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ffiFT'ACF 

The Internation;:il Centre for Industrial ~tud1es, Rep1onal 

and Country Studies Section, has undertaker. the prtparat1or: of a 

series of Co1mtry Industrial Developnent Prof1 les. ':hese rrof1 !es 

are desk studies, prov1d1n~ stat1st1cal and ec0r.o~ic analyses of 

the industry sector, its prowth, present status anc future prospect~. 

It is hoped that the profiles will provide ar.alyses of use to 

progr<1JD1111nf: technical assistance, inaustrir:i·: reder-:r-.vmer:t ana 

investment co-operation activities. 

~his profile on Indonesia is ent1rPl~ based en documents, 

reports anr. studies ava11arle at !JNT!'<' f.:a·:!au;ir~ers. ~r; f1el::i 

survey has t:een undert:iken a:id some o! the ~::;.-:.a c!". ~n:ius·r~· ;:ir"· r.,-,· 

up to date. The prorlle has been prepare:! :!u:::-:r,£" -:.he e;irl.v par· r::'. 

:97E, anr1 upd.ateci, to the exten: posf:1bir·, ·· "-,--; .. ;_·;· 

.... ; .. > .. ,.. ,... - -
l . 
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GElERAL ECONOMIC BACKGROUND 

Population, labour fu~ce and income distribution 

The Republic of Indonesia is the world's larges~ archipelago 

consisting of seven main island groups and more than 13,000 smaller 

islands ( 1000 inhabited) extending 1ner 3400 miles from the North­

western Sumatra to the centre of Nev Guinea. Indonesia comprises a 

land area of 779,000 sq. miles (2,020,000 km2) making it the largest 

country in Asia af't.er the Peoples Republic of China and India. 

Indonesia is fifth among the countries of the world i11. population 

exceeded only by the PeoplmRepublic of China, Tndia, the USSR and the 

United States. It is the seconc largest country among developing 

countries in terms of population. Totalling some 137 million in 1978, 

its populatic.n has been growing at an annual rate of 2. 3 per cent dlil'ing 

the period 1974-1979. Projections indicate that the annual r•~te of 

population growth is expected to fall to 2 .O per cent during tte period 

1979-1983. Total population is therefore expected to reach 151 million 

by the end of 1983 (Table 1.1). 

lndonesi~ is basically rural with some four-fifths of its population 

living in agricultural areas. Some two-thirds of the population live on 

the ialar,ds of Java and Mc.J.ura, which together account for only 7 per cent 

of the total land area. Population densities in Java and Madura are much 

higher than those of the Outer Islands. The "Inner-Indonesiart•core, which 

in addition to Java and Madura also includes Bali and Lombok, has rich soil 

endollment and has inherited a social and economic infrastructure, yet is 

overpopulated with lover per capita incomes than the resource-rich and 

th1nly po~ulated periphery of tbe major islc.nds outside Java. The Govern­

Dant has been encouraging people to resettl~ or transmigrate from Java to 

the Outer Islands. Population growth of these islands is projec,ed 'l~. 

2.3 per cent annually for the pcricd 1978-1983, uhile that of Java is 

expected to grow at a rate of 1 • 8 per cent annual l.Y dur ,ng tt.e same period. 

In spite of the growth of several la~ge cities, Indonesia has not 

undergone the r~;.d.ii urbaniz3.tion which ha.& charecterized m...ny other South­

east Aaian cou'ltries. 'fhe present urban pc.pula'tion is relativaly emall, 

around 18 per cent 01 the total population, and it ie not e~pected to i~­

creaae appreuia.bl~ in the near futcre. Urban population growth has been 
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ma.inly attribit·:.! tc natural incr:::asc rathn.r th;m migration from 

rural areas, except in th~ cas~ cf Jakarta, which in 1971 ha~ a 

t':tal population cf 5.8 million inhabitants. 

Table 1.1 Total Area Population an::. Population Dr·nsity i978 and 1983 

Population Population d~nsity 
Ar~a (million) (persons per sq km) 

( 000 eq km) 1978 1983 1978 1983 

Java 135 87 95 644 704 

Outside Java 1 ,892 50 56 ?6 30 

Indonesia 2,027 137 151 68 75 

Source: Repelita III: The Third Five Year ~evclopm~nt Plan 

!'he total working age population ( 10~5 years) was estimated at 

about 90 million in 1975 and the labour force at 48 million growing at 2.6 

per Gent per year. The labour force participation ratio is thus esti­

mated at 53.3 per cent. The majority of the population is iependcnt 

upon agriculture, but there has been a major shift in sect(ral and 

regional composition of employment in recent y0ars. A d~clinc in the 

share of agricultur~ in tctal labuur fcrcc frcm 68.9 per cent in 1964 

to 55.8 p<~r cent in 1978 was obse::vc'l (Tabl0 1.?). Simultaneously 

there hP'" been an increase in the share cf ma.'lufacturing in t(.•tal labour 

force fr0m 5.8 per cent tc 9.2 per cent. ~ployment has also shifted 

markedly in favour of the servic·~ sector which now accounts for arolllld 

3? per cent of the lahour force. Significant rcgional differenti~ls in 

the pattern of growth of the labour force have also been observeri.While 

agriculture has remained predominant in the Outer Islands, the mar:.ufacturing 

an,! service sectors have beer. predominant growth s~ctcrs in Java. As in 

many other developing countries, urban unemployment and rural unrleremploy­

mrmt remains a more or less intra.ctabl e pro bl em. Proj ~ctions indicate tha1 

durinc the period 1978-1983 around 6.4 million people ~ill enter the 

labour force. Additionally, arounrl 15 =1er cent will l"avc the agrarian 

s0ctor. '11h~ prP.ssure for cm;>loyment opportunities will therefore inc1~ase 

further an'l will, no rloubt, be most critical lr• urban areas • .!/ 

.!/Insti ' .. ut fucr fli rt~chaftsfor schung: Die Induetrialiaiermg 
der Fhtwicklungslaendcr 11.ncl ihrc Rueckwirkung auf (lie deutschc Jfirt-
scyft - Laendl'!rstu<iit), Indonesien. Mllenchen, Mar.!"z 1974, p. 9?.(Drr..1't). 

• 

.. 
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Tabl·: 1.::' 'stimatcd Distributicn cf Lab(ur F\;rc•: ( 'cXCl • G~v~rnmcnt) 
{ p·-rccn tac~ J 

Sr-ct,,r 1964 1969 1971 1978~ 

Agril-i.11 turc' 68.9 68.8 63.2 55.R 

Mining O.? 0.5 o.? O.? 

Manufacturing 5.8 5.9 1.5 9.? 
Bun iing and public 
11;n i ti "s 1.? 1.6 :>.o ?.8 

Tra !-~, trurism, 
transport, 
c0Dr11.1nicaticn, 
financ'"', insuranc~ ?3.9 ?3." 27 .1 3;i .o 
Total 100.0 100.0 100.0 100.0 

Sourc~s: National Sample Survey 1964-65; Preliminary Report. National 
Sample Survey 1969; Preliminary Report, Population C~nsus, 
1971 ; Rr:peli ta 

Lik'~ thP. rest cf the developing wcrld ,Indonesia is facP.•A with an 

unP.V'!TI inoomo. distri rution rcn ccting high dispari tics between rP.gional 

incom0s, population and resoarce distrib.ition. High disparities exist 

bctwr:cn the economic structure of Java and the Outer Islands. Based 

upon a number of studiea1f it has been estimated that in 1973/75 the lowest 

40 per cent ~ncome group of the Indonesian population receiv~d sli~htly 

more than 15 per cent of total national income, the middle 40 per cent 

income grcups 3? per cent of total income and the top 20 per cent income 

group 53 per cent of total income. This cl ~oifies Indonesia among the 

group of developing countries vi th "moderate inequality". There are indi­

cations, however, that these income incquali ties have widened in recent 

years and that they will continue to do so in the f'uture in the absence 

1/ ~trol.;::gic Variables in Indonesia's Long-term growth by S.DjojohadilwBU.llO, 
Economics and Finance in Indonesia, Vol. XXV; No. 1, Jlarch 1977, p. 29. 

-
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incom·: inequali ti·~s •::xi st wi tr.~n th-~ uri.i:i.~ ~r-·a~ an:! within th · 

rur3.l ar«~as, wt:il·~ incom·· in·:quali ty 1vtw -n url.ian ::!.rd rural ar as 

account for only a sm:1ll proportion of i:-. ·:udi t': ir~ th· cou:ltry ;J.£ 

~I . . t · )/. t•·_' t 
a whcl··.:....J Th·:· pictur•_: 0m·:rr~ir.g f!"...:m a ::-i··r r·.·c· nt r: u.:y- l~ 1:'1 

large rr:gional ·'..iffcr·~nc-•s in stall'.ar :!:' : livir:~ xist wi t 11 sh~rp 

( . . 1 1 ' Jiffr:r•'nC'S b"tW·"'0n J:i.va an·: Out·r Isl'lr ,, ,"~P '.'1-.1 y rur•~ ar··:-.s;, 

b(!tw·::en urb..:i.n an· rural ar 'as, within th •1rb·m ::i.r·:as cf J;J.k;:i.rt<:. an ' 

betw·:cn Jakart:i an! other ci ti•,s. ?.'1' r: -: ral impr··ssion is that rur!l 

iistributions ha.v .. b0com~ mor·: ·'q'..1;-il whl th :.irba.'1 cr.anr,·s :ir·· mer· 

un·:::qual. Cn th" whul·::, in-:c;uali t;; inr.r "-~; ' ir: urror: ar ·as; 'r·r.lin· ' 

. : ~lir:. . i:1 C':it -r Isla:-. ~ • 

Main sectors of the economy 

The rat·· ::.f gr: wth of C:~iP mor" t::~: · uh1 .- : '.rr::n '.. ') p·· r c• :: t ~'-:1:-1u~l ly 

in th': 1960e t. 7 .9 p r cr:nt <:..'1n:.n11.;: fr tr 1 )':"""s ( 1')71-l)T{; . 

. ::.;,:-:cr.iat·: ! wit~. -'i 

rapiJ incr!~::i.s. in gross ·!om•.:stir in•; stm r.t,, in ~-'J .. rr.m·-nt c.- nr:urr.pti:::. 

and in import::;, p:;.rtic11l<J.rl:l ;__f capit;i.l r· i :s. In ~;pit' cf th :::;.~ r,-·n· r~11;: 

favcurabl(: tr:r.'s in th.- In!on·:::oi<~ ·car::;,;', :;:!F p-r CJ.pita (in 19r, 

prices) has r':r.'lr~in•:.: low; aroun: t.:.rr in 1J77 c,,mpar·ed with :.< st.agn;mt 

lr~v,'l of aroun'! SlolJ-175 through0ut th~ 1J:)U's, wLen practicall.Y n<­

improvt;mr;nt in G]P p-:r c::i..pi ta wa:; a·'.hi ·: . • In r;.1n tra:::t, G'1P p -r c<i.pi t;:: 

incrr:as~J by 5.3 p-:r c.,nt annual1;1 fr.·.rn 1_-u1 t. 1')77. This ::;till 1 ;i,·; -

In ton·:Sia among th low· st incom r,,;untri ,. in :~·iutheast Asia, ar d as 

thr: 10w-:st amonr, th·~ AS Lti countri :-;. 

J} s. Gupta: Incom•: )istribution, flnploymr·nt ar. · Growth. A Co.s · ;,~u~ 
Inrlon'!Elia. Worll Bank Staff \-!rrkinr; f':-i.p·!' ~r,. ?1~·, Auguct ·j, 1'.:r:•;, p.-(1. 

ILO: Rural anr: Urban income ir .. ·gu;-i.li ti ·:1 in In !or .. :Gia, M·:xico, I'2.ki:-;ta.n I 

Tanzania an•! Tunis, G-:n ·vn. 1~rf{,,pp. ri?, i3. ---------

l} R.M.Sun'lrum: Incom': '.l'i.ctribution 19'(0-1')77, Hullctin of In·lon•·ni:m Stu Ii·;., 
Vol. X'I, No. 1, March 1979. 
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rr?h}e 1.3. The p:itterr; of p-row•h c,f err (at 197') com:tant prices) 
by eccir.omic activity and type of expenditure 19t0-1977, 

selected ind:c~tors 

19t0-
1970 

1971-
1977 

Average annual rates of ~owth 
( percen tr..ge) 

1970- 1971- 1972- 1973- }07Ll-
1971 1972 1973 1974 19 .. 5 

1975-
197f 

1976-
197': 

GPF ~.5Ll 

GI'P per capita l .Q"l, 

A,f!Ticulture 2.?l 

7.94 

5.32 

1.74 

9.112 11.31 

t.l3 8.29 

1.55 9. 32 

7 .t 3 

5.26 

3.73 

4.98 

2.21 

0.01 

r.es 1 .53 

4.Ll4 5.11 

4. 71 3. 39 

~inin~ and quarrin~ 
+ electr. k ~s f .?ll 

Manufacturing 4. 5 l 

r.ross fixed capital 
format ion 9. 75 

Gov. final 

12.15 

13.37 

f:ons. expend. -0.14 12. 31 

7 ..... 
• I 

21. 74 

20.03 21.20 

15.10 15.25 

19.04 17 .05 

6.73 
lt .15 

19 .21 

o. 74 

12. 31 

14 .rn 

8.22 27.(5-~:,.47 30.14 

13.4t:. 12.10 

9 .68 11.83 

6.00 4.90 

7. 32 16.03 

Private final 
Cons. expend. 3.4: 7.81 3.lt. t.95 12.03 13.84 Ll.!~ t.21 4.06 

f'xports of goods 
and services 4.72 10.00 12.19 2t .11 20.55 3.t3 -9.7~ 12.50 10.75 

Tmports of ~ods 
and services 5.58 17 .94 9.53 2( .Eo Ll2.18 26.86 1.ee 6.10 0.89 

f;ource: UNTOO, based on computer print-outs supplied by the UN :tatistical 
Office, New York. 

Until recently, agricultural connodities were the mainstay of pro­

duction Bl!d exporters. As in other developing countries, however, the 

agricultural sector has lagged behind the more dynamic sactors of the 

econo., albeit some improvement has been observed in. recent years. 

Following severe draught and pest, agricultural output of some of the 

major coimodi tie& like rice has not kept pace vi th populatior. growth. 

As a result there has been no improvement in food production per cai:ita 

,ver the last decade. Some improvement in the rice harvest, however, 

was observed b 1978. But l)rojections indicate tliat a rice deficit 

of 1.5 - 2.5million toJ'Cles is expected to prevail at leaot tarough 1990 . .!/ 
Indonesia is thus still the world's largest regular l:Qyer of rice (around 

one fourth of world rice P,XpOrts) and import of rice constitute 11 per 

cent of total imports. n.tring the 1970s the agricultural sector expanded 

by 3.7 ~er cent annually (1971-1977) with setback in production from 

1971-1972 and from 1974-1975. In regard to the mining sector, hi~her 

1f Source: Aeia Research Bulletin, 30 June, 1979 

-
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output and ~rices of petroleum anct p,as contributed to increasinr the 

sector's ahare of GDP signifl..;antly from 17 .8 per cent in 1971 to 22 .4 

per c~nt in 19??; implyin~ an annual rate of ,.rowth of 12.2 per cent. 

'fhe structur~l trar.sfonJation associated with a m~derately expandin~ 

agricultural 3ector has resulted in a gradual decline in the share of 

agric~lture ~n GDP from 37.8 per cent in 1971 to 29.8 per cent in 1977 

(table 1.4). Thus, more than ~mlf of the total labour force (in 1978 

55.8 per cent) in Ind1>nefia depending upon agricultu::::-e .,roduced less 

than one-third cf gross domestic product (in 1977 29.8 per cent). 

Table ~. Gross Dom0.stic Pro·!uct S"ctc.rs 
19"f5 constant 

Shar·s in GDP C<:n t ri but.ion tf 
197~ 1977 abs'.lUt! incr~as~ 

1971 - 1977 

Agriculture 37.8 ?9.8 16.1 

Min in~ 17JJ~ ?2.4~/ 10.2~ 
Manufacturing 7 .1 9.5 13.6 
Construction 3.0 4.5 7. 1 

Whol~salc an:l Retail 'I'ra:I: 29.5Et
1 

30.?E/ 31.4~ 
Tr2.nsport anr! Communication 1 0 _.. ,, 4.6 5.7 
Gross 9omestic Pro:iuct 100.0 100.0 100.0 

Sou:-ce: UNF)J bas·;·! en comput:'r print-outs SP.ppli0.'1 by thn UN Stati:::tical 
Offit.::c. 

2} Includes also electricity, gas an·i wat ·~r 

~ Includes othcrr. 

Indonesia is still at the thrcsh(,U of in·!ustrialization. 'rll" 

manufacturing sector is r·~lativ·~ly small, i tz sharr' bring lower than 

that of other rlevr!loping coun~ri•:s at similar star,es cf dcvr;}C})ment 

and of other ASVAN countries. Ovr~1· thr· last five: years, how•!V1~r, thr: 

11'.anufacturing sector succi:0.c!cd in improving its ccntri bu ti on t;, th'! 

national econon.y from 7 .1 per cent r;f GDP in 1971 tc 9.5 per c1~nt in 

1977, implying an average annual rat0 ~f growth of 13.~ per cent (1971-
1977). Thie compares with an average annual growth of the manufacturing 

sec,or of 4.5 per cent during the 1960.. The ratf, of induet:.dal growth 

was adverac>ly affected in 1974-76 by wcrl<lwidc recession, higner pro­

duction costs, sluggish domestic demand and foreign excrangc constraints 

followinc the Pertamina crisis. ThP rate of growth of manufacturing,how­

ever,remainerl high during this period and, more recently, the industrial 

, 
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sector bas shown signs jf recovery. 

The s_ ...,nificant ccntri but ion which th,_: manufacturing S·:'ctr. r 

has made to overall c~concmi c r;r wth in In,lon''Bia ma.Y b:' vi suali z· l 

by the fact that from 1971-77, 13.6 per c~nt cf th<; incr'as·::: in G':P 

originated in thr manufacturing s- tcr, which is only slightly l"sr: 

than the contribution ma:!·~ by th(' agricultural s•:ct.or (16.1 per c-:nt). 

In comparison, the correspon!ing contrirution of the mining sect r wae 

3C.2 p:!r cent while that of tra•!0 was 31.4 per cent. 

The leading grl'.'wth sr:ct0r:::; of the Indcn•$ian ·-·conomy now ':nccmpass, 

in addition to ~he ma.nu fact urine s·-:ctor, thr non-tra li tional activities 

eonnected with the extraction in.lustrics in th-- fi-:1 l :Jf pc~trol"um, har' 

minerals and timb·:::r. It is ;·nvisagcrl that trir.s·-. sr-ct< rs will cor.tinue 

to spearhead economic ·lcvdopm·~nt in Indon·~Eia at l ·ast for the nr·xt 

decade or two. These highly ca pi tal-intr:nsi v·-: s ·,etc rs, b 0 ing lar,:'.''~ly 

dependent upon fordgn t"chnology and capital, ar":.: not ·"xpcct·. l t con­

trirute significantly tc th 0 crr:ation of nf!W c'mploymf!nt ,pportuni tics 

until euc'1. a stage wh·:r0 back-war! and fcrwari linka,.e' of in·lustrial acti­

vities will have gencratr-·i s··con lary cff·:cts ·. f suffici nt momi:-ntum. 

The Indonesian economy and the ~lobal economy 

The Indonesian f:ccmol'll;'r ·~xhi bi ts a riual profil 2, or. ... as a ma,1or oil 

exporter sharing thr: weal th of that group of countri :s, anoth ··r at> an 

extremely poor, al bn,i t r ·sourcu-rich, country with a ) arg'.; agricultural 

population aml great :1:
1 ·.;lcpm"'.nt nr:r~.is and opportuni ti··~~. Unlik': many 

other dev(:loping cour. tri ::c 1 In~!oncsia has b•-:nnfi ttr:cl from the recr.nt 

fourfold increasn in (,i] rrir,·•!'; in 19'!3-74 w!-:ic!'! hn.:: 

develoJirw:ent prospects a tr:;m--:nclous boost. Thr: increase. in oil prices 

presented the Gov;rnmcnt with major new opportuni tir:s tb.r(:ugh expansion 

of its foreign exchang·:: carr.ings. The incrr:afwd oil pri.r;.;o ·:nhanr, 1 "1 

Indone1ia 1 e capa~ity to import an·l also str.mr,th·mf!·I the• rol~ of tl-i, 

public sector in invr~stmcnt prog-rammes. ShrJrt-tr:rm pr0 bl ems ri.ro:'. ·, how­

P.Ver, particularly in rc~gar. 1 L r•!straining de mr:6tic sp ~n·li.1g by g'.vern­

mcnt departments anti public nt"rpri ses. Tightr:r ce;,l trill of g.,v ·mment 

spending has recently been intrvluci:d. Thr· oil scctc.r now account& t• 
arc'lllMl a fifth of ONP, contributes over half of the government revenu .. and 
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rvse from i1 billion in 1J7...:, 1-J( .3 tu S7 billivn in 1)77/1978, 

ar,: the cumulative effect over the five years represente an average 

addition uf about 10 per cent a year to lndonesia's gross 
1 I 

:om·_·stir. pro,!uct.-1 Th· cil E ~ ... r, h. w .v·r, 1 ·av·-s littl, impact 

upon tl: v~:;t m;1jr:ri t:· ' f t~ ;;·.pul::i.ticn \·11':· '· p .n 1 for th·,; r 

liv··lih>~O '. upor. ti: l::.ro• r but rm1~!°'. 1--s!:; J::r-- iuctiv·: r.o!l-oil 

:c•:nmn,y, w!1 T inr. r.1 s ar l•J'.·! 1 U:1 v :r:l;r 'i~tri :ut. ! a..ri·: job 

nportnni ti':G scar~··. 

S v ~r"-.l s tb:-:c:l:s occtt!T ·: ir. Ir: kn ·si-J.'~-; ·:ccncm;r ir, tr.s non-

oil sector ir. t>.' mi: 1}:>.,. 

·::xports in 1'.)73 ::..ri: 1')'{!;, t:: ~U1JG·.:qu· nt t·l~-!"'l: :conomi c r ~c "SS ion 

n(.. t fail t. 1 ·3.v its m::i.rk fo :· f~ rm of lmcr export r ··r."ipts ir-. 

. •I 
tl" 

1 S'74/75, t·:r:ich l ··. tc a weak· ni!l,".' ( f th•· b::i.l;;.r.c· of pa;rmr·nts. S·'"J' rr 

s tbacks also oc~urr :·~ in tr: :'-['ricul tural :; ctcr frcm 1974-7) whsh, 

comoinr:: with su2:~t~tial i:nrnrt::: 'f ric·" <>:1 ! low worl: mark ·t prir.--;s 

fer rubber c:?r,·~ otL ·r ··xport 8r· ps, rc.sul t : ' in a ~ :cl inc in real in-

com :s an i in ~om :stic conmimpti:..n. 'fl:rsr prcbl•;ms w0r' furth'.'r com­

poun'..1-::d by the crisis surr::nm iing Pr'rtamin;:i., thr: state-own"~ oil company, 

which '.!nr:cunt·'r .. : t S':vcr. li fficul ti"!S in m•:c•tinr; its hUGP short-t rm 

:lr;bts. Th" Gov ~rnmr:nt commi tt -,l i tsr:l f in m·~··ting P•'!rtamina' s cnligaticns 

M·l ·i;hus b-·cam: :ir·~ctly inv:lv".! in a strugr,l" tt· ov~rcom: S'.'VT' balanc·~ 

of payments -:Ii fficul ti·:s. Th·· pr•:ssur·: upon the balance of paym· nts was 

intensifi ·~'1 by a ccntinuing sharp risr: in imports. The: rr.mil tant balanc·::! 

of paym1Cnts rfofici t was financ~:·l primarily by official capital transfer 

in the form of pro.j0ct ai'l. By mid-19'/6 th-: most prr:ssing aspects of th0 

·~xtr~rnal c.,..~ <iis hail b,:r:n rcsolv-:r! and th-: balancr! of payments, str11ngthenc'l 

by increas ;cl. worlrl rlr:mancl for Indon·•sian prorlucts, wn.nt intc surplus. 

In 1978 arvl 1979 thr. growth of oil exports 'l•:clinr.1. Howr>Vcr, dur: to thP. 

rlevaluation of the Rupiah in Ncvr.mber 197~ a marked improv<?mr.nt in the per­

formance of non-oil exports occurr0d in 1979, almost offsetting a rleclinc 

in net c;il earnings. Th'~ balanco; of payments £.i tuation therefore improved 

slightly ir. 1979 in comparison with 1978. By surmounting the difficulties 

which the Indonesian r.conomy fac".)rl in thn mid-1970s. a base ha• been laid for 

.!/ Sourcr1: H.W.Arnrlt: Su!":c,v of Recent Dr.vr.lopmr.nts, Bulletin of IndoJ&eBian 
economic studi"s. V<Jl .XIV, No.1, MarGh 1978, P• 15. 
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r.:sumption of plannr:·! grc·wth ~ l th" In 1on·'si;-.!I! authcri tins are 

mor'" confL.~rt ani in a b~tt-:;r p~si tion tc ·:dr··:ct full focus of 

gcvernmP.nt polich:s tcwar :s achi -~·,ring th··i r ·t·:v<lopm".nt cbjnctiv··s. 

In spi tc! cf ;conomic r"cov ry in r ·cr-r.t y·~ar~; th" problr:ms 

facing In:lonesia ar·~ consi ~']rab1'. Pr:r ca.pi ta in(".0m··s are the lowest 

c.f the fiv•: ASF'AN m-:•mb !r C(;untri· s; its in lust rial s ·ctcr is thf' 

least devdopr:·i an: un·~mploym·~nt an·: un·I-rr:mploym nt is high. 

ThP scope for incr~':ising p 'r cLtpi ta incom: an·.: ·mplo.vm•;r, ~ through 

agricultural d-:?vr:lvpm'nt alon·~ is limit;! :u· t,_ U1" hit:;h lar.l/man 

ratio. While oil, min~ral an.' fcr··stry ''Xploitnti'ln ~ontribute sig' 

nificaz1tly to GDP, p !r capita inc· m· , gcv·Jrnmf?nt r- 'V··nur:, an:l bala11c~ 

of payments, yet th(· •!mploymrnt r:ffr:ct is small ar.: th 0 majority cf 

the population is unaff·:!Ct-~:I. It is th·r,,for'! ir:· vit;ihl<' that if 

Inr!onesia is to tac kl· succc:ssfull~r th·· pr:.bl·:m of prot• i ling a·!~quat: 

employment opportuni tj ··s an! improvine tr. 0 stan <ar·' cf livinP,, gr'~at"r 

•;mphasis will hav•! t: b'· plac-·< upor. in ·ustri?.liz:'ltior:. In turn, 

intlustry itself is fac'": with th<o task '· f •lir ·cti?'lg its patt~:m cf 

b'I'owth towar·ls th·; l::>.rgr .. part ' f th· Ir. :cn·'ZLm population which looks 

towards in·lustry for •::mploym·~nt cpportuni ti ·:s an: f, r manufac:tur'!'! 

f,'CO'ls tc satisfy th··:ir -:ssr.ntial nr.c :s. In a recent :malysis of the 

lndoneeian economy, the World Banlc 2/ has emphasized that industry is 

the only productive sector capable c,f sustained hi(.h rates of growth 

for longer periods without being constrained by fin3.llcial or natural 

resources. Witil. prospects for slower growth of mineral (including 

oil) and tjmber sectors in the future, industrialization becomes more 

impo1tant with a view to stimulating employment and exports. Further 

elimination of poverty and sustainable rapid development ;:u-e becoming 

inc~easingly dependent upon the pace and quality of industrialization. 

1 I d De _, World Bank: Tndonesiri., GrrJw:_:_:_: :~: t.~r·nr., ;)(Jcial Progress an velopnent 
Prospects, 20 Fcbruar,y lf{}, p. hJ\. 
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Chapter II 

STRUr.WRE OF THE MANUFAr.TUt?TNG SECTOR 

Role of the 11anufacturi.1g sector in the econ5 

'Ihe manufacturing sector in Indonesia is still. small by com;>arative 

international standards. 'Ihe share of manufacturing value added in relation to 

GDP was 9.5 per cent in 1977 compared with 6.n per cent in 1960 (Table 2.1). 

Indonesia thus belongs to the group or developing countrie• classified as "non­

industrial", where the share of manufacturing value aded in GllP ie :!.ess 

than 10 ?er cent. In spite of its smallness, the manufacturing sector has 

greatly stimulated overall economic growth and emerged as a dynamic aactor and 

one of the leading onea of the economy. ~owth of manufacturing value added 

rose almost threefold from 4.5 per cent annually in the 196()1 to 13.4 per 

c~nt ennually from 1971-1977 (Table 2.2), only exceeded by Iran, the Republic 

of KorP.a, Hong Kong and SinRapore in Asia in the latter Deriod. 

Table 2.1 Gross domestic prodcct, manufacturing value added and share of 
MVA in rzDP, 196~1977 

(at constant 1975 prices) 

(million U~I) 

1960 1971 1972 1973 1974 1975 1976 

':roe:: T't":!lhJYtic 

1977 

Prodar.t 14 1 75A.4 20,R90.9 22,135.7 24,221.6 26,961.1 ;><J,019.4 !0,463.R 32,561.7 35,01?.2 

lt\nulaclur1n~ VA!ue 
AddeJ in r,np 884.9 11176.0 11564.A 1.801.1 2,crrr;.7 2,.1111.0 2,707.7 2,969.9 3,3?1.R 

percent~• 

Share of Jl'.VA in GDP 6.00 1. 10 8.31 8.89 9 •. 1'} 

~!' UNIDO, baaed on co111puter print-oute 1 eupplied by the UJ( Statietical Offioe, lleW Tork. 
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Table 2. 2 Aver annual rates of owth of GDP and Manufacturin 

MVA 

GDP 

Value .. .ided JWA) in 19 .... 0-1977, at 1975 constant prices 

1960-
1970 

1971-
1977 

{Percentage) 

~910-
1971 

1971-
1972 

1972-
1973 

1973-
1974 

1974-
1975 

1975-
1976 

1976-· 
1977 

4.51 13.37 13.72 15.10 15.25 16.15 13.31 9.68 11.85 

3.54 7.94 5.96 9.42 11.31 7.63 4.98 6.88 7.53 

Source: UNIT)(), based on computer print-outs, supplied by the UN Statistical 
Office, New York. 

'!he significance of indudtry's contribution to overall economic growth 

can be visualized by the fact tha~ during the period 1971-77 the absolute 

contribut~on of ifiaustry to GDP growth was only slightly less than that 

of agriculture, even though agriculture was almost three tin:es larger in 

terms of GDP. More exactly~ industry's contribution \o absolute GDP growth 

from 1971-77 amounted to 13.6 per cent compared with a cont~ibution of 

16.1 per cent for agriculture, 31.4 per cent wholesale and retail trade; 

and 30.2 per cent for mining (see Table 1.4). 'lbe per capita manufacturing 

value addei was estimat~d at 113.7 in 1976, which compares with per capita 

net oil receipts on the balance of payments of S23.1 (1975). 

Branches of indust2 

Detailed information on thes structure of the entire in1lustrial 

sector in Indon~sia is scarce. Available statistics contain information 

on large- and medium-scale indue tries ~./ only, while 11 ttle is knovn about 

the structure of thr. important small-scale and cottage industries sector, 

which is estimated to employ more than 4 million perso4s. Unless other­

wise indicated, the analysis in this profile refers to the large- and 

mtdiunt-scale industries. 

tllti 1 1973 the statistical def: ni tion included ee'iabliahments vi th 
1 O or more work' .rs not usin.~ power or vi th 5 or more workers uaine 
power equipment. Prom 1973 onwards, the statistical derini tion vu 
changed to include < eatabli8l-..J11ents with 20 or liOre persons engaged. 
A statistical analysis of the situation before and ldter 197 5 is 
therefore not entirely conrparable. 
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'l\ro br:mches of industry predominate in -ihe aanuf"acturing sector: 

i) the food, beverages, tobacco and ii) the textile industry sector. 

'lhese tvo branches of industry accounted f"or the overwhelming propor-

tion cC all mar.ufacturing activities in Indonesia,e.g. 60.4 per cent of 

~stablisbments, 65.7 ~~' c~nt ot employees and 52.8 per cent of value 

added in 1976 (Table 2.3). :&>th sectors have undergone rapid changes. 

Value added increased at ~remarkably high rate,especially in the textile 

industry, primarily due to labour productivity i11prove.-ents. A significant 

number of new establishments were created in the food, beverages and 

tobacco industries in the early 1970s. Significant growth of industrial 

activity was also observed in the case of wood, pa.per and metal products 

industries. 

In Table 2.4 the manufacturing sect.~ has been classtfied into 

consumer, intermediate and capital goons industries. According to this 

breakdown the consumer goods industries continued to play an increasing 

role in the Indonesian manufacturing sector. In 1976, they accoun~ed for 

76 per cent of all est~blishments, 75 per cent of all emplo.vment and 61 

per cent of total value added. A considerable number of new capital goods 

industries have been established in Indonesia in recer.t years; their 

contribution to employment and income, however, has rema:ned small. In 

terms of value added, the capital goods industries account for 16 per cent 

of total value added,while the intermediate goods industries account 

for 24 per cent (1976). 

The manufacturinl" sector may also be divided accordin?" tc heav:-· 

and li,ntt industry. Tn 196f heavy industries (includinr chemical~. 

fertilizers, basic metals, cement and refin1np-) accounted for l!f per f:en· 

of manufacturinp, value added and lipht industrier, for 52 per cent. ?:, 
1975,heavy industry accounted for 53 per cent and li,vht industr1er fClr 

47 per cent. The reapective ~ovth rates for 1968-75 were 14.6 per cent fer 

heAvy and 11.2 per cent for lirht industry. These fil!'llrea do not reve~'. 

that a •i&nificant •hi!t in the industrial structure haa occured;however, 1f 

present trends in the structure of industrial investment continue, with 

strong emphasis upon heavy industry, it could reBult in an unbHlanced 
. . 1 ll industr1a structure. 'I'he growth of li~ht industries which include 

World Bank; Problems and Prospects for Industrial Developnent in 
Indonesia, May 25, 197e, Vol. I, p""'e iv. 



Table 2.3 !)istribution of manufacturing establiahmenta, einployoea and value added, 
by sector, 1970 a."ld 1975-76 !/ 

(Percentage) 

~Nwllb•r ot e11abl11hm1nt N'\11:1ber ot err.ploy•• 
:~: .. !"roiuct !har QrcW1h Shar 

•97~ 1975 1976 1975- 197tl,c/ 14''5 1976 1976 

}' ~oi, ~ov~rG.«•~ ar.i tobacco 41.0 3 l. 79 32.62 -1.77 51. 7 37,58 n.•5 

)?~ -:'9ci!n 2e. 2 3 ~. 71 27.'7 -16.19 19,1 30.)7 26.62 

)~.2-3'.-?~ '-'u.:u:; appar,~, !1atb1r 
i.·.:l f'.,e\,.,1a.r 1 .s 2.33 2.H -1.49 1,2 1.~9 1 .62 

-- ~·':.: '!. IL'\; !~mi ~\::"I 5.~ '.'. C'2 8. 23 12. 1) 1. 7 5. C9 5. 15 

j.! ?~~o:- a::i r-ri:i~inr J.6 .l. 28 .: • i;2 1. C'6 ?..3 3 •. !5 3. 4n 

., ~,-.... :J,.~I: 7. :i ~."'4 a.· 1 1,3.: 1'. 2 A.2!! B,51 

}~ · ·o-.-.,,cia! l ic !ll~n•rall 5., '·52 7. 54 -2.;6 2,) 4.~9 .: • 25 

)" ;;;.~:.c metal• - (', 15 o.n ~8.46 - c. 39 n.54 

:~ ~·-~ producU 6.3 6. 79 7.59 6.15 3 • ., 8. '5 1 n, 24 

B C'\~•~ in!~11r1e1 1,2 o.67 0.81 15.52 :i.' 0.60 0.51 

} ':'otal. ,,az1utach.ri11r •co.o 1C:l. :::o ~ ~o. "o -4.)1 1110, 0 1oc. 0J 100.00 

:~'.l.'llb•r ot e11abli•h~ont1) -(I/Wiiber ot employH1 )--

( 16,€0

(,) (8,684) (l!,l10) (868,900) (7501 9CICi (807 ,600) 

Source: Baaed on the UN Yearbook of Induatrial Statiatica 1977. 

~/ ~tabliahmenta vith 20 or more peraona engaged. 

~/ Net of non-industrial coata. 

'/al'o.11 .~~.ii..· 
Orowth ~har 

1975- 1 ~7 CU'/ 1975 1076 
1976 

12.~ 59,) .!C'.97 )'.', 'r 

-5.74 1 o.e 1..:.87 15, 07 

3. 15 2. 7 2.n 1. 11 

9,90 1,1 ~.BC' 
, .,., 
..... '' 

6, 1!1 , . ~ J.~7 2. ?'l 

10,45 1?.) '4. ~£ 0 6. !6 

),94 3. 3 5.).1 ~. Q. 

51. 72 - 0.2) ~. ~l 

35, 13 4.7 1). 19 ·~ .. ~~ 
..a.89 (I, 7 0.22 ~. s-~ 

7,55 , oo. c ~;""·",co , ,..~, ."'r. 

---(1!1l!1on rupit.l'.1 :-

(104,51 )((~2.37) (6.:8.66) 

~/ Eatabliahmenta with 10 or more workers not uaing powe~ or with 5 or more workers uaing power equi~ment. 

~ 

..._.,," ... 
t :i .. '-

... , ... ... 
l~ • ' .. ~ ... 

-' ~ .. ~-: 
" . : "' ..... 
. ~ .. : ; 
.~ : . "' . 
.: •:I: • 

? ? •• : ~ 

~!I•\' 

222. ;) 
'\• , .. ......... 

t 



~e 2.4 '!'j_stributlon of manufacturing establishments, employaes and value added by consumer 
intermediate and capital goods industries, 1970 and 1975-76 a 

(Percentage) 

~ .. :~ber of nstab!iJ~.:ne1:·:~ ::u~tar cf e::-.i:-loyeea 'Jal we a,J..:a.1 
!':"::: ..;.~~~ Sha.re- ~o~th Shar Grow tl'. !:har 

" I 
H..,.._ 

i91r}./ 197 5- 197 C~ I ,~7V: 1975 , S176 , ') 1975 197~ 1~7) l'l'//. 4 17~ 1)76 . '.., 
" I Y:·:.n:.i ·;:-:::·..::-:-.er:'..'·.-...: .. ::.:..:.:::~:-: 3c. 2 ?7.~ 7 5.53 -6.23 ... 6.3 77,76 75,39 4. 28 75,5 6'1. 78 6 (', :;r. 

I 

" ... : ..... : y !. ~ : \! ~ · e :i: a.~ -9 g·-· :, J e= .. 1).6 i6. 1 .! , 6 .135 -('. 1,·! 2<'.0 13. "6 13,1'8 8.52 19.8 21 .85 2~.54 

"·-·. . it.· ,..... ., ··l d .. .:l ..... ' ·.ap ....... ~--- 0 ,.n~ u 1r.& 

6.3 7.6? 7,65 3,7 B .. ~8 10.72 35,95 4,7 13,39 15.61 ':'t'\~J· ·::-:' :!-.~?~':>:e3'-= 5 .., .. 
• ! 

x~a: ":' ..... ~.u!":1.~'t·lr-!.r.S' "('('. c ~ ('('. ':'(' , ('0. !"'"' -:. ~, • "C. 0 ~ 0:'. r)O ir.c.oo 7,55 100. 0 , 00. C'C'I ico.co 

~: ~ .. ~-6 1 :''.'"! t~.~ ''ea.?·tcolt: o:' :n .. 1'..l3't.!'ii!l Stntistica ~977. 

~ !"s<:.:-;:-E:~.-.:!'.':.s "it:. 2" c:- iior6 peru.:ins enr.a~ed, 

"'. w' ~=;";,·~1:::>-~..!:--.-:;, ... ::. ~ ~. 1C' o:- 1T,ore 1o:or;.;ers not Ufiir.g powe:- ~quipment or 5 er more worr.ers using power equipment. 
, -. " )l,3:?.~),J~2,2~5 r..·l'l 3;1J. 

..; / • c-• ...... 3 .• l "· ~ ........ a:d 36. 

~ : I:':::·~ ;, 7 e:..'l.:.:. 381-39~. 

~"""'"' ~~. , ~·~~ -
~ •• •9 I; 

?5. ~· '.' 

(~ .! • ;. .. 

58.S:~ N 
0 

.. . ., I ;19. 
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As a result of structura 1 chanp-e and product cilver~1 fica t ion, s lfTll f1cant 

growth in production haF. taken place in recer.t .ve~rs in re~rd to ~ nlli~ber 

of relatively new manufacturinr products, wt":1c-h a few years ap-o Wt.'re non-

0xistent or ne~ligitle. 1h1~ applies to fert1lt7ers (urea a~d amo~1~ 

sulphate), cement, glass, automobile tyres, radio and 'l'V sets (assembly), 

galvanised iron sheets, auto~obile and motorcycle assembly, sewing machines, 

dry batteries, pipes, electric lamps, concrete iron uars and air conditioners. 

Size and regional distrihution 

Ia.ta on size distribution based upon employment and value added 

varies considerably from one source to another. '!be Industrial r,ensus 

1974/75 records a total of 4.9 million persons engage.i in manufacbring 

and a total value added of Rp ~96 billion while the Intercencal 

Population Survey {SUPAS) records a total cf 3.6 million persons engaged 

and Rp 890 billion value added in 1976. 'Ihe data should therefore be 

interpreted with some care especiailj in regard to cottage industries. 

Table 2.5 summarizs3 the major indices of the distribution cf 

manufacturing industries by scale in ~974/75. '!be 1.able shows the 

importance of cottage industries fn:11n the point of view of employment 

with 3,9 million persons engaged (Ro per cent of total manufacturing 

employment) and the predominance of large- and medium-scale industries 

in terms of value added, repreaenting around Ac per cent of total manu­

facturing value added. Small-scale industries account for around 7 per 

cent of both manufacturing employment and value added. 

The small- and medium-scale industries rnay be class1fied as 

"local", "clustered" or "independent" industries in the context of 'heir 

socio-~conomic environment And Government's mencures for their asF1~tance~ 

(i) "local" industries refer to smal1- rind medium-scale indt:f·~ne• which 

are bued on a liai'ied u.rut like a single vill~ co•unity. 

This type of industry which may he claflF i fiea aH ''h0•1seb' id 

industry" comprises the rr.ajority ()f small- and medium-scale 

indul!'ltries in terr,•s of the nwnber of estah lishments. The 

products are sold by the manuf11ct.urere directly to consumers 

without recourse to intermediary distributors. 

-
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'!'able 2. 5 Tli!tribu\ion or .an~racturing indu~tri~s ~Y scale, emolo,r-nent and Yalu. 
added, 1;H4 1J2 ~/ 

Statistik induetri 

Large 11J1d mediwa 

:;mall 

Cotta&e 

'Ibtal 

Supae 

!ll:ll~•r or b , 
eetablis'h.':leftt~ Worker• 

(uni ta} 

8,187 

44,475 
1,234,511 

1,287,473 

661.7 

343.2 
3,899.¢/ 

4,9ot.~/ 

3,560.1 

Value added 
Percent~ at market 

ahare p~icee c/ 
(!!p b) -

13 476.9 

1 44.<' 
80 75.1 

1()() 596.2 

(890.0)!1 

Val118 
Perc,mta,!'8 added "8r 
~hare worker 

80 

1 

H 

100 

(9'> •ooo) 

721 

129 

19 

122 

Reference 
~ar 

1974 
;915 

1974/5 

1976 

Source: Peter McCavley and lill'lree Tait, "w., Data on Diiployment in !l'anufacturin~ i'J7~77: B.illeUa or Indonesian 
Economic 3tudie•, l'arch 1579, balled on: Biro Pusat StatistiY., Sensus Indu3tri 1974/t5-

~/ At the time of the Sensus Industri 1974 /75 nev def!ni tiona of firm •i zea were ~"'1c.ptet'. vhich are being 
used for all industrial statistics issued by BPS. '!be old anc new dffin1tiona are aa follovas 

Old 

Large {L): 100 or -r• e.plo1'8•• 
without paver, or 50 
or more with power. 

Jl!ediwn (~): 10-93 employee• without 
paver, or 5-49 with power 

Small (S): 1-4 employee• with paver, or 
1-9 employee• without power 

r.ott&Jfe (C): eetabliahaente without paid 
workers 

100 or inore employ••• 

20-')9 employees 

5-19 employeH 

establishment• with l••• 
than 5 workers (inclndiq 
unpaid vorkera) 

The Indonesian r.overnment has reportedly further amended the definition or •~·11 induatriea frc>9 1 April 
1979 (Asia Research 1!lletin 31 r.BJ' 1979). Accordingly, induatries with capital amounting to ftp 100 •illion 
(lJ'.,• 160,roo) (and !lp Ao million (US~ 128,000) for houaing intiustry) will be classified u -11. 'ftl• 
number of workers / emnloyeee vi 11 no lon,;er be talcen aa a. cri ter1on. "$mall induetri••" will be further 
eub-divide.i into five cate~ries1 non-exi•tent induatrL"R• inilH:.ln•·•· in an embryo atate, iad•tri•• 
ftngar.:ed only as a aide-line and not u a .. jor .. an• or income, induetriee alread,Y pro•idin« income and 
established industries • 

.!!' Fi~rea according to the 1974/75 industrial cencus are 48,<'21 for 11111all industriea5 5,746 for medi• 
industris• and 1,3o6 ror larf.9 industri••· 

cl The d~ta fer value added have been adjusted to 1974 prices by deflating data for •11&11 filWS l17 20 per 
cent and for cottage firms by 10 per <.ent. 

di Strictly spealcin~, a vorker in the cott&&e aector (defined a• a 'ps~ticipant• in the Sen•u• Induatri data) 
is qualitativelj different to worker• i .. the other aector• because intenaity or vork (aa ..uured in 
annual 11W1olay11 of work per vorkor) in the e<.tt_,,. aector h low. 

!1 SectorAl national inco .. ••timatea, 1974. lfo explanation i• available for the large diacr•p&r1CJ'• 
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(ii) "clustered" inciustries refer to t.h-se small- and medium-scale 

industries tho.t are indiv"dua.lly small in scale but form 

a "cluster" or geotraphical product ion ar.?a of many indivi::1ual 

establishments that produce the same lines of products, which 

are collectively shipped by merct:ar_ ts to larrer markets 

covering wider areas. ~chinery is seldom used and l~tour 

is provided by fam!ly or corr..~unity members. The main products 

produced cor.sist of b?1'1too and w11 lcw craft articles, 

roofing tile~, earther.ware, coconut suf!3.r, batik, textiles, 

tahu and tempe, fishing nets and ~ear, wooden manufartures 

and furniture, metal cas+_inf'S, shoe~,etc. 

(iii) "independent" industries refer to sma ~ 1- an~ r.iej itL11- scali: 

industries that ;:ire relatively larre rn sndt ar.:-; have a 

capacity to develop technolo~ie~ ar.r. sell ~heir ~rodur.ts ~o 

markets coverinf' wi:!er are;is. A::r:"r.r :.hese er.+_erpriseF, a 

distinct ion ccir. t.e ~;;de te~weeri q-_-:!"e th~~ h"lve ;i r.er·~1 r: level 

of established :n;>n:iremer.t syste:n '.:r.?.r::iyerial o~rcir.1:-f'~ t,vpe) 

ard those that h;iv~ no manare:nen: iys•e:n of eny scrt (household 

t-1s iness t,v p~; . 

The a:-'Jl."e distinctior. iF irnportar.t ":· :. ·r.•· p::'1r.t c" v:ew c" "°'.::.vernmer:t 

polic,y measures req1.1re·:! :·er •r.e :lf"v~l:-1.nent r,f !.he three tyreo:: of «.nall-

and medium-sc;::le inrlustrie!" (ree C:har-.er ;·;). 

Industrial location is heavily concer.tr.:iteJ in Java 'l!'H1 ~adur."' with 

72 per cent of all !.<irrr-, me:iitL11- c.r.rl s:n.<il 1-;r.,lr 1r.'1u!':•ri2l e!':ta~ :1shments 

('fable 2.6.) comparej with:'! ;hare of !1"fUL"l'!r.r~ ::;f · ~ rrr .-:~r•'· f!ecent 

data indicate that ~r):nf~ )'1 pt'!" cer.• 0! '.r:re1M. ircve;t:ner.: ;:ind t') ~er cent 

Of do11estic investm£>nt <ire rr!:rentr:iteci lr .. ~;iv-,,•!f['f~Ci::\]'.y lr. :ei.karta rind 

problems of un- and under-e:nr'·i.vmer.1., ;inrl t.f"nr;i1 ref"lOr.; .:ir,.., .·1ctrf!si·ed 

or potentially distrerred. ~·1n~•! ~,,.ricu!tur:•l 1~x:'lr:f'.t0r. tfi Ftvere1:: 

constrained by the }:irk nf r.r·w lawl are;:i 'lr.i :.:1.1ttJ•:0r.r: 1r. -:nict..1~11:-~i. 

productivity improvement!:, ft.P rnlt! r,f r:rJr:-r:('!"l<'.''.1]t,;rtl! iew-'. J,!'l!'r:·, :n 

particular manufacturinp, 1r. . -··t1r.f' r.Pw rm1Jr,;;~,1·r.1 •1:·:-''r':. 

become increasingly 1mport.:int 1n ,1,,._.,1, Mo~t nf" •h•· ·:r,r·.! m'· •:;·mrinr: ;ilso 

originates here, and there 1~: a rel;it :Vfd,'1 W"l; '' 1·:n"'l'.'c·1 1r.'.r:1r-trurture 

including a SO} id ar.rl f:Xtenr: l V". r;i i 1 an:? rr,~,d ?IC !wnrk, fr.:iuntr1al expansion, 

in partiou!Ar of Cl)nsumer pr:.nrlr.,seeme to provine ri f,·;isi"\-le altern<>tive. 
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':he med i t:m- :ind 1,... rre-~c::i. le i r.dus try ~?. •. efT-:Yr;.· is almost e:-: t l rely 

ccr. fined to Java and :1.~dura' ~rr.nur. ting for Pt- re~· cen + ard e 3 per cent I 

respec:tively,of the number of est.ablishme!'l•s. ':·he ~uter Tdands,jependinr 

primarily upor. al!l'iculture ar.d extractive ir.dustries, are well endowed 

wi~h natural resources; however, the infrastructure is weak. The pattern 

of industrial development is heavily raw moteriRl-oriented, with 

practically no forward linkages. RL•w materials originating from the 

Olter Islands are largely being e:r~!"ted in an unprocessed form and 

account for the bulk of all Indonesian exports. '!heir processing seems 

to be a desirable alternative. In the case of timber and rubber, the 

two leading non-oil exports, a stage has been reached to expand industri~l 

capacities and export these in processed form. Other possibilities for 

industrialization of the o.iter Islands are in the field of paper, petro­

chemicals and aluminium goods, but some of these are largely capital­

intenaive in nature and contribute little to employment generation. 

'lbe pattern of location of the medium• and lcuge-scale industry sector 

is urban-vriented and mainly centered around Jakarta, which accounts for 

9 rer cent of all medium- and large-scale manufacturing establishments 

and 7 per cent of manufacturing employment. 1his compares with its share 

of the total population of around 4 per cent. Around one-third of approved 

domestic investments and one-fifth of the approved foreign investment 

in recent years has taken place in the Jakartc region. Nearly 40 pe~ cent 

of the total public development expe~diture in recent years occurred in 

Jakarta. 1he CtJ11tri but ion of Jakarta to national income was double it• 

share of population. As a result, the average per capita income in Jakarta 

is well over twice the level of the neighbouring province of West Java. 

Tndustrbll 1 o~~tion of m~ciium-- anti l arge-acale industries have also c~n1ered 

around other large cities elsewhere in Indonesia, in particular the Javanese 

0i tiH, Surab&J"a, Semarang and Bandung which are important industrial 

centrea. 

Having stated the above in regard to the metlium- and large-scale 

industry sector and taking into account the limited information available 

on the small-scale industry sector in discussing spatial aspects of 

industrialisation, there is little justification, however, tor claiming 

that industrial location in Indonesia has been excessively urban-oriented. 
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Table 2.6. Regional di1tribution or induatriea 1974/75 'oy eisa 

_ Large InduatriH -- MediWD Indu1triH -- Small Indu1triea Totlll Induetrie11 

llU111bar Percentage Percenta;Je Number Percentare Percentage Number Percentage Percentage Number Percentage Perc1:ntaii:e 
or ••ta- :\hare or ahare or of eata- ehare of ahare of of eata- ehare or 1har• of or eeta- ehare or ehAre of 
bli•h- total in- total in- blilh- ~otal in- total in- bliel'>- total in- to~l in- bli1h- total in- tot"l HI-
••nt1 duatry in duatey in ••nt• du1tey in duatey in ••nt• du1tey in duatr;, in ••nt• duatey in du1tr,y in 

"«ion IndonHia "g1on Iauonui:ir. rerion :ndo1111ia reii:ion Indoneua 

Sll.Utra 140 2 11 414 5 7 7/.05 93 16 ~59 100 15 

,Tava l,o89 3 8:; ~24 12 86 33~59 85 70 3~872 100 '(2 

S&li 15 2 l 49 6 ) 712 92 l 776 100 

Nuaa Tengara 8 l l 72 8 l 818 91 2 t99 100 2 

Kali11UOntan 32 2 2 121 8 2 \347 90 3 J,500 100 3 

Sulaveai 17 - l 149 4 3 \658 96 8 'JP24 100 7 

llalu.ku 3 3 - 7 6 - 100 91 - 110 100 

!rian J~a 2 2 - 10 7 - 122 91 - 134 100 

!'otal !ndoneaia 1,306 3 l')() 5;746 10 100 4f\,"21 87 100 51274 100 100 

Source: In1H tut rur Virt1ch&rtarorachunr , Di• Induatri&li1ierung der Dltvicklungel~nder und ihre RUckvirkung auf die Deutaohe Wirt1chaft - Ulnder1tud1e Indoie11er., 
Jllmich, Jlarch 1979, ~ .. 125. !laHCI on: Biro PiU'iit Statl1tik: 19'7i!775 Tnilu1trial Ce111u1 -; Stah!!ical THrDOOK or Indonnia, 1976, p11ge '196. 

ti 
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~ the 1971 Cer.sus of Population, slightly more than three....f'ourt}'s of tile 

labour force was classified as rural and only around one-fourth as urban, 

with slight differencEs among individual regions. Unlike many other 

deve!o~lng countrie~ the le.r~ rural-based labour force in manufacturing, 

in part explained by high population densities, provides a good base 

for an elllployment-oriented and poverty-focussed industrialization str&tegy. 

'lbe extremely limited :nformation available on the informal and small-scale 

industry sector, however, is probably an indicator of the support which 

this important, albeit neglected, sector has received in t~e past. 'Ille 

Government, however, has taken many positive steps in rf!cent years to 

examine!/ and support the small-scale industry sector. 'The '}overnment 

regarr'.a the geographical spreading of industry as a key element in its 

industrial policy and encourages industries to be esta~li~hed outside 

Jakarta and Java island. 

In the past, Indonesia has thus experienced a pattern of industrial 

growth with heavy emphasis on the organized and more capital-intensive 

industrial sect'Jr of the mediu.'!l- and large-scale category, primari l.Y 

in urban areas and in Java. 'Ihis has led to a marked difference in the 

pattern of dev~lopment between the traditional and modern sectors an~ 
2 ! 

intensified the dualistic structure of the Indonesian econom.v. If uncheckt:i-f 

a continuation of this pattern of industrial development would contribute 

to aggravating existing disparities and woulJ lead to a more uneven ircome 

distribution, a lower rate of employment anc! a higher pressure on the 

foreign exchange resources. 

'Ille possible effect which the high growth of manufar.turing employ­

ment in large- and medium-scale industries has had upon gruwth and employ­

ment in the small-scale and cottage industry sector is an issue which has 

attracted great attention. 'Ille only data which cast any light or. the ~rowth 

in the small- and cottage industries is information from regional income 

estimates prepared on a provincial basis (Table ?..7). While the data 

must be interpreted with some caution, they suggest that in the small­

ecale and cottage industry sectors, the real growth of value added of 

11 

See for example: International Development r..entre of .Japan, In<!ustrial 
Develo ment in South-east Ashn Countries: Small- and Medium-scale 
Industries - Republic ot Indonesia - Phase I, 1977 7 • 

Income Distribution, F?nplolllent and arovth. A r.ase Study of Indone.!!!'-. 
World Bank Staff Working Paper no.712, August 5, 1975. 
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7-8 per cent annually was achieved during the first half of the seventies 

(1969-1975). Since there was pres;JJDably little productivity growth in 

small and cottage industries during this period, employment would also 

appear ~o have been growing at the same rate. 'Ibe data therefore lend no 

support to the hypothesis that total output and employment have been falling 

in s-11 and cotta«e industries during the 1970s u a result of baaltvaah 

effects from the aodern sector. 

Table 2.7 Annual real g~"'Ovth rate of value added in industry 
in sele~teJ provinces, 1969-1975 

Weight ~/ Period 
Large and Small and 

Provinr.e 'lbtal mediWll household 
(per cent) (per cent) (per cent) (per cent) 

North Sumatra 5.7 1969-74 15.5 18.5 3.5 
South Sumatra 10.9 1971-75 2.3 2.1 d.8 

Jakarta 7.5 1961-75 11.7 A.1 18.2 

West Java 13.2 1969-71 6.4 7.9 2.1 
1973-75 10.5 9.9 13.7 

~ntral Java 20.6 1969-75 12.1 13.3 9.6 

F.ast Java 24.4 1969-1i 7.4 6.7 8.4 

West Kali;aantan 1.8 1969-75 8.o 7.3 12.9 

Source: ~ter Mcr.aNley and M. Tait: "New Iata on Manufacturing Flnploy­
ment 197(}..71~ Bulletin of Indonesian Economic Studies, March 1979. 

a/ Value added (current prices) in the industrial sector in the province 
aa a share of total valu9 added in industry in Indonesia in 1971 (which 
was Rp 356.6 billion). 'Ibtal of the provinces included in the Table is 
84.1 per cent. 

»aployatent and manufacturing 

'Ihe number of ~ersons recorded as employed in llUlufacturing vary 

quite widely depending upon data-collection procedures and the definition 

applied in the Intercencal Poou;.ation Survey (SUPAS) uid Sensus Industri 

1974/75. According to Sen•ua Indu&tri almost 5 million persons were engaged 
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in manufacturing in 1974/75 (s~e Table 2.4.). The 197£ labour 

force data collected in the Intercencal Population Survey (SUPA~) 

record 3.6 million peOple as employed in 1976 in manufacturin~ 
activities (including cottage industry); this figure represents 

7 per cent of the total labour force. The share of the labour force 

in manufacturing is lower than the share of manufacturing in GDP 

bec~use labour productivity in .aanufacturing is higher than in other 

s~~tors such as agriculture and trading. Of the SUPAS estimate of 

3.~ million employed in manufacturing, about 80 per cent were working 

in rural are~~ {mainly cottage industry), about half were women, the 

majority of whom were "own account workers" or "unpaid family workers". 

I~portant as the cottare industry may be in terms of employment (80 per 

cent of total manufacturing employment), it is the large- and medium­

scale industry sector which contributes the bulk of value added in 

manufacturing {80 per cent of total manufacturing value added) while 

the small-scale industry sector accounted for 7 per cent of both manufac­

turing employment and value added. 

In Table 2.8. estimates are given of employment in large- amd 

medium-scale industries for the period 1970-1977. ln spite of the 

apparent weakness of the basic data basef/ the general picture emerging 

i& that manufacturin~ employment grew at a high rate of 11.8 per cent 

from 1970-1973 {accordin~ to the old size definitions) and at about 

8.6 per cent 1974-1977 (according to the new size definitions). 

However, from 1976 to 1977 a contraction in manufacturing emp~oyment ras 

been observed. One i~plication of the growth of employment in the large­

and medium-scale industry sector is that it is hardly an answer to 

Indonesia's unemployment problems. An annual increase of around 10 per 

cent on a labour force of about900,000 even if this rate were maintained, 

would provide direct employment to around l per cent of the estimated 

annual increase in the labour force of about 1.3 million. The absolute 

increase in employment for the three year period 1970-73 and 1974-77 

was limited to 255,000 persons and 174,000 persons, respectively. 

l/ ~or an analysis of discrepancies and definitions used in SUPAS and 
Sensus Industri see: Peter Mccawley and Maree Tait: Nev T#Lta on 
!Dployment in Manufacturin~ 1970-76, Bulletin of Indonesian F,conomic 
Studies, March 1979 • 

. y same as l./. 
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T:i.;ile 2.8. ;.<;ti: .. i.t"c ~r f'mpL·.-:;;•,r.t in l:u-:;r a:ll r.:.-iiu::: fi:·m.,, 1)7,:-1;J77 

I. thvuS;>r,l:> of w<>rk.,r-:;) 

ISIC 

311-12 
313 
314 
321 
322 
323-4 
331-2 
341 
342 
351,2,6 
355 
3617 
371 
381 
)Ck 

Sector 

Food 
Beverage• 
Tobacco 
Text ilea e/ 
'.earing ajjpare 1 e I 
Leath~r and products 
~ood product• 
Paper products 
Printing 
Chemical Jll'Oducta 
i!ubber products 
r;on-metallic minerals 
I ron 3lld atae 1 
)'.etal product• 
~anufacture 1 repair o! 

machine a 
383 Ele=trical good• 
38t Tra.nspcrtation 
3)0 Other 

~ola~ employment L and M 
Aaernative estimate&, excluding 

estate 6ector 
311-1~ i-'c.>d (ed. :ea 31.,220) J./ 
)1/. 'Iut.;>CCO {excl. .l\41G) 
355 Ruober ( exC}, )'.µ.? 1 and 

3:)522) gJ 
Total manufa.cturing employment 

excluding eRtateR 

Old definitions 

210.6 
5.2 

173.4 
158.6 

1.9 
5.7 

14.6 
4.7 

15.1 
:n.8 

115.6 
20.C 

16.7 

.I~ .8 
3.5 
7.1 

...L§_ 
frS8.6 

-'~- J. 2 
C:).5 

_..]_.] 

34;J.O c' 
5.9 

152.0 
233.4 

2.1 
6.5 

41.4 
1.9 

19.5 
48.3 

187. 3 :;;' 
45.6 

27 .3 

12.9 
16.1 
14.9 

_5..:.9 
1, 17:! .~ 

261.6 
92.4 

871.9 

1973 b' 
(estimate) 

188.7 
4.9 

1J6.0 
178.3 

2.4 
6.5 

20.6 
7.0 

14.8 
36.5 
44.6 
23.9 
1.6 

18.6 

6.7 
8.7 

13. 7 
__§_a 
6jj.2 

12.!.) 
73.3 

555.0 

Hew de fin it ior1s 

1974 1975 

19c.a d' 
4.7 -

128.0 
165.0 

2.6 
6.6 

22.4 
7.3 

14.7 
}8.1 
45.7 
.:: ... 5 
2.1 

.!1. 3 

7.) 
i2.2 
14.'.i 

_2,1 
7 i'>. J 

12; .0 
38.3 

__ u_ 

221 .4 di 
6.0 _, 

169.5 
215.0 

4.1 
9.0 

41.6 
9.2 

18.4 
58.l 
48.2 f.' 
)4. 3 
4.7 

)1.2 

1.2 
T7 .j 
-~~ .9 
-~2 
Ji::i .1 

1}8.9 
1Ci. 7 

743 .4 

1977 

224.2 d' 
5.9 

152.6 
198.7 

4.9 
9.0 

{}.2 
6.8 

17.7 
58.3 
49. 3 f. 
35.5 -
5.c 

;1.; 

i0.:> 
2.:.6 
25.0 

-~ 
915.7 

1 '. .2 

71:6 .1 

~wth rate• 
(per cent 
per annuo) 

1J7<>- 1'.H4-
1973 H77 

8.2 
4.8 

..Q.4 
13. 1 
6.4 

..Q.8 
43.8 
19.9 
9.2 

14.3 
17.3 
33.4 

18.3 

48.5 
~7.1 

34.5 
.:-1..:..1.. 
1:.8 

10.0 
-:.4 

5.1 
6.2 

10.0 
4.9 

2c.4 
9.8 

24.5 
7.1 
6.0 

14.6 
2.6 

11.9 
37. 1 

13.4 

:/.6 
23. 5 
l'l. 3 

-.li.A 
0 . .5 

i ~-·.? 

J.J 

Source: P. r.:cca.,ley ;u".d M. 'I'ait,"Ne ..... ut'l .m Empbyment in •·anufacturir.r,, lJf·~·--:·1~ Juil••ti.: CJ!° l:'ld·., .. ,;;e.:: -.... ''-'~ 
Studi.,s, ~:!L:':h l:H;J, based 0: . .iir;; ?us~t Statiati;c, :;/ensu9 ln1\lstri_!h~~li:.·j ._· ... ~~Ht '.:.o:;st!_l_ v•c: -·~.i i"·", 

<>: Calcula.t"d frcm aemile>gnritil.mic re5..,-11ssion e.iuations fitted to data. showr. i:. the 'l':idP.. 

~/ Calculated by proJecting 1974-77 d-.ta oa:.:icwarls using semilogarithmic regressio"l equ;iticr,s. 

~; Data f .:ir tea processing () 1,.2£0), sir.cited rubti.ir (3:,5? 1} and rubber remi ll in& ( 3S.S.?2) •:<.mp'lnen:a CJ.r."•;a 1: ab:" 

assw:ieJ h'lre to be the aa:ne i!..l for 197.'. 

ci' f:mploymP.nt in tea processing (31~::v) estimated by ac&uming that all tea fact·>r·ieG re.11:.;, el in th~ '- 'l:'.-1 ~· 'L.''.'.•:y 
under the new definitions, and th:i.t c"'pl,,yrie:-.t rcse .11~! ~with physical c't•tp•.1t (uJ~~:1t -.st1m·,t·:C :re· .. '!.: 
~tvr j:;konomj series) taking 1)'1.~ :i.s the bar.e :Jear. 

In 1370 and 1971 1 carpets and rur,m..,-.ufacturin1; (=:!in 1971 gunny sa.ck11) wero< _;h .. c.1ri•l'1 i·. t~.-' p'1=>!ic>~i·r.1 ur.fo:­
textiles Md in autse.1uent years ur.tier ·•,.arir.e a;ip..rel; in this 'Ja.ble they ha.v-. (>,,, r. c.l;u"1fie·1 for a: 1 /" ;r.• ,_.,. -or 
textiles. 

I' Employment for estates estimated b;, 'ln11um1ng th;..t emplovment roR11 p;i.ri P,'\SR11 w'th r'·J"i ''\l ,,'\lti- .. 
rrnm the lr;dilcator l;;kQn9.rnj seriP.s), that " 11ubntMtial number or rubbe:- f1rrr.~ 01•1r>< "X~\ 1,!cd fr."' 
under new •i•• de!in1tiona, 1111d that 1974 wa• • aat1ernctor,- b .. • year. 

It t ti'; ~. f• .,", !. I"'.• ~ .. !": 

~;.,,! L ~ ~ ·: r.-1·4,:P.,,1 

!. 1970 Jata unavailable; a.Hwned here a.11 aarne as ro~ 1)71. 
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Table 2.8. also reveals that employment growth has been slow in 

traditional industries such as food! bev~rages! textiles and rubber 

products, which accounted for more than half (5E per cent) of manu­

facturing employment in 1977. Concomittantly manufacturing employment 

has grown rapidly in a number of non-traditional industries, whose 

absolute level of employment however is still small, such as iron and 

steel, wood products, electrical goods, wearing apparel, transport 

equipaent, chemical products, metal products and non-metalic minerals. 

The d&ta appear to indicate, that the "easy" sta,.e of import substitution 

r..ay be coming to an end in several braches of industries):./ 

The productivity, meRsured in value added per employee, is 

highest in large- and medium-scale ind'.16tries, Rf 721,000, and 

declines rapidly with smaller units to Rp 129,000 in saall indu•­

tries and Rp 19,000 in cottage industri•• (see Table 2.4) (1q74/7~). 

The employment effect of tt.e medium- and large-scale industries 

vis~-vis the small-scale manufacturing and cottage industries, however, 

need careful consideration. 'The employment effect can be analysed by 

using the gross-value-added elasticity of employment in both sub­

sectors. Utilizing data for 1973 and projections for 1978, the 

gross-value-added elasticity of employment has been estimated at 0.29 

per cent for the medium- and large-scale industries and 0.49 per cent 

forythe small-scale industries. Thus the employment elasticity of the 

small-scale manufacturin~ industries is abou~ twice the elasticity of 

the medium- and large-scale industries. Therefore, jf small-scale 

!ndustries can be develo!led more intensively, they can offer a 

promising contribution to the problems of unemployment in Indonesi~. 

A similar analysis has been made at a more disaggregate level. 

According to this analysis~ the employment output ratio, reflecting 

the effect upon·employment of an increase in output of one percentage, 

has been estimated at +0.18 for the manufacturing sector as a whole 

for the period 196e to 1972 based upon a sample survey of 120 manu­

facturing establisments. Comparable forecasts have beem made for the 

period 1973-78 with an employment/output ratio of +0.4. This ratio, 

while higher than the 1968-72 ratio, is still below the ratio of 0.5 
applied in the ••oor.d development plan. The incidence of employment 

r~tential varies consid~rably among individual br~nches of ind•stIY. · 

Peter •cCawley and Mar•• Tait: •Rew Data on Manufacturin_.c En~lozment 
1970-76; Bulletin of Indone1ian Economic Studies, March 1979. 
lpploim•nt and Training ?~ttern. •Problems and Requirements in the 
Manufacturing Sector in Indonesia~ !LO Report, March 1975· 
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The ratio is particularly high in the following branches of industry: 

electrical machinery, printing ar1 publishing, wearing apparel, 

non-fe~rous metal industries, tr~nsport equiJXllent, tobacco, wood 

produc'.e, textiles, machinery and metal products. 

Import and export of manufactured goods 

Indonesia's export structure is heavily dependent upon petroleum 

exports while its import st~cture primarily consists of manufactured 

goods. There is a stron~ external trade deficit in manufactures. 1he 

share of manufactures in total exports wa.s limited to around 3.5 per 

cent in 19?7, while the share of manafactured imports relative to total 

imports was as high as l2 per cent {Table 2.9.). ~hus, while the 

value of manufactured imports was more than twice the amount of value 

added in manufacturing in 1976, the level of manufactured exports was 

confined to only 10 per cent of 11811Ufacturin,it imports. The 

manufacturing sect0r in Indonesia is therefore stron~ly oriented towards 

the do:nestic market and at the same ·i:ime hi~h1y dependent upon imports. 

:.tanufactured imports h:tve pT'.)wr. less than .nar.ufactured experts 

and also less than overall imrorts. Yet in 1977, manufactured imports 

.. 

were still aore than tenfold the level of manufactured exporte. The incidence 

of capital goods imports, esFccially machinery and transport equipment 

has gained prominence in recent years, and now account for 37 i;er cent 

of all imports in 1977. r.apital ~oods imports in 1975 were eightfold 

the level of 1969. Import of raw materials and intermediate goods 

have also increased rapidly,more than threefold from 19l9-75, especially 

in regard to metal products, chemicals, fertilizer, paper, yarn, cement, 

paint and chemical products. 'T'hey accounted for 27 per cent of all 

imports. Following the devaluation of the Rupiah in November 197e, 
the price increase of these raw material imports have unfavourably 

effected the cost of production of domestic manufacturin~ relyin~ 

heavily on imported inputs including many small-scale industries. 

Concu:.· ntly, uith these trends in ra\: material imports the share 

of con~:J1Dption goode in total imports hae declined significantly 

from 35 per cent ir. 1969/70 to 1A per r.ent in 1975/7l. 
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Table 2.9. Import and export str4cture, 1971-1977 

Products 

Imports c. i. f. 

TJSI •ooo percent 

Average annual 
growth rate 

1971 1977 1971-1977 

Food and 1 h·e animals 98, 867 958,842 46 .o 
oeverage and tobacco 3,652 20,799 33.6 
Crude materials excluding 

fuels 22,152 227,143 47,4 
Mineral fuels 28,894 734,689 71.5 
Annual vegetable oil - - -
Chemicals 138, 251 619,047 28.4 
Basic manufactures 326,381 1, 111, 084 23.8 
Machines, transport 

equipment 438,648 ?, 210, 330 31.5 
ltiecellaneoue aanu-

tactured good• 43,775 153,986 24. 1 
Goods not classified 

by kind - - -
Total 1, 104, 256 6,182,581 33,2 
of which 
r.anufactures SITC 5 

b ~ 947,005 3, 824, 774 26.2 
Share of manufactures 

in total 95 .8 51.8 -

UN Yearbook_Qi' Internationa.LTra.de_Statistics 1975 and 1978, 

Exports f. o. b. 

n~t •nnn D•r cent 
A verape annual 
gr0wth rate 

1971 1977 1911-1977 

179,552 1, 066' 226 34,6 
17,651 55, 862 21. 1 

436, 874 1' 760, 940 26. 1 
477,933 7,378,566 57,8 
45, 374 193,096 27.3 
5,554 60,299 48.8 

24,923 235,921 45,4 

6,397 59,641 45 .1 

- 28,840 

4,721 

1,199,465 10, 852,626 44,3 

36, 874 384,701 47,8 

3. 1 3.5 

VJ 

"' I 

.. -------
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Imports of capital goods, raw materials and intermediate goods have 

thus increased continuously in line with the process of industrializa­

tion and resulted in an unusual high proportion of such iaports in 

relation to manufacturing value added 1./. The implications of such 

an unusual high import component of th~ manufacturing sector are 

firstly that far-rertching opportunities exist for further import 

substitution for the large Indonesian market, and secondly that 

the industrial sector is influenced not only by domestic price move­

ments but also in particular by international inflationary trends, 

which have been contributing to the high cost of domestic production 

in the Indonesian manufacturing sector. These trends have been 

further C\Xllpounded by the recent devaluation. The 111ajor sources of 

supply of Indonesian imports and therefore also inflationary trends 

are Japan (27.3 per cent of all imports in 1977), the USA (12.( per 

cent), Singapore (8.6 per cent), Federal Republic or Ovman.T (7.9 ..-r 

ce~t) and Thailand (5.1 ~r cent) (Table 2.9.). 

As far as manufactured exports are concerned, the rate of growth 

has been most impressive, 44.3 per cent annually from 1975- 1977. However, 

the weight of manufacturing exports relative to overall exports (3.5 per 

cent in 1917) and to man~facturing value added (10 per cent) bas 

remained insignificant, with few signs of diversification. The rapid 

growth of manufacturin~ exports has been mainly attributable to 

siE_lflificant incre&ae in copper, tin, chemicals includi1.~ fertilizer 

e.tports. In 1978 non-oil exports increased by 2 per cent attributed 

mainly to tin, rubber and palm oil~. The recent devaluation of the 

Rupiah in November 1978 has further stimulated export growth of a 

number of manufactured products, inter alia, textiles, fertilizer and 

cement. The major buyers of Indonesian exports abroad in 1977 were 

Japan (40.2 P9r cent' of all exports in 1977); the USA (27.7 per cent); 

Singapore (9.2 per cent), Trinidad and Tobago (4.8 per cent} and the 

Netherlands (3.4 per cent). The scope for further development of the 

manufacturing export sector depends to a great extent upon the future 

of ASF.AN regional co-operation. 

P,rf'ormance and Perapective• of the Indone•ian F.conCll5J. 
of Developing lcone>11ics, To~o, larch 1976, pap 160. 

~ Source: Asia Re•earcb Bulletin, 30 June 1979. 

Institute 
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Capital formation, investment and sources of financing 

Jn the early 1970s industrial investment in Indone::;ia 

accelerated rapidly reflecting the growing confidence of both fore11!f1 

and dc.nestic i1westors in the economic potentia 1 and social stability 

of the country. The rate of implementation of foreign and domestic 

investment has generally been faster in manufa~turing than in other 

sectors. The rate of ,.rowth of capital formation in manufacturiny 

has both been impressive and diversified in the early 1970s Table 

2.10 contains data for the period 1970-1q76. While the bulk of capital 

formation has ben channelled into the traditTonal branches of indus­

tries such as food, beverai.re, tobacco and textiles, siynificant 

,.rowth of capital formation has also been observec in the meta1 products 

and non-met~lic nimeral industries. Unfortunately, the table excludes 

petroleum based industries, where substantial foreitm investment 

activities are concentrated and also the small-scale industries ~ector 

for which lPck of data preclude a review. 

As far as investment projects, approved by t.he Investment 

Co-ordinating Roard (TCP) under the domest1~ anri forelp,n investment 

laws, ;:i.re concerned, the followin#!' tables indic;ite thf, achievements 

durinr the period 190-1977. '!'able 2.11. shows that domestic investment 

approvals peaked in 1973, primarily due to the presence of a few very 

larre investment projects in resource based industries. r.·oreiim 

investment rose sharply from 1665.7 million in 1973 to 11,139.5 million 

in 1974 and 11,934 million in 1974, but h:J.S since declined to 1433.8 •ill ion 

in 1977. 'fhe reasons for this slowdown in fore1yn investment, h'lve no 

doubt b~en the recessionary conditions which prevai:ed in C":apit;:i.l 

exporting countries combined with the financial difficulties ~urround1np 

f'lertamina and the more restrictive measures beinir applied by the 

Government towards foreipn investment. 'l'hese developments have no 

doubt adversely affected the investment climate for private fore1rn 

investors. :<'ore1gn investment iF expected to have dec1 ined rtftP.r t.hP. 

1978 dP.valuatior, of the Rupiah. 
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'fable ..: . h:. Gross f~xed caEital formation i~ manufacturing industries 1 1910, 
1975 and 197~ a/ 

(Establishments with ;~Q or more persons eng-d.ged) 

1 '.1IC Product Rp '000 million Percentage 

1970 ~7 
197'j 1'.)76 1970 ~ 1975 

31 Food, beverages, tobacco 16 .51 .32.46 63.12 44.1 18.llG 

3,>1 'Textiles 10.20 50.73 44.00 21. 3 28.45 

3?2- w~ar ing appare 1, 
.324 leather, footwear 0.29 1.28 U.42 G.8 0.12 

33 Wood 0.10 14.75 16 .03 U.3 8.27 

34 Paper and printing v.30 6.53 9 .81 0.8 3.66 
I 

35 Chemicals ;:; 6 .68 19.34 17 .45 17 .9 10.85 

36 Non-iTletal 1 ic minerals 0.29 ?6 .62 21.23 o.8 14.)3 

37 .aasic metals 0.16 1. 73 c.09 

.•8 1"etal products 3. ') 26.09 26 .20 8.G 14.l3 

39 Other industries 0.03 0.37 1.12 u. 1 0.21 

3 'Total manufacturing 37 .40 178. 33 201.11 100.0 10C.OO 

Snurce: Based on UN Yearbook of industrial Statistics, 1977, vol. T. 

a/ The value of sales is not deducted. = 

1976 

31.38 

21.88 

0.21 

7 .97 
4.88 

8.68 

10.56 

o.86 

13.03 

0.55 

100.00 

lJ / F.stablishments with 100 or more workers not using power equipment or with 
5 or more .,,orkers using power eq..iiprnent. 

52/ C:xcluding petroleum refineries and products. 
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Table 2.11. Tlomestic and forei investment rovals by the 
Investment Co-ordinating Board !CB ~ 

Domestic Foreign 

Tear Muaber 'lbtal Average Number 'l':>tal 
Average 

of ·,;alue value per of value value per 
project. proJect projects project 

(;q, billion) (Rp billion) (I million) (t million) 

1967 20 162.8 8.1 

1968 2 o.6 0.30 58 224.4 3.9 

1969 185 53.6 0.29 70 645.7 9.2 

1970 334 186.1 0.56 140 379.5 2.7 

1971 390 275.7 0.71 98 391. 7 4.0 

1972 375 212.2 0.56 81 525.1 6.5 

1973 616 599.6 0.9·7 121 665.7 5.5 

1974 249 221.3 0.89 86 1,139.5 13.2 

1975 173 252.5 1.46 41 1,934.1 47.2 

1976 146 278.2 1.90 36 423.6 11.8 

1977 303 511.6 1.66 29 433.8 15.0 

'l':>tal' 
1968-77 2,591. 7 0.93 780 6,925.9 8.9 

JanU&r'J' -
Jllarch 
1978 ~/ Bo ?92.8 3.54 2 61. 0 30.5 

'IOtal 2,859 2,884.5 1.01 782 6,986.9 8.9 

Source: IUlletin of Indonesian F.conomic Studies, July 1978, page 28, based upon 
BKPM, ~ran Perkemban~&11 Penanaiaan Modal, iMcember 1977, January 1978, 
February !978 and March 1978. 

~/ ]let cancellaticna and revisions. 
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Table 2.12 shows the distribution of domestic and foreign 

investment approvals by economic area 1967-'1977, aanufaotu.rinc 

dominate in both do~estic and foreign investment ~ccounting for 

two-thirds of all domestic investment approvals and lO per cent of 

foreign inYestment approval£ (value). ·J'he textile industry is most 

proainent among manufacturing sectors comprising nearly 20 per cent 

of domestic approvals and ll per cent of foreign approvals. Chemicals, 

food proceasing and non-metalic mineral ~roducts have attracted 

domestic inveatlllent,while b~se metals industries have attracted a 

very large share of foreign investment. 

Table 2.13 summarises the foreign investments in lll&nufacturing 

approved by the Investment Co-ordinating Board (ICE) by branch of 

industry and by country cf origin from 1967 to March 1976. The main 

foreign investors were Japan (59.5 per cent), Hong Kong (9.6 per cent), 

The United States (6.0 per cent) and the Netherlands (4.2 per cent). 

Japanese foreign investment has mainly been concentrated in fabricated 

metal products, textileF chemicals, and basic metal products, while 

foreign investment from th• tmited State•, ll:>ng Kong and Sing&Jtor• ha9 

mainly been directed towards chemicals and fabricated ~tala. in 

e:zaainatiou ot foreign investment in Indonesia.!/ has revealed that 

22 per cent of total foreign investment projects in manufacturing 

emanated from developir.t countries rather than industrialized countries. 

The obserTation has been made that!/ #oreign investors from developing 

countrie• are •iaaifioantly different from the investors of the 

developed countries in the sense that they aeem to be smaller and their 

technolories co~siderably more labour-intensive. They are mostly 

repreaented in industries with little prod ct dittertntiation and alow 

tecbnol•cioal change. Due to the exiating ~age differentials in 

Sout ...... '$ Pi& there Heaa to be 80M •oo,. tor re4eplo111ezat ot indua­

tria l capacity from other developing countries (Hong long, Singapore) 

to Indonesia,eapecially in the fiPld of export indutitries. 

Source: Louis T. Wells and V' Illa Warren, 1'0eveloping Country Tnve•tors 
in Indonesia~ Bulletin of Indoneaian Econ0111ic Studie•, Ma.reh 1979, 
page 72. 
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".=il-le 2.L'. 1 n:nes•1<' "nd f:'re1rn investmer.•_ a?rr0vci.l~ ty the 

Ir;vcstmcnt ro-ordinatinr Poard ly economic area, 

1Q(7 - ,..., with first <tJarter ~97~, incluE:1veY 

~uml-er Value ~h:"!re, 

Fconomic Area o'. (~ billi.ri) tot~l 
Projects v;ilue 

Ap-ricu1 ture 107 

"orestry ~40 

"isheries 25 
Metal minrntr 

C'ther minrnf' l~ 

r. ood process in~ 4 t 0 

Textiles 4c2 

Wnod product~ 12f 

P<iper 149 

Non-metallic mineral 
products 12? 

rhemicals 407 

Pase metals fO 

Metal-work in~ ?49 
Other Manufacturinp 34 

F'lectric power 

Construction ( 

~ rade J 

Hotels 9? 

Transportation 122 

Communica. ti on 

Trade Services 34 

f-a.nitation se~vices 1 

Social services 

~Pcreation 17 

Other services 3 

210.1 

259. ~ 

17 .s 

50.0 

2(JJ • 7 

551.4 

1oe .E 

95.0 

253.R 

35f . 3 

10'1. 7 

H,7.1 

1( .5 

1.2 

15.l 

0.9 
81.l 

1 37 .4 

112.9 

0.2 

lf.9 

0.6 

(per cent) 

0.1 

1. 7 

9.2 
19.1 

3.f 

3.3 

P.9 
12 .I! 

3. t 

5.F 
0.1 

0. ') 

2.P 
4.P 

6.0 

o. ( 

Total£/ 2,781 2,592.6 100.0 
~~~~~~~~~--'-'--~~ ........ --~~-

i oreirn 
Number \'alue Share, 

c·f (, millicn) total 
projects value 

51 

Pl 

18 

9 
l 

( "l 

t 6 

17 

17 

?O 

121 

20 

129 

19 

rn 
33 

10 

19 

1 

33 

1 

10 

8 

782 

] I 2 .t 

5?t1 .5 

77 .ti 

l,llf.~ 

154.0 

25 3.0 

1,027.3 

73.7 
1Ofl.5 

ll71.1 

47~. 7 

1,192.2 

3e9.2 

17.3 

(percent) 

2 .t1 

7.9 
1.2 

lt.9 

2.3 

3.8 
15.5 

1.1 

l.l 

7.1 

7 .1 

lE.o 
5.9 

0.3 

8L5 1. 3 

7.6 0.1 

185.9 2.8 

43.0 0.t. 

14 .5 0.2 

222 .8 3.4 

0.02 

19.5 0.3 

3.3 

l ,626.4 100.0 

~ouree: ianlletin ,,f Tnlionedan "'conom1.e "tudies, July 1')71
\ page 3n • 

...,.--wet of cancellations and revi~1ons. 
~ lo domestic approvals prior to 1968. 
~ Totals may not add due to rounding. 

' 



Table 2. 13. Approved foreign invest~~!:!...! nro.iectt? in man~fact~~?!~_!l~ording to count:r.l 
or o~igin and eectorsL_1967 - March 1976 

Induatrv 
Electricity eiruipment 

Country of Textile 0 :hemicals and appliances ~hers -origin Amount of 
Number of .~ount of 

Number of A.~ount of 
Number of Amount of 

~umber of capital 
projects capital 

nrojects capital 
projects capital 

oro.iecte ;~·s1t million' f1F;• million' 1
'''":' mil11on\ (TT';" mi 11 ion' 

--- -- . --.. -·~ 
America 31. 7 5 ?.·9. 2 ?3 2,,6 1 (I 'i 16 .4 34 
'JSA t' 22. 7: ( ~ \ ( ?."' • 1 : '2?\ I? 1 , i:j ~ ( -:i i 1 103,c; ( 3 0 \ r.anada - - (,..,. ( \ r 1 ' - - I;:> • . 1 \ I?·, 
Panama - - - - I?,"\ I 1 \ (9. (') ( 1 \ 
:98...~ama , "' "\ ( 1 \ - - r2."' / 1 ' 

_,, 

Eurone 1 ~ ~ ..... " ') (. ' '.; 2~.8 12 221"1, l"I ') t) 

West 'Jermany - - r11.'i\ (~\ r12,,\ ( 4) (1'i1,6\ ( 17 i 
''ni te:i 1(; ngdom : ~. ~ \ ( 1 \ ~1?.3) ( ~ ' (?.2\ 12\ ( 3. 6 '. r-:' ,,., 01 

:.; ~!ether lands '7::. q. .' ~ ·, 
( 14. 1 " ( ::i " I 1 ::-'' q ', i .! ~ f19.9' ( 1 I ' 

'.'.'thers , 3 ~. '." \ l ... \ (P •\ '1?' f , • t. ' (2\ 1t6.o\ rn., ·~ 

Asia - 1,. ' c;,'1 ?')P •.., 4 ,• ;17.? 21 1.100. 1 1 '5 \ 
~44. .. 

Japan '3.17.3 ( 2 ~ \ (?Vi. 3 \ ( 21' \ (,". q " (p \ ( ~,, 3 7 • 1 \ (7') " 
:-Iong '{ong I,.?~• .. ' 1 ~ " ( i. ) \ ( 1 \ '?.?' I?' !142.n" I 4~ \ 
Singapore '. ·-· ',. I,,. 7 \ ( ') \ ( 1,. 1 '. r ~ I rr:;5. 6' (? 1 : 'o. . 
C'thers ::::ii. -, ':l. ~ 2::i. 9 \ ( 1('\\ ' 1,. 1 () \ f6'i.1.1 ( ?6 ·, 

Australia , • 1 , 4. ;:' 6 0.6 1 6A.4 2• 

Africa ('. ') -- - --- --- -- - ----
Toi al 691.0 70 344.4 109 80.2 44 ~r6.9 276 

·--· --
Source: Investment ~o-o!':i in at! r:." '9oard. 

~_J 
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Pro.;. .ons have been made for industrial investment for the 

years 1977, 1978 and 1979: accordin~ to which annual avera,e invest­

ments spending by Indonesian manufacturin~ and mining (other than oil) 

•o•t• in to•l to about 13 t.illion in 197t prices. Of tbe total, 

around t8 per cent will be represented by l~rge-scale (and cepital­

intensive) projects; 20 per ce~t by "other appro•ed project•"; 11 per cent 

by replacement investment: and 2 per cent by the small-scale ~ector. 

Within the manufacturin~ sector the major investments were in petro­

chemicals (1570 million per year), •teel (S270 million)° and fertili•r 

(1270 ailliun). This pattern of investment for 1977-79 is estimated 

to generate about 540,000 jobs as a lover limit or about 820,000 jobs 

as an upper limit for the five-year period up to 19€1. While ~any of 

the large-seal~ projects are expeeted to contribute to exports and 

import substitution, they are not expected to create much direct 

employment- which has been estimated.!/ at only 8,000 nev jobs per year. 

In COllparison,the ~oup of "other appro•ed proj~cts" are ••tillated to 

generate 40,000 jobs per year at a &ost of 114,000 per job while UM 

small-scale sector would generate 60,000 jobs per yeat at a cost of 

11,000 pe~ job. These figures fall short of the employ:aent target 

of Repelita II and clearly indicate the importance of increasing 

industrial investment in the 8111&11-scale industry sector. 

Industrial lin!cages 

The Central Bureau of Statistic• (BPS) has completed the stati•­

tio&l work of an input- output table for the economy for the year 1371 

with 66 subaectors. The input-output table shows a great deal about 

the structure of the economy and variou• useful conclu1ion1 can be 

derived froa it. Table 2.14 show• tha backward and forward linkap• 

of the Indone1ian induat17. The baclmard linkage• show the extent to 

whioh the induatry ~· material input• from other induatries while 

the forward lihkages show to what extent the industry 1111• it• products 

to other induatries. The developaent of industries that enjoy hi!h 

linkages 11&7 create favourable c~nditions for the development of tho•• 

induatri•• to which they are linkdd either backward by purcha•ing or 

fontard by providing inputs • 

.!} World !ank: Problem• and Pro1pe' i for Industrial DeYelopmJnt i,e 
Indone1ia, Vol I, page ii, May 25 1 1978. 
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Table 2.14. Backward and forward linkages in Ir.doneeian industry 

Name of industrv 

Logging and sawmills 
Coal and metal mining 
Petroleum and natural gas 
Other mineral quarry 
Processed food 
Beverage::J 
Cigarettes 
Spinning industries 
Textile, leather, apparel 
Wood and wood products 
Paper and paper products 
Fertilizers and pesticides 
Chemicals 
Petroleum refining 
Rubber products 
~on-metal minerals 
Cement 
Iron and steel 
Non-ferrous metals 
Prefabricated metal ?roducts 
Machinery 
Transport equipment 
Other manufacturing 

Backward 
l inka~e ~/ 

• 29 
• 30 
.06 
.13 
• 75 
• 64 
.67 
• 70 
.69 
• 72 
.46 
• 73 
.63 
.66 
.65 
.44 
• 70 
• 75 
.64 
.65 
.56 
.47 
.62 

Forward 
linkage E_/ 

• 57 
.37 
• 37 
• 84 
.43 
.65 
.09 
• 95 
• 30 
• 53 
• 62 
• ~9 
• 54 
.66 
• 91 
.89 

1.00 
• 93 
.68 
• 68 
.09 
.so 
.32 

Source: World Bank1 Proble•e and Prospect• for Induatrial Devaloiment in 
Indonesia, Vol. I, lfa.y 1978, p. 97. Derived fro• BDP 66 O~der 
lnput-OutP'lt Table. 

~ Backward linkage is the ratio of intel"88dia'te purchases of inputs to 
total inputs. 

y Forward linkap i• the ratio of intel'98diate aales of output to total 
domestic production. 
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The information given in T~ble 2.14 Mi\f be regrouped according 

to the degree of forward and backward linkages and their comb:,nation 

{Table 2.15). Accordingly there are six industries enjoying both 

high back.wai-d and forward linkat;es, e.g. spinning industries, fertilizer 

and pesticides, petrolewa refinery, rubber products, ~•ent, and iron 

and steel basic industries. The developaent of thee~ industries would 

appear to be of high priority. Four industry grou~enjoy high backward 

and low forward linkages while five industries enjoy h:.gh forward and 

low backward linkages. Noteworthy are the eight industries exhibitinR 

low linkages in both directions, including, .!_nter ~lia, machinery, chemicals 

and paper products. These industries usually enjoy high linkages in 

other (.ountries. In Indonesia the situation ~ be explained by the 

fact that imports have substituted domestic }rod~ction though this 

has most certainly changed since 1971. 

Various other ~tatistical indicators can be derived from the 

input~tput table. In this regard two indj_cators seem important, e.g. 

the labourintensity of production in different industries and the 

relative importc.nce of imports in those industries. The first indicator 

illU11inates the range of potential o~portunities for increasing employment, 

while the second indicator illustrates whethAr import substitution could 

be achieved ill some of these induAtries. Table 2. 1 contains three 

indicators oflab::>ur intensity {column (1) through (3)), e.g:.tne ratio 

of wage costs to total cost and to value added and the ratio of v~lue 

added to dome 3t ic output. ':'hese are simple measures of lal:rur ;_ntensity 

though all of the• have conceptual defects. Taking the indicators in 

column (1) and (2),the highest labour intensity ratios are found in 

machinery ind1Jstries, wood products, paper and printing, non~tallic 

mineral products, manufacture and repair of transport equipment, fertil­

izers and pesticides, textiles, leather ar.d apparel. 

In regard tu import substitution the indicator in column (4) shows 

imports as a perqentage of domestic output. The ~~ble shows ten indus­

tries for which imports were more than 50 per cent of domestic output 

and three industries for which imports were more than 500 per cent of 

domestic output. The list is headed by machinery industries, iron and 

steel basic industries, and tertilizers and pesticides. However, it 

I 
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Table 2.15. Combination of backward and forward linkages in industry ,!!! 

High Backward-High Forward 

No. 35 
39 
41 
42 
44 
45 

Spinning Industries 
Fertilizer and Pesticides 
Petroleum Refinery 
Rubber Products 
c~ment 

Iron and Steel Basic Industries. 

Low Backward-Low Forward 

21 
24 
25 
38 
40 
48 
49 
so 

Logging and Saw Hills 
Coal and Metal Ore Mining 
Petroleum and Natural Gas Mining 
Paper and Paper Products and Printing 
Chemical Industries 
Machinery, Electrical Appliances, Apparatus and Accessories 
Manufacture and Repair of Transport Equipment 
Other Manufacturing Industries, not elsewhere classified. 

High Backward-Low Forward 

27 
34 
36 
37 

Processing and Preserving of Foods 
Cigarettes 
Textile, Leather and Wearing Apparel 
Wood and Wood Products. 

Low Backward-High Forward 

26 Other Mineral Quarrying 
33 Beverage Industries 
43 Mineral Products 
46 Non-Ferrous Basic Metal Industries 
47 Prefabricated Metal Products. 

Source: World 19.nk, Problems and Prospects for Industrial T)!velopment in 
Iodooeii.ia, Vol I, J.a.V' 1978, p~ 97. Tlerived from 'RnP-6bOrder 
Tnl'Ut-Ottt~ut "'ll~l~. 

a/ nividin~ line between hi~ and low = .~5. 



Table 2.16. Labour inteneity and ~port dependence in InclonHian incluetry, 1971 

V•lue I111porte (at Importl H Wage• and WagH and added ae landed co1t) 
1alarit1 a1 1alariH a1 percentare •• percentage percentage 
percentage of percentage of of domeetic of dome1tic of value 
total cost value added output output added 

Lo&gln& end 11..,..llle 14. 2 20.0 70.11 
Cuel end ~•tal or~ •lnlna 17 .4 24. 9 f>\j. 8 i.a 2.f> 
Petroleu~ and natural 1a1 •lnlna 2.5 2.7 94.0 • 5 '5 
Other •lneral quarrylna 42 .6 4a.9 a1. 2 4.9 5 ,I> 
Proce11ln¥ and pr111rvatlon of food 4.4 17.7 25.0 f>9. 3 277' 2 
l!ev1r•11•• 11.3 31.2 31> '3 a.a 24 ,2 
Ct11erette1 4.5 ll.a 32.7 . . 
Spln~ln11 lnduetrl11 10.9 31>.a 29,6 a3.0 2llO' 4 
Textlle, \eether, app•r•l 12.0 38,J 31.4 14. 9 47 ,4 
Wood enJ wood product• 12. 2 4~. l 2a.4 5.0 17,6 
Peper enJ prlntln& 18. 7 )4 .4 ~.5 69.9 128.2 
Fertlll&er1 and pe1tlcld11 13.4 49,6 27 .o 632 ,4 2,342.2 
Chc•l,ah 10.9 29.7 36,a 74 ,6 202' 7 
Pctrule ... refinln& l.l 9.a 33.5 4,7 14,0 
Rubber product• 9.7 27.a 34 .9 46,S 133.2 
Hun•.,..telllc •lneral product• 16.4 29. l 56.3 28.5 50.6 
Cement 7.7 25.3 30.3 53.6 I 7f1. 9 
lrun and nee\ 10.2 39 .J 21>. l 691.0 2 '64 7. 5 
H~n-ferrou1 met1!1 2.2 6' l 36. 7 Ji., 7 105,4 
Prefabricated ••tal product• 12.8 35.2 36,4 52.9 145. 3 
IUchln•ry (electrical and non·•l•ctrtcal) 22.1 50.2 44. l I, 774, 7 4,024.3 
Hanufacturln& and repair of traneport equlpmenC 17 .1 32.2 53.'0 l l. 3 59.0 
Other .. nufaccurln& U.9 41.8 3a.o ao.3 211. 3 

All S.ctora 10. 2 29.2 J!i.O 7. l 203.3 

Source: World Bank: Problem• and proepeote tor induetrial develop!!nt in Indoneeia, Vol. I, 25 ~ 1978, 
page 96. 

t 

__ J 
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should be noted that domestic output in soae of these industries 

has expanded significantly since 1971 and that the situation therefore 

ie different tod&iY. Yet the Table clearly indicates the i.leavy 

i·eliance upon :illports while the figures provide only a starting point 

for 111<>re otailed anal,yaia. It ie eeeential to update and refine the 

input-output table in order to use the aodel aore efficiently in 

future pl&llllbag exercises. 
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~unnary 

In summary, Indonesia's indui:trialization process exhibits 

the fol loving broad structural features and characteristics: 

&. ) a comparativeiy sm;:i 11, but "high-growth" manufacturing sector, 

which, however, has been faced with declininr. of.!TOWth in recent yeRrs: 

~i) predominance of consumer-p0ods industrie~ primarily food, 

bevera("es, tobacco and textiles; (iii) the la~,IT.inp behind of some 

important industries in the field of capital goods (machinery 

equipment), several l!TOups of intermediate prorlucts and some consumer 

goods industries whicr. have left a gap in the industrial structure; 

~v) domestic market orientation found~d upon a large population 

especially in Java; ~) uneven regional distribution of industry, 

with heavy concentration of industrial output, employment, foreirn Rnd 

domestic investment in Java, especially Jakarta: (vi) a lar~ handicraft 

and small-scale industry Fector which have important employment opportu­

nities but which hae not expanded sufficiently to match the need for 

employment creation: (vii) a comparatively underdeveloped processing 

sector primarily located in the resource-rich Outer Islands; (viii) 

urban-oriented growtr.. with heavy emphasis upon the "organized" indus­

trial sector which, if unchecked, will agp.-ravate existinp disparities 

in income and employment; (ix) growing "dualism" between the traditional 

small-scale industry sector and the capital-intensive, foreif!:ll technology­

oriented large- and medium-scale industries; (x) heavy reliance on 

imported capital goods and imported raw materials for domestic manu­

facturing industries, implyin~ wide ran,ing opportunities for further 

import sutstitution and sensitivity to international inflationary 

trends, (xi) a relatively insignificant, yet fast expanding export 

manufacturing sector, and (xii) a slowing down of foreign and dOC11estic 

investment projects in manufacturing in recent years. 
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Chapter III 

~· -.• , . .- n ..... •1·:--r"'" 
.-'. i <LJVC-l'l ,U l 

TARGETS WITH RECENT ACHIE\'DOOl'IS 

Repelita I, main targets and achievements 

The First Fi.v·:-Y·~ar Dcv-~lopm·~nt Plan - Repeli ta I - cov'·r.v'. 

th~ period from 1 April 1969 tc 31 )(arch 1974. Th<' Flan conc~n-

trated on agriculture, p:irticular food pro:iuction, <m'' infrastructur:. 

In.lustrial priori ties W<""?r .... , primarily confin('•l to s·:ct· rs supporting 

agricultur.:, such as frrtiliz~rs, agricultural machin:ry an! proc·'ssing 

'f agricultural pro!ucts. 7'.)nphasis was lai-i on improv·m-·:;t ~-f th· tax 

structure and, unlike its pr:!·l~cr.ssor, the Plan r:nccur<:.;~' · f: r·~ign 

investment. ~•?gulations w('r·"' frequently chang-' I in ur; r tr attract 

an,: regulate privat•: for-~ign inv·;stmcnt. ~ring th··· Pl<>...r. pnrio: 

substantial improv·:mc:nts w,:r-: ma.I·· in th·~ r·:habilitaticr .. f infrastructur·, 

laying the foun::ation for further ::-:v·;lopmf'nt , f th .... , f'C:J!"lomy. GJP ros·~ at 

an average rat-: cf 8.5 p·:r cent. Th" shar•: c,f th,.. ar,ricul tur<:tl s-~cLr in 

GDP fell from 38. 7 per c<mt tc around 33.? p·:r c··nt whil · th·~ shar·· : f 

manufacturing rosr~ from 6.5 p•-r C"nt tc 8.3 p"r c;mt (197C-1974). 1'h" 

agricultural s-:ctor ~-:w at an av0rag: annual rat.- of :1. 7 p··r c,"'nt, primarily 

·Ju: to incrf'aS,?i riC'? proluction, whilr the manufacturing s-:ctrr gr"W at 

13. 7 per c-:-:nt ar1nually. Gross capital formation incr-•as . ! at ?'J .5 p ·r cer.t 

annually an·l its sha.r" cf GJP was rais .. ~·l from 9.9 p T c•.nt L 14.4 p r C!!nt 

following significant inflow of forPign inv~stm~nt. 

Repelitn IT, -~in targets and achievementf 

In thf> Second Fiv.:-Yr:ar Dcv.:lopmr:nt Plan, R•·p~lita JI, whir.h cr,v·red 

thr; p0riod from 1 April 1974 t(• 31 March 1979, th' ;:v· r;i.11 •·conomy was 

·:xp~ctcd to grew at an annual rat·: of 7 .5 pi:r cr:nt, population at ;'. ~ p~r 

cr:nt and per capita G'.lP at 'j.? pr;r cent. Th.') prc,j···ct": .-w ·ral 1 growth of 

population cf 15.5 million was expected to place great demand on national 

pro•luctivc rr:sourcr:s, in particular th~~ inc!m:trial r;· ctor, which was 

':xpcctcd to provi-Ir: ?';I p·:r r."n t r f th,. total proj,.ct,·:: ''mpl0.vm•·nt incrr:ae(' 

cir nr.arly 1.? aillion new jobs. 'lhe ::>econd Plan envisaged a rapid expanaion 

cf the manufacturing sector by b•_:tw·;r:n 11-13 per cent annually, lr:c:ding 

to a planned incr<?a::v~ in thr' shar : of manufacturine in G'.">P from 9.8 to 

1? .6 per cent. Thr a.gricul tural srctor wac; ':xpectr:,J tr grew at 4.G P'~r cent 

annually, implying a dcclinr. in the share of agricul tur·' in GOP from around 
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40 tc 35 p~r cent. 'Jverall investment growtt was proj.~ct~d at 13 per 

c~nt annually l~atling tc a rising share of grcss inv~stment in 

r :lation tc GIF from 17. 7 to 23 p-::r cent col!lllensurate with a signi-

ficant rise in the share of public investment from 30 to 46 per cent of tctal 

invcstement. Expdrts were forecasted to grow at ?.3.5 per cent annually; 

their shar~ of GIJP from 16.9 to 20.8 per cent. A significant expansion 

cf imports was (?l}Visaged. 'Their share of GDP was exp 'cted to increase 

from 19.9 to 21.9 per cent. Imports cf consumer gcods were expected 

tc fall from 31.9 tc 16.6 per cent of all imports,refl.ecting the results 

of impcrt substitution efforts and the expected pattern of industrial 

growth. A rise in total savin~ relative to G~P from 17. 7 to 23.4 per 

cent was envisaged. The basic strategy of the plar. was tc reduce the 

-lependencc en foreign inv~stment which was expected t::: fall from 39 to 

22 per cent of tctal investment, concomitant with a corresponding rise 

in domestic savings from 61 tc 78 per cent. Finally, the industry and 

mining sectcrs werr, expectc~ tc receive around 3.5 per cent of all govem·­

m~nt development expend! ture, a substantial reduction from 12. 3 per cent 

in Rcpel~ta I. 

The preparation and implementation of Repelita II was thrown somewhat 

out of its original framework by the oil crisis and the subsequent world 

rcces•ion. For Indon~sia, as a major oil producer, this has had a two­

pronged effect. en the one hand, l}:>vemment revenue and spending has in­

creased far above the original target. en the other hand, restrictio~s 

were placed on the growth of certain non-oil commodity exports and manu­

facturing following intensified intemati.mial competition and a slow-

down of world market demand. As a result some of the original Repelita II 

targe'\e were unrealistic and the government was compelled to respond in 

a fle!Ei.ble ~ to the emerging world economic climate. 

!fable 3.1 SUllll'8.rizes planned key targets in Rcpelita II compared to 

achiEWements during Repelita I. Generally speaking there is a clear ten­

dency towards the planning of lower rates of growth in Repelita II compa.red 

to what was achieved under Repeli ta I except in regard to exports. The 

planned rate of growth of manufacturing was reduced from 13. 7 per cent 

achi eYed during Repeli ta ! to 11 - 13 per ocnt in Repeli ta II. Info:n-.tion 

on the rate of implementation of Repelita II is available for the period up 

to 1977, the third year of the Plan period. In this initial period ot the 

Plan ~herP was a rlrastic set-back for Indonesia's development effort• in par­

ticular in agriculturi: and exports in 1974/75. In fact, there was a abort-



Tnble 3.1 Comparison of Planned Key Targets and Achievements in Rcpelita I, II and III. 

(pcrcentaee) 

Actual achievements ij----

'".'a!"i~~l ~ 

R~prlita I Rr70lita I! 
1969/70:1973/7i1 1974 75-1978/bg 

Achic·v·1m·.·nts ".!/ Plan-target~ 

R~p·1li ta III 
197 9 /80-1 98 3/§4 

Plnri-targr:t~ 

Repelita I (19fa9/70-1973/74) RepelitR II 
1971- 1970- 1971- 1972- 1973- 1974- 1975- 197~- 1977-

76 71 72 73 74 75 76 77 76 

C:>P, a."'.n'.lal growth 8.5 7.5 6.5 8.o 6.0 9.4 11.3 7.8 5.0 6.9 7 , . . ) e.ov 
c::p p 'r capita azmual 

~~wth 5.7 5.2 4.4 5.4 3.4 6.6 8.3 5.3 2.3 4.2 5 .1 
?·!.::L."1u!'c.cturing, 

a:1:1uc.l growth 13.1 11 - 13 11 13.7 13. 7 15.1 15.3 16.2 12.3 9.7 11. 9 
Ar.i<'ul tur~, 

a!"J:.U.'.l.} crc\.-th 

Croe~ InvcstllY.!nt!/ 

4.7 4.6 3.5 3.8 3. '1 1.6 9.3 3.7 0.01 4.7 3.4 

an."'l~l gro\:th 22.5 13.0 9.7 15.1 21. 7 19.0 17 .1 19.2 14.6 6.0 5.1 
Tctal ~xports, 

20.oY Z!..-inual growth 113.9 23.5 11.2 9.9 12.2 26.1 20.6 3.6 -9. 7 12.5 10. 7 
Total imports, 

e.<:JV a:1nunl growth 22.0 - - :::i1. 7 9.5 26.8 4?.? 26.8 7.9 8.1 0.9 

-
Sourc·: : !/ u::I:x>,bas~ on r\ata computer print-outo supplied 'oy the 'JN Statistical O!fico,N.Y. 

'2J R'-'pcli ta II, The Scconcl :rive Year Developmcnt Plan 

!:/ Repelita !II, The Third-Year DeveloP11ent Plan 

'l/ Bus1nesa Asia, Nove~ber 4, 1977 (forecast) 

!I All achieved fil'IJrea refer to CrnRR "'iir1trl r.,.nit'll Formation 

~ 

1')7-S.. 
79 

"'" \0 

. Jl 
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fall in th·.: imp:!.!m·"ntation ~f many b7 targ:-ts (TabL~ 3.1). Tr.: 

manufacturing s.;ctor _;xpanl:::i rapi·!ly at ::i. r<..t:: cf 13.7 p·~r c·,r.t 

annually frcm 1970-1976. In 1975 and 197l the rate of growth de­

clinc.i t;.. 12.3 P'r cent an'. 9.7 pT C"nt,r:sp·ctivd:,i; thcut;~ still 

within th10 plan targ·:t in th-; fcrm:-:r y:ar. Th·" 'tiv;rnmrr.t h::i.s ::cw 

S'.lrmountr;d ""' ma.in problems of the Pi::rtamin2. crisi::;; th".' ba.lanc·: 

of paym·::nts has b-~,:n strcngthr.n·~l; J.JOlicics of :om-:stic financial 

restraint hav~ successfully rc(lucr;·l inflationary pr·::ssur·:s; :in! 

th<:? worl·l ~conomy has rccovcr::·l som:'what from ·:arlic:r r·:c.-:ssion. 

A foundation was thi::r·:forr; lai 1 fer rr:sumption ~.f plannc·1. growth 

of th•.: In<lor.·-:sian economy in a.generally stabl·: ;mvironm.,nt n.l thcut;h 

unc'."!rtainti<:-:s in th" worl''. economic situation still prr:vail. By 

surmounting th': major problems which fac·: l th~ In 1on"sia'1 "Cor.omy 

,luring th·' mi.!-1970., th~ Gov·!rnrnl'.'nt is now in a positiGn t . !ir ct its 

full focus on achi,-ving its ·1 'V0lopmsnt ·:bjxtiv ?S. R c: nt f.:. r·:casts 

S·~".!m t·- r-;fl :ct this optimism. 

At the 1-;vr·l of indivi·lual branch·~s cf in 1ustr;y, R~:pr·li ta II 

specified th-: plann:·J rat .. s of growth b."1s•::·i upon inv•:stm nt prcp.1snls 

which ;v:r-:; b~:fcr•: th·; Inv(:stm'nt Co-or.lination Brar·l. Th·' planw'' 

growth 0f in iivi'lual branch :s '- f in,lustrY ?..r. surnma.ri7: :·! in Ta<il·. 

3.2. Thr; cstimat ?S J.o not inclur!r; small-seal·: an·i cot tag" in,:ustri•:s, 

nor public inJus+ri :s such as f·'}rtiliz·:rs anJ pctroch'?mical in !ustrif's. 

'I'wo tr.:nJs S';'.;ffi tc. r:merc·! from thr. patt,;m of plann·"!J tare-: ts. Th·"' 

1'irst c,n·~ is that rapi·l 0xpansion is 0nvisagr: l fer somf" of tr.·" rr:sourc"'­

basc·l industri0s liki; lcathr:r, papl'.'r, ch0micals, non-mrta:i.lic minerals 

an·l woo: in::lustri'!S. Sr~con~lly, som: of th•: tra·litional important 

in:!.ustrir:s like foo:l prcc0ssing, t·::xtilcs anrl rubbnr, which account·' 1 

for around thr00-fourtbs cf tctal manufacturing valu" art.lee! in 1'.)73, 

W'!rc all cxpcctc::l tc1 grow 10ss than th.-, av·!rag•· of the manufacturine 

sectcr. Thui:;, a nr:w and. mor·1 divcrsifir:,l structure of the manufac·~urine 

sector sr:.:ms to be emerging from the Secon·l Dcvr:l opmf'nt Plan. 

• 
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'fu.bl 0 3.2 R- "lita II Plann•l <mnu~l 

(Percentage) 

Groups of Ir..'1ustr.r 

Foo 1 im!ustry 

T•xtilc inllustry 

V;ath"r pro•Iucts 

Wcol products 

Pap~r inLlustry 

Ch<'lnicals anJ pharm;:ceuticals 

Rubber processing 

~fon-mr:tallic minerals 

M(;tal product:> 

Equipment industry 

Total inr!ustry 

Source: Repclita II. 

Plar:n0d annual growth 

10.4 
12 .o 
53.1 
18.? 
38.0 
23.4 
8.1 

21.1 

24.1 
30.G 

11 - 13 

Based upon nstimat~s of 1974 proiuction and applying planned 

grcwth rates, projections of industrial output for selcct~c! manu­

facturing prr,rlucts have been cstimat,~d for the perior! 1974 to 1978, as 

indicated in Table 3.3. Availablr: statistics do not permit comparison 

of planner! targ·~ts with actual achiwcments except for a f".'!W products 

categories in the first year or two of the plan period. According to 

the limited information which i:> available actual achievements ex­

ceerlerl plan targets in the r::asr:: of motor-vehicles, motor cycles, 

TV's, car tires and textiles while the production of cem~nt, weaving 

yarn and paper fell short of planned targets. A more disaggregate 

pattern of industrial output anrl diversification covering the period 

1970-75 is presented in the Annex. 
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Table 3.3 R~pr.lita II Inr!ustry Plan Prcjcctions 1974 - 7[i(lisc·!"!. y';i.::-s) 

1975!1 1916E/ 1977 

Textiles 
(million meters) 930 (974) 990 (\017) 1,060 (\247) 1,150 

WP.avin~ yarn 
(•coo bales) 486 (364) 

47 ( 43) 

541 ( 445) 621 746 
Paper (•000 tons) 

Fertilizers nitrogen 
( •ooc tons) 

51 ( 46) 93 117 

110 207 400 584 

Fertilizers P?O~ 
( •ooo tons) 

Car tires 
(million uni ts) 

Motorcycles tires 
(million units) 

Cement (•000 tons) 

Class ( 1000 tons) 

Bottles ( 1 000 tons) 

Steel sheets 
{ 1000 tons) 

Steel pipes 
( 1000 tons) 

Steel other 

1.9 

970 (8?9) 

27 ( 35) 

61 

35 

( 1 000 tons) 200 

Agricultural 0quipm~nt 
(•ooo units) 4,600 

Irrigation pumps 

(•ooo units) ?,OOO 

Sr:iall cl~ctric meters 
(hp) 14,000 

Car b.i. t t ~ri ~s 

1.6 (2.4) 

2.2 

1 '650 ( 1pa9) 

33 ( 31) 

63 

50 97)E/ 

~.ooo 

3,000 

16,000 

(•ooo units) 1,100 1,?10 

T'I ( •ooo r·::cdv;Ts) 33 ( 135) 35 166) 

Na~ios ( 1000 r~cdv::rs) ?,000 ?,1CO 

C~~-1:::: (ton:-;) 5,l'CQ ),C'CC 

f.(otcr V·'hicl,.::; 
( 1000unit:::) )) ( ()G) .p 80) 

~lotc.rcycl ·::; 
• ( 1000 uni tG) mo (::>51) 

24 

2.4 

2.4 

3, 125 

45 
71 

100 

60 ( 107) 

350 

5,700 

10,000 

18,000 

1,330 
36 ( ?1?) 

?,400 

7,CCC 

')O 

)'jO 

i.curc-·: !l' ri·r l frr;::- f, J' 1; ... TT :c:1' ·:;tirr.:1~ ·i: r.f 1~l"I/, r:-· :1wti•·1: 

!/ Flr,ure• in pM"onthco1u 1n11cate actual ach1cvcmenie. 
b/ Sot·rce: A_111_R ___ '(e_noar.!:I"!. ;~~llA_l_ip_, \ 1 nctober 1'J77 1 PaP.'• 378. 
r/ :iourr.e: _A::~~·:.--~··::.:·'.!....'. •_J_•_:._!1_:1 1 \ ~·a.v 1 1;1. 

11 

2.6 

2.6 

4,363 

46 

81 

75 

550 

6,300 

13,000 

18,000 

1,460 

38 ( 5?5) 

? ,500 ( 1,0')0) 

-~ 1 000 

60 

450 

1978 

898 
201 

2.8 

5, 135.0 

46 

85 

100 

6, )CO 

13,oco 

?.? '()('O 

Avc:rc.g'" 
am:u:i.l 
c;rowth 

11"17 /1-10·-3 
( p~~~~nt~,~-~) 

1.1 

16.6 

43.8 

72.8 

14.c 

10.2 

51.7 

11,.? 

8.6 

30.0 

~.? 

')'). 7 

1;:. ('1 

1,6CO 0 .~ 

4~( ( ''t: 1" ! • '} 

? '700( i ', ~ \"' s.1,.." 
9,ccc 1 ' 

70 

575 ) ) -­
-' • I 

I 
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Repelita III, ma.in targets 

The Third Five-Year :9evelopment Plan - Repelita III - covers 

the period 1 .iz'ril 1979 t0 31 Karch 1984. The PI.an, as its two 

predecessors, is an indicative plan which proviuco ~irections of 

the intended development process and which stipulates the scale of 

priority ordering. The detailed implementation of its progranmes 

and projects is exnecte:i tec be spelled out in the (J:Jvcrnment annual 

budget. Repclita III is a continuation of its two predecessors. 

Whereas Repelita I was dealing with stabilisation, rehabilitation 

and the first stagts of development, Repelita II was designed to 

deal with the problems of expanding employment opportunities, raising 

level of income, a more equitable distribution of inccme, a more 

even distribution of the gains of ~evelopmcnt among the various regions, 

provision of adequate supplies of basic human needs,/ illprov .. ent in the 

nutritional standard of the population and1enbano .. ent of the qualit7 or life. 

In Repelita III these problems will continue to be treated as central 

problems of levelopmcnt,and priorities have been set acc0rdingly. The 

essential goal3 of Repelita III arc to raise the living standards and 

levels of knowledge of the Indonesian people, to strive for a more equal 

and just distribution of welfare for the whole population and to lay a 

strong found2tion for the next stages of development. 

IA.lring Repelita III the overall ccono~ (GDP) is expected to grow 

in real terms at an annual rate of about 6.5 per ce!lt (Table 3.4).With 

expected population growth of about 2.0 per cent per annum, real per 

capita gross domestic product GDP will increase by 4.4 per cent per annum. 

It is expectC'l that with a 6.5 per cent average growth rate of GDP a total 

of at lea.at 6.4 •1ll1on new jobs will be created, which oorreepond• to the 

projected growth of thr~ labour force. The most rapid rate of expansion 

will take place in th 0 inJ.ustrial sector which is expcctr: l to grow at 11 

per cent per annum. 'I'h-~ t&-ansport and communication sector follows closely 

behind at about 10 pi:r c1mt per annum while conatniotion and other sectors 

outside agriculturr: a.n< mining are projected to grow at 9.0 per cent and 

8.1 per cent r~spectiv•·ly. Simul taneoualj\ the agricultural sector is ex­

pected to grow 'tJ7 arr;un i 3.5 per cent and ilining by about 4 per cent per 

year. The ma.in probl·::ms facing the agricultural sector are seen to be: 
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·spnci<J.11~· in th·-- zm..:.llh 11. :r z ct:-r, ina: 'ITTl:J.t .. mark--tinrr an' ir.fra-

structur ·, r ·.scurc• :_,pl·-tion an' ina ],:quat- institutions. 

Th- nzs ... ciat ''. struc:tur:->..l ch<'-11.g' in U:' "cc:ncmy will implJ· that 

th'.: shar- _ f acricul tur' in GJP is · xp·:cte: t. >cl in•: frorn 31.4 p~r 

C•'r.t in 1973/79 tr a.hut ;7.'."' p·r c-:nt in 1983/14 an' that cf mininc frcm 

17 .9 per c~nt t· 1 .9 P'T CPnt. On th 0 cth·-~r han :, th·~ shar·~ c:f in lustry 

in GLlP is ·-~xp 'Ct - tl incr~as·: from 10.? prr cr:nt L 12.6 p9r cent as shown 

in Tabl·~ 3.4. It is ~xp :ctn: that the stru.ctu.ral chang•. 1ill constitute 

anoth·.Jr st 0 p tcwar :s a.chi -:ving a more bala.'1c·< C'CLnomic structur._ and a 

much brca lc:r an:_ strcng·-r basis fer future s<:lf-g-:nn.rating growth. 

rable 3.4 Prcj .;ck! gnwth cf GrLSS Dom,~stic Pro luct ey main IV:ctor 

Proj -cct·~il Proj ~ct•!l sectc.ral 
av•:ragn annual composition C.'f 

growth rat~ G'1P 

Rcpclita III 1978/9 1983/4 

Agricul tur0 3.5 31.4 27.2 
Minjng 4.0 17.9 15.9 
Inllustry 11.0 10.? 1?.6 
Construction 9.0 4.9 5.5 
Transport, communication 10.0 4.6 5.4 
Other 8.1 31.0 33.4 

Total 6.5 100.0 100.0 

Source: Rancanpi Rcncana Pembangunan Lima Tahun Ketiaa 1979/80-1983/84• 

The overall inv~stment r~sourc~s required to achieve the econolllic 

and •ocial development objectivn.s cf the plan will hav~ to increase by 

not less than 9. 7 per cent pr>r annum. Total gross investment is pro-­

visionally el. i.matcri at 21.? per CP-nt of GDP in 1978/79 and :ts projected 

to increas~ to around 24.6 per cent in 1983/84. Out of this total invest­

ment, 79 per cent will be mobilized domestically and 21 per cent is 

expected to be provided through foreign capital inflow. Central (Jlvemment 

investment through the developm~nt budget is expected to account for 51 per 

cent ~f total investment in Repelita III, as compared to about 54 per cent 
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in Rcpelita II. This L!clin" in thr> shar· :Jf Gcv·~rnmnnt in trtal 

investment is Jui: to thr prosp"cts that . il r:~v··nucs will not in­

cr··~asc as fast as thi:y !i' lurinr,- R"pr>li t?. II. T·: financ•' th•: ovr•r­

all investment r-::quir :ments th 0 shar·.: cf t, tal savings in GJP is 

·:xpected tc increas.:; significantly with ab ut. 79 p~r C·'nt cf t tal 

savings t(' be mobiliz.;·l. r.om·~~stically whil;c ?1 pr'r c·:nt t: b• s··cur··.l 

from foreign sourc c: s. A significant proportion cf tctal savi rigs will 

b·::: provid.-, ! by the <J:Jv•'!rnmcnt 1 29 per crnt 1 which arP ·:xpcct': ! tr in­

crease by 14.? per cent p·:>r annurr.. 

The balancr; of paymr:nts projections c·f th" In,::m 'sian ·conolr\Y 

are based en the assumption cf r·:asonabl'"· fav' urabl·: a·ljustm'nts in 

th-: existing world imbalc..r.c 0 in r:;garl tr_ worl: inflaticn, int'!rnational 

monetary ciisturbanccs, instability in worl: comma·!i ty mark ts aihl tnnien­

cics towar·is prot·..:ctionism in lr:vdopr; ! countri ·s. Tlv projrctions are 

based on the assumption 0f a st !a :y growth in worl : 'l·~man< fc r In lon~sia 's 

·:;xports anr! a mo i··st incr•:<:.s: in tc th i:xport ~n; import c, mmo ii ty prices. 

Total exports arc r~xp<'!Ct··: tc incr•:as • at an ~''•' rap; · annt.:ill rat·; '· f in­

creas3 of 11.2 P'T Cfmt. Turing th'! sam1• p':ri0: n"t ·il rui: liquifir>!i 

natt..ral gas (LNG) -,xports will incr ~.'.lS" 2.t <.. ra.t· cf C.4 p·~r c•:;nt, non­

oii export by 1G.s p .r c·;:it. Thi8 impli"s that by th: r>n i of 1981 /92 

non-oil exports ar·' 'Xp°Ct ·: t · ·-·XC'"'.i thr nrt •xpor-. valu·~ of oil and 

LNG and amount tc. )4.8 .J 'r cr:nt in 1983/84. "Jc.ports f timb,-·r pro lucts 

and non-tr<> ti tional cnmmo,!i ti~;, inclurling in :ustrial pro !ucts ar'": xpect-~ ! 

tc grow at a high-:r rat:· thD.n th( av•;rag" ,_f nc:-.-oil export;.;. Mir.ing 

:.:xports will incr•!aS'! at a rat•! cf 33.5 p T C' nt prr annum ·lu.-! tc: tht> 

!lcvelopmen t cf new mineral pro iucts 1 ik'? ni cki:l r.ia t t , nick:! m'tal, 

and aluminium. TA.F; te- the >~v·;lopm:~nt of n-:w in 1u:::itrial pro :ucts, au~ 

as ce11ent and fertilizer, it is expected that exports of non-traditional 

commodities will 1.xpan,:. at <:m annual rat.-, cf??.? p• r c··nt. 

In orli:r to allow for a c0nti:-:uous growt:: cf pro !uctiv•· capacity an! 

investment activi tic~ a zigni ficant r~xpa.nsion (;f imports : f capi ta1 goodE: 

azl'i raw ma·~·:rials of 14.4 p"r cr:nt an'.l 14. 9 pr:r cent annual growth r :spec t­

ively is envisagf!d. This is :Xp"Ctr"l ti, lr:a I t: a ris·: in th~ sharr of 

capital goods and ra.w matrrials in tctal import::; from,r·:sp ~tiv'!ly, 4c:;.9 

per cent and 31.0 per cr:nt in 197?/80 +,o ')0.') p'·r c ·nt "l.n'i 33.9 pr:r cent by 

the end of the plan pr~riorl. F'oo·I import r•:quir':mcnts ano '!XPf!Cte·l to rise 

by an average of 10.5 p·;r C<'nt y<'arly whil1~ imports 0f consum'!r gc;o•ls arc 

expected to rise by 3.0 p~r cent annually. 
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The planned key targets of Repclita II and Repclita III compar~d 

with recent achi'.:!vcments were BWJ111arizcd in Ta bl·} ).1. As mentioned 

earlier there is a clear tendency towards planning of lower rates of 

gr0wth in Repclita II compared with wnat was achieved under Repelita I 

except in regard to exports and also ::griculture. This trP.nd towards 

lower planned growth rates has been continued in Repelita !II where 

all key targets are lower than those planned under Rcpclita II. The 

planr1ed annual growth of manufacturing was rcduc!:d to 11 to 13 per cent 

in Repelita II from 13.7 per cent achieved in Repclita I. In Repelita 

III the growth target of manufacturing has been reduced tc 11 per cent. 

Finally mention should be made that several recent developnents 

provide Indonesia with the opportunity to improve significantly the 

basis for economic and industrial developnent planning. These include: 

~) the completion of an industrial census (1974-1975), i.,rOYed in 'bo1h 

covara~ and reliability; (ii) the preparation of a ma.ere-economic 

long-term perspective "moral" of the economy up to year 2000, that may 

be adopted to short-term needs and planning purposes and(iii) the 

preparation of an input-output table that can be used to expand on the 

macro-economic ~nalysis and on industrial planning. These three develop­

ments could be further integrated with a view to providing Government 

planning officials more insight into various short- and long-term growth 

•cenari~•; the potential impact of alternative policies and sectoral 

projections. 
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Chapter IV 

'4A !N 'FTA'!1lR 1!> CF INruS'mJAL DEVELOPM~'I' OB.r~'l'IVf:!i; 

~TRAL'F.GIES; roLICIF!i AND INCENTIVES 

Objectives and strategies 

The overall key #1-'0als of the Third Development Plan -

Repelita !II - are threefold; to raise the living standard 

and levels of knowledge of the Indonesian people: to stri~e for a 

more equal and just distribution of welfare fer the whole population; 

and to lay a strong foundation for the next stage of development. 

With a view to achievi~ these ~ls, the Plan stipulate that all 

development policies should embody the followinr '"I'riology" of 

Gbjectives (triology Pembanguna.n) which are closely interconnected 

and mutually supportin~: 

i) a more equitable distribution of development 

and its gains, leading to the welfare of the 

entire population; 

ii) a sufficiently high economic 1rrowth; 

iii) a sound and dynamic national stability. 

Great ~mphasis is given in the Plan to the equity objective 

which the Goverruuent expects to be reflected in every development 

policy." With a vie;t to achieving the equity objective, the Gwerrunent 

intends to undertake policies and progrannes with the following 

overall aims in vi~w: 

i) an equitable distribution of acces~ to means 

of fulfilling basic human needs, especially food, 

clo~hing and shel~er; 

ii) an equitable distribution of access to educational 

and health services; 

iii) an equitable distribution of income; 

iv) an equitable distribution of employment opportunities; 

v) an equitable distribution of access to business 

activities; 



1 
I 

·~ 

- 58 -

u;' ~.,.. cu•·n;. +•.-'hlo r1;c-+,...;)...,,..+;"""' nf" ~rro<!'C! tn ~.,..t;_ ·-1 -·· -...., ................................ .., ........ -- .................. --------- -- r----
cipation in development, particularly for the 

youn~ genera ti '>n and women; 

vii) an equitable distribution of development efforts 

throuP'hout the various regions of the country; 

viii) an equitable distrubution of opportunities to 

obtain justice. 

In the lip-ht of these more peneral objectives 

referring to the economy as a whole, the chief objectives of 

industrial development nlan are: to create employment; to fulfi 1 

basic human needs in sufficient quantities at reasonable prices: to 

produce finished and semi-finished p-oods to meet domestic demana ~s 

well as foreign markets; to pr0cess raw materials to maet domestic 

industrial requirements and to produce ~ode: needed by other sectors. 

"urther, the Plan stipulates that in:::lustrial Jeveloµne•1t should contr1-

r:ute to a more balanced re,vional :ievelornent ;mu a more efficient u!"e 

o: natural resources without e~aar.per1np the environment. 

In the past, the overall emphasis of industrial stra­

:eF1es have been to develop: industries which support an:::l com-

;; l cment the ap-r1cul~.ural sector e:ther t.v ir,putr: for R~1culture c:r 

processinp of a,n-icul t:.:ral products; ind;rntries e?rni11p rore1p-r. 

exchanp-e or sav1np fore1pn exch.:i.~:f"e throuf'h import subst1tut1c:n; 

i~1ustries process1n~ local rRw ~~·er1.:i.:s; labour i~tens1v~ indus-

Tod?..Y the Tr,dones1an OT1i'ih.JfR.cturinP' sectcr is rnr.:::iri '.,v 

oriented tow:i.raa .he production of consumer ~ode for the 

.io.nestic market. 'f:e ;;resen'.. structure nf' the 1nanuf';i.ctur!nf' .~crtsr 

t:as mainl_y been at-r1Luted to pa•:'. Hi .• ustr1al17.at1on stratey1ei; 

p1acinp heavy emphasu: upon import subst1 tu~1cn inciustru~r.. .A.s .:i. 

result, the domestic m:i.rket has hccome h1phl.v protected by !"oth 

import control Rnl htl"h tariffs • .-'.he comb1nat.1on of exchan,IZ'e nt.: 

pcliCleB, fl(;C'.al lnCent1ves pO}!Clf!S ;i.nd lnflatlOTlhr,V tren11;; r;t·it' 

111duced a high degree of capital intensity in the manufacturinr sertcr. 

I 
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The oresent industriaiization strate~ reflects a ,n-ovin~ awareness of 

these problems and active measures are being considered aimi~ at a more 

labour intensive structure of the mar.ufacturin~ s~ctor. Recent 

industrialization strate~ has ccnsisted basically of three major 

priority areas)../ 

i) investments well under way in lar~e-scale capita} 

intensive projects being highly dependent upon 

foreipn ca~ital and technolo1zy and related to 

the processin~ of national resources for exports 

(e.~. mineral ore smelters, liquified natural p.as 

plants' or to the domestic production of intermediate 

products (steel, cement, fertilizers, pulp and paper); 

ii) medium to large~scale projects in particular those 

aimed at developing a non-traditional export base 

and allo~ing for more linka~es with ~xisting industries: 

iii) small-sc~le industries which address the objectives of 

employment ~eneration, re~ional dispersal of investment 

and production closer to ra~ material sources and 

markets. The development of small-scale industries 

has in the past been seriously impaired by resource 

constraints but it is expected that when the 

resources requirements for the first two groups of 

projects have been satisfied the prospects for deve­

lopir.~ the small- aJ'ld medium-~cale industries will 

improve. 

Policies and incentives 

4.l. Basically, over the long-term, haavy reliance is 

being placed on industrialiPation in achieYing equity and 

~owth targets. There has been• re-thinking under way within the 

Government in reRSrJ to modifying the pe.st policy ~f promoting 

larp,e-scale industries with ,reater employment e~fects; wider geo­

graphical impact and stronger intra- and inter-industrial lini<a,res. 

lf lforld Bank: Indonesia - Apprnisal of a L~.n t<? __ ~he Re~lic of. 
Indonesia for Industrial FiunciJl&_j.hroY«h theJ.a.T ... _.Pr.inte 
Develo211ent Fina_J'.IC~-.~.JU'..__Qf._J_n_d_Ql'!eBi~, January 7, 1977, Annex I 
pape 4. 
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Rapid expansion has been envisa~ for those indu~tries which 

process domestic raw m~terials, effect i•port subsitu~ion or are 

export-oriented. Import policies have assif!!1ed priority to capital 

froodS and industrial raw materials. Priority has also teen giver. 

to regional develoJXDent programmes to achieve a more balanced 

pattern of regional growth. Moreover, policies relating to foreirn 

and domestic investment will be aimed at encouraginr the ,-rovth of 

ind itenous ( "pribUlli ") industries, especially in the Siiia 11-scale 

industry sector. 

In November 197e, th~ Government devalued the rupiah by 

50 per cent (effective devaluation vis-~-vis the dollar 33.6 per 

cent). '!'he devaluation was necessitated by the gap between the 

relative prices of internationally traded ~ods and local product£. 

Within the manufacturin~ sector the need had become apparent to 

aove from the purely i~port-s~bstitution stratety of the past towards 

more export-oriented industrial develop11ent. 1he devaluation was 

expected to lead to a decline in imports especially of non-essent1a1 

consumer ~ods and certain finished ~oods and to a rise in indus!ri~l 

activities which produce r,oods for exports. 1here is so~e evidenc~, 

however, that a price-wa,ve spiral may have developed, and,depend1ng 

upon the monetary policy,there is a danger that inflation may dissiiate 

the efL~cts of the devC'\luation. •;o reduce the unfavourable effects 

of the devaluation, the Government reduced import duties for r<!V 

materials intended for use in export production. ~he Government 

also issued guidelines for maximum price increase authorized for a 

vide range of induptrial goods. Nevertheless, the sharp price 

increases of imported industrial raw materials vas expected to 

affect unfavourably a number of industrial enterprises especially 

in textiles, wood industry, small-scale and home industries.1/ 

While the devaluation was considered one way of boosting 

Indonesia's export of manufactures, and to uplift the non-oil 

economic sector, it has not removed all obstaoles to the promotion 

of labour-intensive, export-oriented ;~duetries which do not enjoy 

the B8111e degree of protection as import substitution industries. 

lj Asia Research Bulletin, 31 .'tfarch 1979. 
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The post-devaluation price spiral indicates that inflation could 

have reached 20 per cent in 1979. The effect of the devaluation 

upon non~il exports has reportedly been an increase in Indonesia's 

export of textiles, fertilizers and cement ... !./ A price increase has 

also been noted with regard to industrial raw materials and the 

Governemnt is therefore reportedly contemplating further export 

controls on certain raw materials. ~ i While the devaluation has 

opened up new opportunities for export development, concern has been 

expressed that with little experience export markets and facing multi­

plicity of administrative regulations, manufactures may continue tc 

be inward-looking. Furthe1·, in the absence of any strong pressures 

for greater efficiency, costs may drift upwards and erase any advantage 
"l., 

secured by the devaluation. ~ 

Apa.rt from these more general economic policies whi::n eff-:ct 

industry, tt.e main pol icy instruments used for p::-oa:ot ing ir.dustr ial 

development in Indonesia are: investment incentives policie3 granted 

by the Investment Cc.,-ordinatir.g i3oar~ (IC3) unde::- the r'0reif;Tl (1jc«) 

and Domestic (i968i lnvestment L~ws; protective pci1cies applied tcth 

through the tariff system and through direct import controls; policies 

related tc industrial co-operation between foreign and national 

companies; policies related to industrial employment of small-scale 

industries; regional development; and public and private se0tor. These 

industrial policies are reviewed in the following. 

The main elements of the investment incentives system rnclude 

tax priviledges, reduct ion or exempt ion from import levies a:;ci 

accelerated depreciation ail•)wances. 'I''he main thrust of the Government's 

investment policy, as reflectP.d in the priorities list, is t.c redu:;e 

areas open to foreip,n investment and to encourage small-scale domest1c 

1,/ Asia ttesearc!. .builetir., ~ 1 JuL;; 1/{j. 

~/ Anne booth anti Amina '!·1;;.0:1t: ::'1r·.-e·1 (,f :u,-:11r.t {J..;vel·)pmP.nt£, 
Bulletin of Indonesian ~.;;.J(,:,mi;~_:.:._L·"'d1er; 1 J'..4ly 1')'{), p. 1.'. 

l/ Hovard Dick: :.:urvey of Hecent [)eveLormcr.to, Bulletin C;f 
Indonesian t;conomic ~;tud1es, Marc;h 1'J7') 1 p. [(. 
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investment. Priority is given to foreign investment only to the 

extent domestic investors have been unable to seize investment 

opportunities either due to shortcomings in capital, skill or 

technology. While foreign investment is recognized as being 

essential for development, it is generally viewed as being a 

teaporary contractual relationship bringing in nr.w technology and 

proaoting the development of domestic skill. '!be new investment 

policy will allow the Govern111ent to be more selective in permitting 

foreign capital to enter into the country thereby reflecting the 

coapleaentary nature of foreign capital investment while stressing 

domestic capital investment as the backbone of the Indonesian economy. 

A preview of Indonesia's investment priorities reveals that 

the Goverl11118nt's foreign investaent policies are becoaing increasing­

ly restrictive. As a result foreign investment in Indonesia has 

dropped precipitously since 1975 and is likely to continue to do so 

in the future. In an effort to clarify its investment pol:.cy, and 

to untangle complicated and time-consuming investment pro'1f!dures, 

the IndoneJian Government introduced in early 1977, a list of 

investment priorities (DSP) involving foreign as well as domestic 

investment. A predom\nant feature of this new investment policy is 

the differentiation between foreign and domestic investments and 

the differentiation between incentives according to the level of 

priority. Another important feature is the specification of location­

al requirements for new investment and of involvement of weak econoaic 

groups. In this connexion it has been suggested that the approval 

procees of investment could be decentralized and made more automatic 

and that Indonesia can non afford a more "open" economy in terms of 

automatic inveetment approvals since -there •83' be positive social 

gains from pursuing a relatively open~oor policy on new invest11ent 

applications. 1/ 

World Bank: ProbleM and Proapch for Industrial Development 
in lndoneeia, Vol. I, 25 11-.r 1978, p. V. 



The Thi~d feveloJ:Xnent Plan - Repelita III - provides 

for programmes of Governmer.t support throuf"h the intro~uction 

of a more clearly defineJ system of incentives c0upled wJth 

straightforward licensing procedures. The system of :ncen-.ives 

involves among other thini!'S, taxation pclic1es, tariffs and crei1t 

facilities. While the Plan Joes not elaborate the details of the 

policy instruments, it does indicate in ~efteral terms of Government 

commitments to the poiicy. This will enable :te Government to make 

the necessary adjustments and improvements Jur1r.g- the Flar. rer10.j. 

With a view to improv1n~ the climate for iniu~tr~a~ develorxnent, the 

licensing procedures, whi~h have been a bottlenec~ in t~e prtst, w1ll 

be simplified. A thort;uvr. review of existir.~ re~..i>t1ons w•ll t:e 

made and special atten•1cn £1Ven to the speei of ~rocess:nv an: ~ne 

number of levies. '.n a:.i.ilt1on, procedures or ~.r.e :r.vest:ner.• :-ciir.i 

will also be simplif1ej. 

• ! 

In early :9?Ci, l~ was reporten.:.i t:-.at t.r.e Goverr.men•. was 

planninil" to ad ~ust a r:urr.!'er of lr.v.:>stmer,t poi ic: 1cs to increase tct'il 

capital expans10n and tn ch~nnel fur.~s d1rect:y :r.to rrior1ty sectors 

in Repellta III. These :dj:.:stments may ::.nclude, inter~lia: incentiv~s 

for export industries espec:ally for bonded industr:al export zcr.cs; 

measures to encounter labour-intensive investmer.t.s tnroui;rh sc.me :·orm 

of tax ccrr.pensa t ion ·c'l.Re•J upon the number 0 f .~or:; ere::;. tee c.v a ? : •1en 

to provide more fac1~it:r:s !·or local industry ::r.d provide inform?t~on 

Board's priority sc;i.ie f;':::"•1n for investors wh:ch war; 1ntrciuce: :,-; 

1977; and wider use o~ co~: .:1t1ve b1dd1nv and tenders in ~ppr~v:~~ 

investments in certain very :~sic industries. 

A major p0licy in.stri.11:-.ent used for promoting import-su"gtitut ~on 

industries in Indonesia has t.~en the use .-,f proter;t ir~r: ag:i ';.·,~;t i.·i1porta 

through import duties and import rer;trictiom;. '!'hoi..;.gt. ·.::,•,.,e measures 

were originally envis1:1.ged in cases where imports present u.r.!'air 

co•petition, it has become commun practice for man,y industries to ask 

for protection from the Government and to get it. The .iuetification 

lJ A•ia Research Bulletin, 31 March 1979. 
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for protection nas primarily been fear Of international competition 

on the Indonesian market. Imports are divided into four t1:1"0Ups 

classified according o rates of imported duty: 

i) very essential items, mainly basic foodstuffs, some raw 

materials, medicines, and agricultural and industrial 

machinery and equipment, on which no duty or very low 

d~ties are applied; 

ii) essential items including raw materials and spare parts 

for industry, on which there are low rates of duty; 

iii) less essential items, and goods which might be competitive 

with local products with medium to high duties; 

iv) mainly luxury goods on which high duties are i:aposed. 

Tariff normally range up to 100 per cent for less essential products 

and those in competition with domestic industry. On some lumry 

goods, however, an additional import surcharge of 50 to 600 per cent 

is levied on the duty. The avera~ duty rates were 52.3 per cent 

for consumer goods (35 listings), 22.5 per cent for intermediate 

goods (36 listings) and 18.9 per cent for capital goods (42 listings). 

There are other taxes that apply to a wide range of imported products; 

•ncluding an import sales tax of 5.20 per cent of the c.i.f. price 

plus important duties surcharges;and a tax on impvrts collecteJ from 

the importer and the next user of the imported commodity. The protec­

tive duties are generally high, for example in the engineering induatriee, 

the effective rates of protection have been estimated at 300 - 500 per 

cent. !/ There seems little doubt that on an overall basis, the 

syatem of customs duties is causing distortions in the use of resources 

in industry. However, it has not been determined whether the tariff 

system plus corollary arrangements on banned imports and the adminis­

trative practices have worked to the disadvantage of smaller-scale 

industries. £/ 

11 Engineering industries in Indonesia by R.S. Sharma, Senior Adviaor 
on Industrial Policies (UMIDO) (INS/74/012), Decembi!r 1977, p. 5. 
World Bank: Problems and Prospects for Industrial Develoiment in 
Indonesia, Vol. I, M1Q' 1978, p. vii. 
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The ~rotection ~nted to domestic industries has resulted 

~n'hctltn+;nn vh;rh ~~..-.+ .r.,..",.. 'h-ov;..,,.. 1;++lo 
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labour absorbtion, has been characterized by inefficiency, excess capacity 

and high domestic costs of production and has ~lso left little or no 

incentives for enterprises to improve quality or o;:>erations. F'urthermore, 

over-protected industries ~ith ~lll'plus capacities, low productivity and 

high prices are findin~ it very difficult to compete on the world market, 

despite the advantages of the recent devaluation. The Government has 

recognized that the policy of restricting imports is not conducive to a 

healthy developaent of industry and could become a serious disadvantage 

in a uider ASF.AN context. The Government has therefore decided to impose 

no more import restrictions but is nat! followin~ a policy of making 

imports expensive either through import duties or through import 

financing. 

Some important investment regulations were amended 

in early 1974, affecting industrial co-operation between foreifm and 

national companies. According to these policies, new foreign 

investment~ are allowed only in the form of joint ventures, on 

the understanding that the Indonesian share be increased to 

51 oer cent within a specified period, usually ten years. These 

policies were also aimed at increasing the number of Indonesians 

to be employed in foreign or joint-venture enterprises. Domestic 

investment policies were also revised to ensure itZTeater parti­

cipation by "indigenous" Indonesians and effective early 1974, 

only indigenouE or "pribumi" Y enterprises are allowed access to 

medium-term credit facilities under the TNVFSTAf.I prof!ranuDes. In 

early 1978, these policies related to co-operation between forfiign 

and national companie& were further revised to ensure greater 

participation by Indonesians. According to these policies, foreign 

companies established in Indonesia are required to co-operate with 

domestic national companies and are obli~ed to hand over their trade 

and sales activities to national companies, while the foreign 

company is allowed to e~~e in production only. ~he rationale 

behind this policy is to help build up indigenous capacitiea. 

}} Indigenous or "pribumi" enter.,riseo are those companies in which 
indigenous entrepreneurs control either 75 per cent of equity, or 
50 per cent of equity or key mana~ent positions. 
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Accordingly, 15,000 - It ,000 forei#!'Tl compaaies are to transfer their 

businesses to "pribumis" Y affecting t .l. per cent of all enterprises 

v}ie:ratir1g iii Indunesia. Y As a part of this poiicy ail fore1pn 

enterprises are required to provide a training scheme designed 

gradually to replace expatriate staff by Indonesians. 

The Govern~ent has also established various other 

policies and regulation• affecting industrial co-operation 

related to investment protection schemes; protection ag3inst 

na·~ionalization and repatriation of earnings. In re~rd to the 

Intergovernmental Investme.nt Protection Agreements, Indonesia is party 

to the Convention for the $et~lement of Investment Disputes between 

States and Nationals of other ftates,and investment ~.ia.rantee treaties 

have been concluded with Relgiwn, Canada, Denmark, rrance, the Federal 

Republic of Germany, Netherlands, Norway, the Republic of I<orea, 

Switzerland and the USA. In regard to protection against nationaliza­

tion, the Government undertakes not to nationalize any enterprise, revoke 

ownership rights or reduce the ri~hts to control of management except 

by act of Parliamer1t, in whir:!, caf:~ ccr.1:.-fo11zc.tior: wi:1 Lt< 1•roviue:d ir. 

accordance with international l~w and through transferable currency. 

In regard to repatriation of earnings,foreipn investors are granted 

the right to transfer profits in the currenry of the invested 

capital at the prevailinp exchanre rate and Plso permitted to transfer 

funds to cover depreciation of capital items and the costs of employing 

foreipn personnel and of training Indonesian perBonnel overseas. 

'l'he industrial policies and incentives pursued by the 

Government were or1: inally desiRiled to promote investment which would 

yield the greatest return to the Indonesian economy. In this re~ard 

it can be argued that fiscal policies and incentives offered to 

industry by the Indonesian Government in the past have generally 

lowered the price of capita1 relative to that of labour and hence 

encoura~ed the adoption of more capital intensive technologies and 

as a corollary low capacity utilization ~nd low labour absorbtion 

of industry. It would thus appear that the objective of employment 

creation has in the past not received full attention. While this 

problem is recol1'Tlized, it is usually dismissed on the ,vrounds that 

if such incentives were not p-ranted, potential foreip-n investors would 

locate elsewhere. 

ii 

?./ 

Indigenous or "pribumi" enterprises are those companies in which 
indigenous entrepreneurs control either 75 per cent of equity, or 
50 per cent of equity of key mrlllagement positions. 
Asia Reaearch Bulletin. May 31. 1977. 
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As referred to earlier, the Government of Indonesia 

has established a yearly "List of Priority Scales for Fields 

of Domestic Investment and r.oreign Investment" within the 

framework of the Domestic and Foreign Investment Laws. 

The main policy inEtrument used for ensuring ne~ or expanding industrial 

capacity in accordance with the list is the licencing system, whereby 

industrial branches and products have been classified in~o the 

followin~ four different priority categories accordin~ to which different 

derrees of incentives are being granted and different requirements apply 

regard to industrial locations, export, flJJvernment participation etc. 

i) fields of investment which are open with priority; 

ii) fields of investment which are open with facilities: 

iii) fields of investment wh~ch are open without facilities: 

iv) fields of investment which are closed. 

Fiscal incentives are #!'!"anted to the first cate~ry, 

i.e. those "open with priority" and also, albeit to a lesser 

extent, to the second cate.irory i.e. those "open with facilities". The 

incentives granted to these two categories t&ke the form of tax holidays, 

investment allowances, accelerated depreciation, ~nd waiving or reduc­

tion of customs duties a.no. of import sales taxes. These incentives are 

swnma.rized in table 4.1. Fiscal incentives are not granted to investment 

projects falling under the third category i.a. these "open without 

facility" since these are considered to be of less benefit to thP. 

society. The fourth cate~ry refers to those investment areas which 

are "closed" and where investment with some exceptions under the invest­

ment law is no lon~er allo~ed. 

in 
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A predominant feature of this new investment policy is 

the differentiation between forei,im and domestic investors in regard 

to incentives and the strong preference given to domestic investors. 

In 1977, domestic investors were given priority in 337 industry sectors 

while foreign investors were piven ~riority in 240 industry sectors. 

In 1978, domestic investors are piven prinrity in 55.3 per cent of 

industrial sectors compared with 18.8 p~r cent for foreign investors. 

Around half of all sectors are open to foreipn investment with incen­

tives while the other half is eit~er closed or open with~ut incentives. 

The assignment of priority to domestic versus foreign investors for 

the year 1978 are indicated in table 4.2. '!'he relative priority 

between foreign versus domestic investment is based upon the peneral 

principle that foreipn investment is required primarily in those areas 

where domestic investment is unlikely to be forthcoming. Accordingly, 

foreign investment is basically closed to fields of investment where 

domestic capital ::an be mobilized. 

'fable 4 .2. NUJ~bers of InduEtry fecto!'s for Domestic and Foreign 

Investment Arranged Accor~ing to the List of Prioriiies,19;8 

Open · 'Total No. of 
Open with Open with 1 without 

Closed I Industrial 
Priority Facility Facility I Sectore 

Domestic 5 31 2(·9 67 93 9Co 
Investment 55.3 oer 28.0 per 7.0 per 9.7 per 100 per 

cent cent cent cent cent 

F'oreign 372 120 63 405 9t0 
InvePtment 38.8 per 1~.5 per (,. 5 per 42,2 per 100 per 

cent cent cent cer.t cent 

Source: Based upon List of Priority Scales for • ields of Domestic 
Investment and tore1p:n Investment for the Year 1978 

The list of priorities specifies various indwnr ia: produc ~s 

at the ISIC: 5-difi t level ;rnd rn as d1verEif1cd as the number of 

products would seem to indicate. rt is therefore difficult to discern 

some ger.eral pattern of opportun1t1es open to foreipn investment. 

I 

; . ' . ' ,., .. ' .. 
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However, some of the more obvious cases where foreign investment 

is open vith priority include i.e. plywood, chii:xnill, pulp, 

paperboard, pesticides production, synthetic resin, plastic 

materials, man-made fibr~s, cement, basic metals, iron and steel, 

machine tools, metal and wood working machinery, etc. On the other 

hand, some of those sectors closed to foreign investment refer to 

certain light industries , e.g. canning and preservation of fish and 

other seafood, grain milling proau~ts, bakery, sugar, alcoholic and 

non-alcoholic beverages, tobacco (except ci~rs), savmilling, paint, 

soap, perfUJ11es, cosmetics, tyres, plastic products, electrical home 

appliances. Fertilizer production is closed to foreign investment 

unless undertaken in joint venture with th~ Government. 

'I'"ne ba•ic criteria applied in determining the list of 

priorities has been to ensure consist~ncy with overall development 

p~iorities contained in Repelita II vith regard tc increasing 

output, creating employm-~t opportunities, spreading activities 

to the regions, increasin~ public participation in development,ana 

equally distributing income throughout the society. 'I'he more 

specific criteria fo~ classifying industrial investment activities in 

~~e list of four priority groups has been as follows: increasin~ 

exports taking into account the capacity of the domestic market; 

saving of foreign exchange; promotion of import substitution; 

utilizatio~ of local raw materials; increasing domestic value added 

in manufacturing through processing of raw materiRls; creating 

multiplier effects; absorbing new technologies and skills; produc­

tion of capital goods or intermediate products for domestic industries; 

protection a11d upgrading of existi~g veak economic groups; protection 

of national enterprises: preservation of the enviro:unent; reserv3-

tion of large c~pital and/or hi~h risk projects for foreign investment; 

opening up of local participation and ownership; locational conside­

rations: and creation of a competitive bu&iness climate. 

In the past the icsuance of the "priority scale list" was long 

delayed, unduly lenp:thy and did not provide a concise guide to inveator•. 

Rase1 upon the existinP' ii.uustrial structure one might expect three 

priority industries: i) resource oased industries where Indonesia has 

comparative advantape [industries based upon petroleum (includinp- petro­

chemicalr.), minerals and wood products]; ii) industries basic to furtht!r 
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industrial develoµnent ir. which Indonesia is badly lacking [engineering 

industries producinp inter:nediate and capital ~ods] and iii' lipht 

consumer goods industries which have developed over the past few years 

but which have enc untered difficulties. 

Policies for increasing industrial employment 

and for the developnent of small-scale industries 

The Government's past approach to the promotion of the 

three different types of small- and medium-scale industries (see 

Chapter II) may be described as follows:.!/ 

i) "local" industries - 1'he Central Governmer.t and the 

provincial (Jlvernments are not directly involved in 

assistance pro~ammes for this type of industry and 

leave them more or less to the municipalities at the 

keca.~atan level or below for implementatior.. The effort~ 

of the Central and provincial Governments for assisting 

small- and medium-scale industries are directed exclusively 

to the "clustered" and "independent" industries. 

ii) "clustered" induf'tries - The bas~c policy of the Government 

is to organi7e the establishment of "clustered" industries 

through co-operatives whose functior.s include: i) joint 

purchases ·o1i th financial assistance from the Government, 

ii) estabishment of production and related facilities 

through financial and technical assistance from the 

Government, iii) joint marketing activities in co-operation 

with the orpanizations concerned. 

iii) "independent" industriefl - The Government takes a gre;it 

interest in promoting independent industries, since the 

owners are amonp the few IndonesiAns who are well endowed 

with entr~; ~neurship. Efforts are made to help them 

gr~w into modern industries through manaperiai ,in.iidance and 

financial assistance. Presently the Government's assic;tance 

programmes are ;1ot yet extended to industries which are 

"manageriAlly or~nized" but the Government rel\llzed their 

importance and plans to shift its policy emphac1s gradually 

onto this sector by means of developing links between 

larger and more modern industries. 

'lJ Source: International Development Centre of Japan: Industrial Ptyelot!!ent 
in 8outbea1t Aaian Coµptrie1: Small- &nd Medium-scale Indu1triea -
Republic of Indonesia, rhace I, 1977/iB, pages 12-13. 
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In a recent study.!./ the International revelopment Centre of 

Jap;m has enunciated a nwnber or possibie additional.policy na~asu.rco 

relevant to the three types of industries referred to above. 

One of the major objectives of the industrial developnent 

policy during Repelita III is to increase industrial employment 

quantitively and qualitively. 1his will entail balanced investment 

policies and more labour intensive products and methods of production. 

~he Plan envisages that investment in small-scale and home industry 

will be ir.creased so that the productivity of workers, family labour, 

and other categories of manpower can be impr~ved. In this connexion, 

the Plan attaches priority to a higher de~ee of proce6sing of agri­

cultural products, especially goods related to the satisfaction of 

basic needs. Another important aspect of the industrial e~ployment 

policy is to intensify linka,res between larr-e-scale mo<iern industry and 

Fmall-scale and home industry. 'fnis implies that the requirements of 

modern industry can in part be produ~ed by small-Fcale industry, and 

further that modern industry will be geared in part to the needs of 

small-scale industry. Another aspect related to the industrial employ­

ment policy is the Government's intention to induce industrial enterprises 

to adopt multiple shifts with a view to maximi?.in~ the employment 

cre~ting effects of ex~stin~ installed plant cap~city. 

'The Plan recof11izes the importance of the choice of technology in 

determining the amount of labour that can be absorbed through industrial 

developnent. Priority is therefore given to labour-intensive techno-

lop:ies and a policy of technology adaptation wi 11 be followed to ensure 

more widespread L31~ {) f that technology. Research activities to support 

this objective will be enhanced, as wi 11 research a-;tivities to improve 

productivity without sacrificinp labour intensity. 'The Plan also envi­

sages that existing labour-intensive technologies will be promoted for 

wider use. 

Consistent with the objectives of expandinr. employment opportu­

nitie1 and a more equal regional distribution of fn'Owth and export 

Source: International Development Centre 
Develo ent in foutheast Asian Countries: 
Industries - Reputlic of Indonesia, Phase 

of Japan: Industrial 
f.rnall- and Medium-scale 

I, 1977 7 , pages 12-13~ 
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promotion, Repelita III emphasizes policies and proprammes to 

promote and support small-scale industries which offer opportunities 

for f!I"eater absorbtion of the fn"OVin, labour force and re,ional 

diffusion of exports. The policies ad~pted in this rerard consist 

of financial, marketin, and promotional activities. 

In the past, small-scale industries have had access to various 

credit facilities but they have not been fully used due to the 

problem of collateral. Repelita III conte;aplates departin' from the 

practice of usin, collateral as a criterion for credit approval. 

Instead the Plan calls for the state bankin, system to use the cash 

flow approach in evaluatin, credit requests. Purther, equity parti­

cipation in small-scale industries by existi~ ,-overnment financial 

institutions will be promoted and enhanced. The Plan also states 

that the Investment Board will undertake a campail'l'l to promote zore 

widespread use of existin~ promotional investment facilities by 

potential investors who would like to invest in small-scale indus­

tries. 'fhese facilities have not been used extensively partly due 

to many small-scale enterpreneurs being unaware of the facilities. 

Simultanously, procedures for the use of these credit facilities 

will be simplified and decentralized. 

In re~rd to the problems encountered in the marketin, of 

output and input, the Plan encoura~s co-operative developnent. 

It is expected that co-operative developnent will lead to economies of 

scale for input procurements and ma.rketin' of output. 'fhe Plan also 

stipulates the need for enhancement of ,avenunent assistance throJJ.8b 

ex1stin' agencies to encourape small-scale industries to use opportu­

nities in the export market. 

'rh~ third area of support for Blllall-scale industry deve­

lopaent is aimed at intensifying the linka~s between small- and 

larpe-scale industries whereby the latter would be encoura~d 

to use the output of the former. Ry adoptin' this approach, 

small-scale industries would be ~ranteed a market for their 

output, which is needed by the large industries as components, 



- 74 -

sub-asse•bly and related products. It is expected that this approach 

vill lead to a higher degree or specialization in large industries. 

'lbe Plan recognizes that the choice of technology is crucial 

tor small-scale industry development. Simultaneously, the Plan 

recognizes that while the tecbiology used in saal.1-scale industries 

is generally simple and labour-intensive, the productivity improvement 

ot these technologies without reducing their labour intensity is a 

aajor objective ot the Plan itself. 

Small-scale industries, village and h<>11e industries are ~lassified 

under the group of industries which contribute to the equity objective of 

the Plan as opposed to the growth objective. 'lhe Plan stipulates that 

public resources will be used in the implementation of these "equity" 

progr.-s while progrumes that emphasize growth objectives will 

rely on private domestic and foreign resources. 

Industrialisation and r9gional development policies 

Indonesia is striving for greater equity, social justice, 

national unity parallel with economic growth in a general environment 

of uneven distribution of population, income, rescurces and oppor­

tunities. While Jav.~ is vell endowed with infrastructure and is in 

a ~tter pc~ition to benefit from the development process, it is in 

Java that problems of unemployment and underemployment are most 

serious. 'lbe greater part ot Indonesia is still isolated and afflicted 

with dualism even tho\18h llUUly ot th~ ()lter Islands possess rich 

resources. 'lbe manufacturing sector is heavily concentrated in Java, 

in particular Jaksrta, tbo\18h some resources based in industries are 

located in the ()lter Islands. 'lberefore a policy aimed at the promotion 

ot industrial growth centres in Java and other islands appears to be 

a necessary part ot an overall industrial strategy.1/ With a view to 

rectifying past tendencies towards widening regional disparities in 

growth and development - in part contributed by the industrial sector 

itael! - the Government has formulated seven principal objectives in 

regard to regional development as follows:l/ 

2/ 

World Bank: Indor1t:~•i a, Grovth Patterrw 1 ::;o<.;ial Progreuo arid Development 
and 1)ev~lopent Pro-rcta, 20 P'ibruaey 1979, p.112: 

World Bank: A P%'&118Vork tor Regional Planning in Indonesia, vol.III, 

15 August 1974, p.6. 

I 



- 75 -

i) to reduce differences in the level of develoµaent 

among regions: 

ii) to achieve a ~ore equal distribution of population 

density among regions: 

iii) to reduce the concentration of urban activities in the 

Jakarta area: 

iv) to intensify the de'1"ee of interdependence among regions; 

v) to develop each re,ion's unused or underutilized 

resources which have hi~ development potentials: 

·ri) to pay particular Attenti~n to special regions, and 

vii) to achieve a more equal distribution of income within 

each region. 

There appears as yet to be no concrete comprehensive policy 

package of any real incentives in Indonesia to decentralize industry 

to non-metropolitan areas. Althouth the Government has adopted the 

,owth centre strate~, it seems that "c<>111prehensive and cohesive set 

of poli~ies has yet to be formulated" "};/_ The Indonesian Government, 

however, has recently attempted to restrict private, ~.nd in particular 

foreif!11, investment in Ja~arta and Java, thro~ disincentives and 

restrictive licensin,, whereby the Government's foreif?n investmer~ 

policies have been increasingly tied in wi~h its re,ional development 

policies. In an effort to achieve t more balanced pattern of regional 

development and with a view to channelling iuvestment to regions outside 

Java, foreign investment hae now been banned in Java in regard to several 

industrial branches including, inter alia, pharmaceuticals2_/ and 

textile industrieslf. In ref'llrd to the textile industries,for example, 

the Government's policies are aimed at tranferring manpower to regions 

outside Jave, avoiding concentration of large industries in selected 

locations antl at prc.;::~ting the equitable dissemination of development 

efforts on a wider geographical basis. Tt.~ Governme~t has named North 

i.SCAP: ~av Alter.o.ative A roach towards Inter at~J Industrialization 
ift Wnn-metroJ)O i•~n r~~ in the E:>CAP lember Countries, Vol.I, pa'e 16, 
FSCAP, UN, Bangkok 1979. 
Asia Research Bulletin, Jan.31, 197~. It is noted, however, that Java i• 
Biill open to foreign capital for the establishment of factories pro­
ducting basic pbanaaceutical raw 11&terials. 
Asia Research Bulletin, Ju~ 31, 1977. Java is still open to joint­
ventures between foreign capital and Indoneeian private parties on the 
condition that theee venture• do not pose ~ obstacle• to the Governaent'• 
effort to distribute aanpove~ throughout the countr,y, and that no full 
mechanisation is involved. 
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ana West Sumatra as the desirable sites for forei,pn capital investment 

in the textile industries. 

There is a dan,-er, however, that restrictive policies in 

re,.ard to industrial decentralization may lead to a reduction in the 

level of domestic and foreirri investment, unless attractive alternative 

locations are provided. 'T'he Government is planning four such major 

industrial development centres in Medan (Sumatra), rilacap (~entral 

Java), Surabaya (East Java), and Ujung Pandan (Sulawesi). Presently, 

th~ establi~r-~nt of industrial estates in these cities is under study. 

The development of Batam Island, located south of ~in,rapore, as a 

major grow~h centre incorporatin~ an industrial estate, is also envisaged. 

Infrastri.ctural improvements for manufacturing investment at such selected 

growth centres would appear justified and necessary to the decentrali­

zation of manufacturing activities. It should be borne in mind that 

the decentralization of urban manufacturin~ activities from the Jakarta 

area cannot be done by blanket restrictions on manufacturin~ investment 

alone, but requires not only a well formulated policy paclca.e'e vis-a-vis 

~ecentralization and rural industrialization but also a comprehensive 

intey.rated policy package incorporatin~ a number of associateri element<. 

such as decentralization of the structure of Government dec1s1on-

makin~ and resource allocation. improvement in infrastructure at 

selected locations in different regions, and im;.rovement in the 

transportation and co111111unication system linking different parts of 

the country p.:-_rticularly through inter-island shippin~. f'oncom1 r ·~!',r l.v, 

a more active role played by provincial l'bvernmento. as well aF. Ja~al 

.. rnd rey1onal develoflllent banks in the promotion 'lf enterpreneu!"!> an:1 

manufacturint enterprises 1s required. 

As p.<\rt of a pol 1cJ· aimed at v-eater re0praph1cal dispers1or. 

of industry In priority areas, it might be useful to employ the ~on~ept 

of a~o-industrial centres.l./ 'T'he main ob,1ectives of such centres would 

be to combine apricultural and rural development pro~ammes close to t.he 

processing are~. fhese centres would concentrate on the procesr.in~ of 

aPTicultural products and could also develop ancillary activities prov1din~ 

mam1factured input to aPTicul ture and thereby contribute to increasinf' 

l/ World Bank: Indonesia, Growth Patterns, Social Progress and Developnent 
Prospects, February 20, 1979, page 113. 
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productivity in agriculture. ~he promotion of a~o-industrial 

~ovth centres may therefore be viewed as part of a rural industri­

alization strategy consistent with geographical dispersal of industry, 

accelerated e~ployment in non-metropoletan areas, and increase cf 

agricultural productivity. 

One of the main instruments of implementing the Gover:,;n~,1t's 

objectives in regard to regional planning is the applica'. ion of regional 

planning methods to Indonesia's developnent problem. HovevP~, it r-~s 

been observed!/ that almost all of the repional planL hitherto ~roducP.d 
in Indonesia have been a duplication of the national plan and tt•e linJ.: 

between Plan and implementation has remained etrikir.gly wea,i{. StPps 

towards improvinr the repional planning and implementat.ic;i capacity 

at the national and re~ional levels have been m~~e throuph the 

strengthening of the Re{'"1onal Planning D1vil';ion of BAPF~JJA~; and thrc·ugh 

the establishment of a Re~1onal Agency for Investment Co ordrnatior. 

It seems that increased emphasis on ~he trainin~ and r~traininr o~ 

public servants at all levelf: is simultaneous~y reriuirerl. 

~o support the ~vernment efforts to promote regional 

developnent, industrial decentralization, and rural industrialization, 

there is need for regional developnent studies at various levelr. 

While regional studies have been attempted in the past in aeveral regions 

their scope baa been limited,iV and their focus confined to narrow 

sectnral lines rather than conceived of as comprehensive syst~mat1c 

or integrated approaches to overall regional developnent opportuni~ies. 

It vould thus appear that there is need fo~ interpretation of 

regional develoJYdent poals and object.ives; identification of develop­

ment potentials of each re~ion; developnent projections for each 

region; assessment of the spatial implications of projected development 

and their infrastructural requirements; identification and evaluation 

of alternative re~ional developnent policies including industrial 

location policies ; and formulation of regional development policies. 

The co-ordination of policies and studies related to inriustr1al decen-

Regional Pla.nninr ftudiefl in Tndonesi;i hy Pendrri Fsra.::tra, F'KI, Vol. Y.XIV, 
No. 4, Oecember 197(, pa~e j~?. 

An eXB.111ination of the "state of arts" in regional studies, is riven in: 

Regional Planrainp- Studies in Indonesia by Hendra F.smara: EKI, Vol. XXIV, 
No. 4 , December 197l, pa,e 3t4. 
A Framework for Regional Planning in Indonesia, Vol. TIT, August 15, 
1974' page ll. 
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tralization and rural industrialization with these overall re~onal 

developaent efforts would appear b-Oth timely and appropriate. 

In this connexion a proposal..!/ has recently been made for 

the ~stabliehlllent of two institutional units that could work throU«b 

BAPPlllAS on the problems of linking regional planning more closely with 

sec~or~l implementation programnes and the problems of developin~ a 

national urbanization ~nd settlements strategy. The specific assign­

a:ent of the first unit would be related to project proposals and 

prcmotion aud would include identification of specific develoi:-ent 

~roJects ba.c~d upon regicnal studies and t~e preparation of concise 

J"?"OJIO&ttle that c:.n be broull'ht t.o the full attention of i.llplementing 

a~ncies. The specific assignment of the second unit refers to 

urbanization and e~ttl~ment strategies and includes careful analysis 

of develop.i.ent strategies sug,rested by re~ional studies. 

The Th1r~ Five Year Developaent Flan - Repelita III -

stipulates that favoura~le fiscal and monetary measures be 

designed to promote further regional developaent and that the role 

of Government is to dev~lop infrastructure in the form of roads, power, 

harbours, etc. For some services tt...? onE"Qing INF'RF'f. programne may be 

the proper vehicle. Repelita III further e~coura~es industrial developaent 

in various reRions,and i~dustrial estates are expected to oper.lte as 

public utility enterprises. 

Public sector, private sector and transnational corporations 

Public sector investment programmes in industry and mining 

amounted to Rp. 179.0 billion in 1976/77 and are expected to increaae to 

Rp. 311.0 billion in 1977/78 - 78/79. In relation to the oTerall pablic 

se:tor im·eetment programme, this represents a relative declbe from 

9 to 7 ~er cent (excluding Pertainina). 'lb• majority ot ,ublic ••ctor 

inveetmt?nt progr0111mes in industry take the form of large capital­

intensive projectA. They include, inter alia,four fertilizer plants, 

four or five ceme~t plants, a major steel plant, two LCN plants and 

at least one petroc~emical plant. The investment required to create 

one new job in a standard cement plant is S 200 - 300,000 and in 

"l_/ A. Majid Ibrahim, H. Benjuin Fisher: "Regional Developaent Studies and 
Planning in Indonesia", Bulletin of Indonesian Studies, Vol. XV, No. 2, 
July 1979. 
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the steel, fertilizer and netrochemical indu~tri~s, t.he capital/labour 

ratio is even higher. The considerable public sector investment 

progranmes in these industries represent a faster rate of addition 

to the existing large-scale industrial capacity than is either desirable 

or can be sustained by public finance without debt service obli~tion 

rising beyond prudent limits. Recently the Government's rethinking 

has led to the curtailin~ of many nev projects in this category, 

particularly those of Pertamina. Others have been deferred to the 

private sector. The complementary role of transnational corporations 

in providing a "packa~e" of capital, technology and markets for the 

development of these resource--based industries then becomes very 

real indeed. 

The significant growth of public sector industrial investment 

activities and their narrow contribution to employment creation warrant 

a close re-exaaination. While it is true that lar~e-scale projects in a 

resource-rich country are required at some stage of development, they 

must form part of the over~il develoµnent efforts and must be accom­

panied by the development of other industries that contribute to 

employment of a lar~er part of the people and satisfying their needs. 

The thinking in the Government has been to carry out and complete those 

investment projects which are clearly beneficial and which can no longer 

be conveniently reduc~d or stopped. Altorether the actions already 

taken or planned by the Government constitute an effective response to 

the situation confrontinp it. 

The resources released by the intended decreases 

in the public sector industrial investment programme can 

be most effectively utilized in the small- and medium-scale 

industry sector where development prospects have become seriously 

jeopardized by credit re~tr1ctions and resource constraints 

following the requirements of the large-scale heavy indt.i:;try. 

Parallel development of forward linkages rn the form of' phsti~s, 

fibres, textiles, metal indu~tries, etc. ~nd tackward 11nkar~s 

in the form of engineerinP' industries wi 11 place heavy ir !us try 

and past public sector investment on a m:--re soHn'i footin,I!'. 
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In Repel1ta ITT the Government has further enunciated its 

policy towards public, private and foreitm e~terprises. ~he Plan 

stipulates that public resources will be used to assist the imple­

mentation of pro~ammes emphasizing the equity objective, covering 

industries which are labour intensive and fulfill bnsic human needs 

{textiles, building materials for low-cost housin~ construction, 

pharmace~tical industries, paper, small-scale industries, village 

and home industries). rn the other hand, the profTammes emphasizing 

growth objectives, which are in general capital intensive {chemical, 

steel, transport equiµnent, etc.) will have to rely on private 

domestic and forei~ sources. ~or this purpose state enterprises 

are now encouraged to form joint venture enterprise~ with foreitm 

partners in the expansion and further developnent of their enterprise. 

In regard to ,rovernment procurement policy, Repelita III 

stipulates that wherever possible they should be confined to domestic 

industrial output. 7he Plan further states that wherever possible 

projects receiving forei~ aid will be ur~ed to use domestically 

produced supplies. 1hrough these policies the Government expects. 

the market for industrial ~oods to increase, since the Government 

is the largest single buyer lr the country. 
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Chapter \' 

TN~'I'ITIJ'rIONAL IN•"RAS'!'RUC~URE r.oR INrU~':RY 

National, ~ndu3trial and re~ion·l planning 

'I'he National Planning Board (BAPPENA~.' is responsible 

for :he preparation of Indonesia's five-year develoµnent plan -

Repelita - which incorporates an industrial sector plan. BAPFENA~ 

plays the central planning and co-ordinating role vis~-vis the 

individual ministerial departments, including the :otinistry of 

Industry. 

'rhe Department of Industry is headed by a Minister of 

Industry assisted by five Director Generals in the field of metal and 

machines industry, various industries ar.d handicraft, chemical 

industries, textile industries and a centre for research ar.d develop-

ment. The latter is responsible for ten specialized research 1nst1tutes 

in various fields :~ipure 5-1). The Department of Industry has re~ional 

representation in 25 provinces to provide information and puidanr.e 

to public and priva~~ enterprises ana for supervision and control of 

their activities. 

Fi ::ure 5-1 Oq~.:mizatior. Chart 0£ ~'eparten,..;n Perinc!l,~t!'."J '!rl 
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The Gvvt:rmnent has placed emphasis upon·nthe building-up 

of a planning machinery at the regional level within Indonesia. 

In 1974, with a view to implementing regional development programmes, 

the GovernmeLt created regional development offices - BAPPEDAS -

in each province and also strengthened the regional develoµnent unit 

in BAPPF.NAS. F'urther, the Government has financea an institution 

known as the Regional Agency for Investment Co-ordination to encourage 

investment in the Outer Islands. Its role is mainly infonnative, 

providing information on investment opportunities in the regions 

concerned, while the final decision is still in the hand; of the 

Central Government. It is too early to evaluate the results of these 

institutional improvements for encour~ing regional develoµnent and 

investment, partic .. !a~ ly in the Outer Islancis. 

Science and transfer of technolop;y 

Presently, Indonesia is faced with the dilemma that on the 

one hand it is hi~hly dependent upon imported technology, and on the other 

it is lacking an adequate institutional machinery for the transfer of 

technology and for the develnpment of an indigenous technological 

base appropriate to the development needs of Indonesia. In this re,eard, 

the Second Five Year Plan called for a closer linkage between efforts 

in science and technology and national goals and also emphasized the 

building up and strengthening of a national network of scientific 

institutions. 

The Indonesian Ministry of Industry controls and financeF: 

nine major Industrial Research Tnstitutes (batik, handicraft, ceramics, 

chemicals, leather, materials, metal industries, pulp and paper, 

textiles) and six small Regional Industrial Research Institutes, pri­

marily concerned with testing, quality control and advisory servi.ces. 

•urther, the Minister of State for Research is assisted by Deputy 

Assistants in the fields of industry and technolopy: standardization, 

instrumentation and metrolo,zy; rcsP.arch and scientific infonnat1on: 

and cro.~s-sectoral research. The Covernmen t recoyni zes the neea to 

develop a~d strenRthen these nstitutes in line with national pr1orit1es. 

' 
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Expectations have been expressed that these institutes penetrate into 

key industrial sectors and cover even the most remote areas within 

the country. 

1.e Indonesian Instit'.lte of Sc•.ence (LIP!) is one of the 

more il'l'po1--.am. scientific and "technological research institutes in 

Indonesia. Jt is expected: i) to advise the Governemnt en the 

formulation of a national science policy part of overall national 

policy; ii) tn give guidance to resear~h institutions and to develop 

existing technological activities; iii) to guide research worker to 

a higher sense of awareness anrl responsibility; iv) to encourapc and 

develop ccience mindedness ar .. Jng the Indonesian people; and v) ~o conduct 

and maintain relations and co-operation with interaatioaal, as well as 

national, scientific bodies. LIP! is authorized ~o co-ordinate, inte­

grat? and syn~hrnnize all activities in the field of science and 

technology ~" Joth the national and regional levels. In an effort to 

increa: .,.ional capabilities in solvine technobtC"ical probler.is 

relat~ to economic development, LIP! is consideri~g the ctrengtheninp 

of j research establishn:ents by merging them into a multidiscipiinary 

Nat1onal Technological Research Institute • 

'I'he existir.g machinery for the transfer of technol0e:y 

embodies, i~tcr alia, the following \ns~itutions: i) the Investment 

Co-ordinati~p Board, co-ordinating both foreip,n and domestic investments; 

ii) technical and administrative ~vernment agencies which also 

scrutinize licensinr applications; ~ii) the Institute of Standardi­

zation; and iv) the Patent Office uader the DepArtment of ~ustice. At 

present, theEe institutes are inadequately equippped to select a~d 

direct the inflow of fresh technology in concordance with tr.~ ievelop­

meni: aspirations of In1c .. 1"!sia. In this connexion, various i<.:eas have 

been propounded reg~rdjnp, tne establishment of a Research and Develop-

ment Co-ordinating Board to work closely ~ith a r.entral Apency for 

the Re~lation and F:~oniotion of f'oreign Technolopical and Licensinr 

Transactions • Such an agency would consolidate and inte,ln'ate existin~ 

research activities within the Government. In the view of the close 

linkare between investment and technolo~ it could possibly be inLeprated 

==t·' 
' I ' 
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into the Investment Co-ordinat!ng Board. Further, the need for 

elaboration of a single legislative bystem governing the ev.:i.lua.ti0n 

and aporoval of all agreements related to transfer of technolc,e:v 

has also been promul~ted. 

Financial Lnstitutions 

The bankiny network consists of the Central Rank. the Pank 

of f1.jonesia (PI). five large state-owned commercial banks, a ~tate 

f.eVf~loµnent Bank (RAPINOO), two joint venture development banks, 

Indonesian Develo~~ent Finance Company {1nrc) and tt~ Private Pevelop­

ment • inance Company of Indonesia {PDF'CT), 2t rP~:;.onal development 

banks 128 small domestic private banks, a~~ bra~ches of 11 fore1~1 

banl.s. Ther~ are 9,000 savinP"S and villaye banks, but their assets 

an: relativel.r insignificam.. 'f·he Bank of Indnnesia a!lri the St.<t t1· 

·i-,.;, •. <r:~01.rnt for almost 90 per cent of ;:ill outstandinp credit; ;i 

iarFe part of tee remaind~r is made up by localand foreiyn private 

banks, the latter now being mere important than t.he former. 

Over the last few years the ~overnment has attempted tn 

rrmeay some of the short-comings affectin~ the financial sector and 

1nstitutional improvements have been made to mept the emer~inF needs 

of the ~rivate sector and in particular industry. ~our national 

development banks ~ow specialize in exten~in~ term financiny to 

inuustr.v: 

i) BAPTNT'O is the principal domestic source of med1~­

and l~np-term capital for the private industry sector. 

BAPINOO finances large, medium- and small-scale 

industrial projects i11 the public and private sectors 

and it is the only state bank allowed to grant term 

loans with maturity over five years. 

i1) tte I~donesian Development Tinance Company (IDFC) 

concentrateb on the financing of relatively small 

industrial projects and also participates in equity 

financin~. IDF'C provides a limited amount of technical 

assistance to industrial enterprises. 

I 

' 
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iii) the P.~. Private Developnent Finance Company of 

Indonesia (PDfCI), a privately owned developnent 

finance company established in 1973 with active 

W.rld Bank assistance, provides medium- and lon~­

term loans, equity investment, and also plays a 

rolt in the identification of new projects and in 

the promotion of nev enterprises. 

iv) the P.1. BAHANA, a developnent bank established by the 

Government in 1973 with the main objective of providinp 

equity financing and man4~rial assi~tance to financially 

weak enterprises. P.1. BAHANA also engages in lending 

operatin~s on a limited scale and has focussed its 

operations on the small-scale industry sector. 

Tn reviewinp ~he fi~ancial ins~itutions 1n 1ndonesia it is 

noteworth;y that all of the pro?Tamrnes arf' relatively small and still 

!"epresent a relative1;: rd~10r sourr.e of cre,;it to the marufacturinp 

ser.t0r. 1l i'!lsc, appe?rs ~h::it the aVR.i1?.t'11ity of credit for the priv;:ite 

SH t:)r \':as heen a res1iual determine_; oy the amount c,f credit available 

a"ter .nore urgent off~c:;i1 ne~ds h?.ve been met. t:urther, the nationa: 

pri v;i. re ha.r.ks in Inccr.esia have a potenti;i l ly important re le to play 

ir. t.he future in the r:r<wision of credit for ir.cJUE:try. 

Investment appl 11'.~a tlon and approva 1 prc.:cd~ 

With a view tc speeding up the processin~ of domestic and 

in particular foreigri investment appli~ations, re~uce bureaucratic 

procedures and counter depressP.d foreijlll investment, the Government 

introduced in 1977 a "one-stop" investment .:>e.·vice for inv<:!stm~nt 

applications. Accord1np to these new procedures the Central Office 

of the Investment Co-ordinating Board (ICBJ is the only body with 

wh1ci1 prospective investors need to deal. All formR-li ties and 

negot1a.tions a.re chanelled through JC'3 for the purpose of facilitatinP' 

and expediting approval procedureL and granting of incentives. No 

additional negotiations are rdquired with the relevant ministries or 

with regional governments. Ea.ch department of the Central Government 

is to set up a •peci.al un.i.t within the ICB to expedite the handlin1 
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of new applications. Further, the earlier requirement of a Letter of 

Investment (INTENT) has been abolished and investors can now proceed 

immediately with their applications. These institutional improvements 

are aimed at rationalizinp: the country's complicated and time-consuming 

investment processing apparatus. According to the new procedures, 

all licences will be processed and approved by the !CB with an official 

maximum time limit of three months -a great improvement compared to the 

twelve or fourteen mo~ths required in the past. It is, however, as yet 

too early to evaluate the effectiveness of these institutional 

improvements. 

The ihstitutional infrastructure established to support small­

and mediwn-Rcale industry develop11ent may be divided into financial or 

technoiv~ and management institutions. 

1) Finnncial Institutions 

The Government has introduced var~ous institutional facilities 

t"or the financing of small-scale industry and for assisting 8111all-scale 

entrepreneurs. Table 5.1. summarises the loan opportunities available 

to small- and medium-scale enterpri6es \•r.der the short- and mediu:n-term 

lending scheme of Bank Raky~t Indonesia (BRI), Bank Negara Indonesia 

194( (BNI 1946) and BPD. Among them, the major s01~rces of loans for 

t:1e promotion of small-scale en+.erprises are the scheme for lending 

funds for plant and equipment investment (KIK) and the similar scheme 

for working capital (KMKP), both of which started in February 1974. 

The objectives of t~ese schemes a~e to encourage en~erpreneurs with 

small capital to start businesses, and to help them operate efficiently. 

The i~veetments interest is lover than ordinary bank rates and loan 

procedures are simplified. In addition to these small investment 

credit schemes there is als0 a 8118.ll-scale credit acheaae as shown in 

Tabl~ 5.1. All these schem£s,which are handled by the State Banks 

a .. d selected Rural Development Banks on the basis of re-financiup; by 

the Central Bank, have provided a large number of small entrepreneurs 

with much needed lon,-term funds. One of the problems associated with 

t~e 'CTK and KMKP schemes, however, is that the share of manufactures 

in total loan is sti 11 small and the te:r111s of the loans ar·e restricted 

to 3 to 5 years. 



Table 5.1. Credits for Small Busin.~sses 

Type of credit Purpose Maximum loan Loan interest rate Terms of Banks loan 

Small-scale Pl~nt & equi?Dent 100 thousand rupiahs Investment: l~ BR! 
credit investment capital Working capital: 15~ 

and workinF' capital 

!GK Plant & equiJXDent 10 million rupiahs 10.5% 5 years BRI, BNI 1946 
&. BPD 

JalKP WorkinF capital 10 million rupiah~ 12.CJ(, 3 years BRl I ~NI 1946 
& BPD 

Credit by Ba.dan.!/ Agri.& mft.: 0.5~/month ) 3 5 
Working capital for -- BPD 

Kredi t Keca- agri. trade & mft. Clfo~ \ - years Trade: l. month 
matan 

l/ BPDs finance this credit to mainly small evonomic units in the agricultural sector (especially to the livestock 
sub-sector). Some resources has been directed to the manufacturing sector but their share was less than one 
per cent of the whole resources. 

Source: International Development Centre of Japan: Industrial Development i~-~pu~h fast Asian Countries: 
Small- nnd Medium-scale Industries - Republic of Indonesia, Phase I, 1977'/78. 

('[) 
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-· Jl 
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In 1973, BAP1Nf() initiated a small induF•ry financin~ 

programme in collaboration with selected regional developnent hanks. 

~his programme was mcdifiel in 197d, followin~ the introduction of 

the KIK and KMKP Small Investment Credit schemes referred to above. 

As a result, BAPINDO was henceforth to concentrat~ primarily on 

making loans to medium- and lar~-scale industrial enterprises w~ile 

its lendin#!S to small-scale enterprises would be limited to 

co-financin~ arranpements. BAPINJX) now endeavours to broaden its 

economic role and to enhance its development impact through its 

lending policy, project promotion and technical assistance, indus­

trial studies ci.nd policies, and its co-operative propramme with the 

Re~ional Developnent Banks (RDRs). 

In 1971, the Government eatablished the P.T. Asurans1 

Kredit Indonesia (A~KRINDO} to insure bank loans mad~ availabla to 

small entrepreneurs roverin~ up to 75 per cent of the total risks. 

'!his insurance scr.eme was estaolished with a view to inducing State 

B&.nks to pursue more vi~orously their term lending to small-scale 

entrepren~urs. The major functions of the scheme are i) to 

~rantee tank loans and ii) to assist tanks in reviewing loan 

applications. From 1971 to mid 1977 ASKRINOO insured 17 ,8.Z2 loans 

to small-scale manufacturin~ enterprises for a total in:.urance value 

of R9 24,757 million, correa•onding to 4.3 per cent and 12.7 p~r cent 

r~spectively of ASKRTNDO's total activities. 

There are two non-bank financial institutions providing 

funds to small-scale enterprises viz., P.T. Bahana founded in 1973 and 

UPPINDO founded in 1972. The major objective of P.T. Bahana is to 

stimulate and upgrade the managerial c.apabilities of small- and 

medium-scale entreprepreneurs through i) equity participation in 

small- and medium-scale enterprises; ii) selection of projects 

suitable to small- and medium-scale enterprises and undertaking of 

feasibility studies on such projects;and iii) provision of funds 

and/or professional knowledge to solve technolori~al and managerial 

problems. The major sources of funds are the Department of Treasury 

and the Bank of Indonesia. The present bank policy explicit stages 

' 
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that t~e £ntrepreneurs have to finance at least one fourth of the 

necessai7 capital. Most of the assistance provided by P.T. Bahana 

has been channelled to medium-scale industries and to a lesser 

extent small-scale industries. 

The second irstitution,P.T. Usaha Pembiayaan Pembangunan 

Indonesia (UPPINDO),was established in 1972 for the purpose of pro­

moting and assisting manufacturing industries in the following ways: 

i) capital participation, both domestic and foreign, including 

UPPINIX> itself; ii) medium- and long-term loans to manufacturers 

and/or assistance in raising additional funds in domestic and forei~ 

capital mar~et, and iii) acting as an intermediary in the recruitment 

of professionals and experts. Financing by UPP1NIX' is made throu~h 

loans for a maximum of Rp. 500 million and 75 per cent of the required 

funds for plant, equi}'.lllent and working capital. UPPINOO also partici­

pates in capital formation of projects requiring more than Rp. 100 

million when the burden of interest payments on the en~repreneur 

becomes too heavy. UPPINDO, however, does not participate in mana~em~nt. 

Dcie to the size of the loan ce:lings, it can be assumed that the 

UPF!N!Xl scheme is mainly dire~ted towards medium-scale enterprises. 

One of the problems associat~d with both the P.T. Bahana and the UPPINDC 

schemes is that the offices are located in Jakarta and that 

therefore small-scale enterpreneurs in non-metropolitan areas find it 

difficult to benefit from the schemes. 

Tn a recent examination of prospects for industrial deve1opnent, 

the: World PanJ./ recommended the following measures in an effort 

to increase financial assistance to small-scale industry: i' .-:o:--.ti­

nuation of the KTK and !<MK!' proE"l'ammes and an inr.rease in the supply rf' 

~1nds available to them; ii) strengthening of r.~. A~kr1ndn anJ P.". 

Rahana so that they c;:in function as oripina1ly intended: iii~ encoun~e­

ment,under control of P;ink Indonesia, to private banks tr undert;:i.ke 

more lendinr to small enterprises: iv) incre;:is1np the resources nf 

the TfTT and Pf,'CT;and v) providinp, throuph the \1u,istry nf 1nriur.lrJ·, 

hetter technical extension Fervices with respect to pror.luctinn rl,qnninp­

and r.cher!ulinf!, mrtrkP.t1np ;ind manap;ement. 

]} Worlr.l B<1nk: Problems and Pros ects for Jndur.trial f1evelo mcn1 1n 
Tnriones1,q, Vol T, pape 74, May 25, 197 ·• 
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ii) Technolo'-Y and Management Institutions 

The planning and implementation of measures to assist produr.tion 

technology and mana~ement in small- and medium-scale industries is carried 

out mainly by the Department of Industry of the ~entral Government and 

by the Offices of Industry of the provisional goYernments. The measures 

for development and promotion of small-scale industries are consolidated 

under a scheme entitled "Industrial Extension Servi~es for Small Indus-

~.;ries", BIPIK. 

'I!1e BIPIK progr811111le waa established in 1974 to assist in the 

development of small industies and to encourage and guide indigenous 

entrepreneurs. The BIPIK programme was intended to overcome some of 

the weaknesses of the KIK and I<MKP programmes which were found to be 

dealing more with commercial than with manufac~uring enterprises. 

The BIPIK scheme is financed by the development budget of the Central 

Government. However, in many cases implementation is carried out 

by provincial governments which also have separate bud,vets for the 

promotion of small- and medium-scale industries. 

The BIPIK schem~ provides assistance to small- and mediwn­

scale industries in the following fields:.!/ 

i) extension services and guidance activities; 

ii) trainin~ in management and technolopy; 

iii) marketing assistance; 

iv) materials procurement support; 

v) mechanization ::tssista.nce; 

vi) quality control and etandardi?ation; and 

vii) surveys and research. 

Industrial estates de7elopment 

Industrial Estates can help maintain a balance between 

expansion of industry and infrastructure and penera te important bcnefi ts 

through external economies in infrastructure investment; reduce plant 

investment and operating costs for industrial enterpriaes, such as th~ 

l./ An extensive review of the assistance provided is contained in: 
International Develo?fle11t rentre of Japan: Induatrial DeveloJ:!!!ent in 
Southeast Asia Countries: Small- and Medium-scale Industries, 
Republic of Indonesia, Phase I, 1977/78, pages 18-23. 

I 
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main industrial estate at Pulau Gadung near Jakarta. Industrial estates 

can also contribute to the decentralization of industry away from the 

Jakarta area, which is fully in keeping with the Government's Ion~ ranye 

strate~-. Presently, thFee industrial estates are being set up in 

the outlying cities of Cii(lcap in Central Jave: Sura·baya in F.ast Java; 

3nd Me~an in ~orth Swnatra. Three others are under consideration in 

Semaran~, Ujung Pa.ndang and Samarinda(Fast kalimantan). Further an 

industrial estate in Batam, ~lose to Singapore, is under discussion. 'To 

the extent that these projects materialize there would be an added incen­

tive and attractiveness for enterprises to locate new industrial enterprises 

elsewhere than in the Jakarta area. 

A substantial proporti0n of past d~nestic and foreif'!'Tl investment 

were attracted to the Jakarta area due to its locational attractiveness. 

'The absence of enforced zoning regulations led to haphazard location 

of industry within the Jakarta metropolitan area with resuitant 

overcongestion and overloading of public infrastructure, roads, power, 

water, sewage, tel~phones, etc. The first full-fled~ed industrial 

estate in Indonesia, the Pulau Gadung, located near the eastern 

boundary of Jakarta is intended to attract industry away from the 

congested Jakarta area. The agglomeration of industry in one area has 

greatly facilitated infrastructural development planning; reduced both 

costs and time required to implementing in~~stment projects and further 

provided a useful testing ground to stimulate the growth of small-

scale industry development and indigenous ~wnership. 

The Pulau Gadung industrial estate is expe~ted to be fully 

occupied in 1980 with 200 enterprises settling on the estate. It 

comprises a land area of 5t8 hectares and the financial requirements have been 

estimated dt I 51 million, part of which has ieen financed by the World 

Bank. The project was initiated in 1971. It is anticipated that indus­

try settling on the estate will generate around 55,000 new jcbs, which 

is equivalent to the tota! employment generation of the medium- and 

large-scale Indonesian manufacturing sector from 1970 to 1973. F.sti­

mates have been made that 20 per cent of this gross job creation 

And gross capital investment of S 700 :nilliO.·'l r.1'f be considered as 

net incremental benefits whjch can be directly attributable to the 

investment generating effects of the project. The P.state is open 

to both forei'"'1 and domestic investment and it is expected that it 

will act as a strong stimulus to the development of ind1,;enous mediwn­

and small-scale industry. 
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1he Government, recotnizing that Pulau Gadung is only the first 

step in a broader national programme of industrial estates development, 

has established within BAPPENAS a r.entral office to deal with indus-

trial estates. In view of the importance of industrial estates 

development in achieving national industry growth objectives, the 

establistunent of a Central Industrial Estates Authority has been reco.n­

mended. The Third ~ive-Year Development Plan - Re'elita III-, encourages 

the establistunent of industrial estates to be developed in various 

reg".ons and to be operated as public utility enterprises. 

Plans have recently emerged.!/ to develop Batam island, located 

20 kilometres south of Sin,l«lpore to a major ~owth centre with a tax-free 

bonded industrial .:state for labour intel!sive manufacturing. Ffforts 

are being made to attract foreign investorE in the small- and med1um­

scale ind~stry sector. Indonesia has enlistPd :.ingapore assistance 

in the building of Eatam infrastructure. 1he ~atam-Singapore mutual 

industrial interd~pendencie~ in the availat1lity of cheap labour 

ir. Batam and the g:row1nr l<llour shortage in ~inpapore. The co-operation 

established between ~ingapore and Ratam may prove significant in a 

wider A~!AN context. 

Insti tutior.al support for ma.nuf'lctured exports 

Until recently, there has been no org~~17erl or sustained effort 

to pro:not e exports of m;inufacture apart from cert.a in policies rel 1 te:l 

to the p-rantinp. of incentives in regard to i) t.r.e refund or wa1v1nr 

o~ du•.:es on imported raw materi.rils and comronents and ii) +..l':e 

exc~r~ion of export tax for finished items. 

!r. 1971, however, ;i new institution, the r'.at1onril Agency for 

~xpcrt ;;evelopment (~lA 1 'F.!' was created under the ~~in:stry of '!raae w1 th 

the following objectives: i) to provide information and guidance 

to the husiness commun~ty abou• the poss1bilit1es of market.in, Tndo­

neRA<ln products abroad 1i) to suppl.}' importers and consumers Rbro;:iri 

w1tn information abont Incionesian export coinmoditieE 111) to acnir;t 

the <:overnmen t in promot i-lg and achieving export trride tarr,ets a.nd 

1v) to upp:rade the practical abilities of businessmen and exporteri.: 

with emphasis on international trade. 

, I 
_;_; 

' 
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NAFED incorpor:. ·,es three centr. i:; - craft.:; agriculture and 

manufactured exports. NAF'ED ... s noi.- iiicreasingly assuming a role in 

the pro~otion of 11&nufactured expert•, partly by finding ways and 

;near.s of removing existing "disincentives·' to exports (export regu­

lations and procedures, transport, infrastructure, duties and taxes) 

and partly by devising new incP.nti~es (price stabilization, bonded 

warehouses and export financing). N~FET' advises the Government, private 

pro~ucers and traders vn quality control. It provides services to 

entpepreneurs through trade promotion and infor.nation for Indonesian 

products abroad. It also provides assistance in the carrying out of 

market surveys, training coursP.s and product development. ~urther, 

NAhFD is involved in the establishment of trade centres abroad with 

a view to attracting overseas buyers and potential investors to 

export-oriented industries in Indonesia. 

In 1976 the Government announced a number of policy changes 

designed to encourage export development. These included, inter alia 

removal of export taxes, s~amp duties, relaxation on various regulations 

en finance, provision of izuarantees for export credit etc. Wh~le these 

chan?es rP.moved some obstacles >,o exports, they did not provide a strony 

package of incentives. f n effective programme will require both the 

strengthening of NAFFT' and of the incentives syRtem, so far hardly any 

incentives have rewarded pood export performance. 

'fwo bor.ded warehousinP' companies have been established in indoaes1;:,, 

or.e located on Batam Islands-and the other or.e in ~~r.junF ~rick rort. 

7heRe bonded warehouses encomp<ss the stora~e, trrinsshipmen~, packaginP' 

ann processing of goods for exports. The Ccvernmer.t exempts from 

import duty and other levies ;:,~l goods and rnRt _,rials which are brought 

into bonded warehouses for processing in'~, export pncds. 'fhe 1 icence 

needed by industrial comp;inies in bonded wareho:.r,;•s is granted hy 

the Investment Co-ordinating Board (TCB). 

In Repelita III full reconpnition has been given to ihe need 

for the establishment and expansion of a trade information network, 

and of product developnent and sales promotion activities. Lack of 

information on markets and export potentials, on the part of new 

industrial managers and potential investors, has in the past tended to 
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limit industrial growth. Further to ensure continuity of supplies of 

~nput, required fo~ efficient industrial production, marketing 

organizations will b~ established which will also serve as infonnation 

and communic~~ion centres. 

'lh• Governmunt has recently taken a decision in principle to 

create expo~t processing zones, where new industries can develop and 

bu.y i.,orted inputs aa well ss domestic inputs at international prices 

free of trade taxes. In thia connexion it baa been auggesten!/ that it 

ma,y be praterable to aim at the establiahaent of medium-sized and 

larger unite to economize on scarce managerial skill•, to facilitate 

access to foreign technology and to achieve effective quality control 

since larger units ~o not necessarily have to be lea• labour-intensive 

than saaller ones. 

11 World Bank: Indonesia. arowth Patterns, Scicial Progress and 
Development Prospects, 20 F'9bruary 1979, p.110. 

. I 

' 
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Chapter VI 

ANALYSIS OF MAIN CONSTRAINTS TO INL\.:3TRIAL DEVELOPMENT 

Classification cf constrainto 

1he !Dain obstacles to further industrial growth may be 

classified in the following five categories: 

i) insufficient industrial linkages with the primary 

sector and within industry; 

ii) excessive capital intensity and neglect of rural 

industriali~tion; 

iii) veak institutional infrastructure; 

: ., ) inadequate physical infrastructure and transporta­

tion system; 

v) weak competitiveness of Indonesian manufacturers. 

All these obstables are closely jnterlin\ed and discussed in 

~ore detail in the following sections. 

Insufficient industrial linlc&ges 

vith the primary sector and within industry 

The ~resent economic structure of Indonesia is charac­

teri~ed by a high degree of economic dualism. On the one hand, 

tt~re exists a modern large-scale, capital-intensive, resource-based 

and export-oriented industry sector being highly dependent upon foreign 

capital and technology. This modern sector has left little impact on 

the Indonesian economy in the fo?'lll of manufacturing employment. It 

has focused primarily upon the exportation of products with relatively 

little degree of processing and small proportion of domestic value 

added. Few linkages have been created with the indigenous manufacturing 

sector, which has remained highly dependent upon imported raw materials 

and imported capital goods. On the other hand, there exists a tradi­

tional indigenous small-scale industry sec'~or which together w1 th 

cottap,e industry affects the liveJihood of more than 4 million 

Indonesians, but which so far has been unaffected by developme,1ta 

in the modern sector and which is in real need of institutional, 

financial, educational 1 trRinin~ 1 manarerial 1 technological 
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and infrastructural supp0rt from the Government. The 

streny.thening of lin~~~es between the modern, l~rge-scale, 

capital-i~tensive, resourced based industries dependent upon 

foreign capital and technology and the indie-enous labour-intensive 

medium- and large-scale industries is one of the major challenges 

facing the Indonesian manufacturing sector of to-day. In this regard, 

the J>llr&.llel developnent of backY&rd linkag~ industries dependent upon 

a~iculture, forestry, petroleUJD and minerals as well as forward 

li1 .:age industries aimed at strengthenin~ the domestic industrial base 

such as metal and engineering industries (food processing equipnent, 

textile machinery, agricultural machinery, etc.) will play~ 

catalytic role in further development efforts. Once the resource­

based and engineering industries have atta1~ed a certain level cf 

devel~pment, the derived demand can increasingly be prcduced domes­

tically, imports reduced and self-sustained growth attaine~. It l~ 

unlikely, however, that ~any of these industries can develop very 

fact ~ithout simultaneous pro,-ress in agriculture, where lack of 

progress in the past has restricted the effective demand for irdus­

trial products. These demand constraints have been compounded by 

widening income disparities which have narrowed the ran~e of products 

demanded and also tended to favour an import-biased consumption 

pattern of manufactured products for the few rather than th~ many. 

Excessive capital intensity and neglect of rural industrialization 

Industrial policies and incentives in IndoneRia are 

primarily linked to fiscal incentives which lower the cost of 

capital relative to that of labour. This has led to excessive capital 

intensity in many industries with resultant excess capacity and hi~h 

coats of production. The emphasis giveu to the development of large­

scale, capital-intensive, resourced-based industries 4an hardly be 

expected to provide a solution to th~ problem of unemployme~t and 

underemployment. The emphasis given to these capital-in~ensive 

medi1111- and lar~-acale induatrie• equipped with modern technology 

has led to a marke~ ~1fference in the pattern of development in 

production and technolog,r between the traditional and the modern 

' 
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sectors and intensified the dualistic structure of the Indone~ian 

economy. n,e danger lies rn the possibil.ity cf the smaii-scale 

industries being squeezed out of business by the medium- and large­

scale industries in competing lines of produ~tion, a situation ~hich 

existed in Central and West Java where many small-scale text~l~ mills 

were forc~d to c~ose down. It is evident that a continuation of :his 

trend will have severe repercussions upon the emplcyment-generating 

capacity of the manufacturing sector. Thus, ther~ seems to be 1 

need not only for the development of rural industriali~tion and 

in particular small-scale industries which are mainly labour inten­

sive, tut also for the promotion of more labour-intensive technologies 

in the indigenous medium- and large-scale industries, for eXl!llllple 

in the fonn of incentives being inversely related to the capital-labour 

ratio. ~he absence of a deliberate employment policy seems to hAve 

constrained the developmer.t of rural industrialization, in particular 

the small-scale industry sector.l./ 

Weak institutional infrastructure 

The resources re~uired for the developr~ent of the 

modern sector have in the past impairPd the resources which 

could b~ made available for the development of the traditional sector. 

Hitherto small and mediwn industries have been supported by small 

investment credit. They havP also been assistP.j in the promotion 

of managerial and marketing skill by several Goverr.ment a~encies. 

R~cently, various surveys of small--scale industry problems and 

opportunities have been undertaken or init1~ted. However, 

there appears as yet to be no comprehensive systematic policy 

and institutional packa,-e for the effective development of these 

industries. The investment required and support needed for the 

devel0pment of these and other industries have been impaired by admi­

nistrative obstacles in the form of duplication and overlapping of 

institutional functions, commercialization of officials and inadequate 

institutior.al infrastructure for the development of rural industriali­

zatior., in particular small-scale :ndustries. The stricter enforcement 

of "pribwninization" re~latione has probably also reta::ded growth. 

Further, the institutional infrastructure for transfer of technolon 

and for the development of An inrii~enous technoloErical base is at 

l/ A Preliminary Survey of Conditions and Problems in Small- an(: 1tfodium­
sca1'? Tnduatries 1i:; r.nnt.:dned in Tnternational Development Centre of 
.Japan; fndustrial Develo?J1ent in Southeast As1an_C_u~l')!·IiP!!,.:':' 
_Bepublir: 0f Tndoncr.~ri., PhARe T, 1977/?A, (;h;ipter ~. 
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present inadequate. Greater institutional, technological, managerial, 

training and infrastructural support is needed if the small-scale 

industry is effectively to contribut~ {i) to the creation of employment 

opportunities for those who cannot be gainfully employed in agriC'ulture, 

and (ii) to the provision of basic needs fo~ a larger ;>art cf the 

populatior. which so far has been unaffected by developments in the 

modern sector. By nurturing rural industrialization throu~h emphasis 

up~n small-scale industry and their "change agents", the economic dualism 

and existin~ disparities will gradually diminish. 

Inadequate physical infrastructure and transportatior. system 

In the past the manufacturing sector has primarily 

benefitted ~ertain sections of the population, particularly 

in Jakarta 3nd other major cities in Java. The large majority of the 

indonesian population, in particular in rural areas, has been left 

unaffected by develo;:xnents in industry. The policy of es~ablishing 

resource-based industries combined with the development of metals and 

engineering, in particular small-scale industries, can be related to 

the ohjective of decentralization of industry anc linked to the 

Government's overall objectives of development of various reg1ons of 

Tndonesia, in parti~ular the Outer Islands. A step in this direction 

is reflected in the recent esta·hishment of a Regional Agency for 

Investmer.t Co-ordination and in the establishment of regional planning 

units (BAPPEDAS) in each province. F'u•·ther, in the Governi .. ent's new 

list of priorities for domestic and foreign investment (1978), 

different. field111 of manufaciuring investment are being granted various 

degrees of incentives and assigned different locational specifications. 

Tht con"ours of an ir.dustrial !ocation policy thus seems to be emerging 

for the medium- ~nd large-scale industry sector. There is no doubt a 

corresponding need for a locational framework for development of rural 

industries, ir. particular the small-scale in~us~ry aector. The high 

populati0n density in Java coupled with a relatively good and 

extensive coaurnnic&tion and transportation has in the past made Java 

attractive for import substitution industries !"equirjng large domestic 

markets. The Out~r Islands are more sparsely populated, yet rich in 

I 

I • 
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resources. They are more suitable for resource based export-oriented 

manufacturing activities combined with the development of medium-

and small-scale consumer fr(>ods industries in selected locations 

where the demand base is sufficiently broad or where some form of 

regional specialization in manufacturing can be attained. But 

regional specialization in manufacturing and spatial linkages with 

the domestic economy has been impaired by the inadequacy of infras­

structure in the Outer Islands and the weak transport !inks between 

different regions of the country. It is no coincidence ... hat the 

archipelogic nature of the country has favoured shipping as the most 

im~ortant means of domestic transportation, while land transportation 

in the Outer Islands has been cohstrained by topographie&.l consider~­

tions and the associated importance of river transport used for 

pr~mary goods. While the Government has stepped up efforts to link 

small ports in remote provinces with regional shipping services to 

and from Java, there is sti!l a need for m~kin~ larger areas of the 

Outer Islands more accessible. There is as yet li t.tle complementarity 

in regional specialization of manufacturing. Most ot the inter-island 

trade is in agricultural consumer goods, primary goods and derivates, 

a~d ~e-exports from Jakarta or Surabaya to nearby provinces. To 

achieve a more balanced and integrated economy, the internal transport 

aad infrastructural cor.etraint will have to be solved. Associated 

herewith is the possibil1ty that the indigen0us medium- and small-scale 

industries may take advantage of the large infrastructura) improvements 

b~ing undertaken in the field of energy, roads, transport, etr..,in 

connexion with the establishment of the large-scale,resource-based 

industries in the Outer Islar1s presently under way or planned. 

Weak competitiveness of Indonesian manufacture1·c 

011eo of the major obetac.les to expansion of industrial 

output and exports is the high level of production ~oats 

which has chara~terized the import substitution industries ;n 

Indonesia. This has result~d not only in a weak competitive position 

for Indonesian products at the domestic market vis-A-vis imported 

manufactures but also impeded the competitiveness of Indonesian pro:uctb 

' 
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at int-:?rnatio~1c:., 1uarkets. 'fhe most obvious case 1s the :indones::.an 

textile industry which, in fear of competition from chearer 

imported products from other developing countries, has repeatedly 

made a case of protection against foreign competition. ~he major 

reasons for the high level of production costs have not only been 

the high capital intensity but also the hi~h import content in 

rio~estic manufacturinr activ1ties in the form of raw materials and 

capital goods, reflect1n~ strikingly weak backward linkages with the 

domestic economy. As a corGllary the cost of production in the 

Indonesian manufacturinr sector has been heavily influenced by 

int~rnational inflationary trends. The Government has adhered to 

various short-term protective measures in the form of tariff barriers 

but such measures are unlikely to prove effective for makin,. !r.donesian 

manufactures competitive domestically and ir.ternationally in the 

long run. 'fhe recent devaluation of the Rupiah, however, is expected 

to improve the competitiv~n~ss of Indonesian manufactures ~nj to 

stim11late manufactur€J exports, thou,-h the cost. of importell raw 

material will increase. 
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r.hapter VI I 

!'tis S·'Cticn anal;vz :::, in " sur:unarv fashicm, th·' m'1in cu-:t. :irs 
l 

pr. Yisional r'·sul ts f ?. t · 1 I' ·•1 t s u ... Y- or. n :on ··s12. s O'lg- "rm 

" th·· pru:;p~~cts fer lr.r..:--t··rm l!"rc wtr .. ;f t!",·· In'· n·· sic>r. ··er-:: rn:y. 

'.cc: r ir.g tc th·~ stu :y th•· po?~l2.tio!1 is xpnct''' tc ir.r;r a~ fr m 

132 million in 1975 to 235 million in year 2000; the c~rrespondin~ fi~res 

for the labour foree bein~ 48 million and 91 million. The labour force will 

ti:<1!3 ir.~r<'-S'~ by 43 million up to year 2000 almost equally distributed be:t­

w r: J:.va (inclu::ing !\fa U;':~) ~en: U. · Out r IslP_Y\ 'r:. '.}-p is :<p· rt 

f ·1 .c to 8.5 per cent up to year 

t c1p• ~ith th· pr~bl ms ~r 

;->r. p•:lici ·S continu•·, h 'Ii ·.r· r, · '! !1 7.hi :· re• t 

:·1ffir·i·nt t,, r:--luc~ un·mploym·:.t. i'L ··xp ct~tirn!: in r {7;:.r t tr.·' 

r l:tiv:-ly high rat.· ~fr_; 'f sT v:tr. ;~r :,~ .. ·. upcr. h: consi r:.ti·:.s: 

; ) . i·;th ,,f ti:·· Ir. :,~r,n.siar. Th furth ; th0 

r": n--n.tine {iT'OWth, Of 1; .~ prr r,c•nt, fr··m 1')r,--f,'; ::i.r.: 10.~ p T . r.t fr;'.:". 

1')?~-'JQQO. Thf' agricult:ir<'.'i:: :r.t·r i:: Xp'•r.tn· t· r:r ·,: lrG:· t:.·:r ['.c!lf 

-.r b::it •.f manufacturing (Tnbl ·r.1). 

:'~,:-:1 ·i'.'1 Frcj.~cti0ns f c:r -,r.:::: ct r::1 .·;r ;;th ~;;.t ·" l t>0-2000 
r;..-,r."t~nt ri..., s 
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:;uurc ·": :J<I. Vc.l.XX'! lk.1, ~:n.rr.h 1;.rrt; !JNI'(l comput·r p;rnt-r,•1t (1960-7';) 

~ Bas·. i upon cimstant 197'J pricr!s _31 ?linin~ inclu·i•:n lu:tri.r:i t;.-, gas a.n•: 
wa',;·:r sf Bat.·!·! upon con.3tMt 1'./13 p:-i"·:£ 

iJ ~.it~ate ic variablcG in In :r•n ·Gia. •r; Lon -t··rm Grc;wth by :;jr.j•,h.: :ikueumo, 
~ c.. • , o. , Marer. 977. Thi::: r;tu-,y ha:: b· 0n rlr~nir,n::it": by thP. 
Indcne0ian Govemmimt a.n c.r:" er th0 fi v 11 top p1·iori .. F!n in it::: national 
r•!B~arch vrogrP.mmne. It ir; b:ing carri0·! ont hy :in intrrlicr:inlinary 
tr·am of r0SP,archf')rr. u:i: -r th mJP'·rvi::i «n ~ t:1 .. Hinistr:1 ' f' ''.tat0 · f 
fl':r.r!arr:h. 



- 10~ -

Th<:: r•:sul tant structural transformation of th'' In'.lcn,~sian 

economy implies that in the year 200C the agricultural an: manu­

facturing S'3Ctcrs Will b--..: almost ':qllally import?.nt, ??.5 p'r C"?:t 

an! 21.6 per C'.mt cf G".:lP,r~spectiv-:ly (Tablr~ 7.?). The cXp"Ct·~· 

growth of thn In:lon~sian econolll".f rr:quircs a significant incrr;is 

in investm"nt r-:scurccs L•r thr: pr: luctiv0 scctcrs. Accor iingly, 

the proportion of GDP tc. be channr:lle·l int" imrcstment is ·:x-

pected. tc incrr:ase from 19 per cent in 1975 tr; 25.5 per cent in 

1985. Tr sustain its planned growth rate, the manufacturing s.;ct, r 

requires almost one-thir:l cf tctal. investment er 7 .5 pr;r C·:nt ,--: f 

GJP, compare! with ~.1 p0r cent for agricul t11.rc. In ,;iscussing 

the choice bctw·::en an agricultural vr;rsus industrial ori,·nt.-;.: in­

vcstmant strategy, it has been suggcster.i.!/that while thr: lattnr 

undoubtedly will lca:i tc faster overall growth, the effocts :.n 

income Jistri bution, poverty ard unemployment woul~ be mar: favrnr­

aol ; in the case of the former. The pressure on the forcign nxchang': 

position wo'.ll'! be higher in the iniustry-oricnte'1 case but -·.hr; im­

pact upon the Jom~stic price lcvcl a."ld tax rr?Vcnuc woulrl b•· nior·:: 

favourable t:1an in an agricul tu.-al orientc·l investment strat-:g;'{. 

The role of extremal financing wouli decline tc ?O per cent of 

tctal invcstmen t by 1985. Consirli:rabl c pressure would ther,-;fc.,rr b-: 

placed upor th:- mcbilization :.if ·lomcstic fir:ancial reso1Jrccs. In 

regard tc trarl".'!, the s+.urly expects that. tho: import requirr"mc·nts fer 

capital equipme11t and intcrmerliat-: goorl.s will b0 on the ris·"' al thoueh 

export prospects appear favourable. This will lea! to a wi :r·ning 

tra:le gap wher0by foreign cxchangr'! will remain a sn.rious constraint. 

It is expected that the export tra:l" will continue t0 b'? !r minat-: l 

'b-.f the trarli tional export convnodi ti es - energy i'ur!l s (mostly d 1) , 

timber anri rubb0.r. Manufactured exports arf! expected tr, increasn. 

from 0.7 per cent of total exports in 1974 to 5.6 per cent in 1985. 

1} Income D .. stri butioB:!n Fln~loyment anrl Growth, A Cas" Stu,1y : f 
'!iiCYOnesia. World k taff Working Papc1 No. ?1?, August 5, 
1tf5, PP• 68, 69. 
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~·he World flank has emphasized.!/ that Indonesia should prob~bly 
a1~ at a pattern of rapid 'abour intensive industrial developnent with 

value added in manufacturing increasing by not less than 15 per cent 

annuril !y, and manufactured exports growinl!' by not less than 20 per 

cent annually. Obviously such hirh rates of growth can~ot be sustained 

inder1nately but other aevelopinr countries have done so for suffi­

ciently long pPriods. ~hile Indonesia· is fortunate in haviny a 

potentially very larre domestic market, yet it is too small :o support 

the hi~h manufacturinE!' provth rates that are needed. 'Reiny a newcomer 

i~ this area implies that Indonesia could take advar.:are of utilizing 

the 2xper1ence of other developing countries to avoid costly mistakes. 

However, being a newcomer in one of the most competitive areas of 

the world pr~sents particular problems in connexior with protectionistic 

policies in developed countries for precisely those labour-intensive 

industries in which Indonesia might have a comparative ad van tare. 

It is worth noting, however, that Indonesia has the larrest remainin~ 

pool of inexpensive and relatively literate labour in Fast Asia, even 

before the recent devaluation. The greatest obstacles to the r~ali­

zation of much higher rates of growth of labc,ur-intensive industrial 

development and exports are physicPl and administrative bottlenecks, 

the financial system, and other cost raisin~ factors including 

ur.official levies. Intensified ~fforts to overcome these obstables 

are required. 

ll World Bank: Indonesia, ~rowth Pat~~~ns, Social Progr6ss and Development 
Proe2ects, February 20, 1979, page 109. 
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T~t~ 7.~ Strategic variables in Indonesia's long-te~ grov~h 

1975, 1)?·) ;•n' :'000 

1975 

p,'pulation (in millions) 132 

Lab, ur F'crc : (in millions) 48 

G :iP P'~r ca pi ta (in constant USS) 14 3 

Shar · of inv!.stmr:nt in GJP (percenta~) 13. 9 

Shar: of cxt0rnal savings i~ 
t. tal i~vr:stmr:nt {percenta~e) 

Shar·~. of a.gri:ultur·: in GDP, 
constant 1973 prices {percentap,-e} 

Sh~r· cf mining in GJP, constant 
1973 pric ·s (percenta~J 

Shar': of manufacturiug in GlP, 
const~nt 1973 pric2s (percentage) 

Sha!"' cf sr·rvic·'S L1 G'.'P, const-'lnt 
1')7) pric·:s (percentage) 

Shar 0 of cil, gas an1l coals in 
tc tal export::; (percentage) 

Shar ~ of in :ustI"'J an 1 crafts in 
tctal exports (percentage) 

S0urc~: '·XI 1/ol.:U1/ :Io.1, March 1?77 

~ 1974 

I 
?4 ~ 

11.1 

31.0 

I 
50.1!:1 

c.7~/ 

1985 

167 
6';' 

~45 

?5.5 

?0 

;-q.5 

9.1 

16.3 

31.6 

4~.o 

5.6 

Agriculture and agro-based industries 

?000 

~35 

91 

500 

?2.5 

8.? 

?1.6 

31.0 

Indon"sia is richly ·:n'lowr:•I with natural rr~sourccs from agricul tur·:, 

fc;rr:str,r, pr;trol~um anr! mining. '!'hr: main c:.gricultural cormnoditics ::ir··· 

rubb'.Jr 1 palm oil, ri<>~, copra, c.;off-:P, tea, sugar. tobacco, pepper an! 

liv~stoc k. The ~icul tural sectr;r is a mixturr: of privatP. and Gcv1 ·rn-

mP.nt ee1at .. holrlings g0a.r<].I mainly tu ·:xports, and small holdings larg·:ly 

of a subdst 1 ·nc" typr:. Palm oil i~ pro !.ucr· l by the estates only, whilr· 

rubbr:r, tc;i an·l sugar ar0 produr,0.! by bGth th" 0stat0s and small holders. 

Coconu+s,coffP•:, tobac.;o, pr::pper and cottcn arF! grc..wn chicfiy by SlTk'l.11 holders. 

The: main export crops ar•! rubb~r, coff1!1'., tea, tcbacco anrl p<!ppcr. Fbo ! 

crops inclu lr: ricr, cassava., swr~at potatoes and maize. Minor crops inclur:,, 

soyabeans an I groundnuts. Tabl': 7.) summarizes thi: prorluction of majo;" 

agri cul '.;ura.l commo:li ti r~s 197 3-1977. 
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Table 7. 3 A.gricultural Sect er Production (excluding Staple ruol Crops}, 
1973 - 11 

Rubber 

Palm Oil/kerrrnl 

Coconut/copra 

Coffee 

Tea 

Clove 

Pepper 

Tcbaccc 

Sugar Cane 

Timber: tea~/ 

Meat 

~gs 

Milk 

othe~ 

Fi.sh: sea 
freshwater 

1973 

845 
289 

1,237 

150 

67 
22 

29 
80 

1.010 

676 
25' 124 

379 
81 

35 
889 
389 

(in thoueand ton•) 

1974 

817 

348 
1, 341 

149 

65 
15 
27 

77 
1,237 

620 
22,660 

403 

98 
57 

949 
388 

1975 

7 82 

397 
1,375 

160 

70 

15 
23 
82 

1,227 

595 
15, 701 

435 
112 

51 

991 
393 

1976 

786 

431 

1,393 
186 

73 

17 

37 
88 

1,321 

480 
20,947 

449 
116 

58 
1,043 

405 

Annual 
ff?'Owth rate 

1977 1973-77 

825 

497 
1,446 

186 

79 
26 

39 
103 

1, 365 

573 
21,787 

469 
123 

61 

1,099 
427 

-0.6 
14.6 

4.0 

5.5 
4.2 
4.2 

7.6 
6.6 

7.8 

-3.6 
-3.6 

5.5 
11.0 

Source: Bulletin of Indonesian F.conom:i.c Studies, November 1978, p. 14 

y Thousand cubic •e•rH. 
~Million litres 

Earlier, Indonesia .as the largest producer of rubber in the world, 

but output has declined in the last two decades and much remains to be 

done in the way of replanting and rehabilitation. I ~ rubber has taken 

second place after timber among 'Indonesia'• non-oil exports. Indonesia 

is the world's second largest producer of palm oil and also a major pro­

duc~r of copra although little rehabilitation baa been undertaY.en. Indo­

nesia ie a major producer of coffee accounting for around 15 per cent of 

the world's rorusta co ff~ rutput. In regard to ~ Indonesia ranks 

thid in the world after India and China. Production of tobacco has been 

incrraAing in recent yearF. I'.arlicr, Indoncria was sclf-suffic~cnt in 

rice but, 1uc to accelerati:rl population growth and increasing pressurrs 
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upon Ian: r s-. urc-:s, In ion 'Sia has b·'f'r. fore•'~ t~ ir:lport lar·g~ 

quanti ti ~s •Jf ric ·• In:!on·'sia has ·:r:i.·rg< as th: wcrl l's lare:,st 

import·~r ..:f ric·: o.n.~ a ric·.' i·.'Lci t c. f 1.5 tc 2 .5 million toris is ex­

p· ct·. it pr.·.rail :?.t l.-2.st throur,-h 1990)/ Liv'st·ck fardnrr is 

o.l:::o important; in 1976, thr:r w r·. 6.7 million cattle, 3.2 million sheep, 

4.4 ~illion pigs, and 7.5 million ~ats providin~ a ~od ba~e for the 

1 ·::.th·:r in :ustry. Z'ishine;, k t:1 inl3.11 L an! cffsh~r··, pla:-,·s an 

important r.l int:· n.ation::i.l 'i.·t a..'1.: prc!ucticn r:ach·: 1.~ million 

Lns in 1977. 

1'a1..ll : .!; sur:lln<.:.ri::: :s th plannr l gr.:;wth cf ar;-ricul tural output 

1 ·_n9/~C-1y,5/::,4 c• mp~r. i wi fr r. c :ri.t ac:Ci·--1 :m .nts ( 1973-1 ')77). ii t-

wort!'1:r i:: tr.·. r2.pi '. plarm-: incr"as ir.. palm oil, sugu.r an: soy<:.b ans. 

?h pln.nr.. ·::-xp;msion af th··sr> ag-ricul tu~al commo !5. ti rs provi !0s a 

soun' oasis f.:.r furth :r growth cf thr: larg~st !TID.!lufacturing s~ctor 

in In lon .sj a, viz. th·-:: fco l proc 1:ssing in·lustry which accounts foi' 

aroun: half of tc tal manufarturjng valu' a lcir:'.'.. R~c-:r. ~ inv~stm 'nt 

proposals i.r. this ::::.--~ct:.T ar · activ~ly ccnc:ntrat" ! en th·: '-'stablish­

m.--.nt : f n :w in lustrial capaci ti ,s bas·: l upon rapi 'ly :xpan iinr raw 

m?..t :rials. :·'or :x<!mpl :, in 1977 a pc:.lm oil plant •.-:as r port · · t: ':: · 

;s, co~· t 

r ·::ruiring ::'C,OCC hectares of plantation, the biggest or its kina in lndo­

nesia. Three additional palm oil plants were expected to be built in North 
~ I 

3:.im.:.tra • .: ... : 'r!; G 'I rnm ·n+. 1:2.~; put th·· plo.n-.,ing- an' pr8C"S~i!1g .. f p~lm 

oil on its priority lii::;t fer inv ·stm ·mt. In:ion .,sia is at pr·-s nt tlo 

s• r.cn · l<.!.rc :st .xport·r r.,f palr.i '.Jil, and Indonesia plans to in­

cr"·as i t:o palm oil pi-o·iudior. fr m aroun; Goe, 000 tuns in 1979 t( 

'.)CO,QOC t:ns ·a;,r 1)~3. Palm ')il pro~ur.tior. r-:i.ch~: 496,000 t~,ns in 
'1. I 

1977 D..r.: )13,000 tens in 1972 of which thr fourth \.·as ~xport(' :.~ 

New industrial capacities are also expected to be establishP.d in 

sugar processing includinp- a new factory in lampung \Ii th an annnal 

capacity of 100,000 tons, requiring 14,000 hectares of plantation, 

and the expansion of a sup;::r factory in Yofjakarta with a capacity 

of 45 ,000 to ~0,000 tons. '[;'urther, as a result of ;rn ASEA..N-FEC 

conference, United Kinp-dom and Holland are to invest tel million 

in the establishment of a sup,ar factory in south Kalima.ntan with a 

capacity of 80,000 tone per year to start production by 1983.~ 

Asia Research 
Asia Research 
Asi11 Resea"'ch 
A sill Rese&.rch 

Bulletin, 
Bulletin, 
Bulletin, 
Bulletin, 

30 June 1979. 
30 April 1977. 
30 April 1979. 
30 Apri 1 1977. 
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~:•.::::'. t·: j?r:..c· ::;sir-.G ol::.r.t i~ ·xp ct · t t.- tuil t i:: Y ,;j2.!::1rt:: t·."i ::: 

":~ "UUl;J:>.l ·::-:~p2.city · f ~.1i::; t ns r·~uirinL; 11,CCO hec ... ~res.Y "'urther, Em 

i:-,: ,~::-~:.t ·. m:2..t pr::icc!";Sir.4 pl~"lt r·cruirin[ ir.v·str.i·~r.t .: $18 mill in,., 

• '--?". .c. c<!.pacity cf 1;',000 cattle per year is planned to be built rn 

East Nusa Tenggara. ,·~ pin :;ippl · canni n0 fa-::Lr;r is also pl<>.r..r. i!: 

I.....:.r.ipur.r, wi ... ;- :::tl1 ~nru .... l capacity of 1C· million cttses requiring 7000 hecteres of 
')I 

pl2.nt~<ti1...n.!..I Th" In :on~sia.'! Gov:rnmcr.t is c:.l~o tr:,inc t. · v· 1-::p tn.--

c<..c'.:lnut ir.. =·1stry tc mcc·:-t local :·'man:: f:.:r coconut . il. In 1()"!~ In =cncsi<l 

import·! 53,000 t·ns cf c-.:conu"': dl ;m: copra pro!uction r·ac!:.-: 1.4 million 

tens in 1977. B-r 1983 coconut pro luction is 'Xp"'ct·"·' tc r ·:::!1 " million tons 

ci.n' : . .:,m·::-stic consumption 1.65 million tonF.J/ These are merely examplte of 

s l·:ct · i. inv ··stm"nt intentions which testify th, clos" linkc:.rr s b tw'"r. 

rapi"i plCU1n _;: <::xpansion cf crrfa.in agricultural comma :i ti· s an: parall 'l 

in-rstm~nt activity in fco :. procPssing. 

Ta.bl,; 7 .4 Annual Rat-;s cf Growth of Agricultural Output 1973.-17 

am: 1970/80 1933/84 Targ-!ts 

1973-77 1 oyi/C.0-1o:i.1, ';'1 ./ ./ _, _,,...,_,_ , 

Fe::>: Crops 

3.8 "I Ric--; 3.)~ 
Corr.. -3.9 5.1 
Cassava ?.4 4.4 
Sw :•:t potatc ·::s 0.1 7.3 
Soy b--:ar.s -o .. i ·,. 1 
P·:~uts 9.1i 5.0 

·'stat· Cr·;ps 

Palm oil 11.6 11.3 
Copra 4.1 2.1 
Cottc,n 16.0 64.1 
Tcbacc0 6.8 ? • I) 
Sugar 8.? 1?.) 
Cc.ffr.r: 5.7 3.3 
T:a 4. 3 4.0 
P·:pp~r 11 .1 11.4 
Clov·'S 8.6 1R.~ 
Rubbr·r -0.5 1.G 

~ourcr:: Bullr:tin of Inlonc:sian '·:Cunomic Studi('s, July 1'.)79 

<.:;1 Th 0 r,rowth ratr· r,iven in V. 0 P1_;:u, is 4.3 per cr-nt, but this wa~_; '-r1v···l 
usine a V':r.1 low pro·luction fit.;llrr: for 1q78. 

iJ .".si::i Rr:s:arch Bullr:tin April 30, 197'/ 

'?.) Acia Rr.s•:arch Bull r·ti n 
1 

P · bruar;:1 ?!) , 19711 

lJ Arib Ikc·;arch Bullietin,Octt,Vr )1, 19'19 

' 
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According tu the agricultural projections, ~~rtain collll'lodities, 

however, 'l.l'e expected to increase at a very low rAte. This appli~s in 

particular to rubber, copra, tea, coffee and rice. The planned expansion of 

these commodities are likely to be inadequate to meet the growing raw 

material requirements from industry. 'The resultant absence of invest-,.. 
ment activity testifies the effect of a lagging agricultural sector 

upon backward-linkage industries. Improvements in the agricultural 

sector are here c~ucial for the growth of industry. In ~egard to rubber, 

for example, which compriss2,344,000 hecta!"es of land divided between small 

holders (80 per cent) and pla~1tations (~o per cent), the &verage yield 

~er hectare is only 40 per cent of that of Mala,ysia and 63 per cent of that 

of 'Ibailand.2
1 

In 197~ production of natural rubber reached 825,onr tons, 

most of which was exported. 'The introduction of high yielding varieties 

and improved management in agri~alture is thus essential for industry. 

During Repelita III natural rubber production is expected to increase 

by 1.6 per cent annually. Tum~dtic consumption is expected to :·ise by 

12.8 per cent annually increasing to 79,100 tons in 1983. 'The protluction 

of rubber has given rise tc the manufacturing of ~· Under the Third 

Five-Year Plan Indonesia's annual autcmo'bile tyre is expected to increase 

to 5.7 million units by 1984 from the present 2.6 million units (1979'. At the 

same time an estimated 25 per cent of the output will Le reserved for ex­

ports. Product~on of motorcycle tyres during the same period is expected 

to double ft'om 2.8 million units to 4.9 million units. There are currently 6 

automobile and 10 motorcycle plants operating in :ndon~sia. 

The textile industry is the second largest industry in Indonesia. 

Its share of total me-.1u!'acturing 11al11e added increased from 10.8 per cent 

in 1970 to 15.07 p~r cent in 1976. 'Ibe output of knitting and weaving 

increased from 450 million metres in 1969 to 1,0S5 million metres in 

1975/76,while the numbei· cf spindles increased from 48::>,nno to 1,152,nM 

dw ing the same period. Total capacity of dyeing~ finishing and 

printing increased from 665 million metres in 1970,and the actual 

output was 933 million metres in 1975/76. r.urrently about 70 per cent 

of Indonesia's demand for textiles are being supplied by west Java 

(in 1977/78 727.5 ~illion metres). West Java's textile prcduction 

has risen by an average of 15 per cent annualJy from 1969-77. A 

number of textile factories has been set up under the domestic and foreign 

c~pi tal investment project progranmi. RehabilHBtion of existing 
;:> 

companies has also played a part.- cne of the major impediments 

textile 

to the 

~/ Asia Research D.illetin, September 30, 1977. 

2 / Asia ·~eeearch 'Rull etin, 0<; Lober 1 ')7'1. 

1 
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E!TOWth of this industry is the lack of adequate raw materials. Most raw 

materials are presently being imported. Apart from weaving yarn, with 

55 per cent of requirements produced locally, almost all cotton and other 

inputs are imported. Cot~.£!!_ production has not been able to keep pace 

with consumption because of a decline in planting. As part of the 

Government's drive to boos~ the silkworm industry fifty natural silk 

experi~ental and testing stations were expected to be built in 1979. 

1hese were intended to be used to train silk induFtry personnel. 

Although the textile industry is in difficult times at present, 

the longer term prospects to the mid-198os appear more favourable since 

,resent per capita consumption is low and is expected to grow steadily. 

rhe best opportunities for ~nvestment in the textile industry exist in 

,rarment makin~ followed by weaving. Both spinning and fibre ma~ing appear 

quite unattractive. 

'fhe co1Jbined effects of these diverse trends in the Indonesian agri­

cultural sector have been a modest planned expansion of the backbone of 

the Indonesian manufacturing sector, namely tne food p~ocessing, textiles 

ar,d rubber industries. The planned growth of these backward 1 inka~e 

industries dependent upon agricultural raw materials is among th~ lowest 

of all branches of industries. Apart from supply constraints in the 

agricultural se:tor, these industries are also adversely affected ·oy 

demand constraints in domestic and export markets. 

Fores~~y, and forest-based industries 

Fore3try represents one of Indonesia's major assets. Having 

become the major timber exp0rting country in South F.aet Asia, timber 

now ranks second in Indoneeia 1s exports after petroleum. Indonesia's 

forest resources cover 125 million hectares of forest of which 40 million 

hectares are now under exploitation mainly in Ke.limantan, more than half, 

and Sumatra. In 1976, Indonesia produced 22 million cubic metres of logs 

of which around 90 per r.ent was exported to Japan, Singa.pore, Taiwan 

and Italy for further processing. In the same year, Indonesia produced 

1.9 million cubic metres of sawn ti~ber and 75.000 ~ubic metres of ply-

wood, of which on•-third and three per cent, respectively, were 

' 
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f".J!"r.t ·m 1mly ar. un : F p· r c ,,, t. '" t ~. 1 \:~ 

~:~t ... '11. tim:· ·r. 'l'h G. v ·r.~m ·!:t h, ~·: " ,. .. 
'·· 

•. ?· ·-

' 
., ... ···-. 

:!"~ prom~:t..:. ·_;n;il r.v .. ~:.:~~r ·!:~ as well as infrastro.ctural improvements. 

Ta bl·. j. 'i :::n :;::1 si:1: ·;:oiml T pr .. !uction <ln 

Lo 

( 1 y-~,_-:--, ~ xp:.rts _ , . . . , 

~awn ti::il· : 
Pre .ucti-::: ·:x12orts Frc.· !uction 

.. 
:-:E:irt~ Y·:".!.r ( 00(' (000 ru.m) 

1971 

197? 

1)73 

1')74 

1 'J'i5 

1976 

1977 

Sourc·~: 

cu.m) •r lum·· !<>-lu· 
( OC·C cu.m) (•ooo tf.:Z) ., 

l~:m 

13 t ;':· r 1c·;r:::1 1r,~,G35 ['n .-..r . . . 
, I - ,_ ... 

17,11,1 11,r~91 ~ 3C, 349 '.40 1:: '. -

::5,53(: 1·},433 '/' 2, 345 1, 380 31 ··.) 

;:>:· ,63') n,ns; 1::,,551 1, '.)19 3'):. J 

15,774 n, s1:; 1 49'), 976 1 '70>< 41 c •. 1 

?'.' ,041 13,G49 780,'.379 1 '']00 ~'1).; 

4,040 ~/ ·; '~oo bl __ .,) _, 450,ooc n. :i.. 71~ ~/ 

iJi ri:;t quart --r Asia R·.s·arch il!.;,ll·tin, l·-:c. 31, 1977 I 
~ projections 

The Gov·.rnme;.t is m::i.king th~ r:xport cf unprcc':!JS ·: los-; lrss 

. '-:-cl' I 
( iu '.' u-'·, a).., j 

~.-.Cl, 

1 ... 
- ' ' 1/. 

F ,-:-.· 

~:.. :,3-'-

11 . ""f~· ~ 
. ' . 
A;,c :.:: 

~ r;~, CC'.-, 

profi tablr: in or :-:r t'' ncC'urag0 i ti:; lccal timbr:r prc,cr;ssing in :u::;tr:;. 

Gc.v";rnmcnt r"gul:J.ticni:; stipula:':.': that timb-Jr b.tsin"csm~n whc ar · r:iv 'n 

lic:ncn.s t< ··xploi t for,~sti:; in In 1cn,:sia hav: t.- s 't up wo0 '-pr".lC·'Csiv. 

in 1ustri0s. If th"y !'.not pos::;r·i:;::; thf' processing faciliti·s th·-mGlv~s, 

thny hav~ t< S' 11 10 p ·r C<'nt c:f th~ log pr;:;rluction tc.· the s·: wh: ~o. 

Further11ore, th'.;v can only -:xport t~. :i1 logs if th·~ir shipmr:nt inclu-: :s 

i:;awn timb:r. In cpi t: ', f thr!sr: regulations thr: pac; of in lustrialiiation 

in this inlustr;y has b·:r.n slow an! concr:m hai:; been vcic": t' th'- "ffnct 

t.1at there ar·: t<..o many disinc·mtivcs fer log exports anri net "nough 

inccJ"ltives fc-r til":'..ier procPssing. 

E:ffecti vr! May 1978, the Gcvernmcnt introducr:rl an ~xport ban cov 0 ring 

14 species of log wcorl )/ Decausr: of environmental •lamag.-! causr:rJ by in­

rliscriminatr· loeging, following large inflow of for"ign invnstmrmt in 

the late sixti~:s anrl early sev•mtics, the Government has now bann,.,·I any 

foreign inv :stmr·nt in f<,r•:stry projr!cts, even 0n a joint "':ntur'! basis. 

The Govenmr:nt has now •)mbarkwl upon a comprchcnsi vc afforr.sta ti0n oro­

gramrne aimed at having one· third of the country plantnrl with commr:rcinlly 

viable epeci•·s. 

11 Asia. Resr,arch Bull r; tin I F' • bruary ;>8 I 1978 
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The prospects for the wood processing industries seem bri~ht in the 

lirht of existin~ resources and the planned rate of ,n-owth of lf .2 per cent 

in Repelita II. The emphasis on housing spells out a good future for certain 

tyres of processed wood. At present, there are about 200 sawmills in Indo­

nes 1a 0f which 35 export nearly fO per cent of their output mainly from West 

ana r.entral Kalimantan. There are 14 plyw&od plants with an ~nnual ca~.city 

of:.:) ;nlllion sheet. Further it is estimated that 12 more plywooa plantfl 

will te~in production in Indonesia within the next few ~ears. ~?.jor new 

investment proposals include a I 21 million sawmill and plywood factory in 

f~Tiatra.!/ with an annual capacity of 10,000 cubic metres, and a sawmill in 

&..s. ~slirnantan with an annual capacity of 90,000 cubic metres to be 

completeJ in 197c, the !arrest investment in the wood processinr sector 

in liictonesia .Y 

fhe Inrlon8sian Government has successfully hrought about the 

e~ta~l1~hment of substantial new sawn wood and Jlywook produ~tion 

c~pn~1ty over~ relatively short period nf time. However, if the 

des1reci value a<ided and employment effect.s are to be achieved 

r~rtq1n positive steps will have to be un~ertaken. ~uch Elteps mipht 

inclurie-Y: tr.e estal 1ishment of ;:rn effective export timber 

m~rket1np hoard; ii) the establishment of train1np and other tech­

nical fa.cilittes to assist plants to produce sawr. wood and plywood 

ant! i 11) tax and price ;_ncen ti ves to produce sawn wood &rld plywood 

damest1cally and less incentives to export unprocessed lops. 

Tn<ionesia's prod~ction of paper amounted to 14t,OOO tons in 1978 

compnred with 90,000 tons in 1977 and less than 50,000 tons in 1971. 

Domestic consumption in 1978 was estimated at 400,000 tons. Substantial 

amountA of paper and paper products have therefore been imported in recent 

years. In fact no other country in the world with substantial fibI'• 

resources is so de~endent upon imports. By the end of Repelita III 

in 1983/84 domestic demand is exp~cte1 to reach 750,000 tons per year 

compared with an estimated production of 400,000 tons.1/ Substantial 

imports of paper and paper products are therefor~ expected to continue 

Asia Research Bulletin, June 30 1 1977. 
Asia Research Bulletin, O~tober 31, 1977. 
World Bank: Problems and Prospects for Industrial Developnent in 
Indonesia, Vol. II, page i, May 25, 1978. 
Asia Research Bulletin, March 31, 1978. 
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to continue for some time. The Governmer.t, however, plane to achieve 

se 1.f-eufficienc~ in printin' and ~ri ting paper by the end of Repe li ta II I 

and the possibility of surplus for exports is also envisaged. Except for 

writing and p1intin~ pape~ which are 90 per cent domestically supplied, 

demand for newsprint and sack craft paper are all imported. Thus in the 

next ~ive yea:s priority would be directed for the production of pulp, 

newsprint and craft paper. A possible new source of raw materials for the 

J:Qper industry is ba~sse from sugar mills. The country's major paper 

mills are in West Java, Central Java, East Jave, South Sulawesi and 

Ma~tugara. A number of small production units exist which could never be 

profitable if not protected from import competition by a 60 per cent 

tariff barrier. ~ollowing consolidation and expansion, the existing state 

paper mills w~re expected tc produce a total of (.3,500 tons of paper per 

year by the end of Repelita II. In 1978 P.~. Kertas Bekasi Teguh paper 

plant alone was expected to produce -33,000 tons):/ A ma,ior expansion of the 

state paper mill in East Java with a capacity of ea,ooo tons va~ envisaged.~ 
Plans exist for the establishment of fiv~ paper mill projects vi thin the 

next five years with an estimated total investment of Sl.l billion, two to 

be located in East Y.alimantan and one eac~ in Aceh, Central Java and ~outh 

Kalimantan. Various forms of investment participation are bein' sou~ht 

for these five paper mill projects~.1/ 
- Aceh: being promoted b:· P.T. Alas Helau at ~n estimated investment 

of 185.3 million. The plant will produce 50,000 tone of multiwall 

sack paper and 70,000 tor.s of linen board; 

Central Java: to be developed by P.T. Aka in R joint venture with a 

foreign company, the plaat is to produce 60,000 tons per annwn of 

new1print initially; 

- South Kalimantan: this project consists of two productiJn plants, 

one for the production of 20,000 tone of bleached craft paper per 

annum requiring an inveetme.1t of Sl20. 7 million, while the other is 

to produca 147,0~0 tone of fine paper requirin' an investment of 

1152.1 milljr,n. The projects are bein~ promoted by P.T. Soprvmar 

in joint venture with a French company; 

- Fait Kalimantan: project being promoted by the Australian Government 

in joint venture with P.1'. Inhutani to be c~nstructed in 1980. Saudi 

Arabian participation is also d. poasibili ty. Prod11ction is scheduled 

l./. A1ia Re1earch Bulletin, 31 October 1978. 
~ Asia Research Bulletin, 31 March 1978. 
JI Asia Research Bulletin, 31 August 1979. 

' 
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to commence in 19f.1 wi ~h f..1,000 squaremetres c-f sc:.wn timber, 30,000 

tons of paper and 175,000 tons of chips for export. 

is expected to reach 11: 5.9 million. 

.... ,, i .... l (\() ('\(\() 
r--~, ---r---

Total investment 

Fast Kalimantan: a paper mill plant to be construc~ed i~ 19f0 under 

the management of P.~. In~utani with an annual capacity of 35,000 

tons of"''· te paper, .10,000 tons of ;iulp and t.0,000 tons of board. 

Proposals have been madelf to fonn a ~ublic sector pulp and pape~ com-

J)'iny which would take over control oi the five existin~ Governmen•-owned pulp 

and paper mills. This company could be empowe~ed to ne~tiate with the 

sponsors of the five major pulp and paper projects under consideration, to 

select the best projects for immediate developnent and to proceed with bankable 

feasibility studies, equity raisin~ and finally implementation of the projects. 

Petroleum, energy and chemical-based industrie~ 

~ndonesia is the lar~est producer of crude petrole~~ east of the 

Persian Gulf and in 191.3, crude oil took over the position of n~tural rubber 

as the country's lar,.rest foreil!Tl exchange earner and now dorainatas the 

economy. Natu~al pas is also produced in substantial quantities. Indonesia 

is estimated to posE'~ss over three-quarters of tot~l oil resources in 

foutheast Asia and around two per cent of world resources. Known crude 

011 reserves are estimated at from 15 to 17 billion barrels. Undiscover~d 

oil resources have been estimated at 35 billion barrels.£/ Prospectin~ 
however has hitherto only covered a small proportion of the total area, 

and much remo.ins to be explored. ".he main production areas are ;'u:natr<t, 

Kaiimantan and Irian ,Taya. Indonesia's overall prowth prof'pects are 

critically dependent upon the successful exploration and explo1tat1on 

of these resources whi~h contribute to around one-fifth of Gr~, half of 

Government revenues, three-fourths of export receipts but only one per 

cent of employment. Petroleum resources are expected to continue to be 

the main source of financtn, further developnent plans. 

Indonesia's crude oil production has increased from lft mill:on harrels 

in 19t7 to (15 million barrels in 1977. An annual increase of 15 per cen~ in 

oil production l..B expeC'ted durin~ Repelita III (1979-83).l/ Around E.c; per 

cent is exported. Imports have b~en significantly reduced and now account 

World Bank: Problems and Prospects for Industrial Development in 
Indonesia, Vol TJ, pa~e iii, May 25, 1978. 
Asia Research Bulletin, 31 M~rch 1979. 
see footnote if. 

l 
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USS 4.278 million i:-: 1S·7:/;S. 
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sr.c:r in ;:ccor ?_"le with th·: "pre :uction-sharine a.gr: m·nt". Ir. 191::, 

th· G '! rr.m·r.t unilat;rally r·cvis '' th" contract t·:rms tc obt:1.in "-

l~r[; r S!1.::-:- · cf th r"V !1U., rut this has li:::;'.::ourag xploratic.n an' 
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A ma,jr.r cri'>in in th" p·~trol· um sr:ctc r ·ir-v··lopr: I in th·· mi-!-1970s 

wh-:n P·:rt<:lmina , xpan l··>·! i tc int r'·stn int .. p ·tr' ch--micals, natural 1jan 

liqu· facticn, ct• ··l, offic•-: an! hctd ruillines, h:.usine an! nhippinr;. 

On it:::; wv.:: t br:c:-,ming an in·lustrial conglomr:rat 1~ Prrtamina a.ccumulnt·;d 

c··bts whir:h at rm' ctag•: rr:ach"dUSS 10,500 million. Following liquidity 

probl"ms, thr: f:OV :rn111111t stf')ppf"d in to pay C!ff nomr: of P~rtamina'n rld~s 
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which has since thwarted a number of Indonesia's developme~t projects. 

Soffie of the com~any's non-oil activities are no~ sold off and the role 

of Pertamina scaled down. 

The Indonesian Ministry of Mines and Fne~~ has recently outlined 

a lon~-te:rm domestic enerfY policy that will gradually reduce the country's 

dependence on oil and de~elop Indonesia's non-oil energy resources. ~he 

corners·~one of the inteprated national pc licy is the development of alter­

native sources of domestic energy primarily coal, hydropower and .iatural 

~s. The policy comp.·ii:es programmes for energy diversification, conserva­

tion and indexation over the next 10 to 15 years. While 011 is expected to 

remain the principal source of revenue for the next 15 to 20 years caution 

has been expressed regardin~ a possible starnation in the country's 

oil revenue for the foreseeable future • .!/ Concern has also been voiced 

that Indonesia's oil refineries do not have enoupll capacity to meet 

domestic demdnd. Pertamina, the state oil company, is plannin~ to 

remedy the situation by mid-1980's but the investment requirements are 

formidable.~ Caution has also been expressed that Indonesia ~ay cease 

to be an oil exportin~ country by around 1990 if current trends in 

consumption and production continues. However, abundant oil rePources 

still rema:.n to be expl, '..ted .1d discovered.l/ Fxploitation is expected 

to incrc·.se at a 10 per cent compound annual rate durintr Repeli1a nrY. 
The alter~ate sourc~s of ener~ comprise the following possibilities: 
1n<Iones1a nas an .ssf.lmate<l 11· b1ll1on tons 01· coal reserves am1 Lh·~ 

~.overnment is to begin vcrk on a ust 1 billion to exploit these rfserves 

for the purpose of domestic electricity generation. In 1977 and 1978 production 

of ccal reached 2.3 million tons and 2.8 million tons respectivel,y. In 

regard to natural gas1 trillions of cubic metres of gas are currently flared 

off which could be used as domestic fuel. In the field of hydropower, 

current capacjty ie 4~0 mW rutd potential hydrooower capacity is 

31,000 mW. Indonesia has alno about A,orn mW of geothermal power potential 

of which 400 mW would be in use by the end of the century. Further, 

potential commercial deposits of uranium have been discovered. Finally, 

firewood could be used more efficiently to displace petroleum product 

usage in rural homes though some concern has been expressed about 

deforestation. 

1 ./ Asia Research D.llletin, 1, , Jul,y 1978. 

2/ Ibid. I ~ovember 1978. 

]./ Ibid., October 1978. 

~/ Ibid., 11 July 1979 
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Inconesia's development plan - Repelita II - envisaged an annual growth 

rate of 23.4 per cent for the chemical industry, and large-scale investments 

are being planned for both th~ petrochemical and fertilizer industries. The 

aim is to arrive at self-sufficiency by 1985. 

The following table shows the prod11 ction of chemical industries in 

Indcnesia for the period 1974/75 - 1977/78: 

Table 7.7 Chemical Production 1974/75 - 197I/.78 

Production 

Fertilizer - urea 
Z.A. 

Cement 

Paper 

Glass (bottles) 

Tyres 

Salt 

Soda 

Aluminium sulphate 

Sulphate acid 

Pesticide - powder 

Ox_ygen 

C02 - gas 

- liquid 

- dry ice 

Acetylene 

Rea~ymixed concrete 

Zinc oxide 

Dynamic damstin 

Dynamic geodin 

Textile materials 

Sy!lthetic resin 

1975/76 1976h7 

Tons 
Tons 

209.1 
129.1 

387.4 406,000.0 
113.8 105.2 

Tons (000) 

Tone (000) 

Tone (000) 

(000) 

Tons (000) 

Tons (000) 

Tons (000) 

Tons '')()()) l . 

839.2 1,241.4 

48. 7 46. 7 

34.1 32.3 

1,704.0 

75.1 

4.8 

14.4 

17.9 

Tone 309.0 
Cu. Lit. ( OOC; 30 3 .3 

1,795.0 

147.2 

8.8 

13. 7 

15.3 

605.8 
546.4 

Cu.Met.(000)4,660.9 

Tons (000) 
Tons (000) 

Cu. Met. (000) 

Tone (000) 

Tone 

Tons 

Tons 

'!'one 

Tone 

1.4 
0.2 

123.8 

65.2 

509.5 

4,914.1 

1. 6 
0.9 

234.2 

116.4 

133.1 

858.7 

378.8 

532.2 

1,9;9. 3 

54.4 

36.6 

1,883.8 

563.r# 

8.2 

14.6 

23.5 

110.0 
1,761.0 

5,855.0 

1. 7 
c.6 

289.1 

107.5 

471.4 

187.4 

2,010.0 

1,378.9 

!/ Includes smallholder salt. 

Source: Asia Research Bulletin, October 1978. 

1977/78 

990.0 
93.3 

2,878.6 

83.5 

59.9 

2,339.1 

786.0 

9.5 

18.5 

19.5 

2,414.8 
j '280. 2 

6,806.0 

2,858.0 

305.0 

99.2 
8o1. 7 

t10.ti 

3,267.0 
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Indonesia's petrochemical industry is still in a very early stage of 

development, but given her large deposits of oil and natural gas, the 

industry has vtry bright prospects in the future. Indonesia hae enough 

raw materials to supply several petrochemical complexe& and among the 

locations under ooneideration are plants in Northern Sumatia (Aceh), 

Southern Sumatra (Palembang), West Java, Central Java (Cilacap), Fast Java 

and Fast Kalima.ntan. ·rhe main product of petrochemical industries are 

fertilizers needed for supporting agriculture. Other products include 

polyet~iylen, vinyl chloride for plastic industries, ethyle glycol for 

synthetic fibre and carbon-black for the proauction of tyres. The Govern­

ment has reportedly assigned prioritJ to two of the five petrochemical 

Project~ to be built by the end of the current Five Year Plan in 1983. 

The Government is pushing for a Sl billion project to be built i~ Aceh 

province in S1miatra and a 1450 million centre in Plaju in Southern Sumatra. 

3oth are to be daveloped by Pertamina, the state oil compan..v. The Aoeb 

plant is expected to produce raw materials for the plastic industry and 

the Plaju plant to produoe raw materials for the eomestic textile industry • .!/ 
Indonesia's pro~uction of fertilizers reached 2.3 millions in 1976 

while domestic consumption totalled almost 2 million tone. At present, 

Indonesia has 7 fertilizer plants: PUSRI I in Palembang with a producticn 

capacity of 100,000 tons, the Gresik petrochemical fertilizer plant 

45,000 tone, PUSRI II 380,000 tons, the East Kalimantan 1 factory 170,000 

tons, PUSRI III 570,000 tons, the Cirebon plant 570,000 tons and PUSRI IV 

570,000 tone. Expansion of several of these plants is envisaged. The 

construction of a fertilizer plant in Botang in East Kalimantan is expected 

to be finished in late 1981 with an annual capacity of 570,000 tons of urea 

and 495,000 tons of amonia. Indonesia is still ~n importer 0f urea but her 

imports have dropped to below 10,000 tons in 1976. Indonesia could ''hue 

become a major exporter of fertilizers (urea), especially to its ASEAN 

neighbours. In 1979 the total capacity in the country was 2.2 million tons 

per year of urea. A recent study rev~led that phosphate deposits in Java 

have great potential.y' Indoneisa could play a major role in fertilizer 

(urea) production in the context of ASEAN regional co-operation. In this 

regard Indonesia hab agreed to make available 153 million to finance the 

construction of the ASEAN fert~lizer plant in Acah, North ~W!latra with 

"}:/ Asia Research Bulletin, 30 September, 1979 

~ Asia Research Bulletin, December 1979 
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Singe.pore, Malaysia, Thailand and the Philippines each contributi~g 

!8.94 million. The plant is expected to requira a total investment cf 

!289 million with a production capacity of 570,000 tons for completi1r. 

in 1981. As yet there is no indication as to the financing of the balance 

of about S200 million.!/ When the ,\SEAN and the K'alimantan plants are 

completed in 1982, productiun of urea is expected to reach 3.2 million tGns 

per annUII'. 

Indonesia is placing increasing emphasis upon the development of its 

natural gas reserves. Natural gas production increased from 150,77C,OCO 

M.C.F. in 1972 to 615,122,000 1'1.C.F. in 1977. T"'o plants for li:ruifying 

gas are being built in North Sumatra and East Kalim.-~ntan involving an 

investment of Sj billion. Pertamina has agreed trJ supply 7. 5 million tc'ns 

of LNG annually over 20 years to Jaj)Cln beginnir.g in 1977. Another 20 years 

contract has been signed with US which provides for the surply of 4.4 
million tons a year beginning in tlie early 1980 1 s re1uiring a total invest­

ment of ;,2 billion. Indonesia expects to earn about $200 million fr~~ its 

LNG experts and will join five other LNG producting countries in the '.-: rld. 

Rapid expansion is also taking place in IP-donesia's pharm~ceutic~l 

industry sectcr. During Repelita I some 30 forei~ and 3J d·mestic phar-

maceutical ventures wer~ established. ~he Go~ernment exper.ter. as many ~s 

bO new Indonesian firms '1nd 10 foreign firms tr) enter the industry during 

Repelita II. To reduce the past dependence upon raw material imprcits, 

private foreign ventures have been obliged to expand into ba:>ic manufacturing 

and they have been under increasing presure tc produce mor1.; r:.i.w materi=i.l:.; 

lor;e1.ily. 

'.-lining and mineral-based industries 

InJ.onesia is rich in hard mineral resources with significant k11own de­

posits of tin, nickel, bauxite, copper, gold, silver, iron ore, coal, kaolin, 

granite, limestone, phosphat~, uranium and molybden. Prospecting, however, 

has so far onl~ covered a small proportion of the total area. Mineral re­

sources are therefore still subject to substantial exploration. A recent 

exploration survey, for ~.:ample, has indicated the exietance of some 22 types 

of minerals in Tangse, Geumpang and Sumatra alone.!/ Table 7.8 specifies the 

!/ Asia Resear~ulletin, 31 August 1979-

I 
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output of major hard minerals in Indonesia since 1972. There has Leen a 

general downturn in the producti~n since 1974 of some of the major minerals 

such as gold, silver, tin, copper and iron sand ooncen~rate. 

The Industry Ministry has d~cided on ten key projects that will be 

given top pri~rity in the sector of ~inieral based industries f0r the coming 

years. The ten key projects are:.!/ 

~be Asc>.han aluminium smelting plant 

diesel and gas-combustion engine project 

industry of agricultural mac~ines, particularly those for land 
development 

industry of construction equipment 

industry of machine tools 

ind11Btr~r of TV picture tubes 

industr1 of electric motors and generators 

industry of motor vehcile components 

ship-building industry 

Pl' Krakatau integrated steel project 

Indonesia is now the third largest prcdu.oer of tin in the world, re­

presenting around 13 per cent of w~rld ou"t;put, .tet o~ly 3 per cent of country 

exports. So far only 2 per cent is consumed locally. Indonesia will take 

steps to rais~ its tin production from 26,000 tons to 30,000 tons annually. 

Despite local demand and availability of raw materials, Indonesia does not 

yet produce tin plates for containers and food packaging industries, through 

local demand for tin plates may reach 100,000 tons per year in 1980. 

Indonesia has estimated ni~kel reserves of 14 million tons or 15 per 

cent of the world nickel resources. Large dP,posits of nickel h~ve recently 

been opened in Central Sulawesi and Irian Jaya. At present, there are 3 

nickel companies operating in Indonesia, one in South Sulawesi, one in South­

east S1.lawesi and one in Irian Jaya. Over the next few :1ears nickel will 

increasingly be processed and exported in the form of nickel metal, nickel 

matte and ferro-nickel. Eowever, two large nickel projects have recently 

been postponed due to lumping world demand and bulging inventories during 

recent years, dampening the country's hope of becoming a leading nickel 

producer in the world by the end of the dP~ade. One project involved a 

total investment of $850 million to Sl billion. 

y Asia Research Bulletin, 31 .July, 1978. 
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Indonesia's prod1lcticn of bauxite reached 1.3 million -~--:is in 1977 

and 1.0 million tons in 1978. To date 90 per cent of bauxite output has 

been exported unprocessed. There are, however, several plans to develop 

local processing cap:icities and some of them sho·1ld ma.te:;:-ializ<? over the 

nert few years. The main scheme is the Asahan aluminium refinery in 

N0rth Sumatra involving an investment of 1900 million ccmprising two 

hydro-electric power units and a smelter to produce 225,000 tons of alumi­

nium per y~ar to oe completed by 1980. Along with the completion of th~s 

p~oject, a S4u0 million aluminium plant is expected to be completed by 

1981 with a capacity of 400,000 - 600,000 t 1ms. Following the discovery 

of large bat!.Xite deposits in West Kalil!la.ntan, Alcoa is reported to be 

investing $1.26 billion to establish a bauxite mine and aluminium pro­

cessing plant with a capaci~y of 500,000 ton~ of aluminium. 

At the end of 1972, the construction of a major ccpper mine was com-. 

pleted by Freeport Indonesia Inc. in an area believed to contain 33 million 

tons of copper deposits with a plant capacity of 2501 000 tons per year 

requiring investmP.nt of $225 million, employing 1500 workers under product 

sharing contract. Indonesia presently produces aoout 220,000 -~one of copper 

annually. The Go·•srnment does not intend to estaolish new copper smelting 

plantA beoa.use copper production is relatively small and i.;"rJr; market prices 

low. However, exploration for copper depbsits have rec~ntly begu..' in ~orth 

Sulawesi, South Sulawesi, and West Java by P.T. Riotinto Indoneiea-~.J 
Recent exploration survey has indi~ted large copper deposits in Tangse 

Geumpang, Sumatra. 

Although deficient in iron ore, Indones:a has 20 iron and steel mills. 

Raw materialo ~~~~ist mainly of domestic scrap iron; however, steel is 

i~ported due to the poor quality of Indonesia's raw material supplies. The 

feasibility of making better use of Indonesia's iron ore deposits located 

mainly at Cilacap in Central Java as the baais for a modern steel industry 

is being investigated, and proposals have been made for using gas. In epite 

of tha lack of sufficient do~estic raw materials a growing number of esta­

blislunents are fabricating iron sheets, s\eel pipes and steel plates, as 

shown in table 7.9, which also illustrates that most industries operate far 

below capacity. With aid from the W~st Geru:an Government, the Krakatau. 

y J.a.ia Research Bulletin, March 31, 1978. 
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Steel Ph.nt hear Cilegon is expected to be Inrionesia •s main steel producer 

when its expansion is completed in 1985. The Krakatau steel complex was 

in~ugurated in 1979 comprising 540,000-tun-per-annum steel billet fact0ry, 

~ 220,000 ton per annum wire rod factory, a 65,000 ton per annum spiral 

steel pipe factory, and a 400 MW s+.eam power generator. Indonesia's steel 

demand is estimated to amount to more thaa 2 million tons at the eve of the 

third five year plan ending 1984.!/ 

'I'able ·; .9. Tron ;:;nd Steel Production !975-1977 (tons) 

Steel ingots 

Concrete iron 

\..'ire rope 

fteel plate 

Steel rope 

Steel wir3 

G'llvanised iron 
si~0et 

Wat~r/p.as pipe 

Flectric/furniture 
pipe 

Spiral weldinr wire 
pipe 

l irht f(aUge 

Capacity 

296,0l)O 

129,500 

1E9,ooo 

70,0:JO 

l0,000 

20,000 

lE,ooo 

1975 
Production 

116 ,ooo 

202,000 

43,400 

145,000 

35 ,000 

50,000 

12,000 

13,000 

~: Asia Research Bulletin, May 31, 1977. 

197t 
Production 

136,000 

296,250 

6,000 

3,839 

5,500 

84,f.:J,O 

150,000 

3E,500 

55,000 

13,500 

13,000 

1977 
Productjon 

150,000 

350,000 

12,000 

5,000 

12 /'00 

100,000 

156,000 

42' 350 

60,500 

15,000 

L1 ,000 

"'here 'l.rc '!bout Pl foundries in Java and Sumatra with a combined 

capacity of l?.,000 tons of '"a.st iron per annum. The main problem ir. the 

deveJopment of these foundries is the lack of basic raw materials. While 

1 1.iartz sand is available, the type of sand is not of the right quality and 

has to be pre-treated before it can be used as moulds for castin metal and 

alloys. 

!/ Asia Research Balletin, December 1979. 
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Ir1doneisa is elCTJected to have ;i.n additir.nal 7 ~lvaniseri iron sheet 

factori~ in 1981, making a total of 17 such fackries in the cc'..l.:-ttry. 

Ind ;nesi1 is now capable of producing ~00,000 tons of galvanised .i.ron 

sheets annually, but with the completion of the additional factories it 

~ill be able to produce 437,500 tons of ga;lvanised iron sheets annually 

by 191?1. 3y then hoc11e demand for iron sheets is expected to reach an 

estimated 350,000 to,..,c; and is expected to grow by 15 per cent annnually. 

The basic raw ~aterials for the manufdctu.re of galvanised ircn sheets is 

cold-rolled sheet metal, which is entirely imported fr()m Japan (in 1977 

300.000 tnns of sheet metai). To reduce the country's dependence en 

such impcrts, a cold-rollea sheet metal mill in ~est Java is currently 

being built for completion by 1980.!/ 

rhere are 29 concrete iron factories in Indonesia with :1 k tal 

capacity of 1,273,400 tons. They produced 963,400 trns of concrete 

ir"n in l'.)78 as against an annual demand of 500,000 tens. rhe export 

t~rget for 1979 was 313,000 tirns of concrete iron.Y 

In r:epeli ta II, rapid elCpansion wc..s envis1ged for the engineering 

industries wnere large import substitution possibilities exist. A 

planned crrowth rate of 24.1 per cent and 30 per cent was envisaged for 

the metal products and e1uipment indust!:L, which expanded rapidly during 

nepelita I. This growing trend towards diversification of the manu­

facturing sector has continued as shown in table 7.10. Rapid expansion 

is also envisaged in the case of cars, motorcycles, TV's etc. Concern, 

however, has been expressed in regard t'; the low value adder1 which arises 

fr0m these asse~bly operations depending primarily upon imported components. 

rhe Government has a.nnoune;ed plans to cut down the numhor of motor assembly 

plants. Rationalization of the industry with greater use of local re­

sources and stronger linkages with domestic inrlustry wnuld appear essential 

for the ecnnomy. An example of a cnnstruct1ve development in this reg;i.rd 

is the Japanese Government's agreement to set up a forging centre in West 

Java to supply a diesel factory in Sast Java.J/ 

y Asia Research Bulletin, 30 September 1978. 

~ Asia Research Culletin, 31 July 1979. 

>} Asi;:i. RPae.<l.rch 3ulletin, 31 May 1977. 
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While the growth of engineering industries has been quite imprest•ive, 

compa.ri sons within tl1is industry indicate that development has taken place 

unevenly. While the consumer baaed engineering products (electronics, 

automotive industries) have expanded rapi~ly 1 the heavy engineering indus­

tries have expanded much less and widespread excess capacity exists. The 

engineering and macninery industries are critical for future industrial 

grwoth because: (i) they have strong backward and forward linkages; 

(ii) they are usually efficient at small-soale; (iii) they tend to be 

labour intensive; (iv) their demand is income elastic; and (v) there are 

export possibilities for some productG. There is thus a stron~ need to 

have an overall strategy for developing Indonesia's engineering industries 

as a whole.!/ 

!I 

Table 7.10. Output of Machinery and Equipnent (tons) 

1975 1976 1977 
(targets) 

Sprayers 15,000 20,000 20,000 

Hand tractors 30 30 ?.00 

Paddy processor~ 3.000 1,000 1,200 

Sugar mill m&chines 2,700 2,500 3,000 

Oil palm, tea and other 
eetate machines 2,000 2,000 4,000 

CI'Ulllb rubber equipment 200 400 

Concrete mills 500 500 1,000 

Centrifugal water pumps 1,500 8oo 1,000 

Hand water pumps 10,000 10,000 10,000 

Room air conditioners 23,000 30,000 33,000 

Refrigerators 40,000 50,000 l0,000 

Electric fans 143,000 166,000 180,000 

Rice cookers 12,000 19,000 21,000 

!:ewi.Jlg machines 520,000 400,000 450,000 

Soµrce: A•ia Re•earch Bulletin, 31 May 1977. 

In this connexion the World Bank has suggested two major stl.liiee to 
assess possible measures to deal with key problem areas and assist the 
development of an effective ind~trial strategy. These are: (i) an in­
depth study of the problems in the oapital goods seotor; and (ii) a 
•tudy of the po•aibility of Jeveloping a strong export bueinesa. (World 
Banks Problema and Pro~pecta for Ind.Ut1trial Development in Indonesia, 
Vol. I I,"p;g;Tv):- -

---

• 
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Indonesia is well endowed with limestone and other resoruues used 

for oement production. In 1979 domestic production of cement excee1ed 

domestic consumption, leaving an export surplus of 500,000 tons. This 

contrasts strikingly to the situation in previous years, where domestic 

production did not keep pace with inr.reasing demand, requiring substan­

tial imports. During the period 1973/74 - 1977/78, domesti~ cement 

production increased from 750,000 tons to 3.7 millio~ tons. Currently 

there are six manutaoturing plants in operation wi~h a total capacity 

of 4. 7 million tone a year. The target for cement producticn at the end 

of Repelita III (1979 - 1984) is 6.85 million tone, 5.6 million t~ns for 

domestic consumption and 1.25 million tons for exports. Production will 

originate from the following factories:!/ 

Factory Production capacity per annum 

1. Padang I Cement Factory 0.33 m. tona 

2. Pl' Cement Gresilc Surabaya 1.5 m. tons 

3. Pl' Cement Tona.ea South Sulawesi 0.62 m. tons 

4. Pl' Cement Cibinong South Jakarta 1.2 m. tons 

5. Pl' Indocement 1.0 m. tons 

6. Pl' Cement Nueantara o.6 m. tons 

7. Pl' Padang Cement o.6 m. tons 

8. Pl' Cirebon C.3111ent 0.5 m. tons 

9. Pl' Baturaj~ Cement c.5 m. tone 

Several projects for establishing additional cement production 

oapacitiea are presently under study. 

There is a growing domestic demand for cement in housing and oons­

truotion prograanes. Domestic demand is expected to increase as a 

result of various incentives offered by the Government, in R~pelita III, 

to enoourage private companies to buil~ low-cost houses. During 

Repelita II, the Government planned the construction of 73,000 units of 

low cost housing. However as of March 1978 only 30,000 units had been 

completed. In regard to er Jrt demand the industry is envisaging captur­

ing a •hare of the Kiddle F.aet cement export market, after having 

!/ Asia Re•e&r~h Bulletin, February 1979· 
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reached self-sufficiency in ceme~t production. fhe problems hamperin~ 

such export is the high production costs coupled with the lack of 

regul<r transport services. ~ollowing the recent devaluation the cor.peti­

tive position has been improved and the t- itional ~outles.st Asian 

cement exporters are no~ able to increase tneir e~ports to the ~iddle Fast. 

Indonesia also produces small quantities of other minerals such 

as ~' silver, diamonds, manganese, phosphate rock, kaolin, asphalt, 

sulphar. filver production has fallen sharply and is well behind plan 

target. Uranium was discovered in West Kalimantan in 1974 and explora­

tion studies are being unnertaken by ~rench and German earns. ~ininr 

is expected to begin in 19f5. An atomic testin~ reactor is being built 

in ¥.est Java. Following the ~ncrease in oil prices in 1973/74 
ambitious plans have been prepared to expand the coal industry in 

an P.ffort to develop alternative sources of energy. 

The exploitation of Inrlonesia's mineral wealth has only bepun 

very recently. Apart from coal nearly all of its present output of 

hard minerals is being exported as raw materials in an unprocessed 

form. The share of hard minerals experts in total exports, however, 

is still insignificant, around one per cent (1974). Vorward linkages 

to domestic industries from the mineral sector is almost non-existent. 

neing righly capital intensive, with little employment impact, the 

mineral sector is heavily dependent upon foreipri investment and techno­

logy. Since 19€7, the minint sector has acc~unted for 17 per cent of all 

foreign investment in Indonesia. Thus, althouph investment in this 

sector may be substantial, the returns to the Indonesian economy has 

remained fairly small, and confined to narrowly defined locations. 

Over the pa.et few years considerable effortE have been made to 

explore and exploit new resources and to expand productive capacity. 

The mining sector forms a long-term basis for the butlding up of a heavy 

indue • base in IndonesiA, and it constitutes a growth element in 

regional development efforts since resources are primarily located in 

the Outer Islands. Strong encouragment is therefore beint given to 

the processing of mineral output within Indonesia for exports,and 

prl.ority is given to investment proposals involvinr, integrated pro-
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cessing operations. ~he Government endeavours to increase Indonesian 

participation in re~rd to financ]ng, manapement, employment, inputs 

and social amenities ~.e. through the regulation of forei~ companies 

by means of "contract of works". 

Small- and medium-scale industries 

In Repelita III small industries are expected to provide employ­

ment for 434,000 persons, create a total value added of Rp. 223 billion 

(USt 356.5 aillicn and effect a total investment of Rp. 90 billion (W I 

1'14 lli.llicn) • .!/ This compares with 343,200 persons engat,ed in small 

industries in 1975 and value added of 44.2 billion Rupiah also in 1975· 

In 1973/74 the International Development Centre of Japan 

'.llldertook a study of industrialization in Southeast Asian countries 

including Indonesia. In this study a selection was made of manufac­

turin~ industries in which promotional efforts mi~ht be concentrated. 

Table 7.11 gives a list of those industries that are considered to 

be suitable for small- and medium-scale enterpriRes in Indonesia. 

Fach branch of industry has been assigned one of five ratings for each 

of the following criteria: i) anticipated ,-rowth in demand for its 

products; ii) degree of labour intensiveness in production - to cope 

with present factor endowment; iii) amount of skilled labour ~~quired 

- the smaller the requirement, the higher the rating; iv) optimal 

production size - the small the size, the higher the rating; v) rate 

of growth in import of such products by developed countries; vi) extent 

to which domestic respirces cam be utilized. The table includes those 

induGtries with one of the top two ratin,s in rerard to the criterion 

of optimal size. The ratinrs were intended to rive a comparative 

pict~re of each industry in re,ard to the six criteria. In this con­

nexion it is noted that a further disaggre,ation of the branch 

clascification may have aff~cted the ratings and that other criteria 

i.e. technolor:r, linkapes, etc., could A.lso have been applied. 

Table 7.11 contains a few industries which rate high in tenn• of 

exports an~ other criteria. Nevertheless, the level of exports of 

small- and medium-scale industries in Indonesia is still low. This 

implies ihat the~e are many Industries in which exports have a great 

l/ Source: Asia Research Bulletin, 31 MBy 1979. 
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p~tent1;:il and which are suitable for small- and mediwn-scale industr1es 

~ut in which small- and medi~~-scale industries in Indonesia do not 

ai;pe::ir to have seized such export opportuni t. ies. In this regart.i therP. 

seems to be much scope for promotional efforts. 

';he more serious deficiencies that may impair the more rapid .. 

;;!~·'C"'ion 0f credit anzi ~he circumstance that the industrial incentives 

system and licensinv procedures do not reward investments that have 

employment creation as a principal objectiv::!. r.tore systematic planr.inp­

efforts ar.d revision of the licensinr procedures are no doubt also 

required. r.urther a review of the developmPnt strntegy to make ot .iective!: 

more op~rational and meaningful ~nd more sharply related to policies 

is also urf'ently needed. :~erisures aimed at strengtheninf' the financial 

institutions servinr sm;;.11-scale industryPare also required. rr·r.is would 

lead to increased support for small-scale industries that offer opportu­

n1 tie~ for greater lribour ribsorbtion, diffusion to loc~tions other than 

Jakrirta and the major cities and Java and which may also have opportu­

nities for expansion of exports. 

ASFAN regional industrial co-operatior. 

'T'he development of resource based industries is cru,.ial for 

Indonesia's participrition ir. re,vional incustri;:il co-operation schemes 

within the framework of AfFAN (Indonesia, M;:ilaysiri, ?hilippines, 

;ing;:ipore and Thailand) rind other fouth Fast Asian States. In the 

early 1970's two major United Nations studies.!./ recommended, amonp 

other tl1in~, a nwnber of industrial investment opportur>i ties in 

specific secto~s based upon three different types of repional 

co-operation schemes appropriate to ASF'AN conditiom~, ii ascendinf' 

order of commitment by individual states as follows: i) selective 

"F.conomic Co-operation among Member Countries of ASF.AN", J?,ur?al of Dey~ 
lopnent Planning, Vol. 7, United Nations, New York, 1974; Asian Industrial 
Survey for Regipnal. .GQ".":o~eriJ.~i~!I" Report pre~red under the auspicies of 
ECAFF. (now ESCAP) in co-oceration with the Asian De·.relopnent Bank and 
UNIJX). AIDC[9]/l, United Nations, New Yor~ 1973. 
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trade liberalization, ii)comple~entation;-;f'reements, and iii' the 

pack?re deal arrangment. 

Political CO'lllnitment to proceed with A~FAN repion~l induFtrial 

co-operation was c~nfirmed by the ASFAN Heads of Government meetin~ 

for the first time in ~ebruary 197l, in Bali, Indonesia. At this 

meet inf' a document entitled "Declaration of the A~FAN Concord" W::\S 

adopted which states, amonf' other things, that member states "shal 1 

co-operate ~v establish lr.rpe-scale A~FAN industrial pl?.nts particu1~rly 

to meet rEf'ional requirements of essential co~~od~ties", and th~t 

the "expanFion of trade amon;r member states sh;:i 11 tie facilitated 

throul?'h co-operation in ft.::'F.ft.K jndustrial projects". ':he aim of r.;F.l\"l" 

re,,.iona l co-0peration would t.hus be to en 1arpe the opportun1t1es for 

expansion and diversification of industrial output, trade anr. develop­

:nent. rurther, by taking advantage of the AfFAN market, certain 

1nduFtries can be e~'ablished on a rerion~l basis, which could not ~e 

feasible in any sin,,.le A~FAN state on the basis of national marke1:­

alone. In the following, the Indonesian interest in rerional iniu~tri~l 

co-oper;:ition is analysed from the point of view of: i) selective trade 

liberalization: ii) industrial complementat.10n ~chemes, i11~ A;ff\.~ 

•ndustrial projects ~nd co-ordination of national projects ln selected 

indu!'"tr1es, iv) hannoni?ation for investment pol1cies, joint export 

:narketing and external tr;:ide negotiations. 

Tn regard to selective trade liberali?ation, the future of 1r.dus­

tri;illzation in Indonesia is in some important wa,v linkec.l to whetrer 

A;f~~ st;:ites can create a tr~de area in which A;rA~ in~ustrial products 

can move freely within the repion and in which eRch state cRn Epec1Rlize 

1n indur-tries accordinr to the principles of ccmpRr:.itive :iovan1;:iprs. 

Altr.ourh intra-regional trade is of limited impor~.Rr.ce to member coun•rieF 

at present, 1t repreEentR a prom1sinr arcR cf co-nppr;:it1on for th~ future. 

Tn rec<:?nt years intr;i-f,!"'.fMl export.t have rernainerl relow 20 per cer.t of 

tnl;:il A~FAN export.a ~nd !ndones1a's share of tot;:il ~fF~~ expor1r 

ha i-; rR n,veri from 1 '1 to 19 :i:er cent. T n F'ebru;i ry 1977, He A :.FAN r:oun i r 1 er 

rirnPd a Preferential '!r;:idinp Arranrement (PTA) to encourape exp:rnr1on 

l 
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of intra-A~FA1: trade involvinl"' extension of tariff preferences, libe­

rali7aticn of r.on-t,,.:-iff barriers on a r,re'·Lre:.t;·< :<1~<;::, ~, · .• ~--.::r:r1 

r~rcl:ar:ir.r- cu.•ract~, fin<inc1al suppJrt :1t pref"erer.:1al intere!:'~ 

rates; preference ln procure:nent cy Govern.ner.t er1' It ies "nl~ other 

.r.eas'..lre~ th:lt may be a~eco '!.Iron 1n the futurr:. !'nder the prefere!'lt 1:i: 

tradir.p- arranp-e;ner.~ (r'':A) a list of 71 indu!;trrnl prnrlu<'ts have ten: 

i~entLfied for preferential treatment (see ~r.nex'. 

rr. re,""?.rd to co:nplement.ali.c.n ap-ree.-nen•s a l i!:'' "f i:·JFs11.li" r(:p-:cr,1: 

in.iustrial products h'ls been identifieri (Anr.ex~. /!.s in fre c1:-c rif 

trade 1lberalization, the complemen1ali<l'l a1'7'ree.!ler.'s Wvl..hi at 'hf> 

present mo;nent pri;narily be advantar-eous to the :r::irn.:-na•ional f'.·1-

orera t ions which are best prepared t0 take ;"?·-.lv:"!r. t;if!e 0f an er. larp-er: 

:narke: and,secondl~ the more estaP!ished enterprise ln ?ir.~apor~ ar.j 

the Ph11lppines unless some particubr t,Ype cf jcwt ventures ;:.re 

est?.t~ished which would ensure p::irticq:at1cr. t.v ~r.rlonen.:i's r.;:•:·:n:il 

enterprises. However, in re!:'pc:ni::e t0 t.hP role envLs::i;.-ei t·y t~f' :riv·"" 

sect.or ir. achievin17 .Af'.FJI.~· industrial r.c-oper;"!tion, the pr1va·~ s•_·c·rir 

hris 0rcr.in1zed itself into i'\:FA~'.-Chamr.ers cf r·rim;nercf- of Tr.·iuc:'r.v 

(A:!=I-r:rn in 1971. At the r:·,~~:-r:r:J r-ou:-.nl :neetir.,,- in 197•' 1· W'l: 

a~reed th~I the principal vehicle for the Ar~A~ pr~v~te sectcr e!.f0r·~ 

wouH te th<? rep:i.1na1 industry r.lubs (r~rr' <>'.which sever; l-:.::ive tr~e!". 

p1ven full recopnition in 1977. ;":everril :!!hers are 11. their fc:r~:it1ve 

Sta~e. ':°heir primary task is the 1dent1flC':::ttion 0f Vi1riOU6 rrC',J\ICt:. 

frorn ex1stin~ pl:ints in .Tiemhcr coutrier; ~n:it c:=rn !'>e sur,iect tc a:tr"'­

Jlf,F.A~ trarJe and to nep-ot.iate tr::iJe 1 ber;::il17atior, required to rt1;nulntl· 

this trade. 'The RIC thus formulates 3.nJ suomi ts t_hrouph Af-FAN-r:rr •o 

the resrective cnmmi ttees of the ASEAN Ministeri;; 0f schemef; for c:'.lm­

plementation in their respective industries. 

In repard to AS FAN Industrial Projects (ATP), the Governments 

have agreed to study initially five A~FAN re~1onal industrial proJects 

as foll0ws: an ASFAN amonia - urea project in both Indonesia and 

Mala,.y~1a; an ASl!:AN phosphatic fertilizer plant in the Philippines; 
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an Af~AN diesel er.gine project in Singapore: and an ASFAN rock-soda 

a~h ri<>ja::t in Thailand. 'fhe A.::>EA~T market would become a preferential 

'.llarket for products fro:n each of these indus~ries. Since the A~FAN 

market requires the estatlish~ent of large-scale enterprises and since 

Government involvement i~ required, the public sector could play a 

leajin~ role in this for:n of regional co-operation. In ~eptember 1977, 

tte fl~FAN F.conomic Ministers accepted the ASFAN amonia urea project in 

Indonesia being the first ASFAN industrial project. ~teps are now 

beinr taken within the various ASFAN Governments to mobilize the 

financial resources required for the establishment of this project. 

Pre-feasibility studies are expected to be undertaken for a nwnter of 

other ASFAN industrial projects includinr, heavy duty rubber tyres, 

met~l working machine tools, newsprint, electrolytic tin platinr, 

~V picture tubes, fisheries and potash. The ASFAN Governments have 

fur~her agreed upon the exchan~e of information on national development 

pro~rammes in steel, petrochemicals, pulp and paper and other indus­

trial sectors which may b~ ~greed upon. ~he primary purpose of this 

form cf industria} co-operation is to achieve co-ordination of national 

projects in the same ir.duF,try sectors. fuch exchirng€ of information 

hai:; already been initia~eci in rhe steel and petrochemicalir;-lustries. 

Regicnal co-opera1ion is also needed in the field of harmonization 

of foreipn investment policies and joint external trade and aid nego­

tiations with other countries. Common AfF~N investment po11c1es may 

increasin~ly be needed due to the presence of transnational corporations, 

particularly in the field of resource based industries. Investment 

incentives must also be harmonized since competitive bidding a!Tlong 

A8FAN states in offering incentives to the transnational corporation• 

~ay be damaging to the national ~tates. The formulatior. of a regional 

code of good conduct for foreipn investors will increasingly he needed 

parallel with the growth of manufacturing. In t~is re~rd ther~ i• need 

for regional co-ordination of policies ~is-l-Yil transnational corpo­

rations operating in the extract~ve and mining industriee to ensure 

that producer countries obtain what they consider a "fair ehare" of 

the proceeds. Joint ASF..AN export marketing in the industrialized 

countries is also essential for the purpose of ensuring greater control 

of the 111&rket and better division of labour through regional speciali-
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zation. In the absence of such hannonization of efforts, the 

industrialization of individual countries may develop in a haphazard 

way resulting in a possible conflict of i:'lterests and duplication of 

efforts, deprivin~ the rer.ion of the potential benefits of a viable 

regional industrial base. 

Fir•lly, an important area of co-operation among ASEAN states 

is the ASFAN trade negotiations with external trading partners, in parti-

cular with EEC, Japan, Australia, Nev Zealand, and the UnitedStates. A 

system of trade consultations has been estabished between ASl:AN and EEC. 

In this regard, ASFAN has established a Special Co-ordinating 

Committee (SCCAN) and an AfFAN Brussels Convnittee to deal with FEC 

matters. The EEC itself has also escalated its efforts to maintain 

a dialot!!'Ue with ASFAN. Already in 1974, an ASF.AN/FF.C !r1nt Study Group 

was established in Brussels to work out possible areas of economic 

co-operation, including trade, which event mil ly may produce an FF<>A~FAX 

economic apreement. The fields which have received priority at the 

ASFAN-EF.C Industrial ronference held in February 1979 were chemcial 

industries, industri;il transformation of arricultural products, machinery 

and metal engineerin~ industries, precision en~ineering industries, 

timber and timber-brised industries; and transport and communications 

equipment.!./. ~imilar efforts h;:1ve bee"l mride vis-a-vis Japan <tnd throu;-h 

the establishment of an Af.FAN-Japan forum to examine ASFAN export 

o~portunities to Japan and possible Jap;:tnese inputs to ASFAN industrial 

projects. In connexion with the ASFAN Summit in Aurust 1977, in 

Kuala Lumpur, the JapaneRe Prime Minister pledged a total of USf 1 bi 11 ion 

in credits for A~FAN industrial projects provided they proved to be 

economically feasible. riscussions have ;:1lso been held in 1977, 

between ASFA~ and Australia in re~rd to ensurinp better ~cceFs to the 

Australian market for AfF.AN manufactured and semi-manufactured productr. 

and on Australia's assistance ~n joint ASFAN research and development 

projects. Tn connexion with these extPrnal trade negotiations, consi­

deration is being given to the establishment of an economi~ co-operation 

atrreement with Japan, Australia and New Ze;iland similar to the I.om~ 

Convention. Accordinp to this convention, ITC has extended tr"lrle 

preferences and industrial co-operation agreements with more than 

lJ Asia Research Bulletin, October 1978. 
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40 developing countries for Africa, Caribbean and Pacific. ~herf 

have also been discussions in 1977, with s~l~cted West Asian countries 

in regard to strengthe1~in~ economic relations between West Asia and 

the AfFAN ccuntries. An important element of ~11 these external 

A~FA~ negoti~tions in the future could be the prospects for redeploy-

ment of industrial capacities from developed countries to ASEA!'. countries. 
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Cha11ter V 111 

REVIEW OF FOREIGN AID, GOVERlOENT IEVELOPfllENT EXPENDITURE A.t"ID 

'IECHNICAL ASSISTAN~ PROJECTS RELA'IED TO 1 NDUSTRY AND UNIDO'S INVOLVEflf,_cr 

Foreign &id and government development expenditure for industry 

Indonesia is a significant rec pient of foreign aid and now ranks 

second amung developing countries in this regard. Foreign aid to 

1ndonesia has increased more than eightfold from 91 billion Rp. in 

1969/1970 to 763 billion Rp. in 1977 /1978, the equivalent of approximately 

US S1.3 billion. The significance of foreign aid can be visualized by 

the fact that in Repelita III the foreign aid and loan component of the 

Government's development budget is expected to be around 43 per cent. 

Almost all foreign ~id now consi&Ulof project aid while programme aid 

has practically been phased out. The proportion of foreign aid allocated 

to industry and mining amounted to Rp 64.1 1,illion in 1974/1975, increas­

ing to Rp 9,.0 billion in 1977/1978,reflecting a relative decline from 

27.6 per cent to 12.5 per c~nt of total foreign aid (Table 8.1). 

The Inter-governmental Group of Indonesia (IGGI) composed of all 

donor coun~ries approved in April 1979 US 11,925 million in soft loans 

and US 1850 million in export credit totalling US 12,775 million to Tndo­

nesia to implement its developmental programme for fiscal 1979/198o. 'fhe 

contributions included, inter alia, the following donors: World Banlc 

US 18oO million; The Asian Development Bank US 1238 million; The UNDP 

US 129 million; Japan ~ S262 million; United States US 1205 million; 

Canada US 1129,6 million; Fed~ral Republic of Germany US 175-5 million; 

The Netherlands US 164.5 million; Australia US 140.4 million; Britain 

US 126.4 million and Belgium US $10.6 million. !/ ~he significance of 

official transfers from the IGGI is illustrated by the fact that in 

1977/1978 these transfers were equivalent to around one-fifth of all 

Indonesia's export receipts, oil as well as non-oil. 

During the per~)d 1974/1975 - 1977/1978 Government developaent 

expenditure more than doubled and the amount allocated to industry and 

mining increased from Rp 69.9 billion to Rp 148.o billion. In the 

1919/1980 developnent budget, the funds allocated to industry {excluding 

1/ ~~: Asia Research Bulletin, 31 August 1979. 
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· 1~l,ur~e.nent if foreien aid ar.d Government developncr. t expcr,Ji ture 
!::.£ i11dLl&h·y and iiii.l1i.ng, l'iOz/Jv - 1977 118 

(Rillions of 'Qupiah) 

roreien Aid: 

[l] rro~P:'lme Aid 

[2] ~roject Aia 

[3] ~otal roreiFfl Aid [1+2] 

[t] nroject aia in per cent 
of total foreien aid 
[2/3] 

[5] 0 roject aic alloc~ted 
to industry ant' minintr 

[1 J 0rojcct aiQ Pl located 
to industry and 1nininr 
in per cent of foreien 
aid [3/t] 

Government revelopnent 
rxpenditure: 

[1] ~at.al Government reve~ 
lopment :-xpenditure 

[EJ /,lioc:-J.ted to Industry 
::inc ..1inint'" 

[9] Coverrmen~ developnent 
expenditure for indus­
try a:vl min inf in per 
cent )f to ta 1 [ 1 /f J 

r oreizn Aid/Government 
levelopnent f"xpenditure: 

[10] 'oreirn project aid 
alloc~ted to in1ustry 
anc mininy in per cent 
of total povernment 
development expenditure 
for industry and mininp 
[5/e] 

f"ource: T.ep1=1rtment of r inPnce. 

19t9-
70 

l5.1 

25. 3 

91.0 

1974-
75 

3t .1 

195.9 

d.::.o 

t4.l 

9l.l. .4 

L9 .< 

1.2 

91. 7 

1975-
7t 

20.2 

471.4 

'191.t 

95.9~ I 

7l.5 

1425. 2 

119.7 

8.4 

t3. ( 

197<-~ 
77 

10.2 

101.2 

717 .L 

lL2 .9 

9.3 

7 l r. 
~.,, 

1977..Y 
7t 

3'). t 

727.5 
1< 3.1Y 

95.0 

21tf.O 

14t .o 

ruaret 
1979i~r budgei kp l,~13-5 8illion, of which~ 1,428.8 billion project aid end Rp 64.7 
billion programme aid (;.i.ia ~c:::e::i:-=h ~lltotin, "1flbr11arv 1Q7Q). 

cl Figures are indicated in per cent. 
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mining) has been increased to ~ 4n1.q billion and in the five-year 

period covering Repelita III the development budget earmarked for 

industry(excluding mining) amounts to Ro 1,171! billion. 'lne proportion 

of Government development expenditure being allocated to industry and 

mining has fluctuated between 6.8 - 9.3 per cent from 1974/1975 -

1977/1978; it has increas~d to 11.5 per cent in 1979 11980 but is expected 

to decline to 5.4 per cent during Repelita III. A substantial proportion 

of total Government development expenditure allocated to industry and 

mining consist of foreign aid, in 1974/1975, 91.7 per cent, but this 

has since declined to 64.2 per cent. This seems to illustrate the 

importance of foreign aid in the development of Indonesian manufacturing 

sector in part icuhr in regard to the UNDP Country Progranne and UNI DO• s 

involvement. 

UNIDO's past technical assistance to Indonesia 

In 1978 UNIDO implemented 16 technical assistance projects in 

Indonesia for the equivalent of US S1.5 million compared with us S1.1 

million in 1977. The expt >d delivery for 1979 has been estimated at 

US S1.7 ~illion • .!f More than 85 per cent of the projects implemented were 

financed through UNDP and around three-fourths of the expenditures were 

made up of experts. 

UNIDO's past technical assistance activities have covered a wide 

range of development projects. At the ~ore general level, assistance 

has been rendered in the field of industrial policies, administration; 

legislation, small-scale industries, entrepreneurship training, extension 

service, export product adaptation and development, standards, quality 

control and material testing, and packaging research. At the industrial 

branch level, assistance has been rendered to textile iniustries, metal 

industries, engineering industries, building materials industries, 

ceramics, agricultural machinery, coconut fibre processing industry, grain 

storage and drying equipment, polymer technology and repair and main­

tenance. Assistance has a:so been given to specific development projects 

such as the Pulo Gadung Industrial State in Jakarta and the Jakarta 

)_/ Source: Quarterly Report on Indonesia provided by SIDFA, 22 October 
1979. 
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Fair. Further in 1977, 13 TndonP ian participated in UNIDO's fellow­

ship progranne. The number of fellowships increased to 25 in 1978. 

Further Indonesia has also participated in some of lJN100's promotional 

activities, including, inter alia, investmer.t promotion. 

Indonesia's Second Country Progranme and UNTDO's involvement 

Indonesia's Second Country Programme crvers the calender years 

1979~3. The programme was submitted to the UNDP Governing Council in 

January 1979. The total UNDP resources available for programming were 

- S74.20 million of which US $11.16 million for ongoing prcJc~ts; 

us s55.39 million for new projects and us s1.65 million for unprogramme 

reserve. The sectoral distribution of the UNDP Programmed Resources 

were: 21 per cent for agriculture; 15 per cent for industry; 25 per cent 

for human resources of manpower development; 12 per cent for regional 

development; 9 per cent for rural infrastructure; 5 per cent for social 

services; 11 per cent for Science and Technology and 2 per cent for 

others. The programmed resources earmarked for industry thus constitute 

us s10.184 million. 

The list of industrial projects for the Second Country Programme e::n-

compasses five ongoing and five new projects. The ongoing projects 

include assistance related to: standards and quality control; medium­

and small-scale textile industry; building materials industry; food 

processing research; and aesistance in the development of small-scale 

industries. The five new projects include activities related to 

consultancy to small- and · edium-scale public sector manufacturing 

~nterprises, strategies for selected sub-sectors, assistance in the 

development of small-scale industries, extens:.on services at leather 

research institute and pre-investment studies and poet-investment 

assistance for industrial projects. The list of projects, including 

information related to their coats, duration and Government counterpart, 

is presented in Table 8.2. 

A brief annotation to each of these projects is given as follows 

in ascenhlg order of project value: 

(i} "Pre-investment studies and poet-investment aBSistance 

for industrial projects". In the last few years 
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Table 8.2. List of industrial projects, Second Country ?roll!L~me, 1979-193} 

Area of concentra~ion 

~ndustrial develop~ent -
rtl--Jin.<• !'ro ier.ts ---·· -
!\"aticmal consensus standards and 

quality control 

~xtile lnduatry develooment 
pro;1'.Tamme (medium- and small-scale) 

AssistL'\c·e to industrial development 
of building materials manufacture 

F'ood pro~eesing researci1 

Assistance to the development of 
small-scale industries 

>:e~ pro,iects 

Operational consultancies to small­
and melium-scale public sector manu­
facturing enterprises 

Studies for induRtrial development/ 
pro~ction strategies for selected 
sub-se::tors 

Asaiatance to the devalopment of small­
scale industriea (Phase II) 

EstabliHhment of ex~ension services at 
:..eather =:esearch !nstl tute 

,,,... .. _'! n·!•!'lt . .,,"!nt .. ~u"'i ~"' an~ oo:.t-
1nvP~ t~ent assistL'\re for ind~strial 
pt·OJC~tS 

~otal 

Oovernment agency 

Indonesian Institute 
of Sr:-iences 

Dlr"ctorate aeneral or 
Textiles 

Department of Tndustry 
and l)?lpartment of 
Public Works 

r.hemical ~esearch 

Institute, Bogor 

nepartment of Industry 

Department of Industry 

lnve~tment Co-ordinating 
Board 

!)apartment of Industry 

Leather ~search Institute 

T'epartment of Industry 

Indicative total 
UNTIP contribution 

(1979-1983) 

124,000 

620,000 

1, 045, 000 

445, ()(')0 

7001 ClOO 

600,000 

800,000 

1,100,000 

550,000 

3,000,000 

9, 1A4, f.lr\O 

-l' 
I 

'!Xlration 

1979 

1979-1980 

1979-19RO 

1979-1980 

1979-19Rn -~ 
0 

1979-1982 

1979-19P.2 

198(}-1982 

1979-198(1 

1979-19~3 

~--JL 
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re~ional industrial potenti~lity surveys (IPir) have 
been undertaken by the Department of Innustry in 
association with national universities. 1he objective 

of the project is to identi(v in~ustrial opportunities 

emanatinr fro.n these surveys. 'The project involves 

pre-investment studies for potentially viable industrial 

projects and also assistance for the establishment and 

initial operations of the projects: 

(ii) "~ssistance to the Pevelopnent of fmall-scale Industries 

[phase IT]": An ongoing project which has recently commenced 

operation on a pilot basis in two provinces for the 

strenp-theniny of a wider ranye of extension services 

throu#!"h newly established small-sce1le industry extension 

service centres. 'The second phase of the project will 

aim at replicatin~ and multiplyiny such centres in other 

parts of the country. 

(iii) "Assistance to Industrial fevelopment of Puildinr 

.'ofaterial :fanufactures": 1his is an on17oiny project 

which has provided support to arplied research on the 

aevelopment of local buildin#!" materials, havinp i;nportant 

impact upon the development of rural in11ustries anci on 

the provision of basic needs. 

(iv) "Operational ronsultancy +o Small- and .. 1ediu.01-Gcale 

~blic rector ~anufacturin#!" ~nterprises": ~he objective 

of this project is to provide airect consultancies to 

selected enterprises for i;nprovrn#!" their operations in 

respect of production planninp, market research, mar~eting, 

product desi,1m, product diversification, financial and 

mana~ement controls etc. and to create a capacity amonr 

national staff to carry out such functions. The aim 

is to improve the efficiency, profitability, and 

competitiveness of thP. state enterprises se~ent. 

(v) "Studies for Industrial T'evelopment/Promotion f'.trate'7ies 

for Salected rub-sectors". 1he objective of this project 

is to rationalize and refine the Government's incentives 

and investment attractiveness by carryinf' out detailed 

analysis of selected sub-sectors where Indonesia appears 

to have a comprlrative advantare. 
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(vi) "Textile Industry Developnent Proyramme rMediu.n- ani 

Small-sr.ale Industries]". ~hiE project ic an on,oir.y 

activity under the B1mbin,an Penr'elllbanp.an lndustri 

Kecil (PTPIK) Pro'1"311111e w~ich has been focussiniV upon 

small-scale enterprises and also r~vered some mediu;n­

scale enterprises in the past. 

(vii) Finally, the preliminary list of projects in the ~econd 

Country Programme includes two projects entitled 

"F.stablishment of F.xtension fervices at the leather 

Research Institute", and ••rood Processin,- Research", 

which both focus on technoloyical support. A third 

project entitled "National foncensus ~tandards and 

Quality <:ontrol" i.s aimed at assisting the Governmen1 

in establ~shing a unified national standard system. 

Fact of the above rrojects ?.re at various slapes of project rre­

paration or imple:nent:-t ion. t.!hi le some projects are ?.lre;:id;r operat ic~.:-i l 

and defined in ter:ns of objec1ives, work plan, expected out~ut, re~ource 

inputs, etc., others are at the preparatory stare requirin,- further 

efaboration. In this rerard "Preparatory Assistance" has been under­

taken in 1976 and 1979 for completinp the fonnulation of the fo11owiny 

three projects: 

(i) Pre-investment Studies and Post-investment Assistance 

for Re,.ional Industrial Developnent; 

(ii) Studies fvr Industrial Developnent/Promotion 

Strate,-ies in f.elected Industry ~:uh-sectors. 

' (iii) Operational Consultancy to the ~mall- and ~edium-

scale Public ~ector :ofanufacturinp Fnterprises. 

The expected delivery of mnr<' technical assir,tance projects 

durir.p 1979, the first ye~r of t,he C:ountry Pro,vramme, is project~o ?.t 

tl.7 million which compares with a plan budret. of 12.3 million.· ~·h,., 

rate of actual delivery in relation t.o plan budpet thus is expect.en 

to be around 75 per cent. In ;iddition to those projects already 

included in the ;,econri fountry f'ro,l"r;inme, the lir.t contains two new 
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projects entitled: (i) Development of Lov-cart Housing Industry, 

(ii) Assistance in Establishing a Centre for Savdoctoring. 

A nuaber of other technical assistance projects in the field 

of industry have been carried over from previous years or have 

emerged recently. Some of these are fin... need outside the Indicative 

Planning Figure {IPF'). Further some nev projects are being developed 

in consultation vith the Government including, inter alia: Study on 

the Establishaent of a Packaging Centre in Indonesia; Product Design 

and Develoi:aent for Small-scale Rural and Handicrafts Industries; 

Technical Assistance to the Directorat! General of Multifarious 

Industries, Department of Industry; and a Master Plan for the Iron 

and Steel Industry in Indonesia. A complete list of all approved 

and operational UftIDO projects in Indonesia as of the end January 1950 

is ~iven in Table 8.3. 

Industrialization and rural developnent 

UNIDO's International Centre for Industrial Studies under-

took in 1976 and 1977 a nwnber of case studies and convened an expert 

group meeting on Industrialization in relation to Integrated Rural 

Development in December 1977l/. On the basis of an extensive analysis 

of the main issues, the expert group meeting adopted certain conclu­

sions and proposals for further action which are hirhly pertinent to 

the industrialization of Indonesia having regard to the Government's 

overall objectives of employment opportunities in rural areas, 

providing basic needs, reducing existing disparities between regions 

and between groups of society. 

~he specific assistance components which emanate from this 

meeting are as follows: 

(i) the formulation, implementation and evaluation of 

industrial plane, policies and pro~Ta.mmes consistent 

vith overall rural development objectives; 

lJ UNTDO, Induatrialization and Rural Developnent, 1978. (ID/215; 
F. 7 8. II. B .10) • 
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l:P/It:!'/74/0tJ2 ~;at1<1:al C'ftB<':t~u~ 11>.<n:!Artl• ,.nJ qu;oltty control 
(tot11.l 11.llot.a.,nt: tr.:! •21,t57 !/) 

rP/IPIS/7•/018 

rP/lP.'"S/74/0'34 

DP/IN!./7£/001 

TYP/IlfS/77/004 

DP/IKS/78/002 

DP/INS/78/004 

DP/rns/18/077 

DP/Ir.'S/79/00l 

SI/INS/77 /eo3 

'H/IKS/79/&Jl 

SI/IN!:./79/?IJ2 

sr/1Ns/79/eo3 

TS/n:~/75/002 

"lS/INS/7t/C02 

TF/INS/79/003 

TP /INS/79/004 

TF/U:S/79/005 

T':,/It;~/76/002 

7.,xtile in~u•try Jevelopnent prorra.aae 
(f'hue !Il 
(total 11 llot.aent: lr."tl ,5E1. ,eE7 !·') 

IndustriAl :!evelopnent of buil~i..,. material• 
aanufacture 
(total allot~ent: tl!t2,1E0,424) 

Stren,-henin,: of the Cheiaic11.l Re11earch Inat1tute, 
Bo,ar 
(total allot.aent: tr.:f 550,03t !/) 
Aeeistance to t.91111-acale industr)' development 
(total alloU.ent: tr.:t £E1;,5f3 !:_/) 

Improve of extension service at the Leather 
Research Inetitute 
(total allot.aent: us~ 559,450 !!) 
Pre-inveatment stujie• 2nd ro•t-1nvestment 
a11s1atance ~or tn~~strial >roJects - >rep.ass • 
.(total allot.aent: iJS! lEl,000 a') 
Operational consul :•ncy to the s.Mll and me<!iu:11-
11cale pulbic sector llUlnufacturtr.' 
(total allotment: '.!!:! ~t,tJO !') 
revelopnent of low coat tou£inr production 
industry 
(total allot:nent: us: i:5,oco !/) 

Aasistance in estaclishir., a centre for 
aavdoctor train1nv 
(total allot:uen~: t:~t 10£.500 !') 

Pre-reasibtlity ct~!y on the ectablishment 
of coconut. co1r !1trc ~rocl'!'ss1r:, ir . ..l 1Jt=~ry 

(total 1.llot:nent: u~~ 9,500 !·'> 
Asaistllnce to the ::atior.;t l lTency ror <·:rport 
DeveloJ'lllent (NA''F.D - rerar· .. ~£nl of :ra~e - ) 
in the ~~elci cf e:r>ort prouuct aaaptat1on 
(total a llot:aen t: ::rt 19 ,COO !/) 

Assietsnce ir. savdcctorin, 
(total allot~ent: ~~f 2E,900 !/) 
)!aster plan ~or the iron ar.d steel induatry 
(totl\l allotnent: '.J~! eo,aoo !/) 
Ass1atancr to the i~dustr1•l develo~~e~~ of 
bu1ldin, materials - aasoc1ate experts 
(total allot..iient: <.:~1 425,e9l!/) 

:e:rtile induatry aevcl~pment pro,.,.a.nme -
a11aoc1ete experts 
(total allot:uent: u~, 41,2fl !/) 

~upport project for Indonesia bu1ld1n, 
materiale pr~Jcctr. 
(total allot.nent: '.:!'t ~e.~03 !') 

~upport p1·ojer.t for !Juilcnr.I" .natrriala 
induatrics proJ~~t :n !ndr~eF1a 
(tot.I\! allot.nent: ::~i t.7,~t.I !/) 

~upport p•oject for Inoone11an bu1 !dine 
induatrin 
(tot.al allot.nent: t'!'t 3),4e~ !/) 

're:rtile 1ndus:ry rlevelopnent prorrii.nnu1 -
a1•oc14te experts 
(totd allotunt: t:::I 41,<f. !/) 

!.f ~aed on computer printout t,1:1:.1:-:.J/.AP02 d~ted e.1.19Po 
(•!;tatu• of lllot.nent~ for pr~Jf!Cte ae at 31.12.1979') 

t;!'f ii:t ,oe5 !1 

t!Sll,377,905 !/ 

USll,)'jl,309 !f 

USS ('5,501 !1 

USI 432,lt9 !I 

~· H.,937 !I 

t."tl f7,lf.2 !/ 

~t 19,15l !/ 

USI !I 

U~I 2£,28e !.' 

C::I 8,824 a/ 

U~I l'j,105 !I 

U~I 17 ,505 ~/ 

UZI !/ 

U~! 340, lf.4 !/ 

USS 28,272 !I 

USS 27 ,221 !.' 

U!:S 35,355 !I 

ur~ !I 

USS <8,272 !' 
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(ii) the mobilization and o~~nization of decentralized 

industrial services and institutions to support 

rural industries; 

(iii) the establishlne11t of rural industrial programmes 

and projects on a pilot demonstration basis; 

(iv) the development and applicatio~ of more appropriate 

trainirtfr techniques of officials concerned with 

rural industrialir.ation programmes and of entre­

preneurs and employees of rural enterprises; 

(v) the exchange of information, experience and expertise 

throUFh seminars, study tours, workshops, traininy 

courses, and other fonns of conEultation as an element 

of technical co-operation among develo~ang countries 

and other interested parties. 

In the detailed formulation and implementation of projects in 

the Second UNDP Country Programme, UNIDO's on,oing and prospective 

projects could usefully incorporate these and other essential elements 

emanating from the expert group meeting; and also establish a link to 

tha World Bank Programme of Rural Development and fmall Industry in 

Indonesia, and to the ESCAP Pilot Projects in support of integrated 

industrialization in non-metropolitan areas.l./ 

Redeployment of industrial capacity from developed countries 

UNI!X)•s International Ce~tre for Industrial Studies has also 

conducted a number of studiec on industrial redeployment from developed 

to developing countries. rhese studies have implications for the indus­

trialization of Indonesia within the context of a new international 

economic order. The large domestic ma~ket and the availability of raw 

materials from agriculture, forestry, petroleum, and mining mdke Indonesia 

an attractive recipient country for redeployment of certain types of indus­

trial cape.cities from developed countries. This ~ay be envisaged in spite 

of the weak competitive position of many Indonesian industries, caused by 

high cost of domestic production and the importation of certain raw 

1) ESCAP: Indonesia: Establishment of Pi lot Projects in Central Java 
in Su ort of Inte ated Industrialization in Non-metro olitan Areas, 
Vol. II, Bangkok, 1979. INA Series No. 2 • 
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~ateri~ls. A large portion of the analysis contained in this 

~rofile impin~es directly or indirectly upon the prospects for indus­

trial redeployment to :ndonesia. 

7he Gove·cn.nent of Jn,:onesia has cleaI"ly spelled out 

the specific areas where foreign collaboration is needed and 

will be supported. 7his is partly reflected in its investment 

incentives policies, and priorities. 'The Govern.nent has also in..iir.a~ea 

the specific locations where such collaboration is desired. 1here is 

a well developec syste.n of financial institutions to promote reJeploy­

~ent with domestic finance, either entirely or as a supple~ent to 

foreirn ca pi ta 1. In a wider context, A$FM~ co-operation may be a 

positive element in redeploy;aent, in particular of rericmal industries. 

~houp.h administrative obstaclP.s re~~in a r.on~traint to redP.ploymert, 

the new investment applications procP.dures intro<lucing a "one-stop­

investment-service" will, no doubt, facilitate and simplify the process 

of redeployment vis-A-vis the Government bureaucracy. 'Ihe specific 

Corms which redeployment may take are affected by the "pri bumi" 

regulations specifying the requirements in regard to lndonesian 

participation and training and the "product ion-sharing contract" system 

or "contract of work" being applied in thP. petrochemical anrl mining sectors. 

The interests of the redeploying companies are in some way protected by; 

"investmt!nt protection agreements" concluded with certain developed 

countries, regulations against "nationalization" and regulations 

regarding "repatriation of profits". On the other hand,there is 

no denyinr, u.e fact that the present tariff structure desi.gned 

to protect domestic industry may impede thP pros~ects for redeploy­

ment due to the high tariffs imposed on capital equipment needed by 

redeploying companies. This obRtacle is further compounded by ~ 

weak physical and institutional infrastructure and by the l~ck of 

domestic raw materials in certc>.in sectors,P..g. textilP.s . 

'J'o beccme operational in the 1 ndonesia conterl 

the concept of redeployment needs to be specific rather 

than general. ln this regard red~ployment could be incorporated 

into UNTDO's activities in Indonesia with a view to promot~ those 

redeployment opportunitieG already identified Ly UN1DO throu~h the 

UNITXl/World Bank Co-operative Prof!Tamme and tirou~h UNJr,O•s planned 
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projects under the Second Country ProKI'amrne, in particular (a) ''Pre­

investment Studies and ?<>st-investment Assistance for Regional Industrial 

nevelopment•; and (b) "'itudies fer Industrial 1'!velopment 'Promotion 

Strategies and Selected Inrlustry Sub-sectors". 

UNITIO's investment promotjon progra11111e 

Indonesia is also benefi tting from various U'H'1'' promotional activi tiee. 

Within the framework of the UNIDO/World Bank Investment Co-operative Progranme 

a number of invest:nent proposals are under consideration or preparation 

for implementation in Indonesia. A swrmary list of UNIDO's investment 

proposals as of the end of 1979 is presented in the following Table B.4. 

Table 8.4. List of U~IDO investment prospect proEosals!/in Indonesia, 
as of end 1979 

Branch of industry 

Chemical industries 

Electrical and electronic 
industries 

Industrial transformation of 
agricultural prouucts 

Mach;.nery and metal engineering 
industries 

Timber and timber-baned industries 

Precision engineering industries 

Transport and Gommunication 
equipment manufacturing industries 

Export crops processing 

Other 

Total 

Number of 
company 

proponents 

11 

6 

A 

10 

6 

4 

3 

27 

14 

89 

'Ibtal estimated 
investment 
(US~ mil Hon) 

, 34. 0 

11. 5 

1 OJ.6 

12.A 

43.9 

n.a. 

9.6 

245.1 

135. 0 

701.5 

!/ Includes joint ventures, technical know-how, additional capital and 
market outlets. 
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Reference should be made here to the large number of investment 

proposals in the field of chemical industries, industrial transforma­

tior of agricultural products, timber and timber-based industries and, 

in particular export crops processing. ~he important feature of 

these investment proposals is that they are closely connected with 

the important objective of a higher degree of industrial ~rocessing 

of agricultural and other natural resources in Indonesia. 

~ 
I 

I 
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. . .... - . . 
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Annex I 

Gross domestic 2roduct b~ sector of ori~n1 1~11-11 1 constant 1213 2rices 

(Rp b) 

Sector of origin 1971 1972 1973 1974 1975 1976 1977 

Agriculture, forestry, 
fisheries 2,441 2,479 2,710 2,811 2;811 2,944 3,044 

Food crops 1,436 !,415 1,573 1,681 } ,696 1,756 1,771 

Smallholder crops 302 329 323 307 312 325 J38 

Estate crops 154 160 152 174 183 188 212 

Livestock products 160 169 173 186 202 216 216 

Forestry 258 276 355 325 274 310 351 

Fisheries 131 130 134 138 144 150 156 

Mining and quarrying 551 674 831 859 828 952 1,068 

~nufacturing 490 564 650 755 848 930 1,040 

Electricity, gas and water 25 26 30 37 41 46 52 

Construction 171 222 262 320 365 385 405 

rrade 924 1,028 1,118 1,224 1, 294 1,351 1,424 

Transport and communica- 210 229 257 288 303 343 388 
tions 

Banking and finance 64 75 8:, 88 102 117 130 

Rentals 93 121 143 174 198 209 220 

Goverrunent an~ defence 326 393 405 443 564 590 720 

Services 250 256 264 270 277 284 291 

Gross domestin product 5,545 6,067 6,753 1,269 7,631 8,156 8, 770 
--

Rate of change (~) 9.42 11. 31 7.63 4.98 6.89 1.53 

~ouroe: Biro Pusat Statistik (Central Statistical Bureau). 
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Annex II 

~p~ni:li t11r~ cH1 e;roi:;i:; domeE:tic product. 1972 - lq77 

(Rp billion) 

1972 1973 1974 1975 

r. c·.irrent Prices 

Private consumption 
expenditure 3,401 4,791 7,259 E,744 

Government consu.~ption 
expendi tur~· 414 716 844 1, 25·l 

Gross domestic capital 
formation 857 i, 2oe 1,797 2,572 

S.xports of goods ;.nd 
services 754 1,354 3,105 2,851 

Less: Imports of goods 
and services -862 -l,311J -2, 294 -?.77R 

Gross domestic pr~duct 4,j64 b,753 10, 70f 12,643 

Net factor inco!Ile te: 
abroad -160 -245 -507 -55b 

Gr0ss nati,;nal prcduct 
(market prices) 4,404 6,508 10, 201 12,0f? 

Less: net indirect tax -236 -32A -447 -51? 

Less: depreciation -296 -439 -026 -R22 

r~atirina!. inco:ne 3,872 5,741 9,058 10,746 

II. Constant Prices (1973) 

Private crmsumptirm 
expenditure 4,27b 4,791 5,454 5,679 

Government C';nsumption 
expenditure 561 716 D41 836 

Gross d0mestic capital 
formatiJn 1,032 1,208 1,440 1,650 

Exports of goods and 
services 1,123 1,354 1,403 1,267 

Less: Imports of goods 
and services -925 -1T3lb -1,669 -1,801 

Gross domestic product 6,c.,67 6,753 7,269 7,631 

Net factor income to 
:ibroad -171 -245 -369 - ~60 

Gross national product 
(mark~t prices) 5,8'.)6 6,508 6,900 7' ~71 

i.,r,ss: nat .i.ndirect tax -294 -328 -352 -371 

Less: depreciation -394 -439 -472 -496 

i.ational income 5,208 5,741 6,076 6,404 

--
!":ource: Centr:il !":t:i ti st ic;i l ·iure:i.u. ---

197tJ 1977 

10,464 12,845 

1,590 2,069 

3,205 3,597 

3,430 4,119 

-3,222 -3,583 

15,-tb7 19,047 

--~.32 -627 

15,035 lP,420 

-)07 -795 

-1,00b -1,238 

13,722 lti' 387 

ti,031 b,277 

f 91 1,040 

1,749 1,838 

1,425 1,579 

-1, :)'1.!J -1,964 

8,156 A, 770 

-336 -391 

7,790 8, 379 

-YJ9 -429 

-531 -570 

6,860 7,380 
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:'>1aoroeconomio a.ggre~tes for 197e/1:; and Repelita III 

(Rp billion) 

--
1978/79 1979/80 1980/81 1981/82 ----

GDP 

GDP (current prices) 23,165 26,920 30,675 34,955 
GDP (1978/79 prices) 23,165 24,671 26,274 27' 982 
GDP deflator(index) 100 109 .12 116. 75 124.92 

Rate of inflation (percentage) 9.12 6.99 7.00 
Government development budget (current prices) 2,455 3,488 3,892 4,350 
Other investment (current prices) 2,460 2,707 3,453 4, 100 
Total investment (current prices) 4,915 6,195 7,345 8,450 
Total investment (1978/79 prices) 4,915 5,677 6,291 6,764 
Government savings (current prices) 1,598 1,955 2,245 2,510 
Private savings (current prices) 2,487 2,916 3,519 4,131 
~otal savings (current prices) 4,085 4,911 5,764 6,641 
Resource gap (current prices) 

• foreign capital inflow 830 1,284 1,581 1,809 
IOOR 

Cumulative investment ! ~ l 82 8~1978/79 prices) .. ~0.204 = 3.b • AGDP 1978 79 - 1983, 'A 197 79 pricec) 8,573 

1982/83 198 3/84 --
39,835 45,390 
29,801 31, 738 

133.67 14 3 .Ol 

7.00 6.99 
4,778 5,341 
4,922 5,804 
9, 700 11, 145 

7' 257 7' 793 
2,759 3,104 
4,898 5,782 
7,657 6,b8t. 

2,043 ,. , 259 

So~: &'\!le Booth and Amina TyabJi: Survey of receut developments; Julletin of ndoneeia.n conomic Stud1 
No. 2, July 1979 based on Rancangan Rencana Pembangunan Lima ·rahun Ketiga 1979 qr; - 1983 84 • 

, Vol.XV, 

• 

.... ....,, 
.i:i. 
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Annex IV 

Repelita III 3alance of Payments Projectim_!l~ 
(~ million) 

1979/80 1980/81 1981/82 

Goods and Services 

(1) I!:xports e,984 9,832 11,065 
Non-oil (fob) 4,046 4,712 5,759 
Oil and LNG (net) 4,938 5,120 5,306 

(2) Imports (cif) -e,711 -9,765 -10,990 

(3) Services (net ) -1,697 -1,873 -2,079 

(4) Current balance -1,424 -1,806 -2,004 

Government 9orrowing 2,551 2,763 .3,074 

(1) Program aid 220 25e 288 

(2) Project aid 2,331 2,505 2,786 

Government Debt Repayment -630 -724 -890 

Other ~pital Inflows -147 67 200 

Reserve charges -350 -300 -380 

Resource gap 2,054 2,530 2,894 

1982/83 1983/84 

12,350 14,010 
6,649 7,680 

5,701 6,330 

-12,335 -13,870 

-2, 292 -2,499 

-2, 277 -2,359 

3,3oe 3,650 
200 H~5 

3,1oe 3,465 

-992 -1. 255 

411 tll4 

-450 -450 
3, 269 3,614 

Source: Anne Sooth a.nd Amina TyabJi: Survey of recent developments; 
I3ulletin of Indonesia.;: l:c0nomic Studies, Vol. XV, No. 21 July 1979 
based on Rancangan Renca.na. Prmba.nguna.n Lima Tahun Ketiga 1979/80 -
1983/8ll. 
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:UUU:..L v 

ts and revenues a~ fercentag~ 
elita III 

197e/19 1979/so 1980/s1 1981/82 1982/83 1983/e4 

Planned Investment 

Domestic savir..gs 
( GcV"ernment ) 
(Private) 

Foreign inflow 

Total investment 

Government 

17 .u 
( t.. 9) 

(10.7) 

3.6 

21.2 

Non-oil domestic revenues 8.2 

Total domestic revenues 17.1 

Aid inflows 3.6 

Routine expenditures 10.2 

Development expenditares 10.b 

18.2 
(7 .4) 

(10.8) 

4.8 

23.0 

7.8 

20.2 

5.5 
12.8 

1).0 

18.8 
(7.3) 

(11.)) 

5.1 
23.9 

8.2 

19.9 

5.4 
12. j 

12.7 

19.0 
(7.2) 

(11.8) 

5.2 

24.2 

8.3 

19-5 
5.3 

12.3 

12 .. 1 

19.2 
( b. '.)) 

(12.~) 

5.1 
24.4 

12.0 

12.0 

19.o 
, ') ) 
(() • .I 

(12.7) 

5.0 
24.6 

8.2 

18.5 

4.9 
11. 7 

11.f 

Source: Anne Booth and Amina Ayabji: ~urvey of recent develooments; 
:&illetin of Indonesian Economic Studies, Vol.YV, no.2, .Tuly 1979, 
basedon Rancanga.ii Rencana Pembangunan Lima Tu.hun l(etiga nn .'"" -
1983/8.t. 
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' Annex IX 

lSOOHESIA 

A&rkul:urd Production of ~lor Cro2s bl Tv2e of Product 
(·JOO tons) 

Product 1969 1970 1971 1972 1973 1974 197'.5 l 976 /a 

Saallholders 
lubber 558 571 572 559 599 571 536 539 
Coconut/ copra 1,220 l,198 1,147 1,308 l ,l.J) l ,J)5 l, )70 l, 521 
Coffee 126 170 178 196 lJO 132 144 lb2 
Cloves 11 15 14 13 22 15 15 l6 
Tea 22 21 Zit 7 l4 l5 lio 16 
Sucar 220 196 221 247 199 250 223 2'.50 
Tobacco 75 69 69 74 69 69 74 76 
Pepper 17 17 24 18 29 27 23 25 
Cotton 2 3 2 2 ) 7 5 ) 

Pala oil 
Pal11 kernel 

!'r1vate Estates 
llubbe: l lO 113 114 128 109 LOS 109 lll 
Coconut/copra l 2 2 3 4 6 5 6 
Coffee 5 6 7 6 4 7 6 0 

;1oves l 
tea 9 9 10 7 10 11 10 !O 
Sugar 72 74 122 130 118 127 126 uo 
Tobacco 
Pepper 
Cotto a 
Pala oil. 60 70 79 81 82 104 126 l.05 

Pab ;;.ernel 1) 15 18 17 18 21 24 )1 

C.,vemuent Estates 
Rubber llO 118 118 121 137 138 ll7 1}5 
Coconut/copra 
Cofhe 8 9 11 12 6 10 10 11 
Cloves 
tea ]l )io 37 37 4.) 40 .. 6 :.7 
Sugar 630 603 708 756 693 860 878 l.Ol2 
Tobacco 9 9 7 5 ll 8 8 l2 
l'~ppe r 
Cotton 
Pals oll lll 147 170 189 207 27l !l l 2?4 
Palm it~mel l8 )) 39 42 46 52 57 C,4 

!OTAL 
~be: 778 802 804 808 845 IH8 78?. 785 

Coconu~,' ~opn l. 27.1 1,200 l, 149 l ,lll 1,217 l, )41 l,375 ! • )27 
Coffee 175 185 196 214 l 50 !49 lf>O 179 
Cloves 12. 15 14 1) 22 15 15 10 
Tu 62 64 71 51 67 65 70 73 
S•J1ar 922 373 1,051 l, 13) 1,009 1,237 1,227 1, 392 
!.>botcco 84 78 76 79 80 71 82 88 
Pepper 17 17 24 18 . 29 27 ZJ 25 
Cotton 2 l 2 2 l 7 '.i 5 
i'i&lCll oil 18'1 217 H9 270 2119 )4d )97 4)9 

i'alci f.u-~el 41 48 )1 59 "" 7J 81 95 

-----
. . -lfoL .wtl!able • 

a Pral·~i'.~r7 ~$tl~•ta~. 

~: !°;411::1rtlftt'OC .,t .\1rlr.11lture 



Anne~ 

Volume of production ar.d exoorts of ~ajor hard mineral• 

(19t9/70 - 197l/77) 
( '000 ton£) 

Tin lliolcel l3&uxite Iron Coal Silver Copper c~r.centr3t~~ - -Prod. Exp. Prod. Exp. Pr.od. Exp. ?rod. Sxp. Prod. Exp. .Prod, Exp. Domeetio Prcd. I '(p, - . -
lst 5-'t!!!, ~ 
lio?/7'J (April/:.taroh) 17.9 l.6.4 311.0 232.0 907.0 863.6 - - 176,0 - l0.9 
l -:i~--/·1 ,, f..., ' 19.1 17.4 689.0 538.4 l,207,7 l,182.2 53.8 - 175,4 - 9.2 
1971/72 20.5 19.l 850.0 764,7 l,288.l l,211.7 298.5 242.7 198.8 - 8.l 9.3 
1:?72/73 21.5 20.8 971.5 737,5 l,240.2 l,255,0 237,6 276.2 177, 2 - 9.2 6.7 2.6 9,7 S.3 ..... 
1)7;/74 22.6 21.3 98).9 830.4 l,240.2 l,206.4 323.7 283.6 145.9 - 8.5 7,3 3.8 l2b.9 lH.2 C"' ..... 

I 
2r.1 2:;Yea.r Plan 

!174/75 24.8 23.6 781.l 853. 2 l, 284.3 l, 267.3 349,·2 340.0 171. 6 - 6.l 4.0 2.1 212.6 207.2 
19?5/76 24.3 20.9 751.2 707.6 935.e 919.8 346.2 290.1 204.0 - 4,2 1.0 0.3 204,9 ) '~). 4 

1976/77 (Janua.1,./July) 135·7 i3e.5 

--- --- -

So·.i.rce 1 Depart~ent of Minee 

.J 
-
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Annex XI 

Ra5ional distribution of a22roved domestic investments 1268-16 
(in millions of Rupiahs) 

-
i96a-1914Y 1975 1976 (July) Total 

Projects Invest. Pr<1Jects Invest. Projects Invest. Projects InvE1st. --
Java 1,575 1,069,975 134 189,748 25 107' 886 l,734 l,367,609 -

D.K.I. Jaya 631 409,422 34 79,458 5 19,626 670 50El,506 
West Java 464 385,368 58 56,612 9 7,436 531 44Sl, 416 
Central Java 193 76,994 10 10,189 1 2,300 204 89,483 
D.I. Yogyaka.rta 37 22, 772 4 1,902 - - 41 24,674 
East Java 250 175,419 28 41,587 10 78,524 288 :19'.i, 530 

Outside Java 693 473,535 50 66,315 11 9,095 754 54fl,945 

D. I.Aceh 22 9,108 2 2,466 - - 24 1:., 574 
North Sumatra 143 88, 392 12 25,514 2 2, 390 157 116, 296 
r:est Sumatr:1. 34 13,320 3 2,990 - - 37 ltJ, 310 
Riau 42 15, 690 l 207 l l,432 44 1'7,329 
Ja.mbi 28 10, 821 l 25 - - 29 10,846 ..... 

O'\ 

South Sumatra 33 Sf',510 2 10,049 - - 35 613,559 "' 3engkulu 7 5,597 ·- - - - 7 :5, 5?7 I 

Lampung 41 17 '926 5 5, 7 43 2 l,235 48 24,904 
West Kalimantan 63 19,198 - - - - 63 19,198 
Ea.et Kali:uantan 109 88,107 9 5,790 l 469 119 94,366 
Central Kalima.ntan 53 35,797 2 1,323 l 463 56 3'7,583 
Suuth Kalimantan 21 8,465 2 1, 596 - - 23 10, 061 
North Sulawesi 17 29,064 2 3,348 l l,261 20 33, 673 
South East Sulawesi 5 )7, 559 - - - ·- 5 37,559 
Central Sulawesi 3 l,902 1 l,181 l l,245 5 4,328 
South Sulawesi 37 19,067 6 5,613 - - 43 24,680 
Maluku 17 9,794 1 420 l 300 19 l:>, 514 
.3ali 9 2,789 l 50 - - 10 2,839 
fleet Nuea Tenggara 2 238 - - - - 2 238 
East Nusa Teng~ra 3 1,303 - - - 300 4 l,603 
r:est Irian 4 eee - - - - 4 888 

rotal 2,208 1,543,510 184 256,063 36 116, 931 2,488 1,916,554 

--
Source: Investment Co-ordinating 3oard. 

!/ Revised estimates. 
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Annex XII 
I 
I 
I 

t;Ot'N~~ ~-~ ' hoa.ot! ~ .;~ri:.t 
0

l 1fltd:-:·UJ ... 1! 
-------' •. :..:...a.......-- - - --- -

---- ----------------------
1'71/12 1'1°211) l 9!1 ::, i.,~-n~ t•i~·:6 :F~ ·1; li77 ;:9 

- --------· 
I. Tl'<~t 

v.1 ..... 11:1 27S 1:0 ~IS 527 ~o 6S4 

Yoluo~ 1,140 12 .1Cl 1;.:114 '!.•l" lt.llS IS • ~ 7~ ;:. • ]:)6 

Prt~f' 19 22 46 4, 46 56 Ml 

2. !ubwr 
"ialue ll s !l! .. ) ~ZS lll S77 Sl>-0 

·101 ...... '°' 826 .az 114:0: a<.6 nz 1146 

PT tee 2'6 zn SJS sos •SO 647 662 

). hi• >ti 
Y•l:.1e 45 42 8'l ;14 t4! 1:.1 Zl4 

"lol ..... 212 24S z:9 )0) :.11 41S ~· 
P..:tcc ZIZ 171 119 W7 1:.1 Ji'- s2: 

"· Cnfh• 
Val.- )4 n i9 92 112 JJO ~]') 

Vol Wile 72 !II ,. IOS 1:.: l·! Iii 

Prtc• 75C :'48 SZl 116 ~·· 
2,JOl' >. :s1 

s. !•& 
va1 .. JI JI ]I 50 so 64 Ill 

Vo hoe 46 46 46 51 61 64 ~ 

Pr tee 67" H4 "" MO '20 1,000 2,IH 

~- t'obacco 
1.i .. 20 12 46 )6 ~ 41 •2 

Yoll.lft~ 1• 27 JS :• Zl :t ll 

l'Ttce l,OSl 1,115 1,)14 1,JIS l,7l9 l,9S2 2,100 

1. P•PP"< 
val• 11 21 ll 22 ZS SS IS 

Vol..- 24 24 ZS 14 Ii )) 19 

Pr1c• 175 llS 1,240 1,511 1,411 !,66i z. t19 

I. Pal• urnal 
Val.,. s 4 • I • 1 

Vgl U5'4 n SI 3; )0 :.1 )() ZI 

Prtc• IS ii 161 2'1 98 1)1 2l6 

'· Corr< 
Va'ue • 6 ) 

7ol- 67 61 21 
Pr tee 119 98 10 

10. Copu cake 
Val• 12 14 19 22 29 )6 11 

'Joh- 216 )0) 22" 2)6 !6) J7S 244 

Price SI 46 IS 9) IO 96 112 

11. Tapioca 
'Jal• 14 12 1 )0 11 10 14 

Vol- 04 )04 117 •SS 2)4 Ill 1n 

tr~c• 12 19 ~ "' 71 IS .. 
12. Och.r !ood .... tt 

Val• 28 2& 49 41 l7 52 SJ 

Vol..-e '40 6G4 1,ll41 ~2• 7ll 8)4 IOI 

Prtce 44 :.) 41 SI SI ~2 "' I). Ant~l a product 
Valur 2) 42 '° 9:! IOS 146 179 

Vol.- 294 101 .. 1& 10 '2 16 

~ice 71 •16 1,1)71 1,211 l,SOO 1,780 2,077 

14. Tia 
1.1 .. .. 70 .. 166 ISi Ill l~ I 

Voluu 20 21 21 :4 22 :1 n 
Price l,?00 ],Jll 4,4SS 6,917 1,182 9,619 9,'40 

IS. CopP"r 
Valua ll S6 102 71 9S S4 

Vol- 21 i2' 222 119 1)0 210 

"'I•• •6• "'"' •St 192 :.11 i.oo ... Othn alHral ,.,. II 19 21 21 lS 44 0 

Vol.- 2,116 2,4l2 2,411 ?,SIS 1,169 2 ,211 2,SS6 

Price • • ' II 1 l It II 

17. Kltc•l lancou• 
Val• S6 76 i7 114 1•4 196 21> 

hi.- 114 221 219 202 lh :;~ ;;o 

Price )04 lll lH 5(,:. 501 ;os )67 

Toca! 
"""T.I ... :&4 977 !...Ji! 2 ,))) !.....!:)_ ;_.~_!..! !....:!' 

Y01u2e 14,m !.~...'C(I ;.!....!.~ ~':.!. !!...r..'.12. ~~ 20. ~oi 

!trtc• ll ~ .. !12 ill !1_1_ ~ 

·1.1 .... :n "llllon• of rss 
"'ol.-: tn c"loo••nd• .,f l'Oftl 

Price. CS'1con 

~: :S..r.k lnd,nola. 
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Annex XIII 

' INDONESIA 

!:_st i m~~ ~~_Cl:.'!'''.'~~ __l'_~odu~_t ion an<!___r.:1pac:!!Y~~~~~~l_'.__ l 9r.t~ 

- -- -- - - -- - ------· - - - --- ---- - - . - - -- - -- .. - -- . - ----- ---------- -- - ---- -- - - -- - - - - - - - - - -- - - - -

Des i1;11 Ht.• dlil n ic;? I C0tr.ine re i al 

Plant capacity l·omplel ion product ion 19711 l'L'7 197X 1979 l 9"!() 

('000 t CHIS) --------- < 'oon l tlOS) -----------

- ----- ------ - ---- - - - - - --- -- --- ----------- ------- -- -------- - - -- -- - - ----·- ----- - -

_!-'L§emen x~~flil_[! 
Reh.1hil i l<>si 310 b/76 8/76 297 330 330 330 BO 
Irdarurg II 600 1/79 3/79 375 60G 

Inda rung II l 600 4/82 6/82 

h~~(~ 297 330 330 705 930 

PT Semen Baturaja soo 9/79 I0/79 20C1 5fJ0 

~~em_r;~C}!>_~non~ 
Phase I ')()0 7/75 10/;5 414 4)0 50lJ 500 500 
Phase II 500 10/77 12/77 Jn 450 50;: 

Phase III 

1,000 414 450 875 950 1-1.000 

DICE 
Phase I 500 8/75 527 450 475 500 ')()0 

Phase II 500 8/76 400 425 450 51)1! 

Phase III 1,000 12/78 2/79 400 7:Jo 

2 ,O<_)_I~ 527 850 900 I J'.>r1 _1 __ _1_2_0~ 

PT Semen Nusantara 600 3/77 6/77 240 550 600 oOO 

PT Semen Gresik ---------
Pros Basah 500 406 460 47':> 475 500 

Pros Ke ring 1,000 5/78 7/78 250 750 9)0 

!.alQQ 406 460 725 _h22') L!!:~~ 

PT SemC>n Tonasa 
Tonasa I 120 117 110 J IO 110 110 
Tonasa II 510 6/79 9/79 60 37 5 
Tonasa I II 510 6/82 9/82 

~ 117 110 110 170 485 

Total Produrtion 8,270 ~ 2,440 3,4~~ 5,200 6,6~~ 

--- --------·---- ---···------ ----- . ----- - .. -- - - - -- ··--

~: LPEH, 1978. 



\.:l's t t' rn l ndones ia 

Puhl ic 
PrivatC' 

Ct•nr r.11 Inclonei;iil 

Pub I it­
Pr i vat<' 

L1stc>r11 I nrlones ia 

Pub I ic 
Private 

Tota I 

ruhl ic 
l'rivate 

Sawmills 
lln its Ctp;H· i l y 

(cu mJ 

769 

R 
761 

2 
24) 

20 

5 
15 

2, 111., 51,0 

R:!, 91,0 
2 ,2 51 ,MIO 

4,751,(100 

)) • 0110 
4,718,000 

[/1, 160 
79, 941t 

I 5 130, I iiO 
I ,019 7 ,049, '>114 
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Annex XTV 

INDONESIA 

V !_'ll_l'i:._r_ f. _ _!' ly~<~·>~ 
Un i ts C1 p.1 c i t y 

(cu 111) 

2 
6 

7 

7 

15 

l 
I 3 

900 
fi/1') ,400 

6)5,000 

6) 5 ,000 

1,0Rl,300 

900 
I ,mW,400 

p,, Jr _a_11_d P:~i~··_r 

!'.nils Cap.icily 
(Cl! m) 

11111,000 

I 00, 0()() 

') 75 , ()()() 

2 7),0110 

) 175,(lr)() 

) 171,<ll)f) 

/;i Capacitv: I'll mills wich 1-.1p.1.·ity gre;llpr than 1,1100 cu 1n/r.:11nth. 
l26 mil!s with ,·apac-itv of 2110-1,00G cum/month. 
657 mil ls with <'ap.1l'ily less th.111 200 cu m/rnonth. 

Soun·C': N.1tional Progrp~;s Report 1>11 Forestry, Dr.F, May 1977. 

Boa rJ Mi I I s 
1:11 its C:1pac i ly 

(cu n) 

12 ,fll!ll 

12 • (Jf;(l 

2 12 ,000 

2 I:>, (Hi~) 
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Annex XV ---

Sectoral percentage breakdown of the development budget 

1974/75~ 1975/70~ 1976/77ef 1977/7ej/ Repelita III 

Agricultural and irrigation 36.J 23.0 19.5 11.6 

Industry, mining and energy 6.1 9-3 8.6 16.8 
111ransport and tourism 10.6 9.2 9.8 16.4 

Trade and co-o~eratives 0.5 0-3 0.7 0.3 

Ma.npcwer and transmigration 0.6 1.2 2.0 2.8 

Regional development 17.7 18.6 14.7 11.6 

Education and religion 5.5 11.e 10.6 10.1 

Health, social welfare and 
family planning 2. 3 3-3 3. 3 3.3 

Housing and drinking water 0.7 1.1 2.1 4.1 

Defence, la\-1 and order 3.2 4.4 5.2 3.1 

Government capital participation 11.9 11. 7 11.0 8.8 

Other 4.9 6.1 6.5 5.1 

Total 100.0 100.0 100.0 100.0 

Source: Statistical Pocketbook, 1977/78; lam~iran Pidato Kenegaraan, 1978; 
Repeli ta III. 

'!:/ Excludes project loans • 

14.0 

18.9 

15.5 

0.9 

5.7 

9.8 

l0.9 

3.8 

2.4 

7.7 

1.7 

8.7 

100.0 
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Annex )CVI 

ASEA.N: List of products for preferential trading 

Indonesia: Certain tyres and tubes for off-road vehicles, calcium 
carbide, portland cement, certain parts for motorcycles 
and side cars and certain electrical measur!.ng instruments. 

Malaysia: Twine, cordage, ropes and cables, plaited or not of Manila 
hemp, portable electric typewriters and vermicelli and 
noodles made from rice. 

Philippines: Parafin wax, glass jars for baby food, portable electric 
typewriters and certain cast, rol~ed drawn or blown glass. 

Singapore: Ka.in lepas and lcain sarong batek, shampoo, raw beet and 
cane sugar and certain handbags, purses, wallets, brief-
cases, portfolios and satchels. 

Thailand: Quinine (including its salts), margarine, twine cordage, 
ropes and cables, plaited or not of manila hemp, and ball 
bearings. 

ASEAN: Voluntary list of products for preferential treatment 

Indonesia: Maize, canned vegetables, cutlery, jewelry, filter blocks, 
facial tissues, sanitary towels, sorg&um, white rice flour 
and clinker. 

Malaysia: Soda. ash, live animals (cattle), vegetables, potatoes, 
onions, extracts (concentrate of coffee), rice, :maize, 
certain salts, gypswn, certain raw sugar and sharks fins. 

Singapore: Undergarments (cotton knitted or crocheted, not elastic), 
undergarments (other articles not knitted or crocheted, 
not elastic), shirts (knitted or crocheted), outergar;nents 
for infants, shirts (not knitted or crocheted), stockings, 
Jocks (knitted or crocheted, not elastic), cotton-made 
handkerchiefs, and brassieres. 

Thailand: 

Philippines: 

Sawed timber, othe.r nonconiferous lwnber, certain vegetables 
(except garlic and onions), lead-base rods, solder, in­
secticides, ~1utmeg not powdered, chili not powdered, parafin 
wax and certain other chemicals for agricultural use • 

Meat from offal or bovine cattle, maize, green a.nd yellow 
mane~ beans, crude and refined palm oil, palm kernel oil, 
crude gypsum, antracite coal, graphite and c~rbon electrode, 
tractor tyrec ~nd ball bearings. 
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Annex XVII 

List of nossible ASSA?l Regi-::)nal lndus"trial Pr:~jects 

Complementarity arrangements 

1. 

2. 

j. 

4. 

5. 

6. 

7. 

(a) 

(b} 

(c) 

(d) 

{a} 

(b) 

(c) 

(a} 

(b} 

(c} 

(a} 

(b} 

(c} 

(a) 

(b} 

(c} 

(a} 

(b} 

(c} 

(d} 

(a} 

(b} 

(o} 

Tyres (aut~motive and bicycles) 

Thailand ~ Malaysia 0 
Sri Lanka 0: 
Indonesi:l 0 

Iran 0 
Mot0r-car compcnents Pakistan 0 

0 
India 0 

Housebold appliances 

l4a.J.aysia i Singapore 0 
Indonesia 0 

Diesel and keroEene engines and pumps 

Malaysia 0 
Pakistan 0 

0 
Iran 0 

Bangladesh: Jute products i 
Thailand: Plastics & paper 0 Pa&kaging products 

t4alaysia: Tin Canning 0 

Sri Lanka ~ 
Ceramic products 

Indonesia ~ Iran 

! India 

Sheet glass 

Philippines i Thailand 0 
Indonesia 0 

- - - - -
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