 in Stockholm uader the auspices of
the World Heshih Organization. the United  Nations Environmemt
Programme and the International Labour Office, the Department ol
Health is heen to reduce the use of hazardous chemicals in indnstry and
would welcomie assistance in the adquisition and  dissemination ol
alternative indusirial nroduction technologies.
‘
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- Additional documcntation provided:

i Final Report of the International Conference on Chemical
Safety, Stockholm, 25-29 April 04,

- Potential UNIDO respoinse:  Assistance with the identification and
dissemination of alternative  production  techaologies in industrics
cmploving hazardous substances.

- Relevance in relation to (SN Frionity arcas "Human Resources
Development - Population,  health.  natrition”.  “Enrironmerial
Conservation and Management - Environment”, “Growth - Maintenance
of growth™ and "Growth - Science and technology™.

7. Inter-ministerial session on food and nutrition on 6 September 1994

a Support for the sowvbean-based food industries:
For dctails please sce tems 1.2.c and T30 above, as well as item 1111Le below.
This request from the participants of the Inter-ministerial session on food and
nutrition held in the Department of Industry on 6 Sceptember 1994 is merely
repeated here to indicate the high degree of government priority attached to this
ISsuUC.

b. Production and marketing of todized salt:

- The issuc: The increased production and distribution of iodized salt is
regarded as a high priority by ihe Government of Indoncesia in order 1o
combat the widespread incidence of goitre in inland arcas of the
country. The achievement of this objective is kampered by the poor
quality of much of the salt produced in Tndonesia. the bulk of which is
sca-salt derived from small-scale producers or cooperatives, and the lack
of appropriate cquipment and know-how.

- Additional documentation_provided:

1 Kceadaan lodisast Garam di Indonesia.

- Potential UNIDQ response:  Assistance to incrcase the quantity and
quality if indized salt. involving measures to improve the quality of the
raw material and the provision of training »nd techaical assistance to
producers of iodized salt. many of whom are smali-scale enterprises in
the private sector. This assistance could build upon an carlicr project
supported by the United Nations Childrens Fund (UNICEF) in the
T98s.

- Relevanee in relation to CSN: Prioruy arcas "Human Resources
Dovelopment - Population, health, nustrition”, "Human  Resources
Development - Education and  training”. "Poverty  allesiation and
cmployment creation” and "Growth - Science and technology™

8. OfFice of the Minister of State for the Role of Women

7 Programme (o support the development of women entreprencurs in nural areas
- The tssue: Recognizing that women play a significant cconomic role in
the rural arcas of Indonesia, the Office of the Minister of Stiate for the
Role of Women is doveloping & programme io enhance the
entreprencorial capacitics of rural women and cnable them 1o play o
Jeading role in rural desclopment. This programme, designated Wanita
Pemandu  Pembangun  Pedesaan (Women  as Guides for - Rural
Development), is intended, inter alia, to help overcome the credit
conatraints often faced by smail-scale women entreprencurs in rural
arcas, and to provide them with other forms of institutional support.
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Particular attention may also be paid in this context to supporting the

entreprencurial activitics of clderly wemen.

Additional documentation provided:

i Chapter IV (Goals, Strategic Objectives and Adion to be
Taken) of the Draft Report of the Meeting of Ministers on
Women in Development, 14 Junc 1994, ESCAP.

Potential UNIDO response: Support for the development and possible
future implementation of the Wanita Pemandu Pembangun Pedesaan
programme. This could be linked to a broader programme of support
for entreprencurship development along the lines requested by the
Department  of  Industry  (proposal  1LLh, “Entreprencurship
development”).
Relevance in relation to CSN: Priority arcas "Poverty alleviation and
employment creation”, "Human Resources Development - Education and
training”. "Human Rcsources Development - Disadvantaged and
vulncrable  groups™. “Guovermance - Decentralization,  regional
development and institutional innovation™ and “Growth - Maintenance
of growth™.

9. Office of the Minister of State for the Environment

a. Development of envircnmental standurds and regulations for industry

The issuc:  In response to the growing concern to ensure that
indonesia’s industrial development should proceed in an environmentally
sustainable manner, the Office of the Minister of State for the
Environment is in the process of establishing environmental standards
and regulations for industry. These arc intended to cover such arcas as
marine, air, water, soil, radiation, noisc, vibration and light pollution.
and take into account Indonesia’s international commitments under the
existing global conventions on greenhouse gases, climate change, vzond
depleting substance:, cle.

Additional docymentation provided: None.

Potential UNIDO response:  Assistance with the formulation of the
proposed cnvironmental standards and regulations for industry. This
programme of assistance could be linked to a related request for
assistance from the Department of Industry (proposal 1L1.g. "Enhanced
implementation of cavironmental controls™).

Relevance in relation o CSN: Priority  arca “Environmental

Conservation and Management - Environment”

h. Implementation of the Spatial Use Management Act of 1992

The issuc: A Spatial Use Management Act was promulgated by the
Government of Indonesia in 1992, I is designed to cnsure an
appropriatc allocation of land lor various agricultural, industrial,
residential and recreational uses in order to minimize the cavironmental
stresses arising brom the country's rapid cconemic development. The
Office: of the Minister of State for the Environment has been assigned
the main responsibility for cnsuring the implementation of this Act.
including the environmental management of industrial arcas and the
possible relocation of cavironmentally damaging industrics. In view ol
its own s1aff constraints, howeser, the Office of the Minister of State is
secking external assistance and advice on matters related 1o reional
industrial development and the spatial allocation of Lind for industrial
UNCS.
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Additional documentation provided: Nore.

Poteatial UNIDQ) response:  Provision of the required assistance and
advice.

Relevance _in_ relation _to CSN: Priority arca “Environmental

Conservation and Management - Environment™.

Development of an integrated information network on the environmental effects of
industrial development

The_issuc:  The task of the Office of the Minister of State for the
Environment as a central coordinating agency for all matters related to
emironmental conservation and management is hampered significantiy
by the absence of an integrated and comprchensive information network
on cnvironmental issues.  While substantial  quantities of such
infermation exist, they are scattered throughout various government
departments and private entitics. The Office of the Minister of State is
therefore secking external help to establish the necessary network, which
would ¢nable the vanious parties involved to adopt 2 more coordinated
and coherent approach to environmental management. A pre-feasibility
study on the establishment of such a network has alrcady been
conducted by the Global Resource Information Daiabase (GRID) centre
of the United Nations Environment Programme at Arendal, Norway, in
1993.

Addiiional documentation provided:

i Pre-feasibility Study for the Establisnment of a GRID-
Compatible National Environmental Information Network in
Indonesia. GRID-Areadal, 20 October 1993,

Potenua! UNIDO response:  Assistance with the establishment of the

proposcd database and information network. This couid he coordinated

with other appropriate organizations of the United Nations svsi. m, such
as UNEP-GRID, so tiat the mput of UNIDO is limitcu to issucs
dcaling with the covironmenta! effects of industrial development. This
assistance could also be linked to a broader programme of support for
the deveiopment of an industry-related data and information base along

the lincs requested by the Department of Industry (proposal 11.1.c.

"Support for the development of an industrila information basc™).

Relevance in selation 1o CSN:  Priority arca “Environ.ncntal

Conscrvation and Management - Environment”.

Sustainable industnal exploitation of Indonesia’s biodiversity

The issuc: Indonesia’s vast territory and maritime exclusive cconomic
zone contain a wide varicty of different ceosystems with a great diversity
of flora and fauna. Apart from its stated objective of consening and
protecting these environmiental resources, the Office of the Minister of
State for the Environment is also keen to promote their sustainable
cconomic and industrial exploitation. It is therefore seeking assistance
in identifving suitable biological matcrials for usc in such industrics as
pharmaccuticals and cosmetics, and to stimubte the development of
these industries. The ~oll-ction of the hiological matcrials needed for
these industrics would also provide a source of additional income for the
often underprivileged populations of the arcas in which they are found.
Additional documentation provided: None.

Potential UNIDO response: Assizt:ace in the identification ol possible
industeics based on the sustanable  exploitation  of  Indonesia’s
biodiversity, and in the establishment of such industrics.
Relevapce in relition 1o CSN: Priority arcas "Poverty alleviation and

employment creation”. "Human Resources Developmant - Populatinn,
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health and nutrition”, "Human Resources Development - Disadvantagzed
and vulnerable groups™, "Environmental Conservation and Management -
Environment” and "Growth - Science and technology™.

€. Phasing out of ozone depleting substances in industry

- The issue:  In line with the terms of the Montreal Protocol. the
Government of Indonesia is beginning to take steps to phase out the use
of Chlorofluorocarbons and other ozone depleting substances in the
industrial scctor.  Small-scale cnterprises will be targeted in the first
stage, which will be followed by larger scale enterprises in the fields of
refrigeration and air conditioning.  The programme is intended to
include the provision of information and iraining to promote the use of
alternative substances, as well as assisaance with the retro-fitting of plant
and cquipment.

- Additional documentation_provided: None.

- Potential UNIDO response:  Assistance in the provision of training in
the use of non-ozone depleting substances. possibly through the holding
of workshops for entreprencurs, and in the promotion of investments in
alternative technologics.

- Relevance in_relation 1o (SN:  Priority arcas "Environmental
Conservation and Management - Emvironment” and "Growth - Science
and technology™

I0. Environmental Impact Assessment Agency

a Promodtion of cicaner production technologies for industry

- The issue:  As the government agency responsible for ensuring the
environmental sustainability of Indonesia’s cconomic  development
process. the Environmental Impact  Assessment  Agency  (Badan
Pengendalian Dampak Lingkungan, BAPEDAL) has initiated a wide-
ranging cicaner production programme. This is intended to offer
technical assistance to industry, sct up systems for the collection and
dissemination of information, provide appropriate training, fostcr
awarcencess, and cstablish cconomic incentives for the adoption of clcancer
production methods. Not all clements of this proposed programme are
being implemented as yet because of resource constraints, providing
scope for the provision of UNIDO scrvices in these arcas.

i. BAPEDAL Cleancer Production Program.

- Potcntial UNIDO response:  Assistance in the implementation of the
still dormant parts of the BAPEDAL cleancer production programme.
- :vance in i ) CSN: Priority arcas "Human Resources
Development - Education ard training”, "Environmental Conscrvation
and Management - Environment”, "Growth - Maintenance of growth”

and "Growth - Science and technology™.

. National Agency for the Assessment and Application of Technology

a. Assessment of manufacturing technology and safety
- The jssue:  The Agency for the Assessment and Application of
Technology is concerned about the fact that the export potential of the
growing range of technology-intensive manufactured goods produced in
Indorcsia is hampered by safety-based certification requirements in
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nossible expors markets. It therefore wishes to introduce a system o
assess manufacturing technology and safety into the country’s high-
technology industries, in order 1o ensure that safety is built into their
products from the design stage. In pursuit of this objective, the Agency
is sceking technical assistance from an oxternal source to develop an
inteerated programme coveriag a preliminary feasibility study followed
by a comprehensive analysis of the manufacturing seetor’s safety needs
and the implementation of the recommendations arising from this studs.
- Additional documentation provided:
I Terms of Reference - Project Aid Proposal for the Technical
Cooperation on the  Assessment of the  Manufacturing
Technology and Safety {AMTS).
- Potentigl UNIDO responsg:  Technical assistance for one or more
activities of the proposed programme.
- Relevance in relation to CSN: Priority arcas "Growth - Maintenance of
growth” and "Growth - Science and technology™.

. Development of an information technology policy
- The issue: Inview of the growing importance of information technology
(IT) for cconomic growth and development, the Agency for the
Assessment and Application of Technology deems it important to
develop a comprehensive policy and national plan to promote and
coordinate its spread within Indonesia. 1t therefore proposes a study
into the current state of IT in the country and its prospects for the
future, on the basis of which to formulate the preposed policy.
- Additional documentation provided:
1. Information Tuchnology Policy Development.
- Potential UNIDO response: Technical assistance for the preparation of
the proposed study and subscquent formulation of the IT policy.
- Relevange in relation 1o CSN: Priority arcas "Growth - Maintenance of
growth” and "Growth - Science and technology™.
C. Production of solar panels to surport the rural electrification programme

- The issue: The provision of electric power to Indonesia’s predominantly
rural population poscs considerable problems because of the dispersed
nature of this population and the fact that a significant proportion of it
lives in remote arcas. Al the same time, however, the availability of
clectric power is a major prerequisite for rural industrial development,
and hence for employment creation and poverty alleviation.  The
National Agency for the Assessment and Application of Technology
therefore proposcs the development of Indonesia’s solar pancl industry
through collaborative ventures with foreign  companics having the
appropriate technology, in order to enable households and small-scale
eaterprises in rusral arcas to gencrate their own power.  In this
connection it is sccking technical assistance for a feasibility study into
the viability of such a project, and help with the establishment of the
necessary partnerships between Indonesian and foreign firms,

. Additional documentation provided: None.

- Potentigl UNIDO_response:  Assistance in the prep cation of the
requested feasibility study and the required transfer of technology,

- Relevance jn relation to CSN: Priority arcas "Poverty alleviation and
employment creation”, "Human Resources Development - Disadvantaged
and vulnerable groups™, "Governance - Decentralization, <~gional
development and institutional innovation”, "Growth - Maintenance of
growth” and "Growth - Science and technology”,
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o The use

of solar energy for drving estate crop products

The issue:  Although Indoncsia is a major producer of a wide range of
estate crops. the country’s tropical climate gives nise o a high risk of
post-harvest spoilage. especially if the harvested crops are not adequately
dricd. The high degree of humidity and frequent rainfall often readers
traditional methods of sun drying inadequate. however, and aceessitates
the use of artificial drvers. In order to cconomize on the use of fossl
fucls and cnable artificial dryers to be used in rural arcas with
insufficicnt electricity supplics. the Agency for the Assessment and
Application of Technology is interested in developing crop-drying
technologics driven by renewable energy sources such as solar power
and biomass. The technology has alrcady been developed snd tested
during 1986-93, but now needs o be integrated into the production of
commercially viable Tow-cost equipment for use by small tarmers on a
variety of crops.

Additional documzntation provided:

i The Use of Solar Encrgy for Drying Estate Crop Products.
Potential UNIDO response: Assistance with the further development
and commerdalization of the technologies for the use of sofar energy to
dry cstate crops.

fevance in relati 'SN: Prionity arcas "Poverty alkeviation and
employmeat creation”, "Human Resources Development - Disadvantaged
and vulncrable groups”, "Governance - Decentralization,  regional
development and institutional innovation”, "Growth - Maintenance of
growth™ and "Growth - Scicace and technology”™.

e Development and standardization of tempe production

The issue: In recognition both of the importance of tempe (fermented
sovbean cake) as an incxpensive source of protein in the Indonesian dict
and of the fact that much of the current production is undertaken in
small-scale or cottage industrics under often unhygicnic conditions. the
Agency for the Assessment and Application of Technology wishes to
initiate a programme to support the improvement and standardization
of tempe production processes. This proposal is related to proposals
11.2.c. 1131 and 1.7.a above, and underlines the high priority given by
all refevant bodics in the Government of Iadonesia te the development
of soybean-basced foods.
Additional documentation provided:
i Development and Standardization of Tempe  (Fermented
Soybean) Production.
Potential UNIDO responsg:  Assistanc: with the introduction and
disscmination  of improved but  affordable  tempe  production
technologics. This assistance programme should be designed to respond
also te the related requests submitted by the Department of
Cooperatives and Small Enterprise Development (proposal 1L.2.¢., "The
introduction of a cleaner production programme, with special reference
to the sovbean-based food product industrics™y. the Department of
Agriculture (proposal 1L31 “Development of the soybean-based food
industrics”) and the inter-ministerial session on food and nutrition held
on 6 September 1994 (proposal 11.7.4, "Support for soybean-based food
industrics”).
Relevanee in relation to €SN Prio-iiy arcas "Human Resources
Development - Population, health and nutrition”, "Poverty alleviation and
employvment ereation”, "Growth - Maintenance of growth” and "Growth -
Scivnce and technology”
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f Evaluation of the use of natural gas as a potential substitute for CFCs

The issue:  As part of the global effort to reduce the use of ozonce-

depleting substances, including CFC-based refrigerants, the Agency for

the Assessment and Application of Technology is keen to assess the

potential of natural gas as a substitute for CFCs. This interest is based

on the expectation that the use of refrigerants in such cquipment as air

conditioners and refrigerators will incvitably increase in the coming vears

as income levels rise, and on the fact that Indonesia has exteasive

reserves of natural gas.

Additiongl documentation provided:

1. Studies on the Use of Natural Gas as an Alternative Substitute
for CFCs.

Potential UNIDO response: Technical assistance for the proposed study

on the feasibility of using natural gas as a substitute for CFC-based

refrigerants.

Relevance in relation 1o CSN:  Priority  arcas "Emvironmental

Conservation and Management - Environment™, "Growth - Maintenance

of growth™ and "Growth - Scicnce and technology”.

2 Development of laminated bamboo as a low-cost building matenal

The issuc: The provision of adequate housing for Indonesia’s large and
growing population is a major development nced, and will place
considerable demands on the country’s nstural and financial resources.
In order to reduce the environmental threat that the growing nced for
wood will pose for Indonesia’s forests in particular, the Agency for the
Assessment and Application of Technology has developed a technique
for productng laminatcd bamboo using urca formaldchyde adhesive as
an alternative building material. In view of the widespread availability
of bamboo in Indonesia and the country's substantial natural gas
resources for the production of the adhesive, laminated bamboo
represents a promising building material for low-cost housing in both
rural und urban arcas. Over the coming years the Agency plans to
develop this technology further and expects it to be  apphied
commercially by mid-1998.
Additional documentation provided:
I Project proposa. document on laminated bamboo.
i Leaflet entitled Penclitian dan Pengembangan Teknologi
Bambu Laminasi.
Potential UNIDO response:  Assistance with the development and
commercialization of the bamboo laminating technology, including an
assessment of its export potential.
Relevance b relation 1o CSN:  Priority arcas "Human Resources
Development - Population, health and nutrition”, "Environmental
Conservation and Management - Environment”, "Growth - Maintenance
of growth” and "Growth - Science and technology”.

h. Development of n-Atkane as an alternative eaviconmentally-friendly raw material
Jor the production of household detergents

The issye: Most detergents presently in use in Indonesia are based on
surfaciants such as alkyl benzene sulfonate, which degrade slowly and
leave a persistent residue. In order (o reduce the resulting threat of
water pollwtion, the Agency for the Assessment and Application of
Technology proposes a study into the technical and cconomic feasibility
of using n-Alkane as an alternative surfactant, analyzing in particular the
various processing technologics availuble in order (o determine the most
appropriate for Indonesia,
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- Additional documgntation provided:

i n-Alkanc plant.

- Potential UNIDQ response:  Technical assistance for the proposed
study.

- Relevanee in relation to CSN: Priority  arcas "Environmental
Consenvation and Management - Enviconment” and “Growth - Scicnec
and technology™.

12 National Imvestment Coordinating Board
a. Staf? iruining for the National Investment Coordinating Board

- The issue: Repelita V1 calls for a total private investment of Rp484.200
billion (approximately USS220 billion). Attracting private investment on
this scalc will require a considerable effort from the various Indoncsian
authoritics involved in investment promotion, including the National
Investment Coordinating Board. The Board is - ncerned. however, that
its staff may not have the skills needed for this task. and would like to
initiacc a training programme in the ficld of investment promotion, both
for its headquarters staff in Jakarta and for its regional staff in the
provincial capitals. This training is intznded to cnable the stalf
concerned to identify, assess and promole investment opportunitics in
the various regions of Indoncesia.

- Additioral documentation provided: None.

- Potential UNIDOQ response: Formulating and  implementing an
appropriate training programme for the staff of the National Investment
Coordinating Board and its provincial offices.  Particular emphasis
would be placed in this connection on the special needs of promoting
manufacturing investment, in order to complement an ongoing training
programme being carricd out with the assistance of the UNDP.

- Relevance in relation to CSN: Priority arcas "Human Resources
Development - Education and trisining”, "Governance - Decentralization,
regional development and  iastitutional innovation” and "Growth -
Maintcnance of growth™.

b. Intensification of investment promotion activities

- The issug: The National [nvestment Coordinating Board has hitherto
been a largely reactive organization, being more concerned  with
controlling and licencing  private  investment  activities than with
encouraging them. In order to mect the ambitious investment targets
set for Repelita VI, howeser, the Board will have play a much more
proactive role in investment promotion, involving itsclf, inter alia, in the
identification of investment projects, the creation of investiment profiles,
the preparation of feasibilny studics, and the holding of investment
promotion meetings in Indonesia and abroad.

- tional documentation provided: None.

- Potential UNIDO response:  Technical assistance i support of the
Board’s attempis to intensifv its insestment promotion activitics, possibly
including training in the use of COMFAK to prepare feasibility studics.

- Relevance in reletion to CSN: Priornity arca”Growth - Maintenance of
growth”,

v Upgrading of investment promotion cquipment and facilities
. The issug: The investment promotion facilitics at the disposal of the
National Investment Coordinating Board, including publicity materials,
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exhibition rooms. video equipment. cte., are regarded as inadequate by

the Board. It therefore wishes to upgrade these facilities. and secks

external technical assistance in this ficld. The proposed activities include

the drafting and designing of attractive publications in English and other

languagces. the production of high-quality promotional films and videos,

and the modernization of the Board's exhibition rooms and exhibits.

Additional docementation provided:

. Badun Koordinasi Penanamam Modal - Usulan Kepada
UNIDO

Potential UNIDO response: Assistance 10 the upgrading of investment

promotion cquipment and facilities.

Rylovance in relation to CSN: Priority arca "Growth - Maintenance of

growth’.

ol Measures to increave ihe low implementation rate of approved pavate investment

projects

The issue: The record shows that only about 33 per cent of the fereign
direct investment projects and 4 per cent of the domestic investment
projects approved by the National Investment Coordinating Board hove
been implemented. While various explanations have been suggested for
this low nnplementation rate. including high domestic interest rates and
continaed regulatory impediments at the regional fevel despite efforts to
liberalize the investment regime at the national level, no conclusive studs
has vet been conducted into its actual causes. The Board therefore
wishes to mitiate such a study with a view to dentifving the precise
causes for the low implementation rate and  proposing  remedial
measures to the Government.

Additional documentation provided: None.

Potential UNIDO response:  Assistance with the preparation of the
proposed study and analysis of iy findings in order to derive the
appropriate policy responses.

Refevance in relation 1o CSN: Priority arca "Growth - Mainienance of
arowth”,

e Extablishment of an integrated data base and information network in support of
investment provsiotion detivitiey

The twue: The computerized information system for investment
promotion @i the National Investment Coordinating Board is outdated
and in urgent need of replacement. In order 1o be able to operate
cHectivels, the Board believes that it needs o new information system
capable of monitoring the full range of ity activities (including
imestment planning, promotion, licensing and implementation) as well
as being able o be linked to s regional offices and to other relevant
institutions within Indonesia and abroad.  An analvsis of these
information rechnology requirements has afreads been conducted by o
national conultant. which rovealed the need toinvest some Rp1.7 hillion
CUSSTT milliony tnonew hardware and ~oliware, This study has beer
ciedied beche National Desclopment PLlinnimyg Apency, however, which
s iestructod the Board to carry out anes spuds,

Additieng! dogumentation provided:

i. Roncana Induk Studi Komputerisas.

Potentiplh UNIDO _responsg: Assistance with the preparation of the
reginrcd study, This could Torm part of . broader programme 1o
ostadlish an industrial data and information base in response 1o a related
request from the Department of Industry (proposal 1.1, "Support for
the development of an industrial information base”),
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Relevance in_relation _to CSN:  Priority arcas “Governance -
Decentralization, regional development and institutional innovation™ and
“Growth - Maintenance of growth™.

I Greater selectivity in the choice of permitted technologies

The issu¢: The National Investment Coordinating Board has hitherto
approve all private investment projects that mecet the existing regulations
and conditicns stipulated by the Government of Indonesia.  These
regulations do not specify the production technologies to be employed
by individual investors in their investment projects, however, who remain
free to seleet their own technologies. In view of the growing recognition
of the need to promote environmentally safe technologies, the Board
now wishes to place greater cmphasis on this issue when assessing
privatc investment proposals for approval in order to ensure that
investors employ the best available technologies or clean technologies.
To be able to do se, it requires an information nctwork able to provide
it with access to the relevant international technology databascs.
including UNIDO/INTIB.
Additional documentation provided:
i Usulan Biro Pembinaan Investast.
ii. Study on the information systcm on the best available techology
or clean technology.
Potcntial UNIDQ response:  Assistance with the cstablishment of an
appropriate information network. This would effectively represent the
follow-up stage to the study for the modesnization of thc Board’s data
basc and information network proposed in 11.12.¢ above.
Relevarce in _relation SN:  Priority areas "(Governance -
Decentralization, regional development and institational innovation”,
"Environmental Conservation and Management - Environment” and
"Growth - Maintenance of growth™.

g Encouraging paninerships between foreign investors and national small and medium
scale indusiries

The issue: Government Regulation No. 20 of 1994 allows 100 per cent
foreign cquity ownership in investment projects for 15 years after they
commence commercial production, following which they must divest a
proportion of their holding to Indoncsian interests. In order to promote
the development of small and medium  scale cnterprises  within
Indonesia, the National Investment Coordinating Board is sceking to
determine non-coercive ways of encouraging the forcign investors to
enter into partnerships with such enterprises, in order to prepare them
for the cventual participation in the forcign firms’ cquity ownership.
These partnerships could include subcontracting agreements or other
arrangements for the supply of inputs and components, as well as the
transfer of technology from the forcign firms to their local partners.
Additional mentation provided:
i Badan Konrdinasi Pcnanaman Modal - Usulan kepada UNIDO.
Potential UNIDQ_response:  Assistance with the formulation of
appropriate policics and incentives to encourage the emergence of the
desired partnerships.

ance in _relati 'SN:  Priority arcas "Poverty alleviation and
cmployment  creation”,  "Governance - Dceentralization,  regional
development and institutional innovation” and "Growth - Maintenance
of growth”.
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[II. REQUESTS FOR UNIDO SERVICES FROM THE PRIVATE SECTOR

1. National Chamber of Commerce and Industry

a. Establishment of an information network and related publication programme

The issuc: In view of Indonesia’s expanse and geographical structure,
the Gmely dissemination of appropriate business information represents
a major constraint for the development of private enterprise. In order
to overcome this constraint, the Chamber has initiated a programme to
establish an information nctwork designed to provide such information
to entreprencurs in outlying arcas and at the same time to provide
forcign and domestic businessmen with information about investment
opportunitics in these regions. This programme is intended initially to
provide information on publicly funded capital projects, government
regulations. export opportunitics and the development potential of
Indoncsia’s various regions, and subsequently to be expanded to include
information on technology, forcign tax svstems and investment
opportunitics. It is also intended to be linked to a publication
programme Lo improve the content and quality of the Chamber’s current
biwcekly bullctin. The first stage of this programme has already been
launched with a training plan in five provinces.

Additional mentation provided:

i August 30 cdition of Bulletin Kadin Indoncesia.

Potcntial UNIDO response:  Assistance with the establishment of the
proposed information network. This assistance could be integrated into
a hroader programme covering responses 1o similar requests received
from other sources, including inter alia the Deparment of Industry
(proposal 1l.1.c. "Support for the development of an industrial
information basc™), the Department of Health (proposals 11.6.a and
I1.6.c, "Establishment of a food industry information and data basc” and
"Establishment of a training and information centre for traditional
drugs”) and the National Investment Coordinating Board (proposal
11.12.c, "Establishment of an intcgrated data basc and information
network in support of investment promaotion activities”).

Relevance in relation to CSN:  Priority arcas “Governance -
Decentralization, regional development and institutional innovation”,
"Growth - Maintcnance of growth” and “CGirowth - Science and
technology”.

2, Engineering industry associations

a. Development of a skilled workforce for the engineening industries

The issuc:  Although Indonesia is endowed with a large, adaptable,
willing and almost universally literate labour force, the particular skills
nceded for the growth of the engincering industrics are insufficiently
developed. This significantly increases the competition for the suitably
traincd manpower that does cxist, and conscquently raises the costs of
employing such manpower. Alternatively, it forces individual enterprises
1o invest heavily in the training of their staff, which may subscquently be
lurcd away by competitors. In the view of the entreprencurs, therefore,
the creation of an adequately trained labour force posscssing the
required industrial and vocational skills should be regarded as a social
overhead, with the government being responsible for the provision of the
nccessary training facilities. The goverament may, however, need to be
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provided with policy advice for the formulation of an appropriate
training programme. and  with technical  assistance  for its
implementation.

- Additional documentation provided:  None.

Potential UNIDO response: Identification of training requirements and
assistance with the formulation and implementation of a suitable training
pregramme.  These activitics could be linked to similar activities in
response to a related request from the Department of Industry (proposal
1.1, “Support for the engincering industry™).

- Relevance in relation to CSN: Privrity arcas "Human Resources
Development - Education and training” and “Growth - Maintenance of
growth’.

b. Support for the development of small and mediim scale component suppliers and
subcontractors

- The issue:  In most developed cconomics the major  industrial
cnterpriscs depend on a network of component supplicrs  and
subcontractors. The development of such supporting industrics has not
proceeded very far in Indonesiu for a varicty of reasons, inziading the
high cost of capital, the fact that such industrics often have to produce
in small volumes and hence cannot benefit from economies of scale. the
absence of an adequate market information system and the lack of
access to modern propriciary technologics. A comprehensive integrated
programme is needed to overcome these constraints and promote the
development of small and medium scale support industries for the
manufacturing scctor.

- Additional documentation provided: None.

- Potential UNIDO response:  Assistance with the formulation of an
appropriate strategy to help the development of the necessary support
industrics. This assistance programme could be designed also 1o
respond 10 a related request from the Department of Coopcratives and
Small Enterprise Development (proposai T1.2.f, "The dissemination of
quality control technology to small cntreprencurs in the metal products
industrics”).

- Relevance in relation to CSN:  Priority arcas "Poverty alleviation and
cmployment creation”, "Human Resources Development - Education and
training”, "Governance - Decentralization, regional development and
institutional innovation™, "Growth - Maintenance of growth™ and "( yrowth
- Science and technology™.

. Assistance for the establishment ana development of support institutions

- The issuc: In order io be able to compete cffectively, the cagincering
industrics in Indoncsia must cnsure that they achieve high standards of
product design, output quality and production efficiency, and that they
adopt  appropriatc  technologics  and  markceting techniques.
Entreprencurs often lack the skills to achicve all of these objectives on
their own, but are unable to acquire these skills or buy in the necessary
expertise owing 1o the weakness of the institutional support base. The
representatives of the engincering industry associations therefore felt
very strongly that assistance was needed for the establishment or
strengthening of such institutions as design centres, quality assurance
and testing facilitics, technology and market information centres, and
management schools and consultancics.

Addi“ﬂ"n I d!&u"]gﬂlﬂ "!m nmvidgd: Nonc.
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Potential UNIDQ responsg:  Assistance with the establishment and
strengthening of the required industrial support institutions.
Rekvance i relation to OSN:  Priority arcas "Human Resources
Development - Education and training™, "Governance - Decentralization.
regional development  and  institutional  innovation”,  "Growth -
Maintenance of growth™ and "Growth - Science and technology™.

3. Chemical industry associations

a. Formulation of an overall master plan for the chemical industries

The issue: A maor policy-level concern of many of the chemical
industry represcntatives was the need to harmonize government policies
towards the upstrcam and downstrcam components of the chemical
mdu. 1y in general and the petrochemical industry in particular. In this
connection, the high level of protection frequently accorded to large-
scale upstream industrics was regarded with special concern by
downstrcam  producers, who saw their costs increased and their
compcetitiveness eroded as a result of this policy.

Additional Jocumentation provided: None.
Potentigl UNIDO responsg: Assistance with the formulation of a more
balanced policy stance, possibly also including assistance with the choice
of more cfficient and compcetitive upstream production technologics at
the enterprisc level.

Relevance in relation (o CSN: Priority arca "Growth - Maintenance of
growth™.

b. Human resources development for the pulp and paper irdustry

The issug: The rapid growth of the pulp and paper industry in recemt
vears has resulied in a severe shortage of manpower with the
appropriate skills, lcading 1o compctition between the various mills for
the available qualified labour and an increasc in labour costs. To
overcome this problem, the pulp and paper manufacturers association
established a technical academy in 1991, but the school has virtually
collapscd in the meantime owing to the lack of continuous support from
the association’s members.  The association’s representative at the
mecting therefore proposed that the government should intervene and
require cvery mill to support the academy, possibly through the
imposition of a levy on the production or sale of paper.

iti i ided: Nonc.
Potential UNIDO response:  Analysis of the relevance of the technical
academy for the industry, and of alternative ways of funding it. This
activity may form part of a broader project to assess the industry's
human resource requirements in linc with a related request from the
Dcepartment of Industry (proposal I1.1.r, "Human resources development
for the pulp and paper industry”).
Relevance in relation 1o CSN:  Priority arcas "Human Resources
Development - Education and training” and "Growth - Maintenance of
growth”,

C. Development of the small-scale salt producing industry

The issug: The government gives high priority to the production of
sufficient quantitics of salt to meet the nceds of the Indonesian people,
and has launched a major programme for the production of 00,000
tonnes of iodized salt per year to help overcome the problem of goitre,
which is said to affcet some 30 million people. Some 60-70 per cent of
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Indonesia’s salt production cmanates from small-scale producers, whose
output tends to be of variable quality. Before it can be iodized, this salt
needs to be washed in order to remove the remaining impuritics. The
industry therefore nceds (o institute a training programme for the small-
scale producers and also to cstablish guality control factities with
qualificd personnel.

Additional ducumentation provided: Nenc.

Potential UNIDO response:  Assistance with the introduction  of
improved salt production technologics for small-scale producers, and
provision of training and cquipment for quality control institutions. This
assistance should be devised to take into account a related request from
the participants at the inter-ministerial session on food and nutrition
held at the Department of Industry on 6 Scptember 1994 (proposal
11.7.b. "Production and markcting of indized salt®).

Relevance in relation to CSN:  Priority arcas "Human Resources
Development - Population, health and nutrition”. "Human Resources
Devclopment - Education and training”. "Growth - Maintenaace of
growth” and "Growth - Science and technology™

4. Food processing industry associations

a Master plan for the development of expont-oriented prepared-foods industries.

The issue:  With its capacity to produce a wide varicty of horticultura!
goads, its vast fisherics resources and its still largely underutilized
potential as a livestock producer, Indonesia has a substantial scope for
the development of its export-oricnted prepared-foods industries. This
development has so far been hampered by a varicty of constraints.
however. including the vften poor quality and fack of standardization of
the agricultural raw materials, the absence of a suitable markcting
infrastructure linking the predominantly smaltholder produccers of the
raw materials with the processors, and the lack of a market intelligence
system  providing farmers and  processors  with information on
intcrnational prices, market opportunitics, labelling requirements, quality
standards. ctc. The creation of such an infrastructure is scen as an
important prerequisite for the expansion of this promising industry.
Additional documgntation provided: Nonc.

Poicntial UNIDO response:  Assistance with the formulation of an
appropriatc master plan for the establishment of the required marketing
infrastructure and information system. This assistance programme could
be designed Lo take into account related requests received from the
Department of Industry (proposal 1111, "Support for agro-processing
industrics”) and the Dcpartment of Agriculture (proposal 11.3.a.
“Intcgrated master plan for agricultural processing industrics and
agribusiness development. with special reference 1o export-oricated
indusirics™).

Relevance in 'SN: Priority arcas "Poverty alleviation and
cmployment creation” and "Growth - Maintenance of growth”.

h. Suppon for the cocoa processing industry

The issue: Cacao production has increased dramatically over the past
two decades from negligible levels 1o a point where Indoncesia is now the
world’s third largest producer of the commaodity.  According to the
representative  of  the Indoncsian  Cocoa  Association,  howcever,
Indonesia’s cocoa sclls at a discount on world markcts hecause much of
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it s produced by smoltholders who lack the facilitics and skills to
process it to the required quality standards.  These problems are
particularly severe with respect o the fermentation of cacao beans.
Additional documentation_provided: None.

Potential UNIDQ) responsg: Assessment of the need for improvemenis
in the primary processing of cacao. and the dewelopment of an
appropriate programme of technical assistance if necessary.

Relevonce in relation to CSN: Priority arcas "Poverty alleviation and
employment creation” and "Growth - Maintenance of growth™.

9




ANNEX li:

SCHEDULE OF APPOINTMENTS AND LIST OF

PERSCNS MET

MONDAY, SEPTEMBER 5, 1994

09.00 Meeting with directors at the Department of Induostry

Attended by:
Name

Mr. Socnaryo Danusaputro
Ms. Ratna Djuwita

Ms. Penny

Mr. Danus Sidik

Mr. H. A. Ghazali

Mr. Agra Kusuma

Mr. Agus T.

Mr. A. M. Ocsman

Mr. Agus Sctiadi

Ms. Damc W.

Designation

Head, Burcau of Planning

Head, International Cooperatior Divisior, Bureau of Planning
Agency for Small-scale Industry Development

Director, Centre for Devclopment of International Industrial
Cooperation

Director for basic chemical, rubber and plastic industnies,
Directorate-General of Chemical Industry

Director for non-metallic mineral industries, Directorate-
Geaneral of Chemical Industry

Director of Programme Development, Directorate-General of
Metal, Machincry and Electronic Industry

Director of Progamme Dcvelopment, Directoratc-Geaeral of
Agro-based Industry

Director of Progamme Development. Directorate-General of
Agro-based Industry

Director of Programme Development, Directorate-General of
Multifarious Industry

1400 Meeting with directors at the National Development Planning Board (BAPPENAS)

Attended by:
Name

Mr. Dipo Alam

Designation

Hcad, Burcau for Industry and Mining

List of other participants’ namcs not available.
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TUESDAY, SEPTEMBER 6, 1994

09.00

Attended by:
Name

Mr.
Mr.
Ms.
Mr.
Mr.
Mr.
Mr.
Ms.
Ms.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Ms.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.

Sujata M. Widodo
Soenaryo Danusaputro
Ratna Djuwita
Agra Kusuma
Agus T.

A. M. Ocsman
Agus Sctiadi

1da Machmuda
Dame W.
Massaruddin
Tri Hardone
Robert S
Asmady Parman
Sakri Widhianto
Katri

Siti Socprapti
Sumpeno Putro
Supriyadi

Jajat Socdrad at
Rahardjo
Suyanto

Sofyan
Socdarmadji
Iskandar
Soctedjo

Inter-ministerial Session on Food and Nutrition at the Department of Industry

Representing

Department of Industry

Department of Industry

Department of Industry

Dcpariment of Industry

Department of Industry

Department of Industry

Department of Industry

Department of Industry

Department of Industry

Department of Industry

Department of Industry

Department of Industry

Department of industry

Department of Industry

Department of Industry

Department of Cooperatives and Small Enterprise Development
Department of Agriculture

Department of Mincs and Encrgy
Dcpartment of Trade

Dcpartment of Hcalth

Agency of Asscssment and Application Technology, (BPPT)
Investment Coordinating Board (BKPM)
Agency of Industrial R&D

Agency of Small-scale Industry Development
Bank Indonesia

1430 Meeting with Mr. Harijono Djojodinardjo, Deputy Chairman, Technology Development
Division, Agency for the Assessment and Application of Technology (BPPT)

THURSDAY, SEPTEMBER 8, 1994

08.30

Industry

Attended by:
Name

Mr.

Mr.

Mr.

Mr.

Rafly Kimin
Frans Rchong
Sctiawan Muljadi

V. H. Scmbada

Meeting with representatives of engineering industry associations at the Department of

Designation

Head, Department of Infrastructure, Indonesian Chamber of
Commerce and Industry

Hcad, Public Rclations & Communications, Federation of
Electronics Industrics

Chairman, Fcderation of Indoncsian Mctalwork & Machincry
Indusirics Associations

Chairman (Technology Development), Federation of Indoncsian
Mectalwork & Machincry Industrics Associations
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Afr. Suprijanto Chairman (Human Resource Development), Federation of
Indonesian Mctalwork & Machinery Industries Associations

M. Adirizal Nizar Dircctor of Industry & Technology Department, Association of
Indonesian Automotive Industrics

Mr. Achmad Safiun Exccutive Vice President. Indencsian Automotive Parts &

Compornents Industries Association
President, 'ndonesian Foundry Industry Association

Mr. Mohamad Sjaffary Executive  Sccrctary, Indonesian  Automotive  Parts &
Components Industrics Association
Mr. H. Kartowisastro Chairman, National Shipbuilding Industrics Association

1030  Meeting with representatives of chemical industry associations at the Department of
Industry

Attended by:

Name Designation

Mr. Kahar Harvopuspito Exccutive Dircctor, Indonesian Pulp & Paper Association

Mr. M. Z. Mughni Chairman, Association of lodized Salt Producers

Mr. Marsum Atmoscputro Representative, Alcohol & Spirits Association

Mr. Tarmidzi Rangkuti Vice Chairman, Federation of Indonesian Vegetable Oils and
Fats Associations

Mr. R. Martohutomo Exccutive Secretary, Federation of Indonesian Vegetable Qils
and Fats Associations

Mr. Mohammad Taha Representative, Oleochemical Association

1330  Meeting with representatives of food processing industry associations at the Department
of Industry

Attended by:

Name Designation
Ms. Indrawati Sceretary General, Indonesian Food and Beverage Association
Mr. Thomas Dharmawan Co-ordinator of Food-bascd Agroindustry, Indonesian Chamber

of Commerce and Industry
Dircctor  for  Information, Promotion, and Marketing,
Indonesian Food and Beverage Association

M. Micke Arie Representative, Indonesian Cocoa Association

1530  Meeting with representatives of multifarious industries’ associations at the Department
of Industry

Attended by:

Name Designation

Mr. Ahmad Tarmizi Editor APL-News, Indonesia Textile Association (API)

Mr. P AL Pattinama Exceutive Dircetor, Indonesian Footwear Association

Mr. Sujatmiko Exceutive, Indonesian Wood Preservation Association

Mr. Chandry Wardhana PT Kaltimex Wanahcrang (representing leather industry)

Me. Abdul Muchni Dircctor, PT Asiana IMT Industrics (representing toy industry)
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FRIDAY, SEPTEMBER 9, 1994

08.30 Meeting with Mr. Murasa Sarkariputra, Head, Bureau of Planning and Foreign
Cooperation, Office of the Minister of State for the Role of Women

SATURDAY, SEPTEMBER 10, 1994

09.00 Meeting with directors at the Department of Cooperatives and Small Enterprise
Development

Attended by:

Name Designation

Mr. J. M. Sihombing Exccutive Scerctary, Directorate-General of Small Enterprise
Development

Ms. Siti Socprapti Director for Industry, Directorate-General of $Smail Enterprisc
Development

Mr. Dumpang Lumban Gaol Head, Forcign Cooperation Division, Bureau of Plarning

Mr. Ibrahim Sanust Director. Industrial Cooperatives Development

MONDAY, SEPTEMBER 12, 1994

08.30 Meeting with Mr. Sumpeno Putro, Director, Center for Standardization and
Accreditation, Agency for Agribusiness, Department of Agriculture

1400  Meeting with directors at the Department of Mines and Energy

Attended by:
Name Designation

Mr. Supriyadi Forcign Cooperation Burcau
List of other participants’ names not available

TUESDAY, SEPTEMBER 13, 1994

0830  Meetings with directors at the Department of Health

Persons met:

Name Designation

Mr. Ading Suryana tcad, Dircctorate of Food and Drink Control

Mr. Rahardjo Pharmacist, Dircctorate-General of Food and Drinks
Ms. Andajaningsih Director for Drug Control

Mr. H. A. Nawawi R. Director of Narcotics and Hazardous Substances Control
Mr. Djoko Hargono Head, Dircctorate of Traditional Drugs Control
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1130 Meeting with directors at the Office of the Minister of State for the Environment

Attended by:

Name Designation

Mr. R. T. M. Sutamihardja Dcputy to Assistant Minister. Office of the Minister of State for
the Environment

Mr. Sudarivono Deputy to Assistant Minister, Office of the Minister of State for
the Environment

Mr. Bambang Sctyabudi StalT of the Assistant Minister for Policy Formulaion, Office of

the Minister of State for the Environment

WEDNESDAY, SEPTEMBER 14, 1994

900 Meeting with Mr. Iman Sucipto Umar, Secretary General, Indonesian Chamber of
Commerce and Industry (KADIN)

1500 Meeting with directors at the Agency for the Assessment and Application of Technology
(BPPT)

Attended by:

Name Designation

Mr. Harijono Djojodihardjo Deputy Chairman, Technology Development Division,

Mr. Landjono Josowidagdo Dircctor for Manufacturing and Certification Technology

Mr. Prasctyo Sunaryo Dircctor for Human Scitlement and Environmental Technology
Mr. Suyanto Pawircharsono Dircctor for Industrial Processing Technology

THURSDAY, SEPTEMBER 15§, 1994

16.00 Meeting with Mr. P. L. Coutrier, Deputy, Development Division, and Ms. Liana
Bratasida, Director for Technical Guidance, Agency for Environmental Impact
Assessment (BAPEDAL)

FRIDAY, SEPTEMBER 16, 1994

1400  Meeting with directors at the National Investment Coordinating Board (BKPM)

Attended by:

Name Designation

Mr. Sofyan Hcad, Burcau of Foreign Investment Cooperation

Mr. Firdaus Abdullah Burcau of Overseas Investment Promotion and Cooperation
Mr. Sochari Bocedihidayat Head, Data Processing Centre

Mr. . D). Socdiono Basuki Head, Burcau of Investment Promotion

Mr. Hasbullabh Tasman Burcay Head

Mr. Sutowo Tirto Head, Burcau of Invesiment Implementation
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MONDAY, SEPTEMBER 19, 1994

1330 Meeting with UNIDO Country Director to prioritize project proposals

TUESDAY, SEPTEMBER 20, 1994

14.00  Meeting with Mr. T. C. Patterson, Chiel, Indonesia Resident Office, Asian Development
Bank

WEDNESDAY, SEPTEMBER 21, 1994

0830 Meetings with Mr. Dennis de Tray, Director, and Mr. Oscar de Bruyn Kops, Sector
Representative (Industry, Finance, Telecommunications, GGas), The World Bank Resident
StafT in Indonesia

10.00 Meeting with Mr. Robert A. Boydell, Regional Manager, UNDP/World Bank Water &
Sanitation Programme

1400 Meeting with Mr. Dipo Alam, Head, Bureau for Industry and Mining. National
Development Planning Board, BAPPENAS

THURSDAY, SEPTEMBER 22, 1994

0930 Meeting with directors at the Department of Industry

Attended by:

Name Designation

Mr. A. Fuad Rivai Sceretary-Genceral

Mr. Socnaryo Danusaputro Hcad, Burcau of Planning

Ms. Ratna Djuwita Hcad, International Cooperation Division, Bureau of Planning

List of other participants’ names nct available

13.00 Meeting with officials of US Agency for Internationational Development

Attended by:

Name Designation

Mr. Charles F. Weden Dircctor

Mr. William M. Frej Dircctor, Privac: Enterprise Development Office and Rural
Housing and Urban Development Office for East Asia.

Mrs. A. M. A Nakatsuma Mission Environmental Officer

Mr. S. Samucl Tumiwa Project Development Specialist

FRIDAY, SEPTEMBER 23, 1994

10.00  Meeting with Mr. J. Kamp, Resident Representative, and Mr. F. Loebusch, Deputy
Resident Representative, United Nations Development Programme
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