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The International Centre for Industrial Studies, Fegional
and Country Studies Section, has undertaker 'he preparation of a
series of Country Industrial Development Profiles. These rrofiles
are desk studies, providing statistical and eccrnomic analyses of
the industry sector, 1its growth, present status anc future prospecis.
It is hoped that the profiles will provide analvses of use ‘o
Programming techinical assistance, inaustria® rederlcvmert ana

invesiment co-operation activities.
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survey has reen under‘aken and some of the zata or LNAUS Ty are not
up to aate. The profile has been prepared zurine the early par* o

R

1978, ant updated, tc the exten: vossibie, :ir ca-i- 1% .

Tle views and comments conitaines ¢ chic sAanument oo oroe

reflect troze of the Trvernment of Trirres.a re- .- cres oTiiava
commit tte Tmiten Nacians Tpduscrial Tavs e Trearnc s Tatrn ot

any part.sular course <7 500107,




CONTENTS

Chapter
Map of Indonesia

I. General economic background

Population, the labour force and income
distribution

Main sectors of the economy

The Indonesian economy and the global
economy

II. Structure of the manufacturing sector

The role of the manufacturing sector
in the economy ’

Branches of industry

Size and regional distribution
Employment and manufactvring

Import and export of manufactured goods

Capital formation, investment and
sources of financing

Industrial linkages

Summary

I1T. Compariso. of planned industrial deveiopment
targets with recant ac' jevements

Repelita I ~ main targets and achievements

Repelita II - main targets and achievements
Repelita III - main tacgets

V. Main features of industrial development
objectives, strategies, policies and

— _-dncentives

Objectives and strategies

Policies and incentives
IMinestic and foreign investment
priorities

Policies for increasing industrial
employment and the developnent of sanll-
scale industries

Industrialization and regional development
policies

Public secter, private sector and
| transnational corporations

13
16

16
17
21

3

34
40
46

47
47
47

53

57
57
59

67

71
14

18




Chapter Pagx:
V. Institutional infrastructure for industry 81
Hational, industrial and regivnal planning 81
Science and transfer of technology 82
Financial institutions 84
Investment application procedures 85
Instiiutiorz] support for small- and medium-
scale industries 86
Finzncial institutions 86
Technology and management institutions 9o
Industrial estates development 90
Institutional support for manufactured
exports 92
VI. Analysis of the main constraints to industrial
development 5
Classification of constraints 95
Insufficient industrial linkages with the
primsry sector and within industry 95
Excessive canital intensity and neglect of
rural industrialization 96
Weak institutional infrastructure 917
Tnadequate physical infrastructure and
transportation system 98
Weak competitiveness of Tndonesian
manufactures 99
VI1. Prospects for industrialization 101
Indonesia's long-term growth perspectives 101
Agriculture and agro-based industries 104
Morestry and forest based industries 109
Petroleum, energy and chemical-bagea
industries 113
kining and mineral based industries 118
Small- and med.um-scale industries 127

ASEAN regional co-operation 130




\J

Chapter

VIII. Review of foreign aid, “overament levelopment
expenditure and UXTIx technical assistance
project related to industry

Foreign aid and “cvernment develcpment
expenditure for industry

UNIDG's past technical assistance tc ndonesia

Indonesia's Uecuor.d Country Programme ;UKL G
co-operatior

Industrialization and rural development

itedeployment of industrial capacity from
devzloped couuntries

UdIiX's Investment Promoticn Programme
References

Annexes I - XVl

Page

136
138

139
143

145
147
149

152




>

< :

<] 0

O L J

Q -
2

0 .

~-~ -

(A <

[

(&)

<

a,

lashery

LN

g
:gi.
A
“J\‘_

v?(

Bornda Ses

Sulawest Saa

Svuth China Sea




GENERAL ECONOMIC BACKGROUND

Population, labour force and income distribution

The Republic of Indonesia is the world's largest archipelago
consisting of seven main island groups and more than 13,000 smaller
islands (1000 inhabited) extending over 3400 miles from the North-
western Sumatra to the centre of New Guinea. Indonesia comprises a
land area of 779,000 sq. miles (2,020,000 km?) making it the largest

country in Asia after the Peoples Republic of China and India.

Indonesia is fifth among the countries of the world in population
exceeded only by the Peoples Republic 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 populaticn has been growing at an annual rate of 2.3 per cent during
the period 1974-1979. Projections indicate that the annual rate of
population growth is expected to fall to 2.0 per cent during the period
1979-1983. Total population is therefore expected to reach 151 million
by the end of 1983 (Table 1.1).

Indonesia is basically rural with some four-fifths of its population
living in agricultural areas. Some two-thirds of the population live on
the islands of Java and Mwdura, 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-Indonesian’core, which
in addition to Java and Madura also includes Bali and Lombok, has rich soil
endowment and has inherited a social and economic infrastructure, yet is
overpopulated with lower per capita incomes than the resource-rich and
thinly populated periphery of the major islands outside Java. The Govern-
ment has been encouraging people to resettles or transmigrate from Java to
the Outer Islands. Population growth of these islands is projecced at
2.3 per cent annually for the pericd 1978-1983, while that of Java is

expected to grow at a rate of 1.8 per cent annually during the same period.

In apite of the growth of several large cities, Indonesia has not
undergone the rc;id urbanization which hae charecterized muny other South-
east Agian countries. 'The present urban pcpulation is relatively small,
around 18 per cent o. the total population, and it is not espected to in-

crease appreciably in the near future. Urban population growth has been
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mainly attribut! tc natural incrzasc rather than migration from
rural arcas, except in the casc of Jakarta, which in 1971 had a

t-tal population of 5.8 million inhabitants.

Table 1.1 Total Areca Population an? Population Density 1978 and 1983

Population Population d-onsity

Area (million) (persons per sq km)
(0008q km) 1978 1983 1978 1983
Java 135 87 2 644 704
Outside Java 1,892 50 56 26 30
Indonesia 2,027 137 151 €8 75

Source: Repelita III: The Third Five Year Development Plan

The total working age population (10-65 years) was estimated at
about 90 million in 1975 and the labour force at 48 million growing at 2.6
per oent per year. The labour force participation ratio is thus esti-
mated at 53.3 per cent. The majority of the population is dependent
upon agriculture, but there has boen a major shift in sectcral and
rogional composition of employment in recent years. A d~cline in the
share of agricultur~ in tctal labeur fcree frem 68.9 per cent in 1964
to 5548 per cent in 1978 was observed (Table 1.”2). Simultancously
there he- been an increase in the share ¢f manufacturing in tctal labour
fcrce from 5.8 per cent tc 9.2 per ceni. Tmployment has aleo shifted
markedly in favour of thc service scctor which now accounts for around
3?2 per cent of the labour force, Significant regional differentials in
the pattern of growth of thcllabour forcc have also been observed.While
agricultur. has romained predominant in thc Outer Islands, the marufacturing
and gervice sectors have beer predominent growth soctcrs in Java. As in
many other developing countrics, urban unemployment and rural underemploy-
ment rem2ins amore or loss intractable problem. Projeoctions indicate that
during the period 1978-1983 around 6.4 million people will enter the
labour force., Additionally, around 15 ner cent will lrave the agrarian
scctor. Thz pressure for employment opportunities will therefore increase

further ani will, no doubt, be most critical in urban arcas.1

1/Institut fuer Wirtschaftsforschung: Die Industrialisierung
der Fntwicklungslaender nnd ihre Rueckwirkung auf die deutsche Wirt-

schgft - Laenderstudie, Indonesien. Muenchen, Macrz 1974, p. 97.(Drest).




Tabl: 1.7 “stimatecd Distributicn of Labcur Force (excl. Government)

(p-rcentagn)

Srctor 1964 1969 1971 1978—3/
Agricalture 68.9 68.8 63.2 55.8
Mining 0.? 0.5 0.7 0.?
Mznufacturing 5.8 9.9 1.5 9.7
Buii iing and public
utilities 1.2 1.6 2.0 2.8
Tra.i>, tcurism,
transport,
commmnicaticn,
financ~, insurance ?3.9 23.” 27.1 3.0
Total 100.0 100.0 100.0 100.0

Sources: National Sample Survey 1964-65; Prcliminary Rcport. National
Samplc Survey 1969; Precliminary Report, Population Census,
1971; Repelita

g/ Forocast

Like the rest cf the devcloping wcrld,Indonesia is face. with an
uneven inocome distribution reflecting high disparities between regional
irncomes, population and resource distributlion. Kigh disparities exist
between the economic structurc of Java and the Outcr Islands. Based
upon a number of studiesl/it has been estimated that in 1973/75 the lowest
40 per cent ‘ncome group of the Indonesian population received slightly
morc than 15 per cent of total national income, the middle 40 per cent
income groups 32 per cent of total income and the top 20 per cent income
group 53 per cent of total income. This clussifies Indonesia among the
group of developing countries with "moderatc inequality". There are indi-
cations, however, that these income inequalities have widened in recemt

years and that they will continue to do so in the future in the absence

1/ Stroicgic Variables in Indonesia's Long-term growth by S.Djojohadikusumo,
Economics and Finance in Indonesia, Vol. XXV; No. 1, March 1977, p. 29.
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incom> inequaliti~s exist within tho urban arcas and within th-

rural arcas, while incom~ in-quality b-tw -n urbtan anti rural ar as
account for only a small proportion of in suzlity ir the Sountry as

a whclf.z’ Th> picture ~m-rging from 2 20r recont Stufyé/is that

large regional Jiffer-nc-s in stan.ar:s f livirg xist with sharp
1iffrrences botwoen Java an: Outr Islar = (-ep cially rural Ar-aos ),
botwoen urban an: rural ar-as, within th  urban arcas of Jakarte an’
betw:en Jakarta ant other citics. T~ g =-rael improssion is that rurnl
distributions hav: becom~ mor- ~qual whil - th  urban chang s ar- mer-
unsqual. ©On th- whole,inngquality iner as. in urbar ar-as; iocline

in rural arcas; increassi in Jave ot odecline ooin Catr Islan ‘s,

Main sectors of the economy

The In-lon--sian <conemy has imprev:-i mark 1y in the last T-cai ..
The rate of growth of GOP more thoar © ubl- i frem 3.9 prr ¢ ot sanually
in the 19608 t. 7.9 p'r cent annually in tns 1)7cs  (19T1-1377,.
Indoncsia thus ranks thir! in Tast Asi- =0t r Iran ant! the Pepublice
of Korra in t.rms of GOP growtn iluring th- first ralf of the i9its.
Overall zconcmic progr-ss in thr 10708 rn-o © r asceeiat: ! witha
rapi! increas. in gross ‘tomostic inv .stm i, in sovormmont conoumptiorn
and in imports, particularly o<f capital ¢ o:s. In spit: of those on-rally

favcurable tron's in the Inlonnsizn -ccor mr, G0F p-r capite (in 1975

rS

prices) has remainci low; aroun: £247 in 1,77 compared with a stagnant
lavel of around $160-175 throughout the 1)o('s,when practically nc
improvement in GOP par copita was ochi v :. In contrast, GOP p-r capita
increased by 5.3 par cont annually from 1271 t. 1977. This still 1 av o
lon-:sia among th: low st incom couniri ¢ in Joutheast Asia, ard as

the lownst among th~ ASAN countri s,

l/ S. Gupta: Incom~: Distribution, Fmploymnt an: Growth. A Caos.- Siuly . f
Indon~sia. Worll Bank Staff Wrrking Pap-r !, 212, Auguct 5, 19795, p.71.

2/ 1L0: Rural an¢ Urban income in~qualiti s in Inlon.sia, Muxico, Pakistan,
_Tanzania and Tunis, G-n-va 1976,pp. 92,3, i

;/ R.M.Sundrum: Incom~ Distribution 1970-1977, Bulletin of Indoncsian Stuli-s,

Vol., XV, No. 1, March 1979.

]
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Table 1.3. The pattern of prow'h of GI'P (at 1975 constant prices)
by ecoromic activity and type of expenditure 15¢0-1977,
selected ind:cators

Average annual rates of growth
(percentzge)
19¢0- 1971- 1970- 1971- 1972- 1973~ 10974- 1975- 1976-
1970 1977 1971 1972 1973 1974 195 197¢ 1977

GDF .54 7.94  5.96  9.42 11.31 7.t3 4.98 .88 7.53
GUP per capita 1.0 5,32 1,43 ¢.t3 B.29 5.26 2.27 4.44 5.11
Agriculture 2.71 1.74 1.t9 1.55 9.32 .73 0.01 4.71 3.39
Yining and quarring

+ electr. & gas €.24 12.15 7.7¢ 20.03 21.20 6.73 0.74 13.4¢ 12.10
Manufacturing 4.1 13.37 13.7¢ 15.10 15.2% 1le.15 12.11 9.68 11.83

Gross fixed capital
formation 9.7 13.3% 21.74 19.04 17.0% 19.21 14.t0 €.00 4.90

Gov. final
Cons. expend. -0.14 12.3%1 4.9¢ 8.22 27.(5 -12.47 130. 7.32 16.03

Private final
Cons. expend. 3.4 7.81 3.1 ¢.,99 12,03 13,84 4.1 €.21 4.06

Fxports of goods
and services 4.72 10.00 12.19 2¢.11 20.5%5 3.¢3 -9.7% 12.50 10.75

Tmports of goods
and services 5.58 17.94 9.53 2¢.E0 42.18 26.86 7.%¢ &.10 0.89

Source: UNIDO, based on computer print-outs supplied by the UN Ttatistical
Office, New York.

Until recently, agricultural commodities were the mainstay of pro-
duction and exporters. As in other developing countries, however, the
agricultural sector has lagged behind the more dynamic sectors of the
economy, albeit some improvement has been observed ir recent years.
Following severe draught and pest, agricultural output of some of the
major commoditiec like rice has not kept pace with populatior growth.

As a result there has been no improvement in food production per _carita
-ver the last decade. Some improvement in the rice harvest, however,

was observed ii 1978. But projections indicate that a rice deficit

of 1.5 — 2.5 million tomes is expected to prevail at least turough 1990.1/
Indonesia 18 thus still the world's largest regular buyer of rice (around
one fourth of world rice exports) and import of rice conetitute 11 per
cent of total imports. During the 1970s the agriculiural sector expanded
by 3.7 per cent annually (1971-1977) with setback in production from
1971-1972 and from 1974-1975. In regard to the mining sector, higher

1/ Source: Agia Research Bulletin, 30 June, 1979

|
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output and orices of petroleum and gas contributed to increasing the
sector's share of GDP signiticantly from 17.8 per cent in 1971 to 22.4
per cent in 1977, implying an annual rate of growth of 12.2 per cent.
The structural transforuation associated with a mnderately expanding
agricultural sector has resulted in a gradual decline in the share of
agricalture in GDP from 37.8 per cent in 1971 to 29.8 per cent in 1377
(table 1.4). Thus, more than xalf of the total labour force (in 1978
55.8 per cent} in Indoneria depending upon agriculture produced less

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

Table 1.4 Gross Domestic Protuct by Secters 1971-1977 (bas~! upon
1975 constant pricas)

Shar:s in GDP Centribution tc

1971 1977 abs:lut: increras<

197 - 1977
Agriculturc 37.8 29.8 16.1
Mining> 1787 o243 30.0¥/
Manufacturing 7.1 9.5 13.6
Construction 3.0 4.5 71
Whol~sale an:l Rctail Tra:i- ?9.59/ 30.?2/ 31.42/
Trznsport an! Commnication 3.9 4.6 5.7
Gross Domestic Product 100.0 100.0 100.0

Sou:ce: UNIW bas~! ¢n computer print-outs sepplie! by the UN Statistical
Office,

é/ Includes also eclectricity, gas ani wator
E/ Includes others.

Indonnrsia is still at the threshold of in-tustrialization. The
manufacturing sector is r-lativ~ly small, its shar~ being low~r than
that of other developing coun‘ri<s at similar stages cof devalcpment
and of other ASTAN countries. Over the last five yecars, how:ver, the
ranufacturing scctor succended in improving its centribution tco the
national econony from 7.1 per cent of GDP in 1971 tc 9.5 per cent in
1977, implying an average annual rate cf growth of 13.4 per cent (1971-
1977). This compares with an average annual growth of the manufacturing
seccor of 4.5 per cent during the 1960s. The rate of industeial growth
was adversely affected in 1974-76 by wcrldwide recession, higner pro-
duction costs, sluggish domestic demand and foreign excrange constraints
following the Pertamina crisis. The ratc of growth of manufacturing,how-

ever,remained high during this period and, more recently, the industrial
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sector has shown signs of recovery.

The s. nificant contribution which the manufacturing soctor
has made to overall ~concmic gr wth in Indoncgia may b: visualiz- i
by the fact that from 1971-77,13.6 per cent of the incrhase in GTP
originated in the manufacturing s- tcr,which is only slightly l-ss
than the contribution mal: by the agricultural s«ctor (16.1 per cont).
In comparison,thc corresponling contribution of the mining scct: r wae

3C.2 p=r cent while that of tra!c was 31.4 per cent.

The leading grewth sactors of the Indenesian rconomy now ~ncompass,
in addition tc he manufacturing s~ctor, the non-tralitional activities
eonnected with the extraction inlustries in th- fi-l1i of potrol~um, har'
minerals and timbor. It is -nvisaged that tnrs~ s~ct«rs will cortinue
to spearhecad economic ‘tcvelopment in Indonesia at 1-ast for the next
decade or two. These highly capital-int~nsiv~ s-cters, being largely
dependent upon foreign tochnology and capital, ar- not ~xpeet-! t con-
tribute significantly tc tho creation of new ~mployment _pportunities
until such a stage where backwar! and ferwari linkag: of inlustrial acti-

vities will have gencratci s-coniarv off-cts - f suffici nt momentum,

The Indonesian economy and the global economy

The Indonesian cconomy -xhibits a dual profil:, or~ as a major oil
cxporter sharing the wealth of that group of countri:s, anoth-r as an
extremely poor, albeit r:source-rich, country with a larg: agricultural
population and great :ov:lepment needs and opportuniti-s. Unlik~ many
other devcloping courtriss, Indonesia has bonefitted from the recent
fourfold increase in oil pric-s in 1973-74 which has given Indenicia's
development prospects a trom-ndous boost. The incrcas.. in oil prices
presented the Govirnment with major new opportuniics through expansion
of its foreign exchang: carnings. The increascd oil prices -nhancei
Indonesia's capacity to import anl also strenguhonal the role of tho
public sector in investment programmes. Short—torm procblems aros o, how-
ever, particularly in recgar! t¢ rostraining domestic sp niing by povern-
ment departments and public nt- rprises, Tighter ccutrel of gov rnment
spending has recently becn intrcduced. The oil sectoer now acocounts fey
around & fifth of ONP, contributes over half of the government revenuee and
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~rerat s arsuni thret fourtisof xport re-ipts. Cil -xport earnings
rose from § billion in 137<, 1973 to $7 billion in 1377/1978,

ar.: the cumulative effect over the five years represents an average
addition of about 10 per cent a year to Indonesia’'s gross
iom:stic product.l’ Th- ¢il s =% r, h.wv'r, 1lav-s 1ittl: impact
upen th: vest majerii; of th  »opulation wk- Lp.nt? fer thoir
liv-lihco! upon th - lars r bul mu~h 1l-ss pr.iuctive ron-oil

cccnomy, whr . incms ar. luw, un veonly listritut.i an: job

nportuniti<s scarc.

S voral s tobacks oceurr ! irn Inicn-sia's zeencmy in the non-

0il scetor irn thr mit 1370s. Ir snit of tro rapi! incroas: in

sxports in 1973 ani 1974, t& sulsequ nt werl. conomic r:c-ssicn iil

nct fail 4. l-av - its mark in i~ form of low:r export r-cripts in
1974/75 wrich 1~ t¢ a weak nings (f th~ balarc. of payments. Sowv re

s tbacks also ocrurri in ti agricultural socter from 1974-75 which,
comoine ! with substartial imports ¢f rice an! low worl: mark 't pricas

fcr rubber and oth 'r ~xport cr ps, result:’ in a !:cline in real in-

com:s ani in ..om'stic consumptiin., These preblems were furtheoer com-
poundzd by the crisis surrounling Prrtamina, the state-own~l! 0il company,
which onccuntr-ral s~ver. 7ifficultiss in meoting its hupge short-t rm
rinbts. Thr Govirnment coemmitt ol its~1f in me~ting Portamina's cbligaticns
an't thus becam: iirnctly inv:1lv~l in a struggl~ tc ov:rcom» s~v:r: balanc:
of paymonts difficultins. The prossur: upon the balance of paym nts was
intensifi >l by a ccntinuing sharp ris. in imports. The resultant balance
of payments deficit was financed primarily by official capital transfer

in the form of projoct ail. By mid-1976 th~ most pressing aspects of the
oxternal crfsis had been resolverd and the balanc~ of payments, strongthened
by increas~d world deman:d for Indon-sian products, went intc surplus.

In 1978 anl 1979 the growth of 0il rxports d-clin~l., Howrver, du~ to the
devaluation of the Rupiah in Ncvember 1978 a marked improvement in the per-
formance of non-oil exports occurred in 1979, almost offsetting a decline
in net c¢il earnings. Th. balanc~ of payments situation thereforc improved
slightly ir 1979 in comparison with 1978. By surmounting thc difficultics

which the Indonesian oconomy faced in the mid-1970s. a basc has been laid for

1/ Source: H.W.Arndt: Survey of Recent Developments, Bulletin of Indonesian
cconomic studics. Vol.XIV, No.1, March 1973, p. 15.




rasumption of plannc~! growth ani th~ In‘on-siar authcritics are

mors confic~2rt and in a better position te direct full focus of

cvernment policius tcwaris achi:ving th-ir ‘lowelopm.nt cbjectiv-s.

In spite of :conomic r-cov ry in r'cent y~ars the problems

facing Inionesia ar~ consi'lorablc. Per capita incom-s are the lowest

¢f the five ASFAN momb:r countrics; its inlustrial s-cter is the

least devoloped anl unemploymont ani un'l-remploym nt is high.

The scope for incroasin r capita incom: an! mplovmer.? through
P gPp P p1o;

agricultural develooment alon: is limit2! iu- t- th~ high lani/man

ratio. While oil, mineral an’ fcrostry ~xploitation contribute sig:

nificantly to GDP, p:r capita inc'm., government r v-nue, an: balanc-

of payments, yet thc omployment ~ffoct is smail ar’ th~ majority cf

the populaticn is unaffoctad. It is thorefore ir- vitable that if

Indonesia is to tackl-- successfully th~ prublom of proviling alequat-

employment cpportuniti~s an! improving the stan-ar’ cf living, groater

emphasis will hav~: t: br plac~! upor in 'ustrialization. In turm,

industry itself is fac~: with the task «f dir-cting its patt-rn cf

growth towaris th~ large part <7 the In!cn-sian population which looks

towards inidustry for -mploym-nt cpportuniti—s an: f(r manufactur~

gcods te satisfy thoir ossential necis. In a recent analysis of the

Indonesian economy, the World Bank 1/ has emphasized that industry is

the only productive sector capable of sustaired hijh rates of growth

for longer periods without being constrained by financial or natural

resources. Witn prospects for slower growth of mineral (including

0il) and timber sectors in the future, industrialization becomes more

important with a view to stimulating employment and exports. Further

elimination of poverty and sustainable rapid development are becoming

increasingly dependent upon the pace and quality of industrialization.

!
/
Ly

World Bank: Tndonesia, Grow!: :nit~orns, Gocial Progress and Development
Prospects, 20 February 1)1, p. 108,
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Chagter 11

STRUCTURE OF THE MANUFACTURING SECTOR

Role of the manufacturing sector in the econosy

The manufacturing sector in Indonesia is still small by comparative
international standards. The share of manufacturing value added in relation to
GNP was 9.5 per cent in 1977 compared with 6.0 per cent in 1960 (Table 2.1).
Indonesia thus belongs to the group of developing countries classified as "non-
industrial", where the share of manufacturing value aded in GDP ie less
than 10 per cent. In spite of its smallness, the manufacturing sector has
greatly stimulated overall economic growth and emerged as a dynamic asctor and
one of the leading ones of the economy. 7rowth of manufacturing value added
rose almost threefold from 4.5 per cent annually in the 19608 to 13.4 per
cent annually from 1971-1977 (Table 2.2), only exceeded by Iran, the Republic
of Korea, Hong Kong and Singapore in Agia in the latter period.

Table 2.1 Gross domestic product, manufacturing value added and share of
MVA in GDP, 1960-1977

(at constant 1975 prices)

(million USS$)

1960 1970 1971 1972 1973 1974 1975 1976 1977
crosc Tomeutic
Prodact 14,758.4 20,890.9 22,135.7 24,221.6 26,961.1 29,019.4 10,463.8 32,561.7 135,012.2
Manutacturing Value
Added in GDP 884.9 1,376.0 1,564.8 1.801.1 2,075.7 2,411.0 2,701.7 2,969.9 3,327.8
perceantages
Share of VVA in 0DP  6.00 6.59 7.01 T.44 1.7¢ 8.3 8.89 9.12 9.49

Scurce: UNIDO, based on computer print-outs, supplied by the UN Statietical Office, New York.




Table 2.2 Average annual rates of growth of GDP and Manufacturing

Value ..3ded (MVA) in 1950-1977, at 1975 constant prices
(Percentage)

1960- 1971- 1970~ 1971- 1972- 1973- 1974— 1975- 1976~
1970 1977 1971 1972 1973 1974 1975 1976 1977

MVA 4.51 13.37 13.72 15.10 15.25 16.15 13.31 9.68 11.85
GDP 3.54  7.94 5.96 9.42 11.31 7.6 4.98 6.88 7.53

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

The significance of industry's contribution to overall economic growth
can be visualized by the fact tha! during the period 1971-77 the absolute
contribution of industry to GNP growth was only slightly less than that
of agriculture, even though agriculture was almost three times larger in
terms of GDP. More exactly, industry's contribution to absolute GDP growth
from 1971-77 amounted to 13.6 per cent compared with a contribution 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). The per capita manufacturing
value addel was estimated at $13.7 in 1976, which compares with per capita
net oil receipts on the balance of payments of $23.1 (1975).

Branches of industry

Detsiled information on the structure of the entire industrial
gsector in Indonssia is scarce. Available statistics contain information
on large- and medium-scale industries 1/ only, while little is known about
the structure of the important small-scale and cottage industries sector,
which is estimated to employ more than 4 miliion persons. Unlesa other-
wise indicated, the analysis in this profile refers io the large- and
medfum-scale industries.

1/ Until 1973 the statistical def nition included esiablishments with

= 10 or more work..rs not using power or with 5 or more workers using
power equipment. From 1973 onwards, the statistical definition was
changed to include establiskments with 20 or more persons engaged.
A statistical analysis of the situation before and after 1975 is

therefore not entirely comparable.




™™o branches of industry predominate in the manufacturing sector:
i) the food, beverages, tobacco and ii) the textile industry sector.
These two branches of industry accounted for the overwvhelming propor-
tion cf all marufacturing activities in Indonesia,e.g. 60.4 per cent of
nstablishments, 65.7 p. ~ cent of employees and 52.8 per cent of value
added in 1976 (Table 2.3). Both sectors have undergone rapid changes.
Value added increased at a remarkably high rate,especially in the textile
industry, primarily due to labour productivity improvements. 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, paper and metal products

industries.

In Table 2.4 the manufacturing sect .. has been classified into
consumer, intermediate and capital goods industries. According to this
breakdown the consumer goods industries continued to play an increasing
role in the Indonesian manufacturing sector. In 1976, they accounied for
76 per cent of all estaublishments, 75 per cent of all employment and 51
per cent of total value added. A considerable number of new capital goods
industries have been established in Indonesia in recent 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 manufacturing sector may also be divided accordiny tc heav:-
and light industry. Tn 196¢ heavy industries (including chemicals,
fertilizers, basic metals, cement and refinirp) accounted for 4f per cen:
of manufacturing value added and light industries for 52 per cent. By
1975, heavy industry accounted for 53 per cent and light industries for
47 per cent. The respective growth rates for 1968-75 were 14.6 per cent fcr
heavy and 11.2 per cent for light industry. These figures do not revea'
that a significant shift in the industrial structure has occured;however, if
present trends in the structure of industrial investment continue, with
strong emphasis upon heavy industry, it could result in an unbalanced

industrial structure.l/ The growth of light industries which include

l/ World Bank; Probleme and Prospects for Industrial Development in
Indonesia, May 25, 1978, Vol. I, page iv.




Table 2.3 DNistribution of manufacturing establishments, employces and value added,
by sector, 1970 and 1975-75 a/

(Percentage )
—unber of establishrente ninber of employeep———————e ———— /g ] 40 addedk
e Proiuct Share Growth Share Qrowth Zhare aremn
g/ 1975 1975 "a% 19708/ 1475 1976 0 eras/ 198 wr6 i
3*  Fuod, boversge: ani tobacco 21,0 31,78 ja2.62 -1.717 51,7 37.58 33.1% 12,08 9.3  4¢.97 37,70 [P
32 Texziles 28,2 3TN T.M =-16.19 19,1 30,37 26.62 -5.74 10,8 14.87 15,07 6,0
1222324 Yezcins apparsl, leather
i foctaear 1.5 2.3} 2.3 -1,48 1.2 1,49 1,52 1,15 2.7 2.0 1,317 ="t
3 s22% and furniture 5.1 7.02 8.2) 12,1) 1.7 5.09 519 9,90 1,1 .80 1,77 13,00
32 Pacer and prinsing 3.5 3.28 4,52 1,08 2.3 3,45 1.40 6,18 1,1 1.47 2.23 et

Z. Thavrzals 7.3 7,74 8.3 1.38 17,2 a,28 8,81 10,45 15,3 14,56 ‘5,14 A
34 “om-~mctallic minerals 5.0 7.52 7.54 -2.76 2.3 4.9 4.2 3.94 3] 5,33 5,9 LR
1T Rasic metals - ¢, 15 0.22 18.46 - .39 n.54 51,72 - 0,23 nB1 AR
»3 Meuval praducts 6.3 6.79 7.59 6.3% 3,7 8.'s 10,24 15,13 4.7 1.5 .02 &1, "7
33  Cther inlaetries 1.2 0.67 0.81 15.52 3.3 0.60 0.%1 -8.89 o7 0.22 MSA 222,05
k) Total manufacturing 1€0.9 1€2.02 130.70 -4 31 15€, 0 106,50 100,20 7.5% 180,80 N QO 170,00 14,47

{Nawdber of establishments) ———(Number of employees }—— Milien rupiahs ——

(16,671}  (8,684) (8,310) (868,900) (7%0,902, (807,600) (104.51)(202,37)  (6.:8.66)

Source: Based on the UN Yearbook of Industrial Statistics 1977.
3/ Extablishments with 20 or more persons engaged.

b/ Net of non-industrial costs,
g/ Establishments with 10 or more workers not using powen or with 5 or more workers using power equipment.




o f N

Table 2.4 Distribution of manufacturing establishments, employses and value added by consumer,
intermediate and capital goods industries, 1970 and 1975-76 a/

(Percentage)
taimver of pstablishments Zunter cf employees Value adred

T = Share— Orowth y Share Crowth Chare— Treatn
3ToS 1975- b P 1975= v/ . . 15
13705 wers aers e werer aers aene T e’ wre s VT

Nt g e/, . .
NZinly Sansumer naiel.rallenc 5.2 7.8 75.53 -5,23 6.3 77.76 75.39 4.28  15.5 64.78 60,55 25,57

5/

Marsly ointer-ceiiats gusdad 13.6 16,42 16,88 =018 20,0 13,76 13.R8 8.52 19.8 21.85 21,54 A4,

urablas §.3 5.7 7.82 7.€5 3.7 8..8 10.72 35.95 4.7 13.39 19,81 58,£2

o0 10,0 100,07 -0 ‘e 0 102.00 1CC. 00 7.5% 100.0 10C. ¢ 100.C0 4,27

Juarcrr Busoed onothe TV Yeardoox of Induatrial 3tatistice 1577,

7 - 5 . .
a Fsradlisameints with 27 cor more persons engaged.
X, Esiarlizhmenis wWitL 10 or more workers nct using power aguipment or 5 cr more workers using pcwer equipment,
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many smali-scale incusiries has been relatively slugFich in

ch in recent vears,
As a result of structural change and product diversification, significant
growth in production has taken place in recent vears 1n regard to a number
of relatively new manufacturing products, which a few vears ago Were non-

syistent or negligitle. This applies to ferti1lizers (urea ard amoraa

sulphute), cement, glass, automobile tyres, radio and TV sets (assembly),
galvanized iron sheets, autorobile and motorcycle assembly, sewing machines,

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

Size and regional distribution

Data on size distribution based upon employment and value added
varies considerably from one source to another. The Industrial Census
1974 /75 records a totai of 4.9 million persons engaged in manufacturing
and a total value added of Rp 596 biliion while the Intercencal
Population Survey (SUPAS) records a total ¢f 3.6 million persons engaged
and Rp 890 billion value added in 1976. The data should therefore be

interpreted with some care especiaily in regard to cottage industries,

Table 2.5 summarizes the major indices of the distribution cf
manufacturing industries by scale in 1974/75. The t{able shows the
importance of cottage industries irum the point of view of employment
with 3,9 million persons engaged (80 per cent of total manufacturing
employment ) and the predominance of large- and médium-scale industries
in terms of value added, repreasnting around 80 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 may be classified as
"local”, "clustered" or "independent” industries in the context of ‘heir
gsocio-2conomic environment and Government's measures for their asfistance:
ﬁ) "local” industries refer to small- and medium-scale indurtries which
are based on a limited market like a single village community.
This type of industry which may be classifiea as "househ~id
industry"” comprises the majority cf small- and medium-scale
industries in tern's of the number of establishments. The
products are sold by the manufacturers directly to consumers

without recourse to intermediary distributors.
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Table 2.5 MNistribution of manufacturing indusiries by scale, employment and value
added, 1374,75 a/

Fuzber of , Value added Value Reference
Percentage at market Percontage added per year
establishments— Workers share prices c / nhare worker
(umits) (*o000? (% b) (% v000)
Statistik industri
iarge and medium 8,487 661.7 13 476.9 80 121 1974
Small 44,475 343.2 7 44.2 7 129 i975
Cottage 1,234,511 3,899.9‘3/ 80 75.1 13 19 1974/5
Total 1,287,473 4,904.82 100 596.2 100 122
Supas 3,560.1 (890.0)°’ 1976

<,

’
a,;

e/

Source: Pester McCawley and Maree Tait, 'Nes Data on Pmployment in ¥anufacturing \‘9'[0-77: Bulletin of Indonesian

Economic 3tudies, March 1579, based on: Biro Pusat Statistik, Sensus Industri 1974/75.

At the time of the Sensus Industri 1974/75 new definitions of firm sizes were sicpted which are being
used for all industrial statistics issued by BPS. The old and new deéfinitions are as followss

o1d New

large [L): 100 or mors employees 100 or more employees
without power, or S50
or more with power.

Medium (¥): 10-97 employees without 20-99 employees
power, or 5-49 with power

Small (S): 1-4 employees with power, or 5-19 employees
1-9 employees without power

Cottage (C): establishments without paid establishments with less
workers than 5 workers (including

unpaid workers)

The Indonesian fovernment has reportedly further amerded the definition of sn-11 industries from 1 #April
1979 (Asia Pesearch 3ulletin 31 Yay 1979). Accordingly, industries with capital amounting to Rp 100 sillion
(1.® 160,000) (and Rp 80 million (US® 128,000) for housing industry) will be classified as small., The
number of workers /employees will no longer be taken as a criterion. "Small industries” will be further
sub~divided into five categories: non-existent industries, indu,tries. in an embryo state, industries
engaged only as a side-line and not as a major means of income, industries aireadv providing incows and
established industries,

Figures according to the 1974/75 industrial cencus are 48,221 for small industries; 5,746 for medimm
industries and 1,306 for large industries.

The data fcr value added have been adjusted to 1974 prices by deflating data for small firms by 20 per
cent and for cottage firms by 10 per cent.

Strictly speaking, a worker in the cottage sector (defined as a ‘pa-ticipant’ in the Sensus Industri data)
is qualitatively different to workers ii. the other sectors because intensity of work !u measured in
annual mandays of work per worker) in the ccttage sector is low.

Sectoral national income estimates, 1974. No sxplanation is available for the large discrepancy.
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(ii) "clustered” industries refer to th-se small- and medium—scale
industries that are indiv:dually small in scale but form
a "cluster”™ or geographical production area of many 1indiviagual
establishments that produce the same lines of products, which
are collectively shippea bty mercharts tc larger markets
covering wider areas. Machinery is seldom used and labtour
is provided by family or community membters. The main products
produced corsist of beantoo and willow craft articles,
roofing tiles, eartherware, coconut sugar, batik, textiles,
tahu and tempe, fishing nets and gear, wooden manufactures
and furniture, metal castings, shoes etc,

(iii) "independent” industries refer t¢ small- and mejiun- scale
industries that are relatively large in scale and have a
capacity to develop technologies arc seil their products ‘o
markets covering wi:ler areac., Am~rng these enterprisec, a
distinction car te made between th-re that have a cer*ain level
of established mrnapgement system  maragerial corganired type)
ard those that have no managemer: :ystem of any scrt {household

tisiness type'.

The arsve distinction is important . re poart o€ view of Tsvernmernt

policy measures reguired for ‘he devel-rment of the three type= of rnall-

and medium-sczle 1ndustries ’ree Charp‘er V),

Industrial location is heavily concertrated in Java and Madura with
72 per cent of all larpe-, mediun- znd small-rcnle irndus*rinl estatlishments
(Table 2 £.) compare: with a chare of parulat:inn of + 3 per cent. Fecent
data indicate that snme 54 per cent' of foreisr. irvestmert and «(Q per cent
of donestic investment are crncentrated ir Jav-e, erpecialiy ir Jakarta and
1tF vicinity. PReing the moct engely norvlzted aren Tava - roc ceryoope
protlems of un- and under-em;!nymert, and several repions are cigtresced
or potentially distressed. fin-e apricultursl exjarnsion 1s veverely
constrained by the l!ack of rew land area ari ‘.aitatiore i npricultural
productivity improvements, the role of non-zpricultural jevel,, men | :n
particular manufacturing, ir . -atirng rew employment orpertnL - treg neg
become increasingly important in Java, Most nf the —nre me. <rmanc also
originates here, and there 1 a relat:vely well 2:tvance: 1nfrastructure
including a solid arnd exteneive rail and road netwnrk, Irdustrial expansion,

in particular of consumer goods,seems to provide a feasitle alternative.




The medium- and larpe-scale irdustry na‘epory is almost entirely

cernfined to Java and #adura, accounting for Pé per cent arnd €1 per cent,
respectively, of the number of establishmen*s. The luter Ttlands,depending
primarily upor agriculture ard extractive 1irdustries, are well endowed

with natural resources; however, the infrastructure 1s weak. The pattern

of industrial development is heavily raw material-oriented, with
practically no forward linkages. Riw materials originating from the

Outer Islands are largely being erucrted in an unprocessed form and
account for the bulk of all Indonesian exports. Their 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 industrisi
capacities and export these in processed form. Other possibilities for
industrialization of the Outer Islands are in the field of paper, petro-
chemicals and aluminium goods, but some of these are largely capital-—

intensive in nature and contribute little to employment generation.

The pattern of location of the medium= and large-scale industry sector
is urban-oriented and mainly centered around Jakarta, which accounts for
9 rer cent of all medium- and large-scale manufacturing establiahments
and 7 per cert of manufacturing employment. This 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 Jakartcz region. Nearly 40 per cent
of the total public development experditure in recent years occurred in
Jakarta. The couutribution of Jakarta to national income was double its
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.
Tndustrial location of medium-- and large—scale industries have also cantered
around other large cities elsewhere in Indonesia,in particular the Javanese
cities, Surabaya, Semarang and Bandung which are important industrial

centres.

Having stated the above in regard to the medium- and large-scale
industry sector and taking into account the limited information available
on the small-scale industry sector in discussing spatial aspects of
industrialization, there is little justification, however, for claiming

that industrial location in Indonesia has been excessively urban-oriented.




Table 2.6. Regional distribution of industries 1974/75 by Sizs

Nedium Industries W Smal)l Tndustries Total Industrien

large Industries ______

o wata ware ot whare of . of esta- sware ofr wbare of . of ema- share of  umreofs  Nmmer o Percantags  Percentage

blish- total in-  total in~ blish- votal in- total in- blish- total in- total in- blish- total in- total 1n-

sents dungry in dustry in ments dustry in  dustry in ments dustry in dustry in ments dustry in dustry in

region Indonesia region Inconesia region “ndonesia region Indonesia
Suratra 140 2 11 414 5 7 T£05 93 16 8159 100 15
Java 1,089 3 8 4924 12 86 33859 85 70 33872 100 12
Bali 15 2 1 49 6 ) 712 92 1 776 100 1
Nusa Tenggara 8 1 1 12 8 1 818 91 2 £99 100 P
Kalimantan 32 2 2 121 8 2 1347 90 k) 1500 100 3
Sulawesi 17 - 1 149 4 3 1658 96 8 3B24 100 7
Maluku L) 3 - 7 6 - 100 9 - 110 100 -
Irian Jaya 2 2 - 10 7 - 122 N - 134 100 -
Total Indonesia 1,36 3 1% 5746 10 100 48" 87 100 53274 100 100

Source: Institut fUr Wirtschaftsforschung , Die Irdustrialisierung der Entwicklungslinder und ihre RHickwirkung auf die Deutsehe Wirteschaft - lhnderstudie Indosesmier,
Mmich, March 1979, page 125. Based on: Biro rursat Stailefik: 1974775 Industrial Ceisus -; GStatistioal Yearbook ol Indonesia, 1975, page 450.




in the 1971 Census of Population, slightly more than three -fourthgof tne

labour force was classified as rural and only around one-fourth as urban,
with slight differences among individual regions. linlike many other

developing countries the large rural-based labour force in manufacturing,

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

for an employment-oriented and poverty-focussed industrialization strategy.
The 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 the past. The
Government, however, has taken many positive steps in recent yvears to

1/

examine— and support the small-acale industry sector. The 7Jovernment
regar-.s the geographical spreading of industry as a key element in its
industrial policy and encourages industries to be estahlished 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 sector of the medium- and large-scale category, primarily
in urban areas and in Jjava. This has led to a marked difference in the
pattern of development between the traditional and modern sectors and
intensified the dualistic structure of the Indonesian economy. If uncheckc&?l
a continuation of this pattern of industrial development would contribute
to aggravating existing disparities and would lead to a more uneven ircome
distribution, a lower rate of employment and a higher pressure on the

foreign exchange rescurces,

The possible effect which the high growth of manufacturing employ-
ment in large- and medium-scaie indusiries has had upon growih and empioy-
ment in the small-scale and cottage industry sector is an issue which has
attracted great attention. The only data which cast any light or the zrowth
in the small- and cottage industries is information from regional income
estimates prepared on a provincial basis (Table 2.7). While the data
must be interpreted with some caution, they suggest that in the small-

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

1/ See for example: International Nevelopment Centre of Japan, Incdustrial
Development in South-east Asian Countries: Small- and Medium-scale
Industries - Republic of Indonesia - Phase I, 1977/78.

2/ 1Income Distribution, Bmployment and Growth, A Case Study of Indonesia.
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 presumably little productivity growth in

small and cottage industries during this period, employment would also
appear ‘o have been growing at the same rate. The data therefore lend no
support to the hypothesis that total output and employment have been falling
in small and cottage industries during the 19708 as a result of backwash

effects from the modern sector.

Table 2.7 Annual real girowth rate of value added in industry
in selectei provinces, 1969-1975

a/ Large and Small and

Province Weight =/ Period Total medium 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 3.8
Jakarta 7.5 1964-75 1.7 8.1 18.2
West Java 13.2 1969-71 6.4 7.9 2.1
1973-75 10.5 9.9 13.7
Jentral Java 20.6 1969-T75 12.1 13.3 9.6
East Java 24.4 1969-71 7.4 6.7 8.4
West Kaliisantan 1.8 1969-75 8.0 7.3 12.9

Source: Peter McCawley and M. Tait:"New Data on Manufacturing Employ-
ment 1970-7T74 Bulletin of Indonesian Economic Studies, March 1979.

3/ Value added (current prices) in the induetrial sector in the province
a3 a share of total value added in industry in Indonesia in 1971 (which
was Rp 356.6 billion). Total of the provinces included in the Table is
84.1 per cent.

BEnployment and manufacturing

The number of nersons recorded as employed in manufacturing vary
quite widely depending upon data-collection procedures and the definition
applied in the Intercencal Popu’ation Survey (SUPAS) and Sensus Industri

1974/75. According to Sensus Industri 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 (suprAs)
record 1.6 million pe©ple 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 wanufacturing is higher than in other
sectors such as agriculture and trading. Of the SUPAS estimate of

3.6 million employed in manufacturing, about 80 per cent were working
in rural arecs (mainly cottage industry), about half were women, the

ma jority of whom were "own account workers" or "unpaid family workers"”.
Important as the cottage 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-gcale 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. 1In spite of the
apparernt weakness of the basic data bas 2 the general picture emerging
i, that manufacturing employment grew at a high rate of 11.8 per cent
from 1970-1973 (according 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 empioyment ras
been observed. One implication 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 about 900,000 even if this rate were maintained,
would provide direct employment to around ¢ 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 persone,reapectively.

1/ For an analysis of discrepancies and definitions used in SUPAS and
Sensus Industri see: Peter McCawley and Maree Tait: New Data on
Employment in Manufacturing 1970-76, Bulletin of Indonesian Economic
Studies, March 1979.

2/ same as 1/.
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Table 2.8. ..stizites of empl.vuent in lar;> and e iius firme, 1370-1317

(thousends of workars)

o 7rowth rates
01d definitions New definitions (per cent
ISIC Secto ar_sonue
ector 1370 1373 1373 b’ 1974 1975 w10 T
(=atimate) 1973 1377
311-12  Pood 270.6 343.0 ¢/ 188.7 196.84° 221.4 4/ 224.24° 8.2 5.1
313 Beverages 5.2 5.9 4.9 4.7 6.0 5.9 4.8 6.2
314 Tobacco 173.4 152.0 136.0 128.0 153.5 152.6 0.4 10.0
321 Textiles o 158.6 233.4 178.3 165.0 215.0 198.7 13.1 4.3
322 ‘.earing apparel e/ 1.9 2.1 2.4 2.6 4.1 4.9 6.4 2C.4
3234 Leather and products 5.7 6.5 6.5 6.6 9.0 9.0 0.8 3.8
3312 Wood procducts 14.6 41.4 20.6 22.4 41.6 45.2 43.8 24.5
341 Pa?er_producte 4.7 1.9 7.0 1.3 3.2 8.8 19.9 7.1
342 Printing 15.1 19.5 14.8 14.7 18.4 17.7 9.2 6.0
351,2,6 Chemical products 33.8 48.1 ¥%.5 38.1 58.2 56.3 14.3 14.6
355 Rubber products 115.6 187.3 ¢/ 44.6 45.7 48.2 £ &3.3 ¢ 17.3 2.6
K13 Lon-metallic minerals 2C.C 45.6 23.9 4.5 34.) 5.5 © 33.4 1.9
3%1 Iron and steel - - 1.6 2.1 4.7 5.C - 17.1
381 ¥etal products 16.7 27.3 18.6 21. 1.2 235 )
382 Fanufacture, repair of ? 3 M 183 13-4
macnines 4.8 12.3 6.7 7. 7.2 10.5 48. 5.6
383 Eleztrical goods 1.5 16.1 8.7 2.2 17.3 2.6 57.? 2;.5
3{3[ Transpcrtation 7.1 14.9 13.7 14.5 25.3 25.0 4.5 13.3
330 Other 1.5 5.0 8.3 B3 4.8 5.1 7.1 -15.4
Total employment L, and M 858.8  1,175.0 633.2 Tih.3 Iz .1 315.7 11.8 5.9
Alternative estimates, excluding
estate sector
311-1. Pood {exch tea 31220) 2/ 20 3.2 281.8 121.3 121.0 138.3 134.3 12.0 3.0
314 Tosacco (exch 31410) 22.5 32.4 73.3 83.3 1¢7.7 12¢. c.4 .
355 Rubber (21433321 and
33522} g/ _A.0 11.2 1.9 13 10.5 1.2 8.7 1.t
Total manufacturing employment - ) - o
excluding entaten 5i2.) 871.9 555.0 549.2 743.4 7125 .1 12,9 3.0
Source: P. kclawley and K. Tait,"New .:ta on Employment in Fanufacturirg, 1)/5-777 Builotis of Iadoawmien 5o =

Studies, ¥ar:h 1373, based on Jiro Pusat Statistix, Jensus Iniustr: 1370 27 watistik Iroustri various yrais

Calculated from semilugaritnmic regression ejuations fitted to data shown in the Taile.

as

b/ Calculated by projecting 1374-77 data backwaris using semilogarithmic regression equaticins.

¢, Data for tea processing (31220), smoked rubber (135571} and rubber remilling (35522 c.mponenis unavailable o 1574
assumed here to be the same a3 for 137..

i ' Employment in tea processing (3h! .} estimated by assuming that all tea factiories redii.el in the [ and Y o srory
under the new definitions, and that employment rcse pari passu with physical output {oatpit astamnies Luon ‘e
.ndikator pkonomi series) taking 1372 as the base year.

L] In 1370 and 1371, carpets and rug marnufacturing; {1nd in 1971 gunny sacks) were cla-cified 1: the pudlicatioss urnder
taxtiles and in sutsejuent years under w@earing apparel; in this Table they have beir clasaifier for all ye.rs ur oy
textiles.

T’ Employment for estatss estimated b; acsuming thut emplovment rose pari passu with prynisal cutpa | ntpur eatimles

from the lndikator Ekopomj series), that a substantial number of rubber firma were exclaled fros ihe L ant v calapa
under new sise definitions, and that 1974 was a satisfactory base year.

£ 1370 data unsvailable; assumed here as same as for 1371,

|
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Table 2.8. also reveals that employment growth has been slow in
traditional industries such as food, beverages, textiles and rubber
products, which accounted for more than half (5€ 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
equipment, chemical products, metal products and non-metalic minerals.
The data appear to indicate, that the "easy" stage of import substitution

r.ay be coming to an end in several braches of industries.1

The productivity, measured in value added per employee, is
highest in large- and medium-scale industries, Rp 721,000, and
declines rapidly with smaller units to Rp 129,000 in small indus-
tries and Rp 19,000 in cottage industries (eee Table 2.4) (1974/75)..
The employment effect of thLe medium- and large-scale industries
vis-B-vis the small-scale manufacturing and cottage industries, however,
need careful consideration. The employment effect can be analysed by
using the grose-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
for'the small-scale industries. Thus the employment elasticity of the
small-scale manufacturing industries is abou. twice the elasticity of
the medium- and large-scale industries, Therefore, if small-scale
industries can be develoned more intensively, they can ofter a

promising contribution to the probtlems of unemployment in Indonesia.

A similar analysis has been made at a more disaggregate level.
According to this analysisg/ the employment output ratio, reflecting
the effect upon employment of an increase in output of one percentage,
hag been estimated at +0.18 for the manufacturing sector as a whole
for the period 1968 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 8till below the ratio of 0.5
applied in the seocorid development plan. The incidence of employment

rotential varies considerably among individual branches of indwstry. -

l/ Peter lfCawley and Maree Tait: "New Data on Manufacturing Employment
1970-76; Bulletin of Indonesian Economic Studies, March 1979.

g/ Bpployment and Training Pattern. “Problems and Requirements in the
Manufacturing Sector in Indonesia’, ILO Report, March 1975.
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The ratio is particularly high in the following branches of industry:
electrical machinery, printing ard publishing, wearing apparel,
non-ferrous metal industries, transport equipment, tobacco, wood

produc .8, textiles, machinery and metal products.

Import and export of manufactured goods

Indonesia's export structure is heavily dependent upon petroleun
exports while its import structure primarily consists of manufactured
goods. There is a strong external trade deficit in manufactures. The
share of manufactures in total exports was limited to around 3.5 per
cent in 1977, while the share of manufactured imports relative to total
imports was as high as €2 per cent (Table 2.9.). Thus, 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 manufacturing imports. The
manufacturing sectnr in Indonesia is therefore strongly oriented towards

the domestic market and at the same time highly dependent upon imports.

Manufactured imports have pgrown less than amarnufactured experts
and also less than overall imports. Yet in 1977, manufactured 1mports
were still more than tenfold the level of manufactured exports. The incidence
of capital goods imports, especially machinery and transport equipment
has gained prominence in recent years, and now account for 37 per cent
of all imports in 1977. Capital goods imports in 1975 were eightfold
the level of 1969. Import of raw materials and intermediate goods
have also increased rapidly, more than threefold from 19¢9-75, especially
in regard to metal products, chemicals, fertilizer, paper, yarn, cement,
paint and chemical products. They 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 manufacturing relying
heavily on imported inputs including many small-scale industries.
Concu.* ntly, vith these trends in rav material imports the share
of convamption goods in total imports has declined significantly

from 35 per cent in 1969/70 to 18 per cent in 1975/7€.




Table 2.9. Import and export structure, 1371-1977

Imports c.i.f.

Exports f.o0.b.

SITC Products 1US$ 000 percent nse 1non ver cent
Average annual Averape annual
growth rate growth rate
1971 1977 13711977 1971 1977 1971-1977
0 Food and live animals 98,867 958, 842 46.0 179,552 1,066,226 34.6
1 Beverage and tobacco 3,652 20,799 33.6 17,651 55,862 211
2 Crude materials excluding
fuels 22,152 227,143 47.4 436,874 1,760,940 26.1
3 Mineral fuels 28,894 734,683 71.5 477,933 7,378,566 57.8
4 Annual vegetable oil - - - 45,374 193,096 27.3
5 Chemicals 138, 251 619,047 28.4 5+ 554 60, 299 48.8
5 Basic manufactures 326,381 1,177,084 23.8 24,923 235,321 45.4
1 Machines, transport
equipment 438,648 2,270,330 31.5 6,397 53,641 45.1
8 Miscellaneous manu-
factured goods 43,715 159,986 24.1 - 28, 840 -
I Goods not classified
by kind - - - 4,721 - -
0-9 Total 1,104,256 6,182,581 33.2 1,199,465 10,852,626 44.3
of which
Nanufactures SITC 5
t0 8 947,005 3,824,714 26.2 36,874 384, 701 47.8
Share of manufactures
in total 85.8 51.8 - 3,1 3.5 -
Source: UN Yearbook of Intergational Trade Statiatics 1975 and 1978.

_a{-

< St
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Imports of capital goods, raw materials and intermediate goods have
thus increased continucusly in line with the process of industrializa-
tion and resulted in an unuvsual high proportion of such imports in
relation to manufacturing value added l-. The implications of such
an unusual high import component of th® manufacturing sector are
firstly that far-reaching 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 compounded by the recent devaluation. The ma jor sources of
supply of Tndonesian 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), Pederal Republic of Germany (7.9 per
cent) and Thailand (5.1 per 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 1977) and to manufacturing value added (10 per cent) has
remained insignificant, with few signs of diversification. The rapid
growth of manufacturing exports has been mainly attributable to
significant increase in copper, tin, chemicale including fertilizer
exports. In 1978 non-oil exports increased by 2 per cent attributed
mainly to tin, rubber and palm oil2 . The recent devaluation of the
Rupiah in November 1978 has further stimulated export growth of a
number of manufactured products, inter alia, textiles, fertiliger and
cement. The major buyers of Indonesian exports abroad in 1977 were
Japan (40.2 per 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 ASEAN regional co-operation.

l/ Performance and Perspectives of the Indonesian Economy. Institute

of Developing Fconomics, Tokyo, March 1976, page 160.
2/ Source: Asia Research Bulletin, 30 June 1979.




Capital formation, investment and sources of financing

In the early 19708 industrial investment in Indonesia
accelerated rapidly reflecting the growing confidence of both foreign
and dcaestic irvestors in the economic potential and social stability
of the country. The rate of implementation of foreign and domestic
investment has generally been faster in manufacturing than in other
sectors. The rate of growth of capital formation in manufacturing
has both been impressive and diversified in the early 1970s Table
2.10 contains data for the period 1970-1976. While the bulk of capital
formation has ben channelled into the traditronal branches of indus-
tries such as food, beverage, tobacco and textiles, significant
erowth of capital formation has also been observec in the meta! products
and non-metalic nimeral industries. Unfortunately, the table excludes
petroleum based industries, where substantial foreign investment
activities are concentrated and alsc the small-scale industries :ector

for which lack of data preclude a review.

As far as investmernt projects, approved by the Tnvestment
Co-ordinating Board (ICP) under the domestir arndi foreign investmen?
laws, are concerned, the following tables indicate the achievements
during the period 19¢7-1977. Table 2.11. shows that domestic investment
approvals peaked in 1972, primarily due to the presence of a few very
large investiment projects in resource based industries. Foreign
investment rose sharply from $665.7 million in 1973 to $1,139.5 million
in 1974 and $1,934 million in 1974, but has since declined to $433.8 million
in 1977. The reasons for this slowdown in foreipgn investment, have no
doubt been the recessinnary conditions which prevailed in capital
exporting countries comb:ned with the financial difficulties surrounding
Pertamina and the more restrictive measures being applied by the
Covernment towards foreipgn i1nvestment. These developments have no
doub?! adversely affected the investment climate for private foreign
investors. Toreign investment if expected to have declined after the

1978 devaluation of the Rupiah.
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Table ~.1U. Gruss fixed capital formation ir manufacturing industries, 1970,
1975 and 197 a/

(£stablishments with 20 or more persons ergaged)

T5IC Product Rp '000 million Percentage
197027 1915 1976 90 1915 196
31 Food, beverages,tobacco 16.51 32.46  63.12 44 .1 18.20 31.38

321 Textiles 10.20 50.73 44.00 27.3 28.45 21.88

3}?2- Wearing apparel,

324 leather, footwear 0.29 1.28 0.42 G.8 0.72 0.21
33 Wood 0.10 14.75 16.03 0.3 8.27 T.97
34 Paper and printing 0.30 6.53 3.81 0.8 3.66 4.88
35 Chemicals 7 6.68  19.34 17.45  17.9 10.85  8.68
3%  Non-metallic minerals 0.29 .02 21.23 0.8 14.33 10.56
37 Basic metals - 0.16 1.73 - C.09 0.8
28 Metal products 3.9 26.09 26.20 8.0 14.£3 13.03
39 Other industries 0.03 0.37 1.12 v.1 0.21 0.5%

3 Total manufacturing 37.40 178.33 201.11 100.¢ 10C.00 100.00

Source: Based on UN Yearbook of Tndustrial Statistics, 1977, vol. T.

a/
L /

The value of sales is not deducted.

Establ ishments with 100 or more workers not using power equipment or with
5 or more workers using power edqaipment.

¢/ Lxcluding petroleum refineries and products.




Table 2.11.

Tomestic and foreign investment approvals by the

Invesiment Co-ordinating Board (ICB)

Domestic Foreign
Number Average Number Average
Year of :Ibtal value per of Total value per
. value . value .
projects project projects pro ject
(#p billion) (Rp billion) ($ million) (t million)

1967 - - - 20 162.8 8.1
1968 2 0.6 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 0.7T1 98 391.7 4.0
1972 375 212.2 0.56 81 529.1 6.5
1973 616 599.6 0.97 121 665.7 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 309 511.6 1.66 29 433.8 15.0

Total,

1968-77 2,591.7 0.93 780 6,925.9 8.9
January -

March

1978 &/ 80 292.8 3.54 2 61.0 30.5

Total 2,859 2,884.5 1.01 782 6,986.9 8.9

Souree: Bulletin of Indonesian Economic Studies, July 1978, page 28, based upon

BKPM, Laporan Perkembangan Penanaman Modal, ipecember 1977, January 1918,

February '978 and March 1978,

a/ Net cancellaticne and revisions.




Table 2.12 shows the distribution of domestic and foreign
investment approvals by economic area 1967-'1977, manufacturiag
dominate in both domestic and foreign investment accounting for
two-thirds of all domestic investment approvals and €0 per cent of
foreign investment approvale (value). The textile industry is most
prominent among manufacturing sectors comprising nearly 20 per cent
of domestic approvals and 1¢ per cent of foreign approvals. Chemicals,
food processing and non-metalic mineral products have attracted
domestic investment,while base metals industries have attracted a

very large share of foreign investment.

Table 2.13 summarises the foreign investments in manufacturing
approved by the Investment Co-ordinating Board (1ICB) by branch of
industry and by ccuntry ef origin from 19€7 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, textiler chemicals, and basic metal products, While
foreign investment from the United States, Hong Kong and Singapore has
mainly been directed towards chemicals and fabricated cetals. An
examination of foreign investment in Indonesial/ has revealed that
22 per cent of total foreign investment projects in manufacturing
emanated from developing countries rather than industrialized countries.
The observation has been made thatl/ foreign investors from developing
countries are significantly different from the investors of the
developed countries in the sense that they zeem to be smaller and their
technologies considerably more labour-intensive. They are mostly
represented in industries with little prod ct differentiation and slow
technolagioal change. Due to the existing wage differentials in
South=sest Asia there seems to be some scope for redeployment of indus-
trial capacity from other developing countries (Hong Kong, Singapore)

to Indonesia,especially in the field of export industries.

l/ Source: Louis T. Wells and V'R la Warren, 'Meveloping Country Investors
in Indonesia " Bulletin of Indonesian Economic Studies, March 1979,

)
page 72.
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Tatrle 2.1, 'cmestic and frreipn investmen' approvals ty the

Investment Co-ordinating Foard ty €conomic area,

. \ . a
1667 - 77 with first quarter 197¢, lncluszve—/

Pomestxég/ Yoreign
Number  Value Share, Number  Value Share,
Fconomic Area of (Re billier) total «f (% millicn) total
Pro jects value pro jects value
(per cent) (pe rcent)
Lericul ture 107 210 .t 7.2 51 162.¢ 2.4
Torestry uUoe 259.1 2.0 €1 524.5 7.9
Tisheries 25 17.5 0.t 18 77.4 1.2
Metal mining - - - 9 1,11¢8.8 1¢.9
Cther mining 12 50.0 1.7 ¢ 154.0 2.3
“ood Pprocessing 4¢0 264.7 9.2 €? 253.0 3.8
Textiles 462 551.4 19.1 t6  1,027.3  15.5
Wood products 12¢ 108.¢ 1.£ 17 73.7 1.1
Paper 149 95.0 1.1 17 108.5 1.c
Non-metallic mineral
products 122 253.8 &.9 20 471.1 7.1
Chemicals 407 15¢ .3 12.4 121 472.7 7.1
Pase metals 0 104.7 3.¢ 20 1,192.2 16.0
Metal-working 249 16¢7.7 5.8 129 3€9.2 5.9
Other Manufacturing 4 1€.5 0.f 19 17.3 0.3
Flectric power 1 1.2 .o - - -
Construction ¢ 15.¢€ 0.5 €0 8¢.5 1.3
1rade 1 0.9 .. 1 7.6 0.1
Hotels 98 81.6 2.8 10 185.9 2.8
Transportation 122 137.4 4.8 19 43.0 0.¢
Communication - - - 1 14.5 0.2
Trade Services 34 172.9 6.0 32 222.8 3.4
Sanitation services 1 0.2 .e 1 0.02 .o
Social services - - - 10 19.5 0.3
Recreation 17 1¢.9 0.¢ 8 3.3 .o
Other services 3 0.6 .o - - -
Totals 2,781  2,592.6 _ 100.0 782 €,626.4 100.0

Source: Mlletin nf Tndonesian Tconomic ~tudies, July 1972, page 30.
&/ Net of cancellations and revisions.
b/ Mo domestic approvals prior to 1968.
¢/ Totale may not add due to rounding.




Table 2.13, Approved foreign investment pro jects in manufacturing according to country
or origin and sectors, 1367 - March 1976

Industry _
Electricity ecuipment
Country of Textile ‘hemicals and appliances Jthers
1 gi t !
origin Amoup of Number of Amougt of Number of A“°“Vt of Number of Amoupt of Number of
capital ect capital . capital ect capital ect
(USE million® PPOIECESsnseiniyyiony  PTOJECYS  sinaniyyyony  PrOJects ot ieny  Drojects

America 31.7 5 8.2 23 21,6 10 116.4 34
USA (22,7} ra» (27,3} 20 121,41 133 103, 0} (3n)
Canada - - fo,30 10 - - 2.4 1o
Panama - - - - f2,m 743 (3.0) f1
Sahama 30 r1) - - - - f2.n rat
Europe 1R 5 53.3 3 2R.8 12 22n,n 56
West Jermany - - f11.58) r9° 12,3 (4) f151,6) (17 !
"nited Kingdom ‘4.3 1 f12.3) (5% (2,2 r2» (3.6° e 'z
Netherlands /75.%° an 14010 (3" RNCE rat f13.9° SRR i
Cthers e Al (17,40 £12° f1.4° (21 26,93 AR
Asia LN 53 25R.7 4 21,2 21 14001 151
Japan 137,80 fa (215.3) foe! f18,an f1 (137,11 (12
Yong Xong faps - RN 3.9 3 ‘o,00 23 142, 744
Singapore R a (5.7 (5> a1 (33 55.6° 24}
Others ST 2 125.8) 100 1 3 (65,3) 126
Australia 1.1 ! 4.7 6 0.6 1 68.4 22
Africa Cs5 ! - - - - - -

Total 691.0 70 344.4 109 80.2 44 1B06.9 276

-~

Source: Investment To-oriinatins Board.
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7 T .

Pro, .ons have been made for industrial investment for the
years 1977, 1978 and 1979: according to which annual average invest-
ments spending by Indonesian manufacturing and mining (other than oil)
amowmts in towml to about $3 tilliom in 197¢ prices. Of the total,
around ¢8 per cent will be represented by large-scale (and capital-
intensive) projects; 20 per cent by "oiher approved projects"; 11 per cent
by replacement investment: and 2 per cent by the small-scale sector.
Within the manufacturing sector the major investments were in petro-
chemicals ($570 million per year), steel ($270 million) and fertiliser
($270 million). This pattern of investment for 1977-79 is esiimated
to generate about 540,000 jobs as a lower limit or about 820,000 jobs
as an upper limit for the five-year period up to 19€81. While many of
the large-scale projects are expested to contribute to exports and
import substitution, they are not expected to create much direct
employment. which has been estimatedl/ at only 8,000 new jobs per year.
In comparison,the group of "other approved projects" are estimated to
generate 40,000 jobs per year at a eost of $14,000 per job while the
small-scale sector would generate €0,000 jobs per year at a cost of
$1,000 per job. These figures fall short of the employment target
of Repelita II and clearly indicate the importance of increasing

industrial investment in the small-scale industry sector.
Industrial linkages

The Central Bureau of Statistics (BPS) has completed the statis-
tioal work of an input- output table for the economy for the year 1371
with 66 subsectors. The input-output table shows a great deal about
the structure of the economy and various useful conclusions can be
derived from it. Table 2.14 shows tha backward and forward linkages
of the Indonesian industry. The backward linkages show the extent to
whioh the industry buys material inputs from other industries while
the forward linkages show to what extent the industry sells its products
to other industries. The development of industries that enjoy high
liakages may oreate favourable ccnditions for the development of those
industries to which they are linked either backward by purchasing or
forward by providing inputs.

}/ World Bank: Problems and Prospe: 3 for Tndustrial Developmant ip
Indonesia, Vol I, page ii, May 25, 19748,
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Table 2.14. Backward and forward linkages in Indonesian industry

Backward Forward
Name of industrv 1 inkage a/ linkage b/
Logging and sawmills .29 .57
Coal and metal mining <30 .37
Petroleum and natural gas .06 -37
Other mineral quarry .13 -84
Processed food .75 43
Beverages .64 .65
Cigarettes .67 .09
Spinning industries .70 .95
Textile, leather, apparel .69 .30
Wood and wood products .72 .53
Paper and paper products .46 .62
Fertilizers and pesticides .73 .99
Chemicals .63 .54
Petroleum refining .66 .66
Rubber products .65 .91
Non-metal minerals 44 .89
Cement .70 1.00
Iron and steel .75 .93
Non-ferrous metals .64 .68
Prefabricated metal products .65 .68
Machinery .56 .09
Transport equipment 47 .50
Other manufacturing .62 .32

Source: World Bank, Problems and Prospects for Industrial Development in
Derived from BDP 66 Order

Indonesia, Vol. 1, May 1978, p. 97-

Input-Output Table.

Backward linkage is the ratio of intermediate purchases of inputs to

total inputs.

Forward linkage is the ratio of intermediate sales of output to total

domestic production.

e
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The information given in Table 2.14 may be regrouped according
to the degree of forward and backward linkages and their combination
(Table 2.15). Accordingly there are six industries enjoying both
high backward and forward linkages, e.g.spinning industries, fertilizer
and pesticides, petroleum refinery, rubber products, cement, and iron
and steel basic industries. The development of these industries would
appear to be of high priority. Four industry groupsenjoy high backward
and low forward linkages while five industries enjoy high forward and
low backward linkages. Noteworthy are the eight industries exhibiting
low linkages in both directions, including, inter alia, machinery, chemicals
and paper products. These industries usually enjoy high linkages in
other countries. In Indonesia the situation may be explained by the
fact that imports have substituted domestic »roduction though this

has most certainly changed since 1971.

Various other ctatistical indicators can be derived from the
input-output table. .In this regard two indicators seem important, e.g.
the labour intensity of production in different industries and the
relative importsznce of imports in those industries. The first indicator
illuminates the range of potential opportunities for incredsing employment,
while the second indicator illustrates whether import substitution could
be achieved in some of these industries. Table 2.1 contains three
indicators of latour intensity (column (1) through (3)), e.sz. tne ratio
of wage costs to total cost and to value added and the ratio of value
added to domestic output. These are simple measures of labar jintensity
though all of them have conceptual defects. Taking the indicators in
column (1) and (2),the highestlabour intensity ratios are found in
machinery industries, wood products, paper and printing, non-metallic
mineral products, manufacture and repair of transport equipment, fertil-

izers and pesticides, textiles, leather and apparel.

In regard to import substitution the indicator in column (4) shows
imports as a percentage of domestic output. The Table shows ten indus-
tries for which imports were more than 50 per cent of domestic output
and three industries for which importe were more than 500 per cent of
domestic output. The list is headed by machinery industries, iron and

steel basic industries, and fertilizers and pesticides. However, it
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Table 2.15. Combination of backward and forward linkages in indnstny-f/

High Backward-High Forward

No. 35 Spinning Industries
39 Fertilizer and Pesticides
41 Petroleum Refinery
42 Rubber Products
44 Czment
45 Iron and Steel Basic Industries.

Low Backward-Low Forward

21 Logging and Saw Mills

24 Coal and Metal Ore Mining

25 Petroleum and Natural Gas Mining

38 Paper and Paper Products and Printing

40 Chemical Industries

48 Machinery, Electrical Appliances, Apparatus and Accessories
49 Manufacture and Repair of Transport Equipment

50 Other Manufacturing Industries, not elsewhere classified.

High Backward-Low Forward

27 Processing and Preserving of Foods
34 Cigarettes

36 Textile, Leather and Wearing Apparel
37 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 Bank, Problems and Prospects for Industrial Mevelopment in

Indonesia, Vol I, May 1973, page 97. Merived from RNP 66 oOrder
Tnput-Output Mable,

a/ Dividing line between high and low = .h5.




Table 2.16. Labour intensity and import dependence in Indonesian industr

Value Imports (at Imports as
Wages and Wages and added as landed cost) eioont .
salaries as salaries as percentage as percentage Pf ) g
percentage of percentage of ,f 4domestic of domestic °©F Value
total cost value added output output added
Logging and sawmills 14,2 2.0 0.8 - -
Coal and metsl ore mining 172.4 2.9 69.8 1.8 2,6
Petroleum and natural gas mining 2.5 2.7 94.0 3 .3
Other mineral quarrying 42.6 48.9 87.2 4.9 5.6
Processing and preservation of food b4 17.7 25.0 69.3 an.2
Beverages 11.1 3.2 36.3 8.8 26,2
Cigsrettes 4.5 11.8 1.7 - -
Spinning industries 10.9 3.8 29,8 83.0 2804 !
Textile, leather, apparel 12.0 38.3 3l.4 14.9 47.4 g
Wood and wood products 12.2 41,1 28.4 5.0 17.6
Paper and printing 18.7 3.4 54,5 69.9 128,2 )
Fertilizers and pesticides 13.4 49, 27.0 632.4 2,342,2
Chemicals 10.9 29.7 3.8 4.6 202,7
Petruleuns refining 3.3 9.8 33,5 4.7 14,0
Rubber products 9.7 27.8 3.9 46.5 133.2
Non-oetallic mineral products 16.4 29.1 56,3 28,5 50,6
Cement 1.7 25.) 30.3 5).6 176.9
Irun and ateel 10,2 3.3 6.1 691.0 2,647,
Non-ferrous metals 2.2 6.1 36,7 .7 105,64
Prefabricated metal products 12.8 35.2 36,4 52.9 145,)
Machinery (electrical and aon-electrical) 22.1 50,2 44,1 1,72.7 4,024,3
Manufacturing and repair of transport equipment 17.1 32,2 $3.0 3.3 $9.0
Other manufacturing 15.9 41.8 8.0 80,3 211.)
All Sectors 10.2 29.2 35.0 7.1 203.3

World Bank: Problems and prospects for industrial development in Indonesia, Vol. I, 25 May 1978,

Source:
page 95,
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should be noted that domestic output in some of these industries

has expanded significantly since 1971 and that the situation therefore
ie different today. Yet the Table clearly indicates the neavy
reliance upon imports while the figures provide only a starting point
for wore detailed analysis. It is esemntial to update and refine the
input-output table in order to use the model more efficiently in

future planning exercises.



Summa

In summary, Indonesia's industrialization process exhibits
the following broad structural features and characteristics:
ﬁ) a comparatively small, but "high-growth"” manufacturing sector,
whichy however, has been faced with declining growth in recent years:
(i) predominance of consumer-goods industries primarily food,
beveragres, tobacco and textiles; (iii) the lagging behind of some
important industries in the field of capital goods (machinery
equipment), several groups of intermediate products and some consumer
goods industries whick have left a gap in the industrial structure:
(iv) domestic market orientation found=d upon a large population
especially in Java: {v) uneven regional distribution of industry,
with heavy concentration of industrial output, employment, foreigm and
domestic investment in Java, especially Jakarta: (vi) a large handicraft
and small-scale industry sector which have important employment opportu-
nities but which ha® 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 growth with heavy emphasis upon the "organized" indus-
trial sector which, if unchecked, will aggravate existing disparities
in income and employment; ( ix) growing "dualism” between the traditional
small-scale industry sector and the capital-intensive, foreign technology-
oriented large- and medium-scale industries; (x) heavy reliance on
imported capital goods and imported raw materials for domestic manu-
facturing industries, implying wide ranging 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 domestic

investment projects in manufacturing in recent years.

|
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Chapter TTT
COMPARTSON OF PLANN™D TMIISTRTAT, D077 LOPM 34T

TARGETS WITH RECENT ACHIEVEMENTS

Repelita I, main targets and achievements

The First Fiv:-Yoar Dev~lopmont Plan - Repelita I - cover~t
the period from 1 April 1969 tc 31 warch 1974. The Flan concon-—
trated on agriculturc, particular food proiuction, an’ infrastructur-.
Iniustrial priorities wer~ primarily confin~d to s»ct- rs supporting
agricultur~, such as fertilizers, agricultural mechin~ry an! prec-ssing
«f agricultural prolucts. “mphasis was laii on improvem-nt «f ths tax
structure and unlike its prlecessor, the Plan ~ncourays>’ fureign
invostment. ARegulations wer~ freguently chang~! in ori r tc attract
an! regulatc private forzign invostment. During th~ Pler perio!
substantial improv-monts wers mad~ in the rchabilitaticern . f infrastructur:,
laying the fcundation for further lov.lopment . £ the economy. GIP rose at
an average rat: cf 8.5 p»r cent. Th~ shar: of th~ agricultural s-ctur in
GDP fell from 38.7 per cent tc around 33.2 per c-nt whil+ th shar -f
manufacturing rose frem 6.5 p-r cent tc 8.3 por cent (197¢-1974). Th~
agricultural sactor grow at an averag: annual rat- of 4.7 p°r ceont, primarily
Ju> to incrrnasel ric. proluction, while the manufacturing s~ct-.r grow at
13.7 per cont annually. Gross capital formation incr-as . ! at 22,5 pr cent
annually and its share cf GDOP was rais~2!l from 9.9 p'r crnt t. 14.4 p r cont

following significant inflow of foreign investmont.

Repelita IT, —ain targets and achievements

In the Sccond Five=Ycar Developmont Plan, Rrpnalita II, which crvered
thn poriod from 1 April 1974 to 31 March 1979, th~ av-rall conomy was
wxpected to grow at an annual rat~ of 7.5 per cent, population at 2.3 per
cent and per capita GOP at 5.7 por cent. The projret~i nv-rall growth of
population of 15.5 million was expected to place great demand on national
productive resources, in particular the industrial s-ctor, which was
~xpected to provide 22 por cont ~f the total projocte:i ~mplovm-nt incrnase
or nearly 1.2 million new jobs. 'he Second Plan envisaged a rapid expansion
cf thc manufacturing sector by betw:rn 11-13 per cent annually, 1:aling
to a planned increcas~ in the shar: of manufacturing in GOP from 9.8 to
12.6 per cent. The agricultural sector was cxpecteld te grow at 4.6 per cent

annually, implying a decline in the share of agricultur: in GDP from around
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40 tc 35 por cent. Overall investment growth was projacted at 13 per

cent annually leading tc a rising share of gress invesiment in

r-olation tc GDP from 17.7 to 23 per cent commensurate with a signi-

ficant rise in the sharc of public investment from 30 to 46 per cent of tetal
investement. Exports were foreccasted to grow at 23.5 per cent annually;
their sharc of GDP from 16.9 to 20.8 per cent. A significant expans&on

c¢f imports was onvisaged. Their share of GDP was exp-cted to increase
from 19.9 to 21.9 per cent. Imports cf consumer goods were expected

tc fall from 31.9 tc 16.6 per cent of all imports,reflecting the results
of impcrt substitution efforts and the expectcd pattern of industrial
grewth. A rise in total savingsrelative to GDP from 17.7 to 23.4 per

cent was cnvisaged. The basic strategy of the plar was ¢ reduce the
iependence cn foreign investment which was oxpected tc fall from 39 to

22 per cent of total investment, concomitant with a corresponding rise

in domestic savings from 61 tc 78 per cent. Finally, the industry and
mining sectcrs wer~: cxpectc? tc receive around 3.5 per cent of all govemn--
mont development cxpenditure, a substantial reduction from 12.3 per cent

in Repelita I.

The preparation and implementation of Repelita II was thrown somewhat
out of its original framework by the oil crisis and the subsequent world
recession. For Indonesia, as a major oil producer, this has had a two-
pronged effect. On the one hand, Qovernment revenue and spending has in-
creagsed far above the original target. On the other hand, restrictiors
were placed on the growth of certain non-oil commodity exporte and manu-
facturing following intensified internatimmnal competition and a slow-
down of world market demand. As a result some of the original Repelita II
targets werc unrealistic and the government was compelled to respond in

a flexible way to the emerging world economic climate.

Table 3.1 sumarizes planned key targets in Repelita II compared to
achievements during Repelita I. Generally speaking there is a clear ten-
dency towards the planning of lower rates of growth in Repelita II compared
to what was achieved under Repelita I except in regard to exports. The
planned rate of growth of manufacturing was reduced from 13.7 per cent
achieved during Repelita I to 11 - 13 per oent in Repelita II. Information
on the ratc of implementation of Repelifa II is available for the period up
to 1977, the third ycar of the Plan period. In this initial period of the
Plan there was a drastic sct-back for Indonesia's development efforts in par-
ticular in agriculturr and cxports in 1974/75. 1In fact, there was a short-




Table 3,1 Comparison of Planned Key Targets and Achicvements in Repelita I, IT and IIT.
(pecrcentage)

Actual achievements &/

Rc‘pnlita I Reprlita IT Rop1lita IIT Repelita 1 (1969/70_1975/74) Re .
¢ 5 pelita I1I )
19557 T0=1973/74 ‘974575‘197579 ’9(9;50"3837_?5 1971- 1970- 1971~ 1972- 1973- 1974- 1975- 197¢= 1977- 1578~

Tariakle Achicvimonts -/ Plan-target

Plan-target 76 T 72 13 74 75 76 17 6 19
7P, annual growth 8.5 7.5 6.5 8.0 6.0 9.4 1.3 7.8 5.0 6.9 7.5 8.0V
GIP p'r capita anriual
crowth 5.7 5.2 4.4 5.4 3.4 6.6 8.3 5.3 2.3 4.2 5.1 L
Manufocturing, 0
aanual grovth 13.1 -3 1" 13.7 137 15,1 15,3 16,2 12,3 9.7 11,9 .
Agriculture,
anruzl grovth 4.7 4.6 3.5 3.8 3.7 1.6 9.3 3.7 0.01 4.7 3.4
Croez Investmnt.
annuzl growvth 22.5 13.0 9.7 15.1 21,7 19.0 17.1 19,2 14.6 6.0 5,1
Tctal oxports, 4
annual growth 18.9 23.5 11.2 9.9 12.2 26.1 20,6 3.6 -9.7 12.5 10.7 20.0%/
Total imports,
arnual growth 22.0 - - 21.7 9.5 26,8 42,2 26.8 7.9 8.1 0.9 8.0/

Sourc: ¢ y WIID0,bas~d on Aata computer print-outs supplicd by the "N Statistical Office,N.Y.
y R:peclita II, The Sccond Mive Year Development Plan
¢/ Repelita III, The Third-Year Development Plan
¢/ Bueiness Asia, November 4, 1977 (forecast)

¢/ All achieved figures refer to Croma Tixed Canital Formation
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fall in the impl:montation .f many koy targats (Table 3.1). T
manufacturing soctor oxpandai rapilly a2t 2 rat: of 13.7 p~r c-nt
annually frem 1970-1976. In 1975 and 197¢ the rate of growth de-—
clinadi to 12.3 por cent an! 9.7 puir cent, rosp-ctivaly theugh still
within the plan targ:t in th~ fcrm:r y~ar. Th- Tv:rnm-nt has now
surmount=d ‘L. main problcms of the Pertaminza crisis; the balanc:

of payments has boon strengthenod; policies of lomestic financial
restraint hav: successfully reducel inflationary praossuras; an!

the worli economy has recoverd somewhat from ~arlicr rocession.

A foundation was ther-:fore lail fer resumption of planne?! growth

of th: Indor-sian eccnomy in agenerally stabl~ onvironment althcugh
uncartaintiss in th~ worl! economic situation still provail. 3By
surmounting the major problems which fac:t th~ In'on~sian ~ceromy
during th> mi.l-1970s,thc Govermnment is now in a positiocn t. lir ct its
full focus orn achicving its ! wolopm-nt ~bjuctivis. R-uc:nt fir-casts

szem to rofl :ct this optimism.

At the 1level of indivi-lual branches of intustry, Rop~lita II
specified the plann~1 rat-s of growth basoi upon investm nt proposals
which worc bafcrs: the Investm-nt Co-orlination Brari. Th- plann~
growth c¢f iniividual branch:s «f inlustry ar. summerizi in Tabl..
3.?2. The estimat:s 2o not includ~ small-scal~ an: cottag~ in-ustri-s,
nor public indus*ri:s such as fortilizors ani petrochemical iniustries,
™wo trunds scom tc cmerg: from the pattorn of plann~d targsts. Th~
1irst cne is that rapid expansion is snvisagn! fcr some of th~ rosourca-
basol industries 1like leather, paper, choemicals, non-mectailic mincrals
ani woo. industrics. Sccondly, som: of the tralitional important
indusiries likc food prccessing, toxtiles ant rubber, which account-!
for aroun:i throa-fourthscf tctal manufacturing value added in 1973,
were all expectad to grow less than the averags of the manufacturing

sectcr. Thus, 2 now and mor» diversifinl structure of the manufaciuring

sector sooms to be emerging from the Second Devolopment Plan,




Table 3.2 R-pelita IT Plann.! annual growth of lifrerent
branch:s of in‘ustry 1574 - 1970 (fiscal yecar)

(Percentage)

Groups of Inlustry Plann~d annual growth
Feol industry 10.4
Textile industry 12.0
L~ath~r prolucts 53.1
Wcod products 18.2
Papr industry 38.0
Chemicals and pharmcceuticals 23.4
Rubber processing 8.1
Non-mntallic minerals 21.1
Motal products 24.1
uipment industry 30.G
Total industiry 11 -13

Source: Repelita IT.

Based upon estimates of 1974 production and applying planned
grcwth rates, projections of incdustrial output for selected manu-
facturing prrducts have been cstimat::d for the period 1974 to 1978, as
indicated in Table 3.3. Availabl~ statistics do not permit comparison
of planned targets with actual achicvoments except for a fow products
catogories in the first year or two of the plan prriod. According to
the limited information which is available actual achievements ex—
ceeded plan targets in the case of motcr-vehicles, motor cycles,

TV's, car tires and textiles while the production of cement, weaving

yarn and paper fcll short of planned targets. A morc disaggregate

pattern of industrial output and diversification covering the period

1970-75 is presented in the Annex.
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Table 3.3 Repclita II  Industry Plan Prejections, 1974 - 78(tisc:! y-ars)
Average
19748/ 19752/ 19762/ 1971 1978  anrual
STouih
1074-1073
(prresntas:)
Textiles
(million meters) 930 (974) 990 (1017) 1,060 (1247) 1,150 1,250 7.7
Weaving yam
('CO0 bales) 486 (364) 541 ( 445) 621 146 898 16.6
Paper (1000 tons) 47 ( 43) 51 ( 46) 93 17 201 43.8
Fertilizers nitrogen
(*00C tons) 110 207 400 584 981 72.8
Fertilizers P?O
(1000 t5ng) - - 24 77 177.0 -
Car tires
(million units) 1.2 (1.7, 1.6 (2.4) 2.4 2.6 2.7 14.C
Motorcycles tircs
(million units) 1.9 2.2 2.4 2.6 2.8 10.2
Cement (1000 tons) 970 (829) 1,650 (1P89) 3,125 4,363 5,135.0 51.7
Glass ('000 tons) 27 ( 35) 33 ( 31) 45 46 45 14,2
Bottles (*000 tons) 61 63 71 81 85 8.6
Steel shects
{1000 tons) - - 100 150 150 -
Steel pipes E/
(*000 tons) 35 50 ( 97) 60 ( 107) 75 100 30.0
Stecl other
(1000 tons) 200 250 350 550 650 34.2
Agricultural cquipmont
(1000 units) 4,600 =, 000 5,700 6,300 6,300 8.2
Irrigation pumps
(*000 units) 2,000 3,000 10,000 13,000 13,0C0 59.7
Small clectric motcrs
(hp) 14,000 16,000 18,000 18,000 22,000 7.0
Car batt-:ries
(*000 units) 1,100 1,210 1,330 1,460 1,600 a.°
™ (7000 roceivers) 33 (135) 35 ( 166) 36 ( 212) 38 ( 529) 49( c'»’\:}df.')
Radies (1000 raceivers) 2,000 2,1C0 2,400 2,500 (1090) ?,'(00(1.'30,9,'.-“
Catl-s (tons) 5,CCO 3,0CC 7,0CC 2,000 9,0CC 1.0
Yoter vohicles
(*000 units) 3 ( 66) 4> ( 80) 50 60 70 17,0
otureycl s
{*000 units) 180 (751) 240 ( 300) 350 450 575 3.7
Seurce: Dopived from §op 1ite TT an' catimadtes of 1974 pre uction

5/ Figures in parenthesis iniicate actual achievements,
b/ Sovrce: Amia ‘lescarch ™illetin, 31 Octover 1377, page 378.
>/ Gource: A tedenren T ety 3 May 1370,

Inl
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Repelita ITI, main targets

The Third Five-Year Development Plan - Repelita III - covers
the period 1 April 1979 to 31 March 1984. The Plan, as iis two
predecessors, is an indicative plan which provides directions of

the intended development process and which stipulates the scale of

priority ordering. The detailed implemcntation of its programmes

and projects is expected tc be spelled out in the (bvernment annual
budget. Repelita III is a continuation of its two predecessors.

Whereas Repelita I was dealing with stabilisation, rehabilitation

and the first stages of devslopment, 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 development among the various regions,
provision of adequate supplies of basic human needs,| improvement in the
nutritional standard of the population and; enhancement of the quality of life.
In Repelita III these problems will continue tc be treated as central
problems of developmentyand priorities have been set accordingly. The
egsential goals of Repelita III arc tc raise the living standards and
levels of knowledge of the Indonesian pecople, to strive for a more equal
and just distribution cf welfare for the whole population and to lay a

strong foundation for the next stages of development.

During Repelita III the overall economy (GDP) is expected to grow
in real terms at an annual rate of about 6.5 per cent (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 expectel that with a 6.5 per cent average growth rate of GDP a total
of at least 6.4 million new jobs will be ereated, which corresponds to the
projected grcwth of thn labour force. The most rapid ratc of expansion
will take place in th~ inlustrial scctor which is expectn! to grow at 11
per cent per annum. Th~ tzansport and communication scctcr follows closely
behind at about 10 per cent per annum while construction and other sectors

outside agricultur~ an' mining are projected to grow at 9.0 per cent and

8.1 per cent respectively. Simultaneously the agricultural sector is ex-
pected to grow by arouni 3.5 per cent and mining by about 4 per cent per

year. The main probloms facing the agricultural sector are seen to be:




th iem ctic foot supply sap, clow groewth of commircizl erep proiuction
~specially in the smellh lo-r s-ctir, inail-guat. mark-ting an:® infra-

structur:, r-scurc: i-plr-tion an’ inaiaquat- institutions.

Th- asscciat-! struciural chengs in ik~ cccnemy will imply that
the shar:. _f agricultur: in GIP is -xpocte’ t. lacline from 31.4 per
cent in 1978/79 te abiut 77.7 p-r cont in 1983734 an’ that c¢f mining frem
17.9 per cant t- 1 .9 por cent. On the cther hanliy the shars ¢f inlustry
in GDP is =xp-ct i t¢ incr-as. from 10.7 por cont t. 12.6 per ccnt as shown
in Tabl~ 3.4. It ic oxp:ct~! that the structural chang- :ill constituin
ancther stop tewaris achi~ving a more balanc~i cccnomic structur: and a

much brcaicr an: strong r basis fer future s-olf-gonerating growth.

Table 3.4 Prcj:cte! growth ¢f Groess Domostic Proiuct by main s=ctor

Projeccted Proj2ct~d sectcral
average annual composition cf
growth rat~ GNP
Repelita IIT 1978/9 1983/4
Agriculture 3.5 31.4 27.2
Mining 4.0 17.9 15.9
Industry 11.0 10.2 12.6
Construction 9.0 4.9 55
Transport, communication 10.0 4.6 S.4
Other 8.1 31.0 33.4
Total 6.9 100.0 100.0

Source: Rancangan Rencana Pembangunan Lima Tahun Ketiga 1979/80—1983/84-

The overall inv2stment r2sources required to achieve the economic
and social deveclopment objectives cf the plan will have to increase by
not less than 9.7 per cent prr annum. Total gross investment is pro-
visionally et imated at 21.2 per cent of GDP in 1978/79 and is 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 Ghvernment
investment through the developmont budget is cxpected to account for 51 per
cent of total investment in Repelita IIT, as compared to about 54 per cent

|
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in Repelita II. This i2clinc in the shar of gov~rnment in t-tal
investment is du~ to the prospocts that - il rovenues will not in-
crease as fast as they i} luring Repelita II. T¢ finarc~ the over-
all investment requir:ments th~ sharo cf tital savings in G)P is
2xpected tc increas: significantly with ab.ut 79 per cnt f t tal
savings t¢ be mobiliz~t domestically while 21 prr cent ti b sccur-d
from forcign sourccs. A significant proportion ¢f tctal savings will
be provid~! by the mvernment, 29 per cent, which are ~xpect~! to in-

crease by 14.7 por cent por annum.

The balance of payments projections ¢f th- Indon-sian ‘conomy
are based cn the assumption ¢f r-asonabl~ faviurabl: aljustm-nts in
the existing werld imbalerc~ in ragarl t. worl: inflaticn, international
monetary disturbances, instability in worli commoiity mark ‘ts and tenden-
cics towaris protuctionism in ievelope! countri-s. The projrctions are
bascd on the assumption ¢f a stoa'y growth in worl ' ‘d-man. fcr Inlon~sia's
2xports ant a mo:i-st incr-es: in k< th export an’ import commo iity prices.
Total exports arc nxpecto! t¢ increas: at an nv rag anncal rate «f in-
crease of 11.2 por cent. furirg the same porio’ not il an- liquified
natural gas (LNG) -xports will incroas- at a rat: <f 5.4 por cont, non-
oil export by 16.5 p.r cunt. This impli~s that by th~ ~n’® of 1981/82
non-oil exports ar: <xpoct:! t. ~xceoi the n~t cxpor. valu» of oil and
LNG and amount tc 54.8 ,or cent in 1983/84. “xports - £ timber prolucts
and non-tre titional commolitics including iniustrial pro iucts ar~ .xpect~!
tc grow at a highor rat: than thc average of nern-oil exports. Miring
2xports will incroas: at a rate of 33.5 por c'nt por annum du~ tc the
development c¢f new mineral proiucts like nickel matt y nick?l m-tal,
and aluminium., TDu2 t¢ the !~velopmont of now in 'ustrial pro iucts, suak
as cement and fertilizer, it is expected that exports of non~traditionsl

commodities will <xpani at an annual rat~ of 22,7 p-r cont.

In orler to allow for a contiruous growt: of proluctive capacity an’
investment activitiecs a significant expansion of imports «f capital goode
ani raw mai~rials of 14.4 per cent and 14.9 per cent annual growth r.spect-
ively i® cnvisaged. This is xpected to leal t: a riss in th- shar~ of
capital goods and raw matrrials in tctal imports from,r.sp ctively, 46.9
per cent and 31.0 per cont in 1979/80 to 50,5 per ¢nt ani 33.9 por cent by
the end of the plan prriod, Foodl import requircments awe ~xpectel to risc

by an average of 10.5 p:r cent yrarly while imports <f consumar goods arc '

expected to risc by 3.0 per cent annually.
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The planned key targets of Repclita II and Repclita III comparzd
with recent achisvements were summarized in Tabl2 3.1. As mentioned
earlier there is a clear tendency towards planning of lower rates of
growth in Repelita II compared with wnat was achieved under Repelita I
except in regard to exports and also cgriculture. This trend towards
lower planned growth rates has been continued in Repelita III where
all key targets are lower than those planned under Repclita II.  The
planned annual growth of manufacturing was reduced to 11to 13 per cent
in Repelita II from 13.7 per cent achieved in Repelita I. In Repelita
III the growth target of manufacturing has been reduced tc 11 per cent.

Finadly mention should be made that several recent developments
provide Indonesia with the opportunity to improve significantly the
bagis for economic and industrial development planning. These include:
@) the completion of an industrial census (1974-1975), improved in both
coverage and reliability: (ii) the preparation of a macrc-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 analysis 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

scenari~s; the potential impact of alternative policies and sectoral

projections.
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MAN FFATUR'S CF INBUSTRIAL DEVELOPMENT OBJYCTIVES;
CTRATFGIFES; POLICIFS AND INCENTIVES

Objectives and strategies

The overall key goals of the Third Cevelopment Plan -
Repelita 1II - are threefold; to raise the living standard
and levels of knowledge of the Indonesian people:; to strive 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 achieving these goals, the Plan stipulate that all
development policies should embody the following "Triology"™ of
Cbjectives (Triology Pembangunan) which are closely interconnected

and mutually supporting:

i) a more equitable distribution of development
and its gains, leading to the welfare of the
entire population;

ii) a sufficiently high economic growth;

iii) a sound and dynamic national stability.

Great emphasis is given in the Plan to the equity objective
which the Government expects to be reflected in every development
policy.s With a view to achieving the equity objective, the Government
intends to undertake policies and programmes with the following

overall aims in view:

i) an equitable distribution of accese to means
of fulfilling basic human needs, especially food,
clothing 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:
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cipation in development, particularly for the
young generation and women;
vii} an equitable distribution of development efforts
throughout the various regions of the country;
viii) an equitable distrubution of opportunities to

obtain justice.

s In the light of these more general objectives
referring to the economy as a whole, the chief objectives of
industrial development nlan are: to create employment; to fulfil
tasic human needs in sufficient quantities at reasonable prices: to
produce finished and semi-finished goods to meet domestic demana as
well as foreign markets:; to process raw materials to meet domestic
industrial requirements and to produce goodes needed by other sectors.
*urther, the Plan stipulates that industrial development should contri-
tute to a more balanced regional develoment and a more efficient uce

¢’ natural resources without encangering the environment.

in the past, the overall emphasis of industrial stra-
tegles have been to develop: 1ndustries which support ana com-

siement the apriculiural sector either ty inputs for agriculture

N
-

nrocessing of agriculitural products; industries earning foreigr
exchange or saving foreign exchanpge through import substitution;

inlustries processing local raw rnaterials; labeocur 1atensive indus-

tries and 1ndustries rrecaoting regional development.

Today the 'nildeonesian marufacturing secter is primar:ly
4 oriented towards .he production of consumer goods for the
jonestic market. 'ne present structure of the manufactur:ing secter

ras mainly been at-rituted to pac! in.ustrialization sirategies

- ..

placing heavy emphasic upon import substituticn industries. As a
result, the domestic market has hecome highly protected ty toth
import control and high tariffs. 7he combination of exchange rate

pclicies, fiscal incentives policies and inflationary trenas tave

induced a high degree of capital intensity in the manufacturing sectcer.
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The preseni 1ndusiriaiizailon sirategy reflecis a growing awareness of

these problems and active measures are being considered aiming at a more

labour intensive structure of the marufacturing sector. Recent

industrialization strategy has ccnsisted basically of three major

hl
. 1
pricrity areas:—/

i} investments well under way 1n large-scale capital
intensive projects being highly dependent upon
foreipn carital and technology and related to
the processing of national resources for exports
(e.g. mineral ore smelters, liquified natural gas
rlants) 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 allowing for more linkages with.existing industries:
iii) small-scnrle industries which address the objectives of
employment generation, regional dispersal of investment
and production closer to raw 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
pro jects have been saiisfied the prospecis for deve-
lopirg the small- and medium-rcale industries will

improve.

Policies and incentives

4.¢. BRasically, over the long-term, hesavy reliance is
being placed on industrialigation in achieving equity and
growth targets. There has been # re-thinking under way within the
Covernment in regard to modifying the past policy of promoting
large-scale industries with greater employment effects; wider geo-

graphical impact and stronger intra- and inter-industrial linkages.

l/ World Bank: Indonesia — Appraisal of a Loan to_the Republic of
Indonesia for Industrial Fipnancing through ihe P.T. Private .
Nevelopment Finance Company of Indonesia, January 7, 1977, Annex I '

page 4.
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Rapid expansion has been envisaged for those industries which
process domestic raw materials, effect imrort subsitution or are
export-oriented. Tmport policies have assigned priority to capital
goods and industrial raw materials. Priority has also been giver
to regional development programmes to achieve a more balanced
pattern of regional growth. Moreover, policies relating to foreign
and domestic investment will be aimed at encouraging the growth of
indigenous ("pribumi”) industries, especially in the small-scale

industry sector.

In November 1978, the Covernment devalued the rupiah by
50 per cent (effective devaluation vis-a-vis the dollar 33.6 per
cent). The devaluation was necessitated by the gap between the
relative prices of internationally traded goods and local products.
Within the manufacturing sector the need had become apparent to
move from the purely import-substitution strategy of the past towards
more export-oriented industrial development. The devaluation was
expected to lead to a decline in imports especially of non-essential
consumer goods and certain finished goods and to a rise in indusirial
activities which produce goods for exports. There is some evidence,
however, that a price-wage spiral may have developed, =and,depending
upon the monetary policy,there is a danger that inflation may dissipate
the effucts of the devaluation. "o reduce the unfavourable effects
of the devaluation, the GCovernment reduced import duties for raw
materials intended or use in export production. The Covernment
also issued guidelines for maximum price increase authorized for a
wide range of induetrial goods. Nevertheless, the sharp price
increases of imported industrial raw materials was expected to
affect unfavourably a number of industrial enterprises especially
in textiles, wood industry, small-scale and hoame industries.l
While the devaluation was considered one way of boosting
Indonesia's export of manufactures, and to uplift the non-oil
economic sector, it hag not removed all obstagles to the promotion
of labour-intensive, export-oriented ‘nduetries which do not enjoy

the same degree of protection as import substitution industriss.

1/ Asia Research Bulletin, 31 darch 1979.




The post-devaluation price spiral indicates that inflation could

have reached 20 per cent in 1379. The effect of the devaluation

upon non—0il experts has reportedly been an iqcrease in Indonesia's
export of textiles, fertilizers and cement. Y 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. g'iHhile 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. Further, in the absence of any strong pressures
for greater efficiency, costs may drift upwards and erase any advantage

3
secured by the devaluation. =

industry, the main policy instruments used fcr promoting irdusirial
development in Indonesia are: investment incentives poiicies granted

by the Investment Cc-ordirnating Board (1CB) under the Pcocreign (1367
and Domestic {1368} investment Laws; protective pclicies applied tcth
through the tariff system and througn 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 sector. These

industrial policies are reviewed in the following.

The main elements of the investment incentives system 1:clude
tax priviledges, reduction or exemption from import levies aad
acceleraied depreciation allowances. The main thrust of the Government's
investment policy, as reflected in the priorities list, 1is tc reduce

areas open to foreign investment and to encourage small-scale domestic

Asia Hesearch Builetin, 3! July 1;72.

2/ Anne Booth and Amina Tvabji: Curvey of iecent Duovelopmente,
Bulletin of Indonesian icosomic Jludies, July 1973, p. 1.

3/ Howard Dick: urvey of Hecent Developments, Bulletin of
Indonesian Economic Studies, March 1379, p. 27. |
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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
temporary contractual relationship bringing in nrw technology and
promoting the development of domestic skill. The new investment
policy will allow the Government to be more selective in permitting
foreign capital to enter into the country thereby reflecting the
coaplementary nature of foreign capital investment while stressing

domestic capital invesiment as the backbone of the Indonesian economy.

A preview of Indonesia‘'s investiment priorities reveals that
the Government's foreign investment policies are becoming 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 policy, and
to untangle complicated and time-consuming investment prozedures,
the Indonesian Government introduced in early 1977, a list of
investment priorities (DSP) involving foreign as well as domestic
investment. A predominant 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 economic
groups. In this connexion it has been suggested that the approval
process of investment could be decentralized and made more automatic
and that Indonesia can non afford a more "open" economy in terms of
automatic investment approvals since there may be positive social
gains from pursuing a relatively open-door policy on new investment
applications. 1

1/ Vorld Bank: Problems and Prospects for Industrial Develo nt
in Indonesia, Vol. I, 25 May 1978, p. V.




The Third Tevelopment Flan -~ Repelita III - provides
for programmes of Governmer.t support through the irntrocuction
of a more clearly defined system of incentives coupled with
straightforward licensing procedures. The system of incen-ives
involves among other things, taxation pclicies, tariffs and credit
facilities. While the Plan Joes not elaborate the details of the
policy instruments, 1t does i1ndicate in gemeral terms of Government
commitments to the policy. 7This will enable the Government to make
the necessary adjustments and improvements dur:ing ihe Fla: reriod.
¥ith a view to improving the climate for iniustr:al developmen®, the
licensing procedures, which have been a bottieneck in the past, will
be simplified. A thorcugh review of existing regulations w'll te
made and special attenticn given *o the spee: of processing and ine
number of levies. Tn adiition, procedures of ine irvesimern!' Fcari
will also be simplified.

-7
In early :979, 1t was reporteni/ that tre Government: was

planning to adjust a nurher of invesiment poiicies 10 increase ictal

capital expans:or and to charnel furcs directly into prierity sectors

-3

in Repelita IiI. These »djustments may include, inter alia: incentives
for export industries espec:ally for tonded inZustr:al export zcres;
measures to encounter latcur-intensive investments through scme form

of tax ccmpensation tase: upcon the number of _cobs createc oy a g.ven
investment; a btigger role far regional governmentis 1n lnvesiment

to provide more facilit:es for local industry ~ard provide information

on investnent needs an.: corarunitieg; revision of the nvestmen:
Board's priority scale svi‘~m for investors which was introiuce: in
1977; and wider use of com:--i1tive bidding and tenders 1n 3pprov:ng

investments in certain very rasic 1ndustries.

A major pelicy instrument used for promoting import-su®stituiion
industries in Indonesia has been the use of protectiorn agairnst imports
through import duties and import restrictions. Though *he-? measures
were originally envissged in cases where imports present unfair
competition, it has become commun practice for many industries to ask

for protection from the Government and to get it. The justification

1/ Asia Research Bulletin, 31 March 1979.
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for protection has primarily been fear of international competition
on the Indonesian market. Imports are divided into four groups

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

duties 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 imposed.

Tariff normally range up to 100 per cent for less essential products
and those in competition withk domestic industry. On some lurury

goods, however, an additional import surcharge of 50 to 600 per cent

is levied on the duty. The average duty rates were 52.3 per cent

for consumer goods (35 listings), 22.9 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 impurts collected from
the importer and the next user of the imported commodity. The protec-
tive duties are generally high, for example in the engineering industries,
the effective rates of protection have been estimated at 300 - 500 per
cent. 1/ There seems little doubt that on an overall basis, the

system 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

2/

industries. -

1/ Engineering industries in Indonesia by R.S. Sharma, Senior Advisor
on Industrial Policies (UNIDO) (INS/74/012), Decembar 1977, p. 5.

g/ World Bank: Problems and Prospects for Industrial Development in

Indonesia, Vol. 1, May 1978, p. vii. '
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The orotection granted to domestic industries has resulted
in 2 patitern of impart =
labour absorbtion, has been characterized by inefficiency, excess capacity
and high domestic costs of production and has 2lgo left little or no
incentives for enterprises to improve quality or operations. Furthermore,
over-protected industries with surplus capacities, low productivity and
high prices are finding 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 development of industry and could become a serious disadvantage
in a wider ASFAN context. The Government has therefore decided to impose
no more import restrictions but is now following 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 foreign and
national companies. According to these policies, new foreign
investiments; are allowed only in the form of joint ventures, on
the understanding that the Indonesian share be increased to
51 ver 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 greater parti-
cipation by "indigenous” Indonesians and effective early 1974,
only indigenous or "pribumi" l/ enterprises are allowed access to
medium-term credit facilities under the TNVFSTASI programmes. In
early 1978, these policies related to co-operation between foreign
and national companies 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 obliged to hand over their trade
and sales activities to national companies, while the foreign
company is allowed to engage in production only. The rationale

behind this policy is to help build up indigenous capacities.

l/ Indigenous or "pribumi” enter,risec are those companies in which
indigenous entrepreneurs control either 75 per ceant of equity, or
50 per cent of equity or key management positions.




Accordingly, 15,000 - 1¢,000 foreign componies are to transfer their

businesses to "pribumis” l/ affecting € .¢ per cent of all enterprises

. . . 2 . e .. .. e s
Op€rating in Indonesia. — As a pari of this poiicy all foreigm
enterprises are required to provide a iraining scheme designed

graduaily to replace expatriate staff by Indonesians.

The Government has also established various other
policies and regulations affecting industrial co-operation
related to investment protection schemes:; protection against
naiionalization and repatriation of earninge. In regard to the
Intergovernmental Investment Protection Agreements,Indonesia is party
to the Convention for the Set*lement of Tnvestment Disputes between
States and Nationals of other States, and investiment guarantee treaties
have been concluded with Belgium, Canada, DNenmark, Trance, the Federal
Republic of Germany, Netherlands, Norway, the Republic of Korea,
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 rights to control of management except
by act of Parliament, in whicl case comyensaticn will bte provided in
accordance with international law and through transferable currency.
In regard to repatriation of earnings,foreign investors are granted
the right to transfer profits in the currency of the invested
capital at the prevailing exchange rate and »lso permitted to transfer
funds to cover depreciation of capital items and the costs of employing

foreign personnel and of training Indonesian personnel overseas.

The industrial policies and incentives pursued by the
Covernment were ori.inally designed to promote investment which would
yield the greatest return to the Indonesian economy. In this regard
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 capital relative to that of labour and hence
encouraged the adoption of more capital intensive technologies and
as a corollary low capacity utilization and 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 recognized, it is usually dismissed on the grounds that
if such incentives were not granted, potential foreign investors would

locate elsewhere.

17' 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 management positions.

?/ Asia Research Bulletin, May 31. 1977.
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Domestic and foreign invesiment priorities

As referred to earlier, the Covermnment of Indonesia
has established a yearly "List of Priority Scales for Fields
of Domestic Investment and Foreign Investment” within the
framework of the Domestic and Foreign Investment Laws.
The main policy instrument used for ensuring newx or expanding industrial
capacity in accordance with the list is the licencing system, whereby
industrial branches and products have been classified into the
following four different priority categories according to which different
depgrees of incentives are being granted and different requirements apply in

regard to industrial locations, export, @vernment participation etc.

i) fields of investment which are open with priority;
ii) fields of investment which are open with facilities;
iii) fields of investment which are open without facilities;

iv) fields of investment which are closed.

Fiscal incentives are granted to the first category,
i.e. those "open with priority" and also, albeit to a lesser
extent, to the second category i.e. those "open with facilities". The
incentives granted to these two categories take the form of tax holidays,
investment allowances, accelerated depreciation, and waiving or reduc-
tion of customs duties ana of import sales taxes. These incentives are
summarized in table 4.1. Fiscal incentives are not granted to investment
projects falling under the third category i.e. these "open without
facility"” since these are considered to be of less benefit to the
society. The fourth category refers to those investment areas which

are "closed" and where investment with some exceptions under the invest-

ment law is no longer allowed.
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A predominant feature of this new investment policy is
the differentiation between foreign 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 given priority in 240 industry sectors.
In 1978, domestic investors are given priority in 55.3 per cent of
industrial sectors compared with 38.8 per cent for foreign investors.
Around half of ail sectors are open to foreign investment with incen-
tives while the other half is either closed or open withcout incentives.
The assignment of priority to domestic versus foreign investors for
the year 1978 are indicated in table 4.2, The relative priority
between foreign versus domestic investment is based upon the general
principle that Foreign 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 zan be mobilized.

Table 4.2. Nucbers of Induetry fectors for Uomestic and Foreign

Investment Arranged According to the Lisi of Priorities, 1978

;Total No. of‘

' : Open l
Open witk Open with | without Cloged |Industrial
Priority Facility - Facility ' Sectors
Domestic 531 2¢9 S 93 960
Investment 55.3 per 28.0 per 7.0 per 9.7 per :100 per
] cent cent cent cent cent
Foreign 372 120 63 405 9:0
Invertment 38.8 per 12.5 per £.5 per 42,2 per 10C per
cent cent cent cent cent

— ——— .

Source: Based upon List of Priority Scales for Fields of Domestic
Investment and 'oreign Inveetment for the Year 1978

The list of priorities specifies various indusiria. produc.s
at the ISIC 5-difit level and is as diversified as the number of

products would seem to indicate. [t is therefore difficult to discern

some gereral pattern of opportunities open to foreign investment,
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However, some of the more obvious cases where foreign investment

15 open with priority include i.e. plywood, chipmill, pulp,
paperboard, pesticides production, synthetic resin, plastic
materials, man-made fibres, 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 products, bakery, sugar, alcoholic and
non-alcoholic beverages, tobacco (except cigars), sawmilling, paint,
soap, perfumes, cosmetics, tyres, plastic products, electrical home
appliances. Fertilizer production is closed to foreign investment

unless undertaken in joint venture with ihe Government.

Tne basic criteria applied in determining the list of
priorities has been to ensure consistency with overall development
priorities contained in Repelita II with regard tc increasing
output, creating employm-nt opportunities, spreading activities
to the regions, increasing public participation in development, ana
equally distributing income throughout the society. The more
specific criteria for classifying industrial investment activities in
tne list of four priority groups has been as follows: increasing
exports taking into account the capacity of the domestic market;
saving of foreign exchange; promotion of import substitution;
utilization of local raw materials; increasing domestic value added
in manufacturing through processing of raw materials: creating
multiplier effects; absorbing new technologies and skills; produc-
tion of capital goods or intermediate products for domestic industries;
protection and upgrading of existing weak economic groups; protection
of national enterprises; preservation of the environment; reserva-
tion of large capital and/or high risk projects for foreign investiment;
opening up of local participation and ownership: locational conside-

rations; and creation of a competitive buciness climate.

In the past the issuance of the "priority scale list” was long
delayed, unduly lengthy and did not provide a concise guide to investors.
Rased upon the existing in.ustrial structure one might expect three
priority industries: i) resource bpased industries where Indonesia has

comparative advantage [industries based upon petroleum (including petro-

chemicalr), minerals and wood products]; ii) industries basic to further
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industrial development in which Indonesia is badly lacking [engineering
industries prcducing intermediate and capital goods] and 1i1' 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 development 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 IT) may be described as follows:l/

i) "local" industries - The €entral GCovernment and the
provincial @®vernments are not directly involved in
assistance programmes for this type of industry and
leave them more or less to the municipalities at the
kecamatan level or below for implementatior.. The efforts
of the Central and provincial Governments for assisting
small- and medium-scale industries are directed exclusively
to the "clustered” and "independent"” industries.

i1) "clustered" industries - The basic policy of the Government
is to organize the establishment of "clustered” industries
through co-operatives whose functions include: i) joint
purchases with financial assistance from the Government,
ii) estabishment of production and related facilities
through financial and technical assistance from the
Government, 1ii)} joint marketing activities in co-operation
with the organizations concerned.

iii) "independent"” indusiries — The Covernment takes a great
interest in promoting independent industries, since the
owners are among the few Indonesians who are well endowed
with entre, ~neurship. Efforts are made to help them
grow into modern industriee through managerial guidance and
financial assistance. Presently the Government's assistance
programmes are 1ot yet extended to industries which are
"managerially organized' but the Covernment realized their
importance and plans to shift its policy emphacis gradually
onto this sector by means of developing links between

iarger and more modern industries,

l/ Source: International Development Centre of Japan: Industrial Deyelopment

in Southeast Asian Couniries: Small- and Medium-scale Industries -
Republic of Indonesia, Phase I, 1977/78, pages 12-13.
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1 .
In a recent study—/ the International Tevelopment Centre of
Japan has enunciated a number c! possitle additionai.policy measures

relevant to the three types of 1ndustries referred ‘o above.

Cne of the major objectives of the industrial development
policy during Hepelita ITI is to increase industrial employment
quantitively and qualitively. This will entail balanced investment
policies and more labour intensive products and methods of production.
The Plan envisages that investment in small-scale a2nd home industry
will be increased so that the productivity of workers, family labour,
and other categories of manpower can be impr>ved. In this connexion,
the Plan attaches priority o a higher degree of processing of agri-
cultural products, especially goods related to the satisfaction of
basic needs. Another important aspect of the industrial employment
policy 1is to intensify linkagses between large-scale moaern industry and
csmall-scale and home industry. Tnis implies that the requirements of
modern industry can in part be produced by small-scale 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 maximizing the employment

creating effects of ex.sting installed plant capacity.

The Plan recognizes the importance of the choice of technology in
determining the amount of labour that can be absorbed through industrial
development. Priority is therefore given to labour-intensive techno-
logies and a policy of technology adap*ation will be followed to ensure

more widespread ise of that technology. Research activities to support

this objective will be enhanced, as will research sctivities to improve
productivity without sacrificing labour intensity. The Plan also envi-
sages that existing labour-intensive technologies will be promoted for

wider use.

Consistent with the objectives of expanding employment opportu-

nities and a more equal regional distribution of growth and export

l/ Source: International Development Centre of Japan: Industrial
Development in Southeast Asian Couniries: F‘mall- and Medium-scale
Industries - Reputlic of Indoresia, Phase I, 1977/78, pages 12-13.
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promotion, Repelita IT1 emphasizes policies and programmes to
promote and support small-scale industries which offer opportunities
for greater absorbtion of the growing labour force and regional
di1ffusion of exports. The policies adopted in this regard consist

of financial, marketing 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 contemplates departing from the
practice of using collateral as a criterion for credit approval.
Instead the Plan calls for the state banking system to use the cash
flow approach in evaluating credit requests. Turther, equity parti-
cipation in small-scale industries by existing government financial
institutions will be promoted and enhanced. The Plan also states
that the Invesiment Board wiil undertake a campaign to promote more
widespread use of existing promotional investment facilities by
potential investors who would like to invest in small-scale indus-
tries. These 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 regard to the problems encountered in the marketing of
output and input, the Plan encourages co-operative development.
It is expected that co-operative development will lead to economies of
scale for input procurements and marketing of output. The Plan also
stipulates the need for enhancement of government assistance throngh
existing agencies to encourage small-scale industries to use opportu-

nities in the export market.

The third area of support for small-scale industry deve-
lopment is aimed at intensifying the linkages between small- and
large-scale industries whereby the latter would be encouraged
to use the output of the former. By adopting this approach,

small-gcale industries would be guaranteed a market for their

output, which is needed by the large industries as components,
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sub-assembly and related products. It is expected that this approach
vill lead to a higher degree of specialization in large industries.

The Plan recognizes that the choice of technology is crucial
for small-scale industry development. Simultaneously, the Plan
recognizes that while the tectnology used in small-scale industries
is generally simple and labour-intensive, the productivity improvement
of these technologies without reducing their labour intensity is a

major objective of the Plan itself.

Small-scale indusiries, village and home industries are classified
under the group of industries which contribute to the equity objective of
the Plan as opposed to the growth objective. The Plan stipulates that
public resources will be used in the implementation of these "equity"
programmes while programmes that emphasize growth objectives will

rely on private domestic and foreign resources.

Industrialization and regional 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 well endowed with infrastructure and is in
a batter pc-ition to benefit from the development process, it is in
Java that problems of unemployment and underemployment are most
serious, The greater part of Indonesia is still isolated and afflicted
with dualism even though many of the Quter Islands possess rich
resources, The manufacturing sector is heavily concentrated in Java,
in particular Jakarta, though some resources based in industries are
located in the Outer Islands. Therefore a policy aimed at the promotion
of industrial growth centres in Java and other islands appears to be
a necessary part of an overall industrial atratogy.l/ With a view to
rectifying past tendencies towards widening regional disparities in
growth and development — in part contributed by the industrial sector
itsel? - the Government has formulated seven principal objectives in

regard to regional development as follows:2

1/ world Bank: Indone=ia, Growth Patterns, Social Progress and Development
and Development Prospects, <0 Webruary 1979, p.11ﬁ.

g/ World Bank: A Framework for Regional Planning in Indonesia, vol.III,

15 August 1974, p.6.
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i) to reduce differences in the level of develomment
among regions:
ii) to achieve a amore equal distribution of population
density among regions:
iii) to reduce the concentration of urban activities in the
Jakarta area:
iv) to intensify the degree of interdependence among regions;
v) to develop each region's unused or underutilized
resources which have high development potentials:
ri) to pay particular attention 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 decentraligze industry
to non-metropolitan areas. Although the Government has adopted the
gowth centre strategy, it seems that "comprehensive and cohesive set
of polities has yet to be formulated” l/. The Indonesian Government,
however, has recently attempted to restrict private, 2nd in particular
foreign, investment in Jakarta and Java, through disincentives and
restrictive licensing, whereby the Government's foreign investmer-<
policies have been increasingly tied in with its regional development
policies. In an effort to achieve ¢ more balanced pattern of regional
development and with a view to channelling investment to regions outside
Java, foreign investment has now been banned in Java in regard to several
industrial branches including, inter alia, pharmaceuticalsz—/ and
textile industries;/. In regard to the textile industries, for example,
the Covernment's policies are aimed at tranierring manpower to regions
outside Jave, avoiding concentration of large industries in selected
locations and at preznting the equitable dissemination of development

efforts on a wider geographical basis. Trk2 Government has named North

1/ ESCAP: lew Alternative Approach towards Intergrated Industrialization
in Won-metropoli+an drems in the ESCAP Member Countries, Vol.I, page 16,
FSCKP, UN, Bangkok 1979.

g/ Asia Research Bulletin, Jan.3l, 1977. It is noted, however, that Java is

stiTl open to foreign capital for the establishment of factories pro-
ducting basic pharmaceutical raw materials.

3/ Asia Research Bulletin, July 31, 1977. Java is still open to joint-
ventures beltween loreign capital and Indonesian private parties on the
condition that these ventures do not pose any obstacles to the Government's .
effort to distribute manpower throughout the couniry, and that no full |
mechanigation is involved.
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anc West Sumatra as the desirable sites for foreipgn capital investment

1in the textile industries.

There is a danger, however, that restrictive policies in
regard to industrial decentralization may lead to a reduction in the
level of domestic and foreign investment, unléss attractive alternative
locations are provided. The Government is planning four such major
industrial development centres in Medan (Sumatra), Cilacap (Central
Java), Surabaya (East Java), and Ujung Pandan (Sulawesi). Presently,
the establisb~znt of industrial estates in these cities is under study.
The development of Batam Island, located south of Cingapore, as a
ma jor grow'h centre incorporating an industrial estate, is also envisaged.
Infrastructural 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 manufacturing activities from the Jakarta
area cannot be done by blanket restrictions on manufacturing investment
alone, but requires not only a well formulated policy package vis-a-vis
Jecentralization and rural industrialization but also a comprehensive
integrated policy package incorporating a number of associated elements
such as decentralization of the structure of Covernment decision-
making and resource allocation. improvement 1in 1nfrastructure at
selected locations in different regions. and imrrovement in the
transportation and communication system linking different paris of

the country porticularly through inter-island shipping. foncomit*antiy,

a more active role played by provincial (bvernments as well ag local
and regional development banks in the promotion »f enterpreneurs ani

manufacturing enterprises 1s required.

As part of a policy aimed at greater peographical dispersior
of industry in priority areas,it might be useful tn employ the concept
of arro~industrial centres.l The main objectives of such centres would
be to combine agricultural and rural development programmes close to the
processing area. These centres would concentrate on the processing of
agricultural products and could also develop ancillary activities providing

manufactured input to agriculture and thereby contribute to increasing

l/ World Bank: Indonesia, Crowth Patterns, Social Progress and Development

Prospects, Febtruary 20, 1979, page 113. ;
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productivity in agriculture. The promotion of agro-industrial

growth centres may therefore be viewed as part of a rural industri-
alization strategy consistent with geographical dispersal of industry,
accelerated employment in non-metropoletan areas, and increase cf

agricultural productivity.

One of the main instruments of implementing the Gover:m=at's
objectives in regard to regional planning is the applica'ion of regional
planning methods to Indonesia's development problem. Howevew, 1t has
been observedl/ that almost all of the regional plane hitherto produced
in Indonesia have been a duplication of the national plan and the link
between Plan and implementation has remained strikirgly weax. Steps
towards improving the regional planning and implementaticn capacity
at the national and regicnal levels have been made through the
strengthening of the Repional Planning NMivision of BAPFMNAS and through
the establishment of a Regional Agency for Investment Co ordinatior.

It seems that increased emphasis on the training and retraining of

public servants at all levels is simultaneousl!y renquired.

To support the government efforts to promote regional
development, industrial decentralization, and rural industrialization,
there is need for regional development studies at various levels.

While regional studies have been attempted in the past in several regions
their scope has been limited,jy and their focus confined to narrow
sectnral lines rather than conceived of as comprehensive syst-omatic

or integrated approaches to overall regional development opportunities.
It would thus appear that there is need fo interpretation of
regional developuent goals and objectives; identification of develop-
ment potentials of each region; development projections for each
region; assessment of the spatial implications of projected development
and their infrastructural requirements; identification and evaluation
of alternative regional development policies including industrial
location policies ; and formulation of regional development policies.

The co-ordination of policies and studies related to industrial decen-

l/ Regional Planning ftudies in Indonesia by Pendra Fsmara, FKI, Vol. XXIV,
No. 4, December 197(, page 362,
g/ An examination of the "state of arts" in regional studies, is given in:
Regional Planning Studies in Indonesia by Hendra Fsmara, EKI, Vol. XXIV, !

Wo. 4, December 197C, page 3¢4. '
}/ A Framework for Regional Planning in Indonesia, Vol. IIT, August 15,
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tralization and rural industrialization with these overall regional

development efforts would appear both timely and appropriate.

In this connexion a proposall/ has recently been made for
the establishment of two institutional units that could work through
BAPPENAS on the problems of linking regional planning more closely with
sec*oral implementation programmes and the problems of developing a
national urbanization and settlements strategy. The specific assign-

ment of the first unit would be related to project proposals and

prcmotion and would include identification of specific develorment

s progects baced upon regicnal studies and the preparation of concise
propoeals that cin be brought %0 the full attention of implementing
agencies. The specific assignment of the second unit refers to
urbanization and scttlement straiegies and includes careful analysis

of develoruent strategies suggested by regional studies.

The Thard Five Year Development Flan - Repelita TI1 -
stipulates that favourable fiscal and monetory measures be
designed to promote further regional development and that the role
of Government is to deveiop infrastructure in the form of roads, power,
harbours, etc. For some services the ongoing INFRFT programme may be
the proper vehicle. Repelita 11T furiher erncourages industrial development
in various regions,and industrial estates are expected to operate 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 increase to
Rp. 311.0 billion in 1977/78 - 78/79. In relation to the overall public
seztor investment programme, this represents a relative decline from
9 to 7 per cent (excluding Pertamina). The majority of public sector
investment programmes in industry take the form of large capital-
intensive projectn. They include,inter alia,four fertilizer plants,
four or five cemer.t plants, a major steel plant, two LCN plants and
at least one petrockemical plant, The investment required to create

one new job in a standarc cement plant is $ 200 - 300,000 and in

L/ A. Majid Ibrahim, H. Benjamin Fisher: "Regional Development Studies and
Planning in Indonesia ", Bulletin of Indonesian Studies, Vol. XV, No, 2,

July 1979.
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the steel, fertilizer and netrochemical industriess, the capital/labour

ratio is even higher., The considerable public sector investment

programmes 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 obligation
rising beyond prudent limits. Recently the Government's rethinking

has led to the curtailing of many new 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 "package" 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—~examination. While it is true that large-scale projects in a
resource-rich country are required at some stage of development, they
must form part of the overail development efforts and must be accom-
panied by the development of other industiries that contribute to
employment of a larger part of the people and satisfying their needs.
The thinking in the Covernment has been to carry out and complete those
investment projects which are clearly beneficial and which can no longer
be conveniently reduced or stopped. Altogether the actions already
taken or planned by the Government constitute an effective response to

the situation confronting 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 prospectis have become seriously
jeopardized by credit restrictions and resource constraints
following the requirements of the large-scale heavy industry.
Parallel development of forward linkages in the form of plastics,
fibres, textiles, metal industries, etc. and tackward linkages

in the form of engineering industries will place heavy iriustry

and past public sector investment on a msre sount footing,
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In Repelita ITT the Government has further enunciated its
policy towards public, private and foreign enterprises. The Plan
stipulates that public resources will be used to assist the imple-
mentation of programmes emphasizing the equity objective, covering
industries which are labour intensive and fulfill btasic human needs
(textiles, building materials for low-cost housing construction,
pharmaceutical industries, paper, small-scale industries, village
and home industries). Cn the other hand, the programmes emphasizing
growth objectives, which are in general capital intensive (chemical,
steel, iransport equipment, etc.) will have to rely on private
domestic and foreign sources. For this purpose state enterprises
are now encouraged to form joint venture erierprises with foreign

partners in the expansion and further develcpment of their enterprise.

In regard to government procurement policy, Repelita IIT
stipulates that wherever possible they should be confined to domestic
industrial output. The Plan further states that wherever possible
projects receiving foreign aid will be urged to use domestically
produced supplies. Through these policies the Government expects .

the market for industrial poods to increase, since the Government

is the largest single buyer ir the country.
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Chagter v

TNCTITUTICONAL INFRASTRUCTURE FOR INTUSTRY

National, industrial and region-l planning

The National Planning Board (BAPPENAL) is responsitle
for the preparation of Indonesia's five-year development plan -
Repelita - which incorporates an industrial sector plan. BAPFENAY
plays the central planning and co-ordinating role vis-&-vis the
individual ministerial departments, including the 4inistry of

Industry.

The Department of Industry is headed by a Minister of
Industry assisted by five Director Generals in the field of metal and
machines indusiry, various industries ard handicraft. chemical
industries, textile industries and a centre for research and develop-
ment. The latter is responsible for ten specialized research institutes
in various fields (Figure 5-1). The Department of Industry has regiornal
representation in 25 provinces to provide information and guidance
to public and private enterprises and for supervision and control of

their activities.

Figure S.1 Organization Chart of Departercn Perindustrinn
(Department of Industry)
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The Government has placed emphasis uponnthe bullding-up v
of a planning machinery at the regional level within Indonesia.
In 1974, with a view to implementing regional development programmes,
the Government created regional development offices - BAPPEDAS -
in each province and also strengthened the regional development unit
in BAPPENAS. Further, the Government has financea an institution
known as the Regional Agency for Investment Co-ordination to encourage
invesiment in the Outer Islands. Its role is mainly informative,
providing information on investment opportunities in the regions
concerned, while the final decision is still in the hand of the
Central GCovernment. It is too early to evaluate the results of these
institutional improvements for encouraging regional development and

investment, partic.'a: ly in the Outer Islands.

Science and transfer of technology

Presently, Indonesia is faced with the dilemma that on the
one hand it is highly dependent upon imported technology, and on the other
1t is lacking an adequate institutional machinery for the transfer of
technology and for the development of an indigenous technological
base appropriate to the development needs of Indonesia. In this regard,
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 finances
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 serv.ces.
Yurther, the Minister of State for Research 1s assisted by Deputy
Assistants in the fields of industry and technology: standardization,
instrumentation and metrology; research and scientific information:
and crocs-sectoral research., The Covernment recognizes the neead to

develop and strengthen these ‘nstitutes in line with national priorities.
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Fxpectations have been expressed that these institutes penetrate into
key industrial sectors and cover even the most remote areas within

the country.

ve Indonesian Institute of Science (LIPI) is one of the
more impor.an. scientific ard technological research institutes in
Tndonesia. It is expected: i) to advise the Governemnt cn the
formulation of a national science policy part of overall national
policy; 1ii)} 1to0 give guidance to research institutions and to develop
existing technological activities; iii) to guide research worker to
a higher sense of awareness ani responsibility; iv)} to encourage and
develop science mindedness an ng the Indonesian people;and v) ‘o conduct
and maintain relations and co-operation with interaatiomal, as well as
national, scientific bodies. LIPI is authorized to co-ordinate, inte-
gratz and synchronize all activities in the field of science and
technology a2° soth the national and regional levels. In an effort to
increar .vional capabilities in solving technolougical problens
relatr to economic development, LIPL is considering the ctrengthening
of i research establishments by merging them into a multidiscipiinary

National Technological Research Institule .

The existing machinery for the transfer of technolegy
embodies, inter alia, the following institutions: i) the Investment
Co-ordinati~g Board, co-ordinating both foreign and domestic investiments;
ii) technical and administrative government agencies which also
scrutinize licensing applications, .ii) the Institute of Standardi-
zation; and iv) the Patent Office under the Department of Justice. At
present, thefe institutes are inadequately equippped to select ard
direct the inflow of fresh technology in concordance with tne ievelop-
ment aspirations of Indcaesia. In this connexion, various iceas have
been propounded regarding tne establishment of a Research and Develop-
ment Co-ordinating Board to work closely with a Central Agency for
the Regulation and Fromotion of Foreign Technological and Licensing
Transactions . Such an agency would consolidate and integrate existing
research activities within the Covernment. In the view of the close

linkage between investment and technology it could possibly be iniegrated




into the Investment Co-ordinating Board. Further, the need for
elaboration of a single legislative system governing the evaluation
and aporoval of all agreements related to transfer of technolcgyv

has also been promulgated.

Financial institutions

The banking network consists of the Central Bank, the PRank
of Trdonesia (PI), five large state-owned commercial banks, a Ctate
levelopment Bank (BAPINDO), two joint venture development banks,
Indonesian Development Finance Company (ID"C) and the Private DNevelop-
ment “inance Company of Indonesia (PDFCT), 2t regional development
vanks. 128 small domestic private banks, ar? brarches of 11 foreigm
banks. Therc are 9,000 savings and village banks, but their assets
are relatively insignificani. The Bank of Indnnesia and the State
Troke wenount for almost 90 per cent of all outstanding credit; a
iarge part of the remainder is made up by localand foreigm private

banks, the latter now being mcre important than the former.

Over the last few years the (Government has attempted to
remecy some of the short-comings affecting the financial sector and
institutipnal improvements have been made to mee! the emerging needs
of the private sector and in particular industry. Four national
development banks now specialize in exteniing term financing to
lnadustry:

i) BAPINDO is the principal domestic source of mediup-

and lmng-term capital for the private industry sector.
BAPINDO finances large, medium- and small-scale
industrial projects in the public and private sectors
and it is the only state bank allowed to grant term

loans with maturity over five years.

i1) thke Indonesian Development finance Company (IDFC)
concentrates on the financing of relatively emall
industrial projects and also participates in equity
financing. IDFC provides a limited amount of technical

assistance to industrial enterprises.
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1ii) the P.1. Private Development Finance Company of
Indoresia (PDFCI), a privately owned development
finance company established in 1973 with active
W.rld Bank assistance, provides medium- and long-
term loans, equity investment,and also plays a
role in the identification of new projects and in

the promotion of new enterprises.

iv) the P.T. BAHANA, a development bank established by the
Government in 1973 with the main objective of providing
equity financing and managerial assistance to financially
weak enterprises. P.T. BAHANA also engages in lending
operatings on a limited scale and has focussed its

operations on the small-scale industry sector.

In reviewing +he financial ins*itutions 1in .ndonesia 1t 1s
noteworthy that all of the programmes are relatively small and still
represent a relatively miner source of cre:it to the marufacturing
sectnr. 1t alsc appears *hat the availability of credit for the private
sector has heen a residual determinel by the amount of credit available
after nore urgent off.c:al needs have been met. Turther, the nationai
rrivate barks 1n Indcresia have a potentially important rcle to rlay

ir. the future in the provision of credit for irdustry.

Investment application and approval procedures

With a view tc speeding up the processing of domestic and
in particular foreign investment applications, recuce bureaucratic
procedures and counter depressed foreign 1investment, the Government
\ntroduced in 1977 a "one-stop" investment zec;vice for invesiment
applications., According to these new procedures the Central Office
of the Investment Co-ordina‘ing Board (ICR) 18 the only body with
which prospective investors need to deal. All formalities and
negotlstions are chanelled through IC3% for the purpose of facilitating
and expediting approval procedures and granting of 1incentives. No
additional negotiations are required with the relevant ministries or
with regional governments. Each department of the Central Government

is to set up a special unit within the ICB to expedite the handling
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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 rationalizing the country's complicated and time-consuming
investment processing apparatus. According to the new procedures,
all licences will be processed and approved by the ICB with an official
maximum time limit of three months -a great improvement compared to the
twelve or fourteen months required in the past. It is, however, as yet
: too early to evaluate the effectiveness of these institutional

improvements.

The irnstitutional infrastructure established to support small-
and mediuwm-scale industry development may be divided into financial or

technoiogy and management institutions.
i} Financial Institutions

The Government has introduced various institutional facil:ities
tor the financing of small-scale industry and for assisting small-scale

lcan opportunities available

entrepreneurs. Table 5.1. summarises the
to small- and medium-scale enterprises vnder the short- and mediumn-term
lending scheme of Bank Rakyat Indonesia (BRI), Bank Negara Indonesia
194€ (BNI 1946) and BPD. Among them, the major sonrces of loans for

tiie promotion of small-scale enterprises 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 these schemes are to encourage enterpreneurs with
small capital to start businesses, and to help them operate efficiently.
The investments interest is lower than ordinary bank rates and loan
procedures are simplified. In addition to these small investment

crediit schemes there is alsc a small-scale credit scheme as shown in
Table 5.1. All these schemes which are handled by the State Banks

a.d selected Rural Development Banks on the basis of re-financing by

the Central Bank, have provided a large number of small entrepreneurs
with much needed long-term funds., One of the problems associated with
the YIK and KMKP schemes, however, is that the share of manufactures

in total loan is still emall and the terms of the loans are restricted

to 3 to 5 years.




Table 5.1. Credits for Small Businvesses

Type of credit Purpose Maximum loan Loan interest rate T:::B of Banks
Small-scale Plant & equipment 100 thousand rupiahs Investment: 124 BRI
credit investment capital Working capital: 15%
and working capital
KIK Plant & equipment 10 million rupiahs 10.5% S years BRI, BNI 1946
& BPD
KMKP Working capital 10 million rupiahs 12.04 3 years BRI, PNI 1946
& BPD !
_;D
Credit by Badanl/ Working capital for - Agri.& mft.: 0.5%/month ) 35 yea BPD ,
Kredit Keca- agri. trade & mft. Trade: 1.0%/month ) 270 years
matan

1, BPDs finance this credit to mainly small economic 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 in South Fast Asian Countries:
Small- and Medium-scale Industries - Republic of Indonesia, Phase I, 1977/75.
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In 1973, BAPINDO initiated a small indusrtry financing
programme 1n collaboration with selected regional development hanks.
This programme was mcdifiei in 1074, following the introduction of
the KIK and KMKP Small Investment Credit schemes referred tc above.
As a result, BAPINDO was henceforth to concentrate primarily on
making loans to medium- and large-scale industrial enterprises while
its lendings to small-scale enterprises would be limited to
co-financing arrangements. BAPINDO 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 and policies. and its co-operative programme with the

Regional Development Banks (RDBs).

In 1971, the Government eatablished the P.T. Asurans:
Kredit Indonesia (ASKRINDO) to insure bank loans made available to
small entrepreneurs covering up to 79 per cent of the total risks.
This insurance scheme was estavlished with a view to inducing State
Banks to pursue more vigorously their term lending to small-scale
entrepreneursg. The major functions of the scheme are i} to
guarantee tank loans and 1i) to assist tanks in reviewing loan
applications. From 1971 to mid 1977 ASKRINDO insured 17,842 loans
to small-scale manufacturing enterprises for a total insurance value

of Re 24,757 million, corresponding to 4.3 per cent and 12.7 per cent
respectively of ASKRINDO's total activities,

There are two non-bank financial institutione providing
funds to small-scale enterprises viz., P.T. Bahana founded in 1973 and
UPPINDO founded in 1972. The ma jor objective of P.T, Bahana is to
stimulate and upgrade the managerial capabilities 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 technologizal and managerial
problems. The major sources of funds are the Department of Treasury

and the Bank of Indonesia. The present bank policy explicit stages




1

that tne entrepreneurs have to finance at least one fourth of the
necessaiy 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 Pembangurnan
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
UPPINDO itself: ii) medium- and long-term loans to manufacturers
and/or agsistance in raising additional funds in domestic and foreign
capital marxet, and iii) acting as an intermediary in the recruitment
of professionals ani experts. Financing by UPPINTC is made through
loans for 2 maximum of Rp. 500 million and 75 per cent of the required
funds for plant, equipment and working capital. UPPINDO also partici-
pates in capital formation of projecte requiring more than Rp. 100
million when the burden of interest pzyments on the enirepreneur
becomes too heavy. UPPINDO, however, does not participate in management.
Die to the size of the loan ceilings, it can be assumecd that the
UPFINIC scheme is mainly directed towards medium-scale enterprises.
One of the problems associated 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.

In a recent examination of prospects for industrial development,
the World Pankl/ recommended the following measures in an effort
to increase financial assistance to small-scale industry: i} conti-
nuation of the KTK and KMKP programmes and an increase in the supply ~*
funds available to them: 1ii) strengthening of P.T. Agkrindo and P.".
Rabhana so that they can function as originally intended: i1i}  encourage-
ment,under control of Pank Indonesia, to private banks tc undertake
more lending to small enterprises; iv) increasing tbte resources of
the TITC and PITCT;and v) providing, through the Ministry of Industry,
tetter technical extension services with respect to production planning

and scheduling, marketing and management,

l/ World Rank: Problems and Prospects for Industrial Tevelopment in
Indonesia, Vol 1, page 14, May 25, 197t.
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ii) Technology and Management Institutions

The planning and implementation of measures to assist production
technology and management in small- and medium-scale industries is carried
out mainly by the Department of Industry of the Central Government and
by the Offices of Industry of the provisional governments. The measures
for development and promotion of small-scale industries are consolidated
under a scheme entitled "Industrial Fxtension Services for Small Indus-

iries”, BIPIK.

The BIPIK programme was established in 1974 to assist in the
development of small industies and to encourage and guide indigenous
entrepreneurs. The BIP1K programme was intended to overcome some of
the weaknesses of the KIK and KMKP programmes which were found to be
dealing more with commercial than with manufaciuring 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 budgets for the

promotion of small- and medium-scale industries.

The BIPIK scheme provides assistance to small- and medium-

scale industries in the following f‘ields:1

i) extension services and guidance activities;
i1) training in management and technology;
iii) marketing assistance:
iv) materials procurement support;
v) mechanization assistance;
vi) quality control and standardization:; and

vii) surveys and research.

Industrial estates development

Industrial Estates can help maintain a balance between
expansion of industry and infrastructure and generate important benefits
through external economies in infrastructure investment; reduce plant

invesiment and operating costs for industrial enterprises, such as the

l/ An extensive review of the assistance provided is contained in:
International Development Centre of Japan: Ipduystrial Development in
' : Small- and Medium-scale Industries,
Republic of Indonesia, Phase I, 1977/78, pages 18-23.
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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 Covernment's long range
strategy. Presently, three industrial estates are being set up in

the outlying cities of Cilacap in Central Jave: O3Surabaya in Fast Java:
and Medan in North Sumatra. Three others are under consideration in
Semarang, Ujung Pandang and Samarinda(East Kalimantan). Further an
industrial estate in Batam, close 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 proportien of past domestic and foreign 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, telephones, etc. The first full-fledged industrial
estate in Indonesia, the Pulau Cadung, 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 investment projects and further
provided a useful testing ground to stimulate the growth of small-

scale industry deveiopment and indigenous »swnership.

The Pulau Gadung industrial estate is expected to be fully

occupied in 1980 wiih 200 enterprises settling on the estate. Tt

comprises a land area of 5¢8 hectares and the financial requirements have been

estimated at $ 51 million, part of which has Been 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 total employment generation of the medium- ard
large-scale Indonesian manufacturing sector from 1970 to 1972, Fsti-
mates have been made that 20 per cent of this gross job creation

and gross capital investment of $ 700 million ray be conaidered as
net incremental benefits which can be directly attributable to the
investment generating effects of the project. The estate is open

to both foreign and domestic investment and it is expected thai it

will act as a strong stimulus to the development of indigenous medium-

and small-scale industry,
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The Government, recognizing tha® Pulau Gadung is only the first
step i1n a broader national programme of industrial estates development,
has established within BAPPENAS a central office to deal with indus-
trial estates. In view of the importance of industrial estates
development in achieving national industry growth objectives, the
establishment of a Central Industrial Estates Authcrity has been recon-

mended. The Third Five-Year Development Plan - Repelita III -, encoursages

the establishment of industrial estates to be developed in various

regions and to be operated as public utility enterprises.

Plans have recently emergedl/ to develop Batam island, located
20 kilometres south of Singapore to a major growth centre with a tax-free
bonded industrial estate for labour intemsive manufacturing. Fffors
are being made to attract foreign investore in the small- and medium-
scale industry secior. Indonesia has enlisted fingapore aseistance
in the building of Batam infrastructure. The Patam-Singapore mutual
industrial interdependencges in the availatility of cheap labour
ir Batam and the growing latour shortage in fingapore. The co-operation
established between Tingapore and Batam may prove significant in a

wider ATTAN context.

Institutional support for manufactured exports

Un*il recently, there has been no organized cr sustained effort
to pronote exports of manufacture apart from certain policies related
to the granting of incentives in regard tc 1) tre refund or waiving
of du’:es on imported raw materials and components and 1ii) the

exception of export tax for finished items,.

Tr. 1971, however, a new institution, the National Agency for

Fxpert Development (MA'ETY was created under the Ministry of Traae with
the following objectives: 1) to provide information and guidance

to the business community about the possibilities of marketing Tndo-
nesian products abroad 1i) to supply importers and consumers abroad
witn information about Indonesian export commodities 1i1) to assist
the Government in promotizg and achieving export trade targets and

iv) to upgrade the practical abilities of businessmen and exporters

with emphasis on international trade.

1/ feaa Researck Bulletin, 2 July 1979,
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NAFED incorpor:.es three cenir.s - crafts agriculture and
manufactured exports. NAFED .s nowx iucreasingly assuming a role in
the pronotion of manufactured expcrts, parily by finding ways and
nears of removing existing "disincentives' to exports (export regu-
lations and procedures, transpori, infrastructure, duties and taxes)
and partly by devising new incentives (price stabilization, bonded
warehouses and export financing). NAFET advises the Covernment, private
pro.ucers and traders on quality contrecl. It provides services to
entrepreneurs through trade promotion and information for Indonesian
products abroad. It also provides assistance in the carrying out of
market surveys, training courses and product development. Further,
NAFED 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 197¢ the Government announced a number of policy changes
designed to encourage export development. These included, inter alia
removal of export taxes, stamp duties, relaxation on various regulations
on finance, provision of guarantees for export credit etc. While these
changes removed some obstacles %o exports, they did not provide a strong
package of incentives. £#n effective programme will require both the
strengthening of NAFFT and of the incentives system, so far hardly any

incentives have rewarded good export performance.

Two bornded warehousing companies have been established in Indonesia,

ornne located on Batam Islands~and the other one in "anjung Priok port.

There bonded warehouses encomprss the storage, transshipment®, packaging
and processing of goods for exports, The Ccvernment exempts from
import duty and other levies all goods and mat.rials which are brought
into bonded warehouses for processing in’n» export gocds. The licence
needed by industrial companies in bonded warenousrs is granted by

the Investment Co-ordinating Board (TCB).

In Repelita III full recongnition has been given to the need
for the establishment and expansion of a trade information network,
and of product development and sales promotion activities. Lack of
information on markets and export potentialse, on the part of new

industrial managers and potential investors, has in the past tended to




- 94 -

limit industrial growth. Further to ensure continuity of supplies of
input, required fo.: efficient industrial production, marketing
organizations will be established which will also serve as information

and communicatiion centres.

The Governmunt has recently taken a decision in principle to
creats export processing zones, where new industries can develop and
buy imported inputs as well as domestic inputs at international prices
free of trade taxes. In this connexion it has been suggestedl/ that it
may be proferable to aim at the establishment of medium-sized and
larger units to economize on scarce managerial skills, to facilitate
access to foreign technology and to achieve effective quality control
since larger units do not necessarily have to be less labour-intensive

than smaller ones.

1/ World Bank: Indonesia. Orowth Patterns, Social Progress and
Development Prospects, 20 Pebruary 1979, p.110.
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Chapter VI

ANALYSIS OF MAIN CONSTRAINTS TO INILSTRIAL DEVELOPMENT

Classification cf constrainis

The main obstacles to further indusirial 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
industrialization;
iii) weak institutional infrastructure:
iv) inadequate physical infrastructure and transporta-
tion system;

v) weak competitiveness of Indonesian manufacturers.

All these obstables are closely interlinked and discussed in

rore detail in the following sections.

Insufficient industrial linkages

with the primary sector and within industry

The present economic structure of Indonesia is charac-
terized by a high degree of economic dualism, On the one hand,
there existe 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 form 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 secior which together with
cottage industry affects the livelihood of more than 4 million
Indonesians, but which so far has been unaffected by developments
in the moderr sector and which is in real need of institutional,

financial, educational, training, managerial, technological
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and infrastructural suppoart from the GCovernment. The

strengthening of linkiges between the modern, large-scale,
capital-intensive, resourced based industries dependent upon

foreign capital and technology and the indigenous 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 parallel development of backward linkage industries dependent upon
agriculture, forestry, petroleum and minerals as well as forward

1li: age industries aimed at strengthening the domestic industrial base
such as metal and engineering industries (focd processing equipment,
textile machinery, agricultural machinery, etc.) will play 2
catalytic role in further development efforts. Once the resource-
based and engineering industries have attaired a certain level cf
development, the derived demand can increasingly be prcduced domes-
tically, imports reduced and self-sustained growth attaineu. It 1rf
unlikely, however, that many of these industries can develop very
fact without simultaneous progress in agriculture, where lack of
progress in the past hae restricted the effective demand for irdus-
trial products. These demand constraints have bteen compounded by
widening income disparities which have narrowed the rangze of prcducts
demanded and &lso tended to favour an import-biased consumption

pattern of manufactured products for the few rather than the many.

Excessive capital intensity and neglect of rural industrialigation

Industrial policies and incentives in Indonesia are
primarily linked to fiscal incentives which lower the cost of
capital relative to that of labour. This has led to excessive capita)
intensity in many industries with resultant excess capacity and high
costs of production. The emphasis given to the development of large-
scale, capital-intensive, resourced-based industries can hardly bve
expected to provide a solution to the problem of unemployment and
underemployment. The emphasis given to these capital-iniensive
medium- and large-scale industries equipped with modern technology
has led to a marked difference in the pattern of development in

production and technology between the traditional and the modern
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sectors and intensified the dualistic structure of the Indonesian
economy. The danger lies in the possibility c!{ the smali-scaie
industries being squeezed out of business by the medium- and large-
scale 1ndustries in competing lines of produ~tion, a situation which
existed in Central and West Java where many small-scale text.le mills
were forced to ciose down. It is evident that a continuation of this
trend will have severe repercussions upon the emplcyment-generating
capacity of the manufacturing sector. Thus, there seems to be 1

need not only for the development of rural industrialization and

in particular small-scale industries which are mainly labour inten-
sive, but also for the promotion of more labour-intensive technologies
in the indigenous medium- and large-scale industries, for example

1in the form of incentives being inversely related to the capital-labour
ratio, The absence of a deliberate employment policy seems to have
constrained the developmert of rural industrialization, in particular

the saall-scale industry sector,

Weak institutional infrastructure

The resources required for the development of the
modern sector have in the past impaired the resources which
could be made available for the development of the traditional sector.
Hitherto small and medium industries have been supported by small
investment credit. They have 2150 been assistel in the promotion
of managerial and marketing skill by several Goverrment agencies.
Recently, various surveys of small-scale industry problems and
opportunities have been undertaken or initiated. However,
there appears as yet to be no comprehensive systematic policy
and institutional package for the effective development of ihese
industries. The investment required and support needed for the
development 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
institutioral infrastructure for the development of rural industriali-
zation, in particular small-scale industries. The stricter enforcement
of "pribuminization"” regulations has probably also retarded growth.
Further, the institutional infrastructure for transfer of technology

and for the development of an indigenous technological base is at

1/ & Preliminary Survey of Conditions and Probleme in Small- ana Medium-
scale Tndustries is rontained in International Development Centre of
Japan; _Industrial Development in Southeast Asian Countries -

Republic of 'ndonesia, Phase T, ]977/78, Chapter 1.

-
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present inadequate. GCreater institutional, technological, managerial,
training and infrastructural support is needed if the small-scale
industry is effectively to contribut2 (i) to the creation of employment
opportunities for those who cannot be gainfully employed in agriculture,
and (ii) to the provision of basic needs for a larger pert of the
populatior which so far has been unaffected by developments in the

modern sector. By nurturing rural industrialization through emphasis
upgon small-scale industry and their "change agents", the economic dualism

and exlsiing disparities will gradually diminish.

inadequate physical infrastructure and transportation system

In the past the manufacturing sector has primarily
benefitted certain sections of the population, particularly
in Jakarta and other major cities in Java. The large majority of the
Indonesian population, in particular in rural areas, has been left
unaffected by developments in industry. The policy of establishing
resource-based industries combined with the development of metals and
engineering, in particular small-scale industries, can be related to
the objective of decentralization of industry anc linked to the
Government's overall objectives of developmen:t of various regions of
"ndonesia, in particular the Outer Islands. A step in this direction
is reflected in the recent esta’,.ishment of a Regional Agency for
Investmer.t Co-ordination and in the establishment of regional planning
units (BAPPEDAS) in each province. Further, in the Governuent's new
list of priorities for domestic and foreign investment (1978),
different fields of manufaciuring investment are being granted various
degrees of incentives and assigned different locational specifications.
The con:iours of an industrial location policy thus seems to be emerging
for the medium- and large-scale indus‘ry 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 sector. The high
population density in Java coupled with a relatively good and
extensive communication and transportation has in the past made Java
attractive for import substitution industries requiring large domestic

markets. The Quter Islands are more sparsely populated, yet rich in

-
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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 goods 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 Quter Islands and the weak transport links between
different regions of the country. It is no coincidence *hat the
archipelogic nature of the country has favoured shipping as the most
imporiant means of domestic transportation, while land transportation
in the Outer Islands has been constrained by topographiczl considera-
tions and the associated importance of river transport used for
primary goods., While the Covernment has stepped up efforts to link
small ports in remote provinces with regional shipping services to

and from Java, there is still a need for making larger areas of the
Outer Islands more accessible. There is as yet little complementarity
in regional specialization of manufacturing. Most ot the inter-island
trade is in agricultural consumer goods, primary goods and derivates,
ard re-exports from Jakarta or Surabaya to nearby provinces. To
achieve a more balanced and integrated economy, the internal transport
and infrastructural cornetraint will have to be solved. Associated
herewith is the possibility that the indigencus medium- and small-scale
industries may take advantage of the large infrastructura! improvements
be2ing undertaken in the field of energy, roads, transport, ete,,in
connexion with the establishment of the large-scale, resource-based

industries in the Outer Islards presently under way or planned.

Weax competitiveness of Indonesian manufacturere

One of the major obstacles to expansion of industrial
output and exports is the high level of production zosts
which has charasterized the import substitutiorn industries °n
Indonesia. This has resultzd not only in a weak competitive position
for Indonesian products at the domestic market vis-3-vis imported

manufactures but also impeded the competitiveness of Indonegian pro.ucts
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at int2rnationz’ markets. The most obvious case 1s the indones:ian
textile industry which, in fear of competition from chearer

imported products from other developing countries, has repeatedly
made a case of prctection against foreign competition. The ma jor
reasons for the high level of production costs have not only teen

the high capital intensity but also the high impor! content 1in
domestic manufacturing activities in the form of raw materials and
capital goods, reflecting strikingly weak backward linkages with the
domestic economy. As a corallary the cost of production 1in the
Indonesian manufacturing sector has been heavily influenced by
international 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 making Irdonesian
manufactures competitive domestically and irternationally in the

long run. The recent devaluation of the Rupiah, however, 1s expected
to improve the competitiveness of Indonesian manufactures ani to
stimilate manufactured exports, though the cost of importea raw

material will increase.
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Chapter Vil

PROSPFCTS FOR INDUSTRIALIZATION

<@ TR

Tndoneria'e lrng_term prowth perepectives

This s-~cticen analyz ¢, in 2 summary fashion, th- main cerntliurs

. £ i%n - pr.wisional rosulis f a stuﬁyl/on Ir lon~sia's lomg-torm
~rowth preeptcte. The stu’y illustrat o th notur on ‘imnsions

¢ th- pruspects fer lons—t-rm erowth of the Iniincsian -crromy,
fecor.ing te the stuly the population is xpecte! tc drerias from
132 million in 1975 to 235 million in year 2000; the corresponding figures
for the labour force being 48 million and 91 million. The labour force will
thus increas2 by 43 million up to year 2000 almost equally distributed bet-

wr Jawa (incluiing Ma 'ura) oni th- Qut r Islan‘s. G7P is xp-ct!

t incr as at an avarag- ~uans! rate £ 7.0 to 8.5 per cent up to year
'« This rate «f gr wth is r quir : %t coop> with th- pribl ms of
mployment for the rapiily ercwing populstion. Thoul! pr o nt trnis
an policics continue, h wwv-r, v n thiz reot: f e owlhomy ot b
caffici~nt to rolue~ unsmploym nt., The -xp etaticne in r gar- t the
r 1ntivoly high rats of GOF growth 2r Looe Cupor tw cansi roaii‘nss
firetly thet the relatively high r~t ¢ acni 7 in the past ¢ ul’ hav~
1 ~ven batter hatl eapital-ouiput ~ntice b on lowr s’ el r o the
rag o f othar Siuth ast Asion countri sy zn’ © con'ly thnav the avail-

ciiity of unexploite:® natural r srurc = in terme o8 £ o0, timk r, “norge

-y
[
el
9]

5, m:tallic an cth.r min~rals will oporn up n-w cpportuniti -u far
e wth of the Inicnesian - ¢ nomy. Th ctuy furth » xpreto ihint the
ir.rustrial sect r will 2tizin sufficient momentum t- sust2in 2 ¢ 1f-
& n-rating growth, of 17.3% prr c¢ont from 1572-85 arn ! 1C.5 pr oont frem
1575-"000, The agricultural st r ic —xpecter & £r ow lege thon nalf
-f tnat of manufacturing (Tabl. 7.1).

Turl 7.1 Prejecticns £ GOD an et orel Ui wih it s 1960-2000
(Crrctant pric o)

arnunl growth rate
; (prrertur ) '

1560-1977)= 197,15, 1,0 =200{ =
ooy 4.9, 945 .0 - T
arricultur: 5630 Sedl 4.7
Mining 9,03 Te 407
Manufacturing 7.74 17.° 1G5

Gourc i KI. VOl XXV Ne.1, March 1977; UNI'O computor print—cut (1960-75)

2/ Bas-.i upon constant 197 pricas E/ Mining incluics 1lectricity, gas an:
waloer g/ Bas<! upon constant 1973 pric:c

1/'Stratqgic variables in Inion 'siat's Long-term Growth by 2jcj hn:ikusumo,
TRY, IRV, Wo.T, Marck 1977. This stuty hac boen designat! by the
Indenesian Government as «nn c¢i the five top priori’ es in itc national
rasearch progremmes, It is b:ing carrird ont by an interlisciplinary
tram of reeearchers uni r th suprrvisicen T the Ministry f “tate - f
R.erarech,
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Th~ resultant structural transformation of the In:icnasian
eccnemy implics that in the ycar 200C the agricultural an! manu-
facturing s2ctcrs will b almost ~qually important, 22.5 p-r cont
ant 21.6 per cent of GDP, rospectiv-ly (Tabl~ 7.7). The cxpect~’
growth of the Indon2sian economy r-quires a significant increoas:
in investmont rascurces for the prcluctiv~ sectcrs. Accoriingly,
tho prcportion of GDP tc be channcllel inte invesiment is ox-
pected tc¢ increase from 19 per cent in 1975 to 25.5 per cent in
1985, T sustain its planned growth rate, the manufacturing soct.r
requires almost cne—third cf tctal investment cr 7.9 por ¢t of
GDYP, compar=.! with 2.1 prr cent for agriculture. In discussing
the choice betwzen an agricultural versus industrial oricntol in-
vestment stratogy, it has been suggostedl/that while the lattor
undoubtedly will lead tc fasier overall growth, the effects :n
income Jdistribution, poverty an? unemployment would be mer~s favcur-
aol 2 in the case of the former. The pressure on the foreign ~xchang:
position wouls be higher in the industry-oriente? case but -he im-
pact upon the lJomastic price level and tax rovenue would be more
favourablc than in an agricultural orientel investment stiratogy.
The role of external financing would decline tc 20 per cent of
tctal investment by 1985. Considerable pressurc would therafore be
placed upor th> mchilization of -lomestic firancial resources. In
regard tc trade, the study expects that the import requirrm-nts for
capital equipment and intermediat~ goods will b~ on the ris~ although
export prospecis appear favourable. This will lcai to 2 wi-i~ning
trale gap wherecby foreign exchange will remain a sorious constraint.
It is expected that the export trade will continue teo be lcminate?
by the traditional export commodities - energy fuels (mostly «il),
timber and rubbrr. Manufactured exports are expected to increase

from 0.7 per cent of total exports in 1974 to 5.6 per cent in 1985,

1/ Income Distribution, Fmployment and Growth, A Cas~ Stuly <f
Tadonesia. World Bank Staff Working Paper No. 212, August 5,

95, pp. 68, 69.




- 103 -

The World PRank has emphasizedl/ that Indonesia should probably
ain at a pattern of rapid ‘abour intensive industrial development with
value added in manufacturing increasing by not less than 15 per cent
annually, and manufactured exports growing by not less than 20 per
cent annually. Obviously such high rates of growth cannot be sustained
indefinately but other aeveloping couniries have done so for suffi-
ciently long periods. While Indonesia’ is fortunate in having a
potentially very large domestic markei, yet it is too small ‘o support
the high manufacturing prowth rates that are needed. Reing a newcomer
in this area implies that Tndonesia could take advartage of utilizing
the zxperience of other developing countries to avoid costly mistakes.
However, being a newcomer in one of the most competitive areas of
the world presents particular problems in connexior with protectionistic
policies in developed countries for precisely those labour-intensive
industries in which Indonesia might have a comparative advantage.

Tt is worth noting, however, that Indonesia has the largest remaining
pool of inexpensive and relatively literate labour in Fast Asia, even
tefore the recent devaluation. The greatest obstacles to the reali-
2ation of much higher rates of growth of labcur-intensive industrial
development and exports are physical and administrative bottlenecks,
the financial system, and other cost raising factors including
unofficial levies. Intensified =fforts to overcome these obstables

are required.

l/ World Bank: Indonesia, Jrowth Paticrns, Social Progress and Development
Prospects, February 20, 1979, pege 109.
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Tztl - 7.7 Strategic variables in Indonesia's long-tern growth
1975, 1975 »n:® 700C

1975 1995 2000
Population (in millionms) 132 167 235
Lab.ur Ferc: (in millions) 48 AT 91
GOP par capita (in constant US$) 141 745 500
Shar: of investment in GDP (percentage) 18.9 29.5 -
Shar~ of ecxternal savings in a/
t:tal invostmoent (percentage) 24 & 20 -
Shar: of agri:zulturc in GDP,
constant 1973 prices (percentage) 27.8 3.5 22.5
Shar~ ¢f mining in GOP, constant
1973 pric's (percentage) 10.5 2.7 8.2
Shar: of manufacturing in GP,
constant 1973 pricoes (percentage) 11.1 16.3 21.6
Shar: cf s~rvices in GTP, constant
1973 pric:s (percentage) 31.0 31.6 31.0
Shar~ of cil, gas and coals in a/
tctal exports (percentage) 50.1=  4R.0 -
Shar: of in‘ustry an! crafts in ./
tctal exports (percentage) C.7~ 5.6 -

Snurces "KI Vel XXV YNo.1, March 1977
2/ 1974

Agriculture and agro-based industries

Indon~sia is richly 'niowad with natural rosourcrs from agricultur=,
ferestry, petroleum and mining. The main egricultural commodities ar-
rubber, palm oil, ric-, copra, coffre, tea, sugar, tobacco, pepper an'!
livestock. The agricultural sector is a mixture of private and Gevoern-
ment estats holdings geare! mainly to ~xports, and small holdings larg:ly
of a subiistonce typn. Palm oil is proluc~! by the estates only, whiler
rubber, tea anl! sugar ar~ produc~! by beth the estates and small holders.
Coconuts,coffen, tobacco, prpper and cotten are grown chicefly by small holders.
The main export crops are rubber, coffen, tea, tcbacco and pepper. FIho!
crops incluin rice, cassava, sweat potatoes and maizrn, Minor crops include
soyabeans an! groundnuts. Tabl. 7.3 summarizcs the production of major

agricultural commo:ditirs 1973-1977.

|

<G SR
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Table 7.3 Agricultural Sectcr Production (excluding Staple Fooi Crops),
913 -11

(in thousand tons)

Annual

growth rate

1973 1974 1975 1976 1977 1973-71
Rubber 845 817 782 786 825 -0.6
Palm 0il/kernel 289 348 397 431 497 14.6
Coconut/copra 1,237 1,341 1,375 1,393 1,446 4.0
Coffee 150 149 160 186 186 5.5
Tea 67 65 70 13 19 4.2
Clove 22 15 15 17 26 4.2
Pepper 29 27 23 37 39 1.6
Tcbacce 80 77 82 88 103 6.6
Sugar Cane 1,010 1,237 1,227 1,321 1,365 7.8
Timber: teakg/ 676 620 595 480 573 -3.6
other® 25,124 22,660 15,701 20,947 21,787 -3.6
Meat 379 403 435 449 469 545
Tggs 81 98 112 116 123 11.0
Milk 35 57 51 58 61 14.2
Fish: sea 889 949 997 1,043 1,099 55
freshwater 389 388 393 405 4217 2.4

Source: Bulletin of Indonesian Economic Studies, November 1978, p. 14

a/ Thousand cubic setres.
b/ Million litres

farlier, Indonesia was the largest producer of rubber in the world,
vt output has declined in the last two decades and much remains to be
donr in the way of replanting and rehabilitation. | Today rubber has taken
second place after timber among Indonesia's non-oil exports. Indonesia
is the world's second largest producer of palm oil and also a major pro-
ducer of copra although 1ittle rehabilitation has been undertaren. Indo-
nesia is a major producer of coffee accounting for around 15 per cent of
the world's robusta coffe rutput. In regard to tea Indonesia ranks
third in the world after India and China. Production of tobacco has been
increasing in recent yeare., GIfarlicr, Indoneria was self-sufficient in

rice but, due to acceleratrd population growth and increasing pressurcs
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upon lan: r s.urc-s, Inion~sia has brer force!l to import larg- '

quantitizs of ric-. Indon-sia has mcrg:l as tho werli's larg:st
importer <f ric: ani a ricsz ioficit of 1,5 te 2.5 million tors 1s ex-
pct-it. prowail 2t lrast through 1990.1/ Liv'st-ck farming is

alco impartant; in 1976, ther- w:.r. 6.7 million cattle, 3.2 million sheep,
4.4 mnillion pigs, and 7.9 millicn goats providing a good tase for the
1-zth-r inwstiry. Jishing, buth inlant ani offshers, plays an

important r.1 in i mational 'i-t zn.i prclucticn roach- i 1.3 million

t.ns in 1977.

Tebl .4 summariz:s th plann~ ! growth of agricultural output
1379/36-1303/34 cempar. i with r.oeont achi-rom.ats (1973-1977). i t.—
worthy is tn- rapii plann-: incr-as 1ir palm oil, sugar an! soyab ans.
Th- plann-. . oxpansion of th-se agricultural commolitirs proviles a
soun vasis fir furth-r growth c¢f thn larg:st manufzacturing s~ctor

in Inlonsia, viz, th: fcoi processing industry which accounts fopr

aroun! half of tctal manufarturing valuc atdsd. Rxcorne invostmont
proposals ir this s~ctcr ar: zctiv:ly ccncontrat«t cn the ~stablish-
m-nt <f now 1n fustrial capaciti:s bas-! upon rapi'ly ~xpaniins raw

mat:rials. or oxampl ,in 1977 a pzlm oil plant was r-port: t: =

tuilt in 2 niral Jeva with @ plann~i anrual capacity <f 26,000 t ns,

r quiring 2C,0CC hectares of plantation, the biggest ot 1ts kind in lndo-
nesia. Tbsee additional palm oil plants were expected to be built in North
Sumetra.— Th G veornment pas put the planving an’ processing . palm

0il on its priority list feor inv-stm-nt. Indon-sia is at pr-s nt th-
socon: larg:st oxportor of palm 2il, and Indonesia plans to in-
creas 1its palm oil proiuction frem arouni £0C,000 tens in 1979 t«
20,000 tons by 1223, Palm 2il proiuction roach~! 496,000 tons in
1977 an’ 513,000 tcns in 1972 of which thr -~ fourth was vxportvi.l/
New industrial capacities are also expected to be established in

sugar processing including a new factory in lampung with an annual

capacity of 100,000 tons, requiring 14,000 hectares of plantation,
and the expansion of a sugar factory in Yogjakarta with a capacity
of 45,000 to 0,000 tons. Further, as a result of an ASEAN-FEC
conference, United Kingdom and Holland are to invest $€1 million

in the estahlishment of a sugar factory in south Kalimantan with a

capacity of 80,000 tons per year to start production by 1983.5/

Asia Research Bulletin, 30 June 1979.
Asia Research Bulletin, 30 April 1977.
Asia Reseavch Pulletin, 30 April 1979, '
Asia Research Bulletin, 30 April 1977.
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v

Tornghowoprie-ssing plant is xpoct Tt b obuilt in Yo mjakarto with

1
ar annual cnpacity <f T.155 t.ons regquiring 11,000 hecfares.—/ Further, an

3

ot

crat o moai processing plant reoquiring inv-siment (7 818 millien

n

tes | wn 2 capacity <f 17,000 cattle per year is planned to be built in

4

East Nusa Tenggara. ' pin‘appl " canning factcry is also plann  ir

Lempurs wite an ~nru~l capacity of 1C million cuges requiring TO00 hecteres of
plantatiun.i/ Th« Iricnesian Govornment is alco trring 10 v lzp tn-

ceeonut incusiry tc meot local !omand fer coconut :il. In 197°% In‘en-sia
import:! £3,000 t-ns c¢f ccconu® cil anl copra proiuction r-ach-: 1.4 million

-~

tens in 1977. By 1983 coconut proiuction is,*xpéctﬂ“ to ro2zh T million tons
an! ‘cmostic consumption 1.45 million tons.J/ These are merely examplegs of
s:l2ct~ 1 inv-stment intcntions which testify th: clos< linkag s b twren

rapii plann:’ <xpansion cf certain agricultural commo iti-s an. parall-l

inv-stmont activity in fco ' processing.

Tabl: 7.4 Annual Rates of Growth of Agricultural Output 1973-77
anc¢ 1970/80 - 1933/84 Targ is

1973-77 1979/30-1933."34
Fco: Crops
Rico 3.8 3,58/
€orn -3.9 5.1
Cassava 2ed 4.4
Sw:et potatces 0.7 T.3
Cuy brans -0.4 1.1
Pranuts 9./} 5.0
stat - Crops
Palm oil 14.6 1.3
Copra 4.1 2.1
Cotton 16.0 64.1
T: bacco 6.8 2.6
Sugar R.2 125
Coeffrn S5eT 3.3
T~a 4.3 4.0
P.:ppar 1.1 1.4
Clov-s B.6 18.5
Rubbrr -0.5 1.6

Sourcn: Bulletin of Indoncsian 'conomic Studins, July 1979

g/ The growth rat~ given in the Plan is 4.3 per ceont, but this was ! riv.-
using a very low preluction figure for 1978,

3/ Asia Rescarch Bulletin April 30, 1977
2/ Asia Rescarch Bull-tin Fbruary 28, 1978

Y/ Agia Regoarch Bulletin,Cet % r 31, 1979
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According to the agricultural projections, csrtain commodities,

however, are expected to increase at a very low rate. This applies 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 ;% a lagging agricultural sector

upon backward-linkage industries. Improvements in the agricultural

sector are here crucial for the growth of industry. In regard to rubber,

for example, which comprises 2,344,000 hectares of land divided between small
holders (80 per cent) and plantations (20 per cent), the average yield

ner hectare is only 40 per cent of that of Malaysia and 63 per cent of that
of Thailand;l/ In 1977, production of natural rubber reached 825,00 toms,
most of which was exported. The introduction of high yielding varieties

and improved management in agriculture is thus essential for industry.
Turing Repelita ITII natural rubber production is expected to increase

by 1.6 per cent annually. Tomestic consumption is expected to rise by

12.8 per cent annually increasing to 79,100 tons in 1983. The production

of rubber has given rise tc the manufacturing of iyres. Under the Third
Five-Year Plan Indonesia's annual automobile tyre is expected to increase

to 5.7 million units by 1984 from the present 2.6 million units (1975°. At the
same time an estimated 25 per cent of the output will Lé reserved for ex-
ports. Production of motorcycle tyres during the same period is expected

to double from 2.8 million units to 4.9 million units. There are currently )

automobile and 10 motorcycle plants operating in [ndonzsia.

The textile industry is the second largest industry in Indcnesia.
Its share of total meuufacturing valne added increased from 10.8 per cent
in 1970 to 15.07 pzr cent in 1976. The output of knitting and weaving
increased from 450 miilion metres in 1969 to 1,085 million metres 1in
1975/76,while the numbeir cf spindles increased from 482,000 to 1,152,000
during the same period., Total capacity of dyeing, finishing and
printing increased from 665 million metres in 1970,and the actual
output was 323 million metres in 1975/76. Currently about 70 per cent
of Indonesia's demand for textiles are being supplied by west Java
(in 1977/78 727.5 million metres), West Java's textile prcduction
has risen by an average of 15 per cent annually from 1969-T7. A

number of textile factories has been set up under the domestic and foreign
cupital investmenti project progragp . Rehabilitation of existing textile

companies has also played a part.‘ tne of the major impediments to the

1/ Asia Research Bulletin, September 30, 1977.

2/ Asia ‘tesearch Bulletin, Nctober 1977.
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growth of this industry is the lack of adequate raw materials. Most raw
materials are preeently being imported. Apart from weaving yarn, with

55 per cent of requirements produced locally, almost all cotton and other
inputs are imported. Cotton production has not been able to keep pace
with consumption because of a decline in planting. As part of the
Covernment's drive to boos— the silkworm industry fifty natural silk
experimental and testing stations were expected to be built in 1979.

These were intended to be used to train silk industry personnel.

Although the textile industry is in difficult times at present,
the longer term prospects to the mid-1980s appear more favourable since
nresent per capita comsumption is low and is expected to grow steadily.
The best opportunities for .nvestment in the textile industry exist in
garment making followed by weaving. Both spinning and fibre making appear

quite unattractive,

The cowbined 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 processing, textiles
and rubber industries. The planned growth of these backward linkage
industries dependent upon agricultural raw materials is among the 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.

Foresiry, and forest-based industries

Forestry represents one of Indonesia's major assets, Having

become the major timber exporting country in South East Asia, timber

now ranks second in Indonesia’s exports after petroleum. Indonesia’s
forest resources cover 125 million hectares of forest of which 40 million
hectares are now under exploitation mainly in Kelimantan, more than half,
and Sumatra. In 1976, Indonesia produced 22 million cubic metres of logs
of which around 90 per cent was exported to Japan, 3ingapore, Taiwan

and Ttaly for further processing. In the same year, Indonesia produced

1.9 million cubic metres of sawn timber and 75.000 ~ubic metres of ply-

wood, of which one-third and three per cent, respectively, were




xport--i. Thooculv o I osmosict's forestry rescure oo oar thenn ooine
cxporboti in i Unpri ©ocEe form “n . only ar.un: i< pr omt § b 1o
utput is pr.c uo. int coawn timere Th Gov ormmnt, howor -, n avroure
t voost pr:i ouciion ant xport ! preeassei timbor through CHoeel oow

trn promci:icnnl meacur ¢ as well as infrestructural improvements.

Tabl-. 7.7 Inicn sia: Timtr proluction an’  xports (12791-77)

sk

Log Sawn timb r
¥on Prc .ucti~u “xports Frciuction ‘xports
T (000 cu.m) T lum- Talu- (000 cu.m) T2l
(0CC cu.m) ('000 USZ) T lum (GINGe i sie)
1971 13,077 10,741 145,635 470 s -0l
1972 17,121 12,901 73C, 349 240 127, 3,0
1973 05,83¢ 10,432 593,345 1,138C 327G 17,707
1074 20,63 12,082 79,551 1,319 £ R0 N O X
1575 15,774 13,901 499,916 1,708 £1c.a 1,0
1976 °r, 041 15,649 780,379 1,200 643,90 40,053
1077 4,040 &/ 550087 450,000 n.a. 7128/ ‘ol con

. irs E irst o m st r
., e, 31, 1977 afir t’ quart -r bhirst o nm
¢/ projections

The Gov-.rnment is making the oxport c¢f unprccass.-’ logs 1-ss
profitable in ori:r t2 ‘ncourag~ its lccal timbor prccessing inustry.
Geveornment regulaticns stipulais that timber businessmen whe ar givon
licrnces tc¢ -xploit forests in Inlencsia havs to st up weo '-pricossiv.
in'ustrirs, If thy 7: not possrss the processing faciliti-s th-mc lv-s,
they have tc s711 10 p'r cent of th2 log production tc thes: whe lo,
Furthermore, th-v can only ~xport t%.1: logs if thoir shipment inclu-:s
sawn timbeor, In spit- .f thesec regulations th. pac~ of iniustrialization
in this inidustiry has bzen slow and concerm has been veice! ¢t the ~ffect
t.aat therc ar=s tco many disincontives focr log exports and nct <nough

incentives for timlLer processing,

Effective May 1978, the Gevernment introducsd an export ban covering
14 species of log waod.1 Becaus~ of environmental damag: causcd by in-
discriminat~ logging, following large inflow of fcreign inv~stmrnt in
the late sixtics and carly seventics, the Government has now banne! any
toreign inv-:stm-nt in fur.stry projncts, even on a joint --~ntur~ basis.
The Govermm~nt has now ~mbarkned upon a comprchensive afforestation oro-

gramme aimecd at having one-third of the country planted with commercially
viable epecirs.

1/ Agia Rescarch Bullctin, F:bruary 28, 1978

«EAN SR




- 111 -

gl AP ERa.

The prospects for the wood processing industries seem bright in the

light of existing resources and the planned rate of growth of 1£.2 per cent
in Repelita II. The emphasis on housing spells out a good future for certain
types of processed wood. At present, there are about 200 sawmills 1in Indo-
nesia of which 35 export nearly £0 per cent of their output mainly from West
ana Central Kalimantan. There are 14 plyweod plants with an annual capacity
of U9 in1llion sheet. Further it is estimated that 12 more plywooa plants
w1ll tegin production in Indonesia within the next few yvears. Major new
investment proposals include a $ 21 million sawmilil and plywood factory 1n
S‘umatral with an annual capacity of 10,000 cubic metres, and a sawmill 1in
Eas. Xxalimantan with an annual capacity of 90,000 cubic metres to be
completed in 197&, the largest investment in the wood processing sector

in Iudonesia.g/

The Indoncsian Government has successfully brought about the
establicshment of substantial new sawn wood and plywook production
caprcity over a relatively short period of time. However, if the
desired value added and employment effects are to be achieved
rertain positive steps will have to be urndertaker. Such steps might
include}/: .Y the estalt lishment of an effective export timber
marketing hoard; ii) the establishment of training and other tech-
nical facilities to assist plants to produce sawr. wood and plywood
ané 111) tax and price ‘ncentives to produce sawn wood and plywood

domestically and less incentives to export unprocessed logs.

Tndonesia's production of paper amounted to 14£,000 tons in 1978
compared with 90,000 tons in 1977 and less than 50,000 tons in 197t.

Nomestic consumption in 1978 was estimated at 400,000 tons. Substantial

amounts of paper and paper products have therefore been imported in recent
years. 1In fact no other country in the world with substantial fibre
resources is so dependent upon imports. By the end of Repelita III

in 1983/84 domestic demand is expected to reach 750,000 tons per year
compared with an estimated production of 400,000 tons.4 Substantial

imports of paper and paper products are therefore expected to continue

Asia Research Bulletin, June 30, 1977.

Asia Research Bulletin, October 31, 1977.

World Bank: Problems and Prospects for Industrial Development in
Indonesia, Vol. II, page i, May 25, 1978.

Asia Research Bulletin, March 31, 1978,

R R




Substantial izporis of paper and paper pruducis are therefure expecied

to continue for some time. The Governmeri, however, plans to achieve
self-sufficienc: in printing and writing paper by the end of Repelita ITI
and the poesibility of surplus for exports is also envisaged. Except for
writing and printing paper which are 90 per cent domestically supplied,
demand for newsprint and sack craft paper are all imported. Thus in the
next five years priority would be directed for the production of pulp,
newsprint and craft paper. A possible new source of raw materials for the
paper industry is bagasse from sugar mills. The countiry's major paper
mills are in West Java, Central Java, East Jave, South Sulawesi and
Martugara. A number of small production units exist which could never be
profitable if noi protected from import competition by a 50 per cent
tariff barrier. F¥ollowing consolidation and expansion, the existing stiate
paper mills were expected tc produce a total of €3,500 tons of paper per

year by the end of Repelita II. 1In 1978 P.T. Kertas Bekasi Teguh paper

plant alone was expected to produce 33,000 tons.l/ A major expansion of the

state paper mill in Fast Java with a capacity of £8,000 tons was envisaged.g/

Plans exist for the establishment of five paper mill projects within the
next five years with an estimated total investment of $1.1 billion, two to
be located in East Kalimantan and one each in Aceh, Central Java and fouth
Kalimantan. Various forms of investiment participation are being sought

3y

for these five paper mill projects:

-~ Aceh: being promoted b P,T. Alas Helau at an estimated investment
of $85.3 million. The plant will produce 50,000 tons of multiwall
sack paper and 70,000 tors of linen board:

-~ Central Java: to be developed by P.T. Akae in a joint venture with a
foreign company, the plant is to produce ¢0,000 tons per annum of
newsprint initially;

-~ South Kalimantan: this project consists of two productisn plants,
one for the production of 20,000 tons of bleached craft paper per
annum requiring an investmeat of $120.7 million, while the other is
to produce 147,040 tons of fine paper requiring an investment of
$152.1 millicn. The projects are being promoted by P.T. Soproumar
in joint venture with a French company:

- Fast Kalimantan: project being promoted by the Australian Government
in joint venture with P.T., Inhutani to be constructed in 1980. Saudi

Arabian participation is also a possibility. Production is scheduled

1/ Asia Research Bulletin, 31 Cctober 1978.
2/ hsia Research Bulletin, 31 March 1978.
3/ Asis Research Bulletin, 31 August 1979.
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is expected to reach $£1:5.9 million.
- TFast Kalimantan: a paper mill plant to be constructed in 1¢€0 under
the management of P.T. Inhutani with 2n annual capacity of 15,000

tons of w.. te paper, 40,000 tons of pulp and t0,0C0 tons of board.

Proposals have been madel/to form a nublic sector pulp and paper com-
pany which would take over control o the five existing Covernmen*—owned puvlp
and paper mills. This company could be empowered to negotiate with the
sponsors of the five major pulp and paper projects under ccnsideration, to
select the best projects for immediate development and to proceed with bankable

feasibility studies, equity raising and finally implementation of the projects.

Petroleum, energy and chemical-based industries

Indonesia is the largest producer of crude petroleum east of the
Persian Culf and in 19:¢3, crude oil took over the position of natural rubber
25 the country's largest foreign exchange earner and now dominates the
economy. Natural gas is also produced in substantial quantities. Indonesia
is estimated to possess over three-quarters of total oil resources in
coutheast Asia and around two per cent of world resources. Knowr crude
cil reserves are estimated at from 15 to 17 billior barrels. Undiscovered
oil resources have been estimated at 35 billion barrels.g/ Prospecting
however has hitherto only covered a small proportion of the total area,
and much remains to te explored. The main production areas are Tumatra,
Kalimantan and Irian Jaya. Indonesia's overall prowth prospects are
critically dependent upon the gsuccessful exploration and exploitation
of these resources which contribute to around one-fifth of GPP, half of
Covernment revenuee, three-fourths of export receipts but only one per
cent of employment. Petroleun resources are expected to continue to be

the main source of financing further developnent plans.

Indonesia's crude oil production has increased from 1¢¢ million barrels
in 16t7 to €15 million barrels in 1977. An annual increase of 15 per ceni in
01l production is expected during Repelita ITI (1979-83).;/ Around £U per

cent is exported. Imports have been significantly reduced and now account

1/ World Bank: Problems and Prospects for Industrial Development in
Indonesia, Vol 17, page iii, May 25, 1978.

2/ Asia Research Bulletin, 31 March 1979.

3/ see footnote 1/.
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which has since thwarted a number of Indonesia's developmert projects.
Some of the comrany's non-oil activities are now sold off and the role

of Pertamina scaled down.

The Indonesian Ministry of Mines and Fnergy has recently outlined
a long-term domestic energy policy that will gradually reduce the country's
dependence on o0il and develop Indonesia's non-oil energy resources. The
cornersione of the integrated national pclicy is the development of alter-
native sources of domestic energy primarily coal, hydropower and uatural
gas. The policy comp.ices programmes for energy diversification, conserva-
tion and indexation over the next 10 to 15 years. While o1l 1is expected to
remain the principal source of revenue for the next 19 to 20 years caution
kas been expressed regarding a possible stagnation in the country's
oil revenue for the foreseeable future.l/ Concern has also been voiced
that Indonesia's oil refineries do not have enough capacity to meet
domestic demand. Pertamina, the state oil company, is planning to
remedy the situation by mid-1980's btut the investment requirements are
formidable.g/ Caution has also been expressed that Indonesia may cease
to be an 2il exporting country by around 1990 if current trends in
consumption and production continues. However, abundant oil reeources
still rema:n to be expliited .d discovered.;/ Fxploitation is expected
to incrense at a 10 per cent compound annual rate during Repelita IIIQ/.

The alternate sources of energy comprise the following possibilities:
indonesia has an estimated It biliion tons of coal reserves and lh:

fovernment is to begin wcrx on a US® 1 billion to exploit these reserves

for the purpose of domestic electricity generation. In 1377 and 1978 production

of ccal reached 2.3 million tons and 2.8 million tons respectively. In
regard to natural geas,trillions of cubic metres of gas are currently flared
off which could be used as domestic fuel. Tn the field of hydropower,
current capacity is 450 mW and potential hydrovower capacity is

31,000 mW. Indonesia has also about 8,000 mW of geothermal power potential
of which 40N 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 Bulletin, 1 July 1973,
2/ 1Ibid., Novemver 1978.
3/ 1Ibid., October 1978.

4/ Tbid., 31 July 1979
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Indonesia'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 the petrochemical and fertilizer industries. The

aim is to arrive at self-sufficiency by 1985.

The following table shows the prodrction of chemical industries in
Indcnesia for the period 1974/75 - 1977/78:

Table 7.7 Chemical Production 1974/75 - 1977/78

Production Unit 1974/75 1915/16  1916/11  1911/18
Fertilizer - urea Tons sooog 209.1 387.4 406,000.0 990.0
‘ Zo.A. Tons (000 129.1 113.8 105.2 93.3
Cement Tons (000) 839.2 1,241.4 1,979.3 2,878.6
Paper Tons (000) 48.7 46.7 54.4 83.5
Glass (bottles) Tons (000) 341 2.3 36.6 59.9
Tyres (000) 1,704.0 1,795.0 1,883.8 2,339.1
Salt Tons (000) 75.1 147.2 563.03/ 786.0
Soda Tons (000) 4.8 8.8 8.2 9.5
Aluminium sulphate Tons (000) 14.4 13.7 14.6 18.5
Sulphate acid Tons (700) 17.9 15.3 23.5 19.5
Pesticide - powder Tons 309.0 605.8 770.0 2,414.8
- liquid Cu.Lit.(00C; 303.3 546.4 1,761.0 i,280,2
Oxygen Cu. Met.(000)4,660.9 4,914.1 5,855.0 6,806.0
C0o - gas Tons (000) 1.4 1.6 1.7
_ dry ice Tons (000) 0.2 0.9 c.6  21858.0
Acetylene Cu, Met, (000) 123.8 234.2 289.1 305.0
Readymixed concrete Tons (000) 65.2 116.4 107.5 99.2
Zinc oxide Tons - 133,1 471.4 801.7
Dynamic damstin Tons 584.8 858.7 187.4 £10.6
Dynamic geodin Tons 465.7 378.8 -
Textile materials Tons - - 2,010,0 3,267.0
Synthetic resin Tons 509.5 532,2 1,378.9 -
a/ TIncludes smallholder salt.
Source: Asia Research Bulletin, October 1978,
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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 very bright prospects in the future. Indonesia has enough
raw materials to supply several petrochemical complexes and among the
locations under coneideration are plants in Northern Sumatia {Aceh),
Southern Sumatra (Palembang), West Java, Central Java (Cilacap), East Java
and East Kalimantan. The main product of petrochemical industries are
fertilizers needed for supporting agriculture. Other products include
polyetuylen, vinyl chloride for plastic industries, ethyle glycol for
synthetic fibre and carbon-black for the production of tyres. The Govern—
ment has reportedly assigned priorit, to two of the five petrochemical
Project- to be buili by the end of the current Five Year Plan in 1983.

The Govermment is pushing for a $1 billion project to be built in Acek
province in Sumatra and a $450 million centre in Plaju in Southern Sumatra.
Both are to be developed by Pertamina, the state oil company. The Aceh
plant is expected to produce raw materials for the plastic industry and

the Plaju plant to produce raw materials for the domestic textile industry.l/

Indonesia's procuction of fertilizers reached 2.3 millions in 1976
while domestic consumption totalled almost 2 million tons. 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 tons, PUSRI II 380,000 tons, the East Kalimantan T factory 170,000
tons, PUSRI III 570,000 tons, the Cirebon plant 570,000 tons and PUSRI IV
570,000 tons. 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,C00 tone of amonia. Indonesia is still on importer nf urea but her
imports have dropped to below 10,000 tons in 1976. Indonesia could thus
beccme 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 revealed that phosphate deposits in Java
have great potential.g/ Indoneisa could play a major role in fertilizer
(urea) production in the context of ASEAN regional co-operaticn. In this
regard Indonesia hav agreed to make available $53 million to finance thg

construction of the ASEAN fertilizer plant in Aceh, North 3umatra with

1/  Asia Research Bulletin, 30 Septemher, 1979
2/  Asia Research Bulletin, December 1979




Singapore, Malaysia, Thailand and the Philippines each contributing

$8.94 million. The plant is expected to require a total investment cf

2289 million with a production capacity of 570,000 tons for completiin l
in 1981. As yet there is no indication as to the financing of the balance

of about $200 million.l/ When the ASEAN and the Kaliimantan plants are

completed in 1982, productiun of urea is expected to reach 3.2 millicn tons

per annumr.

Indonesia is placing increasing emphasis upon the development of its
natural gas reserves. Natural gas production increased from 150,77C,0C0
M.C.F. in 1972 to 615,122,000 4.C.F. in 1977. Tso plants for lijuifying
gas are being built in North Sumatra and East Kalimantan involving an
investment of $3 billion. Pertamina has agreed to supply 7.5 million tons
of LNG annually over 20 years to Japan beginnirg in 1977. Ancther 20 years
contract has been signed with US which provides for the supply of 4.4
million tons a year beginning in the early 1980's rejuiring a total invest-
ment of 2 billion. Indonesia expects to earn about 5200 million from its

LNG expcrts and will join five other LN5 producting countries in the w: rld.

Rapid expansion is also taking place in Irdonesia's pharmaceutical

industry sectcr. During RKepelita I some 30 foreign and 3u domestic phar-
maceutical ventures werz estavlished. The Government expented as many as

60 new Indonesian firms and 10 foreign firms t» enter the 1industiry during
Repelita II. To reduce the past dependence upon raw material improts,
private foreign ventures have been obliged to expand into basic manufacturing
and they have been under increasing presure tc produce morv raw materials

locally.

Mining and mineral-based industries

Indonesia is rich in hard mineral resources with significant kiown de-
posits of tin, nickel, bauxite, copper, gold, silver, iron ore, cocal, kaolin,
granite, limestone, phosphats, uranium and molybden. Prospecting, however,
has so far only covered a small proportion of the total area. Mineral re-
sources are therefore still subject to substantial exploration. A recent
exploration survey, for c.iample, has indicated the exietance of some 22 types

of minerals in Tangse, Geumpang and Sumatra alone.l/ Table 7.8 specifies the

1/ Asia Research Bulletin, 31 August 1579.




mabhl 7.3 Har. Min.ral Proluctisn o f Inionssia in 1972-1977

shin~ral commo ity 1972 1973 1974 1975 1976 1977 Unit

Bauxite 1,275,957 1,229,375 1,290,054 992,556 940,769 1,301,416  tcnne
Nickel ore 935,075 367,319 278,355 801,072 973,301 967,279  teonne
Ferronickel - - - - 16,8%6 21,574,450 tunne
Iror sand ccncontrate 254,915 80,908 365,206 352,991 292,334 311,519 tonne
Copper (concontrat~) 9,750 125,°70 212,620 204,937 223,301 188,103  tonne
Tin 21,165 R Y 25,709 25,337 23,704 24,021  tennc
Goli 31,290,080 3,571,497 ©,652,533  3,306,£96 3,551,544 2,359,141  tomne
Silver 2,633,975 9,371,92° 5,404,607 4,758,374 3,397,451 2,831,967  tenne

Source: 4£5ia R s arcah Bull-tin, 31 D-coumbur, 107%.




output of major hard minerals in Indonesia since 1972. There has Leen a

general downturn in the production since 1974 of some of the major minerals

such as gold, silver, tin, copper and iron sand concentrate.

The Industry Ministry has decided on ten key projects that will be
given top pricrity in the sector of ninieral based industries fnr the coming

years. The ten key projects are:l

— the Asahan aluminium smelting plant
— diesel and gas—combustion engine project

- industry of agricultural machines, particularly those for land
development

— industry of construction equipment 7

— industry of machine tools

— industry of TV picture tubes

— industry of electric motors and generators
— industry of motor vehcile components

— ghip-building industry

— PP Krakatau integrated steel project

Indonesia is now the third largest prcducer of tin in the world, re—
presenting around 13 per cent of world outvput, yet only 3 per cent of country
exports. So far only 2 per cent is consumed locally. Indcnesia will take
steps to raise its tin production from 26,000 tons to 30,000 tcns 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 ElEESl reserves of 14 million tons or 15 per
cent of the world nickel resources. Large deposits of nickel have 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 Snulawesi and one in Irian Jaya. Over the next few years nickel will
increasingly be processed and exported in the form of nickel metal, nickel
matte and ferro-nickel. lowever, iwo 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 desade. One project involved a

total investment of $850 million to $1 billion.

1/  Asia Research Bulletin, 31 July, 1978.




Indonesia's prodicticn of bauxite reached 1.3 million Lu»s in 1977

and 1.0 million tons in 1978. To date 90 per cent of bauxite output has

becn exported unprocessed. There are, however, several plans to develop
local processing capicities and some of them sho1ld materialize over the
next few years. The main scheme is the Asahan aluminium refinery in
North Sumatra involving an investment of $900 million comprising two
hydro-electric power units and a smelter to produce 225,000 tons of alumi-~
nium per year to ve completed by 1980. Along with the completion of this
project, a $400 million aluminium plant is expected to be completed by
1981 with a capacity of 400,000 - 600,000 tons. Following the discovery
of large bavxite deposits in West Kalimantan, Alcoa is reported to be
investing $§1.26 billion to establish a bauxite mine and aluminium pro-

cessing plant with a capacity of 500,000 tons 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 ocapacity of 250,000 tons per year
Tequiring investment of $225 million, employing 1500 workers under product
sharing contract. Indonesia presently produces aoout 220,000 tons of copper
annually. The Gorsrnment does not intend to establish new copper smelting
plants because copper producticn is relatively small and wuridi market prices
low. However, exploration for copper depbtsits have rec:ntly begu~ in North
Sulawesi, South Sulawesi, and West Java by P.T. Riotinto Indoneisa-j
Recent exploration survey has indiceted large copper deposits in Tangse

Geumpang, Sumatra.

Although deficient in iron ore, Indonesia has 20 iron and steel mills.
Raw materiais ccnsist mainly of domestic scrap iron; however, sieel is
imported 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 the lack of sufficient douestic raw materials a growing number of esta-
blishments are fabricating iron sheets, sieel pipes and steel plates, as
shown in table 7.9, which also illustrates that most industries operate far

below capacity. With aid from the West German Govermment, the Krakatau

1/ Asia Research Bulletin, March 31, 1978.




|

- 122 -

TR —

Steel Plant near Cilegon is expected to be Indonesia's main steel producer
when its expansion is completed in 1985. The Krakatau steel complex was
inaugurated in 1979 comprising 540,000-ton-per-annum steel billet factory,
a 220,000 ton per annum wire rod factory, a 65,000 ton per annum spiral
steel pipe factory, and a 400 MW steam power generator. Indonesia's steel
demand is estimated to amount to more thau 2 million tons at the eve of the

third five year plan ending 1984.1/

Table 7.9. Tron snd Steel Production 1975-1977 (tons)

Capacity ;zzguction ;zzguction ;ggguction

Steel ingots 296,000 116,000 136,000 150,000
Concrete iron - 202,000 29¢,250 150,000
Wire rope - - 6,000 12,000
Steel plate - - 3,839 5,000
Steel rope - - 5,500 12,700
Steel wir= 129,500 43,400 84,630 100,000
Galvanised iron

sheet 1€9,000 145,000 150,000 156,000
Water/gas pipe 70,000 35,000 3€,500 42,350
Flectric/furniture

pipe ¢0,000 50,000 55,000 60,500
piral welding wire

pipe 20,000 12,000 131,500 15,000
Light gauge 1€,000 13,000 13,000 14,000

Tource: Asia Research Bulletin, May 31, 1977.

There are nhout £1 foundries in Java and Sumatra with a combined
capacity of 12,000 tons of ~ast iron per annum. The main problem ir, the
development of these foundries is the lack of basic raw materials. While
quartz 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.

l/ Asia Research Bulletin, December 1979.
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Indoneisa is expected to have an additicnal 7 galvanised ircn sheet

factories in 1981, making a total of 17 such factcries in the ccuntry.
Ind:nesia is now capable of producing 200,000 tons of galvanised iron
sheets annually, but with the completion of the additional factories it
will be able to produce 437,500 tons of galvanised iron sheets annually
by 19€1. 3y then home demand for iron sheets is expected to reach an
estimated 350,000 tons and is expected to grow by 15 per cent annnually.
The basic raw materials for the manufdacture of galvanised ircn sheets is
cold-rclled sheet metal, which is entirely imported from Japan {(in 1977
300,000 tons of sheet metzl). To reduce the country's dependence cn
such imperts, a cold-rolled sheet metal mill in West Java 1s currently

being built for completion by 1980.l

There are 29 concrete iron factories in Indconesia with 2 total

capacity of 1,273,400 tons. They procduced 363,400 t-ns of ccncrete

ir~n in 1978 as against an annual demand of 500,000 tcns. The expcrt

target for 1979 was 313,000 tons of concrete iron.2

In llepelita [I, rapid expansion was envisaged for the engineering
indusiries wnere large import substitution possibilities exist. A
planned growth rate of 24.1 per cent and 30 per cent was envisaged for

the metal products and ejuipment industry, which expanded rapidly during

Repelita 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 added which arises
from these assembly operations depending primarily upon imported compcnents.
The Government has announced plans to cut down the numher of motor assembly
plants. Rationalization of the industry with greater use of local re-
sources and stronger linkages with domestic industry wnuld appear essential
for the ecnnomy. An example of a constructive development in this regard

is the Japanese Government 's agreement to set up a forging centre in West

Java to supply a diesel factory in East Java.3

1/  Asia Research Bulletin, 30 September 1978.
2/  Asia Research pulletin, 31 July 1979.
é/ Asia Research 3ulletin, 31 May 1977.
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Wrile the growth of engineering industries has been quite impressive,
comparisons within this industry indicate that development has taken place
unevenly. While the ocunsumer based engineering products (electronics,
automotive industries) have expanded rapidly, 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) +hey are usually efficient at small-scale; (iii) they tend to be
labour intensive; (iv) their demand is income elastic; and (v) there are
export possibilities for some products. Therc is thus a strong need to

have an overall strategy for developing Indonesia's engineering industries
as a whole.l

Table 7.10. Output of Machinery and Fquipment (tons)

o me (T,
Sprayers 15,000 20,000 20,000
Hand tractors 30 30 200
Paddy processors 3,000 1,000 1,200
Sugar mill machines 2,700 2,500 3,000
0il palm, tea and other

estate machines 2,000 2,000 4,000
Crumb rubber equipment - 200 400
Concrete mills 500 500 1,000
Centrifugal water pumps 1,500 £00 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 €0,000
Electric fans 143,000 166,000 180,000
Rice cookers 12,000 19,000 21,000
Cewing machines 520,000 400,000 450,000

Source: Asia Research Bulletin, 31 May 1977.

l/ In this connexion the World Bank has suggested two major stuiies to
assess possible measures to deal with key problem areas and assist the
development of an effeotive industrial strategy. These are: (i) an in~
depth stwly of the problems in the oapital goods sector; and (ii) a
study of the possibility of Jdeveloping a strong export business. (World
Bank: Problems and Prospects for Industrial Development in Indonesia,

Vol. II, page iv).




Indonesia is well endowed with limestone and other resoruces used

for cement produstion. In 1979 domestic production of cement exceedied

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 increasing demand, requiring substan-
tial imports. During the period 1973/74 - 1977/78, comestic cement
production inoreased from 750,000 tons to 3.7 million tons. Currently
there are six manufaoturing plants in operation with a total capacity
of 4.7 million tons a year. The target for cement producticn at the end
of Repelita III (1979 - 1984) is 6.85 million tons, 5.6 millioa tons for
domestic consumption and 1.25 million tons for exports. Produotion will

originate from the following faotories:l

Factory Producticn capacity per annum

l. Padang I Cement Factory 0.33 m. tona

2. PT Cement Gresik Surabaya 1.5 m. tons

3. PP Cement Tonasa South Sulawesi 0.62 m. tons

. PT Cement Cibinong South Jakarta 1,2 m. tons

. PT Indocement 1.0 m. tons
6. PT Cement Nusantara 0.6 m. tons
7. PI' Padang Cement 0.6 m. tons
8. PT Cirebon Cament 0.9 m. toms
Q. PT Baturaja Cement 0.5 m. tons

Several projects for establishing additional cement production

capacities are presently under study.

There is a growing domestic demand for cement in housing and cons-
truction programmes. Domestic demand is expected to increase as a
result of various incentives offered by the Government, in Rapelita III,
to encourage private companies to build 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 exr ,rt demand the industry is envisaging capiur-
ing a share of the Middle East cement export market, after having

1/ Asia Research Bulletin, Pebruary 1979.




reached self-sufficiency in cement production. The problems hampering
such export is the high production costs coupled with the lack of

regul: T transport services. Following the recent devaluation the corpeti-—
tive position has been improved and the t- ‘itional Soutleast Asian

cement exporiers are no* able to increase tneir exports to the fiddle Fast.

Indonesia also produces small quantities of other minerals such

as pold, silver, diamonds, manganese, phosphate rock, kaolin, asphalt,

sulphar. Cfilver production has fallen sharply and is well behind plan
target. Uranium was discovered in West Kalimantan in 1974 and explora-
tion studies are being undertaken by French and German eams. Mining
is expected to begin in 19f5. An atomic testing reactor is being built
in West Java. Following the increase in oil prices in 1973/74
ambitious plans have been prepared to expand the coal indusiry in

an effort to develop alternative sources of energy.

The exploitation of Indonesia's mineral wealth has only begun

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). Forward linkages

to domestic industries from the mineral sector is almost non-existent.
Reing righly capital intensive, with little employment impact, the
mineral sector is heavily dependent upon foreign investment and techno-
logy. Since 19¢7, the mining sector has accounted for 17 per cent of all
foreign investment in Indonesia. Thus, although 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 past few years considerable efforts have been made to
explore and exploit new resources and to expand productive capacity.
The mining sector forms a long-term basis for the building up of a heavy
indus. - base in Tndonesia, and it constitutes a growth element in
regional development efforts since resources are primarily located in
the Outer Islands. Strong encouragment is therefore being given to
the processing of mineral output within Indonesia for exports, and

priority is given to investment proposals involving integrated pro-




cessing operations. The Government endeavours to increase Indonesian
participation in regard to financing, management, employment, inputs
and social amenities 1.e. through the regulation of foreign companies

by means of "contract of works".

Small- and medium-scale industries

In Repelita ITI small industries are expected to provide employ-
ment for 434,000 persons, create a total value added of Rp. 223 billion
(USt 356.5 dllin and effect a total investment of Rp. 90 billion (US §
144 mUhﬁn)-l This compares with 343,200 persons engaged in small
industries in 1979 and value added of 44.2 billion Rupiah also in 1975.

In 1973/74 the International Development Centre of Japan
undertook a study of industrialization in Southeast Asian countries
including Indonesia. In this study a selection was made of manufac-
turing industries in which promotional efforts might be concentrated.
Table 7.11 gives a list of those industries that are considered to
be suitable for small- and medium-scale enterprises in Indonesia.

Each branch of industry has been assigned one of five ratings for each
of the following criteria: 1) anticipated growth in demand for its
products; ii) degree of labour intensiveness in production - to cope
with present factor endowment; iii) amount of skilled labour required
- 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
inductries with one of the top two ratings in regard to the criterion
of optimal size. The ratings were intended to give a comparative
picture of each industry in regard to the six criteria. In this con-
nexion it is noted that a further disaggregation of the branch
clascification may have affected the ratings and that other criteria

i.e. technology, linkages, etc., could also have been applied.

Table 7.11 containg a few industries which rate high in terms of
exports and other criteria. Nevertheless, the level of exports of
small- and medium-scale industries in Indonesia is still low. This

implies that there are many Industries in which exporte have a great

1/ Source: Asia Research Bulletin, 31 May 1979.
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Table 7.1l.Scores of Induw.trfal Broadhes Sultable
for Small- and Medium-Scale Dperacien

|

< EEEe—

Frciur
exdow- Sktlled Re-
Co:odity ot service Growth czeut labor  Sire Exports sources Tctal
Food {nlistries -
Fish processing I 1 1 I 1 1
Rice milling I I 1 1 1 I
Other cereals 1 II il 11 4 v 13
Bakery products 1 I 11 I 1 v 11
Vegecable ofl 1244 111 111 11 1 1 13
Margar ‘ne 1 11 LI 1 111 I 10
’ Coffee mn I 1 I 1 1 1
Tea v 11 Il 1 1 1 12
Textiles
Colton fabric 11 1 11 11 I v 13
Rope 1 1 11 11 L [ ]
Beap 1 1 1 iI 1 11
Enitting mill products I ) § 11 I I v 11
Wearing spparel 1 1 11 1 I 111 9
- Lesther
Leacher goods axccpe 1 1 1 1 1 10
Leather footwear 11 I 111 1 1 111 11
. VWood, paper and relsted
! industries
Saweill 1v 1 11 1 1 1 10
Bamboo, vines & cork 111 1§ I I IT I 9
‘: Wood furriture I1r I 11 1 1 I L
Other wood products B33t 1 1 4 1 t 10
Paper boxes & contairers II I 11 I v 111 14
Corrugated board 1I 1 II I v 111 14
Chemical incustries .
Pigaents 1 1 1344 1 v s u
Matches 1 1 I I v III 12
Petroleun
Lubricants I1I v Iv II 1 1 15
Briquettes 1w I IIr I v 1 15
Rubber industries ¢
Bicycle tires & tubes I 1 I1 11 1 1 8
Rebufilt cires 1 1 11 1 1 11 8
) Rubber footuvear 1 1 1 11 1 1
Rubber hose 1 1 II 11 v I 12
, Rubber-costed textiles 1t 11 111 11 14 1 15
. Won-pernllic mineral
R4 fnduscries
Tiles I1 1 11 11 v I 13
Clay bricks 11 1 11 11 v I 13
Clay products 11 1 1 1 v 1 11
Earchanvare ) §4 1 1 I \J 1 11
Classvars 1 1 11 11 v | { 12
Cenent producte 1 11 1 1 v I 12
Plaster & its products 111 { 1 1 v I 13

- e o et o . e i ¢+ e o ¢

————— = o
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T T Yactor T
et dw Lrilled Re-
Coz-.t. Croeoh Later Slre Pxpoares sonracs Totael
“hin S T T T T
Mol - T i 1994 1 v v 1R
Alurfnuz seccead allov ot e 11 i I v 16
Boidig 2 iantnr s g 1 11 1 1 v 13
Eea: ol "'-;i.:;IL:'. I iII I 1I iI v 1S
Tutler . £ tablevare 13 I I I 1 4 11
Form 7/ inpleconts 1 I 11 1 1 Iv L]
daad too's Tl Il v I T \} 15
B e I 1 12 I 1 v i
Alumiiea ¢lloy preduccs [ § 94 1 I 1 I v 12
Malab futnicure | $1 Il II II A2 v 20
farsy - MstTuaon 134 1 v 11 1 v 17
Machiroiy

Hon lesirial poer : 1 v 11 1 v 15
Veralwerking zachines I 1 It I I A 12
Textile zachirss 11 1 19 &4 11 T v 13
Crominl oo i 1 1t 1 v v H

Light 52155 3 1 11 II I v 12
Batteries 1 11 11 111 1 v 13
Safps & borts 1 1 111 I 11 I 12
Ratlroad equipzent I 1 v v k) 21
Bicyclez & pares 1 I I1 I 1 11
Truck btoly [ )94 1994 II v I 14

Sundries

Tiys, sportang poods 11 1 II I I I 9
Grone flan- cavering II L 1 1 1 3 7
Munical instrucents v I 1 I v 1 14
Pall polnt pens oo 1 1 i 1 il
Button 111 1 I1 1 I L 9
Plast{c sheezs 6 filp 98¢ 111 111 11 v 11 18
Straw preducts 11 I 1 1 1 [ 7

Note: Scores are given in five pofuts from I to V, 1 Lel.g the best in
the context of th~ cain texr.

Seurce:  International Development Cencer of Japan, A Trly of ladustriali-
zatfon {n Flve Cruntrirs {n Southerst Asfa, March 1374, pp. I65-i63,




patential and which are suitable for small- and medium-scale industr:ies

but in which small- and medium-scale industries in Indonesia do not
appear to have seized such export opportunities. In this regarud there

seens to be much scope for promotional efforts.

The more serious deficiencies that imay impair the more rapid .
development of light, small-scale indus ries ave Jdiserimizatiorn 16 the
#1lacntion of credit and 'he circumstance that the industrial incentives
system and licensing procedures do not reward investments that have
employment creation as a principal objective. HMore systematie planning
efforts ard revision of the licensing procedures are no doubt also
required. Turther a review of the development strategy to make ot jectives
more oprrational and meaningful and more sharply related to policies
is also urgently needed. H{easures aimed at strengthening the financial
institutions serving small-scale industryeare also required. Tris would
lead to increased support for small-scale industries that offer opportu-
nities for greater labour absorbtion, diffusion to locations other than
Jakarta and the major cities and Java and which may alsc have cpportu-

nities for expansion of exports.

ASFAN regional industrial co-operation

The development of resource based industries is cru.ial for
Indonesia's participation in regional incustrial co-operation schemes
within the framework of ASFAN (Tndonesia, Malaysia, Philippines,

Cingapore and Thailand) and other Sfouth Fast Asian States. In the

early 1970's two major United Nations studiesl/ recommended, among
sther things, a number of industriel investment opporturities in
specific sectors based upon three different types of regional
co-operation schemes appropriate to ASFAN conditions, 11 ascending

order of commitment by individual states as follows: i} selective

l/ "Fconomic Co-operation among Member Countries of ASEAN",J?Q[QQL of Dgyg;
lopment Planning, Vol. 7, United Nations, New York, 1974; Asian 1n§ustg;g}
Survey for Regional Co-operation” Report prepared under the auspicies of

PCAFE (now ESCAP) in co-oceration with the Asian Development Bank and
UNIDO. AIDC[9]/1, United Nations, New York 1973. .‘
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trade liberalization, ii)complementation agreements, and 1ii) the

package deal arrangment.

Political comnitment to proceed with ASFAN regionnl industrial
co-operation was confirmed by the ASFAN Heads of Government meeting
for the first time in February 197¢, in Bali, Indonesia. At this
meeting a document entitled "leclaration of the ACFAN Concord"” was
adopted which states,among other things, that member states "shall
co-operate *o establish large-scale ASFAN industrial plants particularly
to meet regional requirements of essential commodities”, and that
the "expangion of irade among member states shall be facilitated
through co-operation in ACFAKN industrial projects”. The aim of ATFAN
regional co-operation wculd thus be to enlarge the opportunities for
expansion and diversification of industrial output, trade and develop-
ment. Turther, by taking advantage of the AFEAN market, certain
industries can be established on a regional basis, which could not te
feasible in any single ASFAN state on the basis of national markets
alone. 1In the following, the Indonesian interest in regional industri=l
co-operation is analysed from the point of view of: i) selective trade
liberalization: ii) industrial complementation schemes, 11i' ACFAN
industrial projects and co-ordination of national projects in selected
industries, iv) harmonization for investment policies, joint export

marketing and external trade negotiations.

Tn regard to selective trade liberalization, the future of indus-
trialization in Tndonesia is in some important way linked to whetker
ATFAN states can create a trade area in which ATTAN incdustrial products
can move freely within the region and in which each state can specialize
in indurtries according to the principles of comparative advantages.
Altrough intra-regional trade is of limited impor'arce to member ccun‘ries
at present, it represents a promising arca cf co-operation for the future.

Tn recent years intra-ATFAN exports have remained telow 20 per cent of

1ntal AFFAN exports and Tndonesia's share of total ACFAN exporte
has ranged from 14 to 19 percent. In February 1977, tte ASFAN couniries

sipned a Preferential Trading Arranpement (PTA) to encourape expansion
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o€ 1ntra-ASFAL trade involving extension of tariff preferences, libe-
ralization of non-tariff barriers on a prercrentinl tasiz, Ti-m-"ern
;wrchasing cocrntracts, financial support at preferer tial interest

rates; preference in procurement oy Governanert eu‘ities and other
reasures that may be agreed upon in the future. Under the preferentin.
trading arrangement (pTA\ a list of 71 industrial products have teer
izentified for preferential treatment (see Arnex’.

n regard to conplementaion apreements a list of possille repionnl
iniustrial products has been identified {Anrex). As in the casc nf
trade liberalization, the complementtian agreenen‘’s would at *he
present moment primarily be advantagecus to the :ranc-national rn-
cperations which are test prepared tn take 2dvantage nf an enlarged
marke’ and, secondly the more established enterprise in Tingapore and
the Philippines unless some particular type cf joint' ventures are
estatlished which would ensure participaticor ty !ndonesia's raticnal
enterprises. However, 1n respcnse to the role envisagei by the rrivote
sector ir achieving ASFAY industrial cc-operntion, the private sec’or
has onrgan:zed itself into ASFAN-Chamters «f Momnerce of Trdus‘ry
(ASFA_CCTY in 1971. At the FC7AN-CCI ccuncil meetings in 197, 1 war
agreed that the principal vehicle for the ATFAY private sectcr effar'c
would te the regional! industry clubs [KICY 4¢ which seven have teer
given full recognition in 1977. Ceveral others are in their foraative
stage. Their primary task is the identification of various prouucts
from exi1sting plants in member coutries that can he sutject to intro-
ASFAN trade and to nepotiate trade 1 beralizatior required to ftimulate
this trade. The RIC thus formulates and submits through ATFAN-CTI ro
the resrective committiees of the ASFAN Ministers of schemes for com-

plementation in their respective incdustries.

In regard to ASFAN Industrial Projects (ATP), the Governments
have agreed to study initially five ASFAN regional industrial projects
as follows: an ASFAN amonia - urea project in both Indonesia and

Malayeria: an ASEAN phosphatic fertilizer plant in the Philippines;
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an AFTFAN diesel ergine project in Singapore: and an ASEAN rock-soda
ach project in Thailand. The ASEAY market would become a preferential
market for products from each of these indus.ries. Since the ASFAN
market requires the estatlishment of large-scale enterprises and since
Government involvement is required, the public sector could play a
leading role in this form cof regional co-operation. In Ceptember 1977,
the ACFAN Fconomic Ministers accepted the ASFAN amonia urea project in
Indornesia being the first ASFAN industrial project. Steps are now
being taken within the various ASEAN Governments to mobilize the
financial resources required for the estatlishment of this project.
Pre-feasibility studies are expected to be undertaken for a numter of
other ASFAN industrial projects including, heavy duty rubber tyres,
metal working machine tools, newsprint, electrolytic tin plating,

TV picture tubes, fisheries and potash. The ASFAN Covernments have
further agreed upon the exchange of information on national development
programmee in steel, petrochemicals, pulp and paper and other indus-
trial sectors which may be agreed upon. "he primary purpose of this
form cf industrial co-operation i1s %to achieve co-ordination of national
projects in the same irdustry sectors. Such exchange of i1nformation

has already been initia‘ed in the steel and petrochemical irdustries.

Regicnal co-operation is also needed in the field of harmonization
of foreign investment policies and joint external trade and 214 nego-
tiations with other countries. Common ASEAN investment policies may
increasingly 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 among
ASFAN states in offering incentives to the transnational corporations
may be damaging to the national states., The formulatiorn of a regional
code of good conduct for foreign investors will increasingly be needed
parallel with the growth of manufacturing. Tn t'is regard there is need
for regional co-ordination of policiee vie-A-wvis transnational corpo=
rations operating in the extract.ve and mining industries to ensure
that producer countries obtain what they consider a "fair share" of
the proceeds, Joint ASFAN export marketing in the industrialized
countries is also essential for the purpose of ensuring greater contpol

of the markei and better division of labour through regional specialj-

-
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zation. In the absence of such harmonization of efforts, the
industrialization of individual countries may develop in a haphazard
way resulting in a possible conflict of interests and duplication of
efforts, depriving the region of the potential benefits of a viable

regional industrial base.

Firally, an important area of co-operation among ASEAN states
1s the ASEAN trade negotiations with external trading partners,in parti-
cular with FEC, Japan, Australia, New Zealand, and the UnitedStates. A
svstem of trade consultations has been estabished between ASEAN and FEC.
In this regard, ASFAN has established a Special Co-ordinating
Committee (SCCAN) and an ASFAN Brussels Committee to deal with FEC
matters. The EEC itself has also escalated its efforts to maintain
a dialogue with ASFAN. Already in 1974, an ASEAN/FFC Jrint Study Group
was established in Brussels to work out possible areas of economic
co-operation, including trade, which eventually may produce an FFC-ASFAX
economic agreement. The fields which have received priority at the
ACFAN-EFC Industrial Conference held in February 1979 were chemcial
industries, industrial transformation of agricultural products, machinery
and metal engineering industries, precision engineering industries,
timter and timber-based industries; and transport and communications
equipmentl/. Similar efforts have been made vis-h-vis Japan and through
the establishment of an ASFAN-Japan forum to examine ASFAN export
opportunities to Japan and possible Japanese inputs to ASFAN industrial
projects. In connexion with the ASFAN Summit in August 1977, in
Kuala Lumpur, the Japanese Prime Minister pledged a total of US® 1 billion
in credits for ASFAN industrial projects provided they proved to be
economically feasitle. Tiscussions have also been held in 1977,
between ASFAN and Australia in regard to ensuring better access to the
Australian market for ATEAN manufactured and semi-manufactured products
and on Australia's assistance in joint ASFAN research and development
projects. Tn connexion with these external trade negotiations, consi-
deration is being given to the establishment of an economic co-operation
agreement with Japan, Australia and New Zealand similar to the lomé
Convention. According to this convention, FFC has extended trade

preferences and industrial co-operation agreements with more than

1/ _Asia Research Bulletin, October 1978.




40 developing countries for Africa, Caribbean and Pacific. There

have also been discussions in 1977, with selected West Asian countries
in regard to strengthening economic relations between West Asia and
the ASFAN ccuntries. An important element of all these external

ACFAN negotiations in the future could be the prospects for redeploy-

ment of indusirial capacities from developed countries to ASEAX countries.
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Chapter Vill

REVIEW OF FOREIGN AID, GOVERNMENT IEVELOPMENT EXPENDITURE AND
TECHNICAL ASSISTANCE PROJECTS RELATED TO INTUSTRY AND UNTDO'S INVOLVEME.«T

Foreign aid and government development expenditure for industry

Indonesia is a significant rec pient of foreign aid and now ranks
second among developing countries in this regard. Foreign aid to
Indonesia has increased more than eightfold from 91 billion Rp. in
1969/1970 to 763 billion Rp. in 1977/1978, the equivalent of approximately
US $1.3 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 developmen: budget is expected to be around 43 per cent.
Almost all foreign aid now consists of 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 Lillion in 1974/1975, increas-
ing to Rp 95.0 billion in 1977/1978,reflecting a relative decline from
27.6 per cent to 12.5 per cent of total foreign aid (Table 8.1).

The Inter-governmental Group of Indonesia (IGGI) composed of all
donor countries approved in April 1979 US $1,925 million in soft loans
and US $850 million in export credit totalling US $2,775 million to Indo-
nesia to implement its developmental programme for fiscal 1979/1980. The
contributions included, inter alia, the following donors: World Bank
US $800 million; The Asian Development Bank US $238 million; The UNDP
US $29 million; Japan US $262 million; United States US $205 million;
Canada US $129,6 million; Pedoral Republic of Germany US $75.5 million;
The Netherlands US $64.5 million; Aus*ralia US $40.4 million; Britain
US $26.4 million and Belgium US $10.6 million. ~/ The signiticance of
official transfers from the IGGI iz 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 period 1974/1975 - 1977/1978 Government development
expenditure more than doubled and the amount allocated to industry and
mining increased from Rp 69.9 billion to Rp 148.0 billion. 1In the
1979/1980 development budget, the funds allocated to industry (excluding

1/ Source: Asia Research Bulletin, 31 August 1979.
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‘atle E.1. “isturseaent »f foreign aid and Government developmnent expenditure
Toc industry and #ining, 1303/7v - 197718

(Rillions of Rupiah)

10¢5- 1574~ 1975- 1T . 19773/
0 75 Tt 77 7€

‘oreign Aig:
[1] Programme Aid €5.7 3.1 20.2 10.2 35 .t
[2] rroject fid 25.3 195.9 471.4 707.2 727.5
[2] rotal Toreien Aid [1+2] 91.0 £3:.0 491.¢ 117.4 Tt 3.1b
[£] rroject aiu in per cent

of total foreign aid ; ;

[2/2] 27-83/ 84.45 95.9¢ 9€.¢E/ 95.33/
(5] Project aid allocated

to industry an¢ mining - t4.1 T€.5 1£2.9 95.0
[¢] Project aia allocated

to i1ndustry and wmining

in per cent of foreign / . ;
aid [3/d] - 27.¢S 15.3% 16.6¢° 12.58

Government l'evelopmnent
[xpenditure:

[7] rotal Government Teve}
lopment Vxpenditure - I 1425.2 070.2 21¢£.0

(€] Aliocated to Industry
anc¢ Jdining - £G.¢ 119.7 162.9 14€.0

[¢] Coverrment developnent
expenditure for indus-
try and mining in per
cent >f total [7/€] - 7.2 €.4 0.3 €.t

Toreirn Aid/Government
[evelopment 'xpenditure:

[10] Toreign project aid
allocated to industry
anc¢ mining in per cent
of total poverniment
development expenditure
for industry and mining

[5/¢] - 91.7 Gl 7.6 4.2

Cource: Tepartment of Tinence,
—_—

f/ Tuaret
b/ 1979780 budget hp 1,43.5 ®illion, of which Pp 1,428.8 billion project aid snd Rp 64.7
billion programme aid (isia Nescearch Zulletin, Februarv 1979),

c/ FPigures are indicated in per cent.
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mining) has been increased to Rp 401.9 billion and in the five-year
period covering Repelita III the development budget earmarked for
industry (excluding mining) amounts to ®p 1,174 billion. 7Tne 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 /1980 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 particular in regard to the UNDP Country Programme and UNIDO's

involvement.

IUNIDO's past technical assistance to Indonesia

In 1978 UNIDO implemented 16 technical assistance projects in
Indonesia for the equivalent of US $1.5 million compared with US $1.1
million in 1977. The expe :d delivery for 1973 has been estimated at
Us $1.7 million.l/ 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 more 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 inijustries, 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., Agsistance has also been given to specific development projects
such as the Pulo Gadung Industrial State in Jakarta and the Jakarta

1/ Source: Quarterly Report on Indonesia provided by SIDFA, 22 October
1973.
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Fair. Further in 1977, 13 Tndone ian participated in UNIDO's fellow-
ship programme. The number of fellowships increased to 25 in 1978.
Further Indonesia has also participated in some of UNIDO's promot ional

activities, including, inter alia, investmert promotion.

Indonesia's Second Country Programme and UNTDO's involvement

Indonesia's Second Country Programme ccvers the calender years
1979-83. The programme was submitted to the UNDP Governing Council in
January 1979. The total UNDP resources available for programming were
.~ $74.20 million of which US $11.16 million for ongoing projccts;

US $55.39 million for new projects and US $7.65 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 indusiry thus constitute
US $10,184 million.

The 1ist of industrial projects for the Second Country Programme en-
compasses five ongoing and five new projects. The ongoing projects
jnclude assistance related to: standards and quality control; medium-
and small-scale textile industry; building materials industry; food
processing research; and assistance in the development of small-scale
industries. The five new projects include activities related to
consultancy to small- and - edium-scale public sector manufacturing
anterprises, strategies for selected sub-sectors, assistance in the
development of small-scale industries, extension services at leather
research institute and pre-investment studies and post-investment
assistance for industrial projects. The list of projects, including
information related to their costs, duration and Government counterpart,

is presented in Table 8.2.

A brief annotation to each of these projects ie given as follows

in asceniing order of project value:

(i) "Pre-investment studies and post-investment assistance

for industrial projects". In the last few years




Table 8.2. List of industrial projecis, Second Country Programme, 1579-16832

Indicative total

Area of concentra‘ion Covernment agency UNDP contribution Duration
(1979-1983)
ndustrial development -
M=ins nrodects
Naticnal consensus standards and Indonesian Institute
quality control of Sriences 124,000 1979
m™extile :ndustrv develoovment Directorate Jeneral of
prozramme (medium- and small-scale) Textiles 620,000 1979-1980
Assistance to industrial development Department of TIndustry
of tuilding materials manufacture and Department of
Public Works 1,045, 000 1979-1980
Food pronessing researcn fhemical Research
Institute, Bogor 445,000 1979-1980
Assistance to the development of
small-scale industries Nepartment of Industry 700, 000 1979-19A80
New pro.ects
Operational consultancies to small-
and medium-scale public sector manu-
facturing enterprises Department of Industry 600, 000 1979-1982
Studies for industrial development/
prorction strategies for selected lnvestment Co-ordinating
sub-sectors Board 800, 000 1979-1982
Assistance to the development of small-
scale industries (Phase II) Department of Industry 1,100, 000 1980~-1982
Sstablishment of exiension services at
reather ‘iesearch Institute Leather Research Institute 550, 000 1973-1380
Pre_invaatmant stydiea and pont-
inve;tment assistance for industrial
projests lepartment of Industry 3, 000, 000 1979-19%3
Total 9'184'000
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(ii)

(iii)

(iv)

(v)
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regional industrial potentialitv survevs (IPITI') have
teen undertaken by the Nepartment of Industry in
association with national universitievs. 7The otjective

of the project is to identify industrial opportunities
emanating fron 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:

"Assistance to the Development of Smzll-scale Industries

[ phase IT]": An ongoing project which has recently commencea
operation on a pilot basis 1n two provinces for the
strengthening of a wider range of extension services

through newly established smali-scale industry extension
service centres, The second phase of the project will

aim at replicating and multiplying such centres in other

parts of the country.

"Assistance to Tndustrial Tevelopment of Building
Material Hanufactures”: 7This is an ongoing pro iect
which has provided support to applied research on the
aevelopment of local building materials, having inportant
impact upon ine development of rural industries and on

the provision of basic needs.

"Cperational Consultancy *o Small- and J4edium-scale

Public Fector Manufacturing Fnterprises’: The objective
of this project is to provide airect consultancies to
selected enterprises for inproving their operations in
respect of production planning, market research, marketing,
product design, product diversification, financial and
management controls etc. and to create a capacity among
national staff to carry out such functions. The aim

is to improve the efficiency, profitability , and

competitiveness of the state enterprises segment.

"Studies for Tndustrial Pevelopment/Promotion Stratepies
for Seclected Tub-sectors”. The objective of this project
is to rationalize and refine the Government's incentives
and investment attractiveness by carrying out detailed
analysis of selected sub-sectors where Indonesia appears

to have a comparative advantage.
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(vi) "Textile Industry Tevelopment Programme [Mediun- ani
Small-scale Industries]". Thic project ic an ongoirg
activity under the Bimbingan Penpembangan Industri
Kecil (PTPIK) Programme wrich has been focussing upon
small-scale enterprises and also covered some mediun-—

scale enterprises in the past.

(vii) Finally, the preliminary list of projects in the Tecond
Country Programme includes two projects entitiled
"Fstablishment of Fxtension Services at the Leather
Research Institute™, and "Tood Processing Research™,
which both focus on technological support. A third
project entitled "National Concensus Standards and
Quality Control”™ is aimed at assisting the Government

in establishing a unified national standard system.

Fack of the above projects are at various stages of project pre-
paration or implementation. W¥hile some projects are already operaticral
and defined in terms of nbiectives, work plan, expected output, resource
inputs etc., others are at the preparatory stage requiring further
elaboration. In this regard "Preparatory Assistance” has been urder-
tzken in 197€ and 1979 for completing the formulation of the following
three projects:

(i) Pre-investment Studies and Post-investment Assistance
for Regional Industrial Development;
(ii) Studies fur Tndustrial Tevelopment/Promotion
Ctrategies in Selected Industry iub—sectors;
(iii) Operational Consultancy to the Small- and Medium-

scale Puplic Sector Manufacturing Fnterprises,

The expected delivery of UNTI" technical assistance projects
durirg 1979, the first year of the Country Programme, is projectea at
1.7 million which compares with a plan budget of $2.3 million. - The
rate of actual delivery in relation to plan budpet thus is expected
to be arcund 75 per cent. Tn addition to those projects already

included in the Second Country Programme, the list contains two new
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projects entitled: (i) Development of Low-cost Housing Industry,
(ii) Assistance in Establishing a Centre for Sawdoctoring.

A number 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. nced outside the Indicative
Planning Figure (IFF). Further some new projects are being developed
in consultation with the Government including,inter alia: Study on
the Establishment of a Packaging Centre in Indonesia; Product Design
and Development 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 UNIDO projects in Indonesia as of the end January 19€0

is given in Table 8.3.

Industrialization and rural development

UNIDO's International Centre for Industrial Studies under-
took in 1976 and 1977 a number of case studies and convened an expert
group meeting on Industrialization in relation to Integrated Rural
Development in December 19771 . 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 highly 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 beilween groups of society.

The specific assistance components which emanate from this

meeting are as follows:

(i) the formulation, implementation and evaluation of
industrial plans, policies and programmes consistent

with overall rural development objectives;

1/ UNTDO, Industrialization and Rural Development, 1978. (ID/215;
Fo78.II.B.10).
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Table B.1.  AFFLCLET ANT CTTHATICHAL UNING TROSTGTT{AS €7 ENT JANUARY 1980]:

LP/INS f78 /002

TP/INS/72/018

TP/IKS/74/0 0

DP/IKS/1¢ J0OL

TP/1NS/71/004

pp/INS /18/001

DP/1NS/78/002

DP/1NS/18/004

DP/1Ks/78/011

pP/18S/79/006

s1/185/77/6€03

S1/1K8/19/801

s1/1Nc/79/902

S1/185/79/€03

TS /1K /75 /002

1S/1NS/7¢ /002

TF/1KS/19/003

TP/INS/19/004

TF/1KS/79/005

T /188 /16 /002

Yaticral c-onseasus siandards and quality control
(total allotaent: US? 421,457 &/)

Textile industry levelopment progranme
(Phase II)
(total allotaent: UT?1,58¢ ,EET a/)

Industrial development of builcing saterials
manufacture
(total allotaent: UT$2,1€0,424)

Streng*hening of the Cheaical Research Institute,
Bogor
(total sllotment: USE 550,03¢ 5/)

Assistance to small-scale industry development
(total allotment: USY (€4,5€3 2/)

Improve of extension service at the Leather
Research Institute
(total allotaent: USE 559,450 a/)

Pre-investaent stulies and post-investment
ass1stance ‘or incustrial projects - prep.ass.
{total allotnent: US? 1£1,000 a’)

Operational consuliancy to the saall and medium-
scale pulbic sector manufacturing

(total allotzment: USE S£,E00 a’)

Tevelopment of low cost kousing production
industry
(total allotaent: USY 45,000 a/)

Assistance 1n estatlishing a centre for
sawdoctor training
{total allotment: USE 10¢,500 a’)

Pre-feagibility etuly on the ectablishment
of coconut coir fitre Frocnssing LRJIUErY
{total sllotaent: USS 9,500 a/})

Assistance to the Yaiticral Agency for *xport
Development (NAFED - lepartacnt of Trase - )
in the feld cf export procuct azaptation
(total allotaent: IFE 19,000 a/)

Asgistance 1r eawcdcctoring
(total allotnent: IS 2€,50C a/)

Adaster plan for the iron ard steel industry
(total allotnent: UTE 0,500 af)

Asgisiance to the irdustrial developmern® of
building materials - associate experts
(total allotment: CUSE 425,£9ta/)

Textile indus:iry cevelopment progranne -
associate experts
(total allotment: Ute 41,286 a/)

Support project for Indonesia building
materiale projects
(total allotnent: IT¢ 2£,203 a’)

Support project for builairs materials
industries project :n Indcresia
(total allotment: UCE¥ €7,3t) af)

Support project for Inuonesian building
industries
(total allotment: CUF? 31,462 4/)

Textile indus'ry development progranme -
associate experts
(total allotment: UC3 41,4 . a/)

_.j Pased on computer grintout UNJIC-UZAPO2 dated 2.1.1980
(*Status of sllotaents for projecis as at 11.12.1979")

ure 16,085 o/

Us$1,377,905 o/

Us$1,35¢,309 8/

uss  £5,501 &/

USs 432,109 o/

USE 16,937 of

veg  €7,1€2 .._/

Uct 19,15¢ af

uss - s

ucs  2€,282 o/

tcg 8,824 af

uss 15,105 &/

Ust 17,505 o/

St - af

Use® 340,184 o/

uss 28,272 of

uss 21,221 s/

ucs 35,355 o/

uss 28,2712 a/
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(ii) the mobilization and organization of decentralized
industrial services and institutions to support
rural industries;

(iii) the establishment of rural industrial programmes
and projects on a pilot demonstration basis;

(iv) the development and application of more appropriate
training techniques of officials concerned with
rural industrialization programmes and of entre-
preneurs and employees of rural enterprises;

(v) the exchange of information, experience and expertise
through seminars, study tours, workshops, training
courses, and other forms of conesultation as an element
of technical co-operation among developing countries

and other interested parties.

In the detailed formulation and implementation of projects in
the Second UNDP Country Programme, UNILO's ongoing and prospective
projects could usefully incorporate these and other essential elements
emanating from the expert group meeting; and also establish a link to
the World Bank Programme of Rural Development and Small Industry in
Indonesia, and to the ESCAP Pilot Projects in support of integrated

. s . . . 1
industrialization in non-metropolitan areas.

Redeploymert of industrial capacity from developed countries

UNIDO's International Centre for Industrial Studies has also
conducted a number of studies on industrial redeployment from developed
to developing countries. These studies have implications for the indus-
trialization of Indonesia within the context of a new international
economic order. The large domestic market and the availability of raw
materials from agriculture, forestry, petroleum, and mining make Indonesia
an attractive recipient country for redeployment of certain types of indus-
trial capacities from developed countries. This may 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

l/ ESCAP: Indonesia: Establishment of Pilot Projects in Central Java
in Support of Integrated Industrialization in Non-metropolitan Areas,
Vol. II, Bangkok, 1979. (INA Series No. 2).
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materials. A large portion of the analysis contained in this
Profile impinges directly or indirectly upon the prospects for indus-

trial redeploymert to Indonesia.

The Government of Inconesia has clearly 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 Governnent has also inuicatea
the specific locations where such collaboration is desired. There is
a well developed system of financial institutions to promote redeploy-
xment with domestic firance, either entirely or as a supplenent tc
foreign capital. In a wider context, ASFAN co-operation may be a

positive element in redeployaent, in particular of regicnal industries.

Though admiristrative obstacles remain a constraint to redepioymert,

the new investment applications procedures introducing a "one-stop-
investment-service" will, no doubt, facilitate and simplify the process
of redeployment vis-d-vis the Government bureaucracy. %The specific
forms which redeployment may take are affected by the "pribumi"
regulations specifying the requirements in regard to lndonesian
participation and training and the "production-sharing contract'" system
or "contract of work" being applied in the petrochemical and mining sectors.
The interests of the redeploying companies are in some way protected by;
"investment protection agreements" concluded with certain developed
countries, regulations against "nationalization” and regulations
regarding "repatriation of profits". On the other hand,there is

no denying the fact that the present tariff structure designed

to protect domestic industry may impede the prosgects for redeploy-
ment due to the high tariffs imposed on capital equipment needed by
redeploying companies. This obstacle is further compounded by =

weak physical and institutional infrastructure and by the lack of

domestic raw materials in certain sectors,e.g. textiles.

To beccme operational in the lndonesia context
the concept of redeployment needs to be specific rather
than general. In this regard redeployment could be incorporated
into UNINO's activities in Indonesia with a view to promote those
redeployment opportunitiesc already identified Ly UNIDO through the
UNITD/World Bank Co-operative Programme and tarough UNTDO's planned
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projects under the Second Country Programme, in particular (a) "Pre-
investment Studies and Post-investment Assistance for Regional Industrial
Nevelopment' and (b) "Studies fcr Industrial Mevelopment /Promotion

Strategies and Selected Industry Sub-sectors™.

UNIDO's investmenti promotion programme

Indonesia is also benefitting from various NI promotionsl activities,
Within the framework of the UNIDO/World Bank Invesiment Co-operative Programme
a number of investment proposals are under consideration or preparation
for implementation in Indonesia. A summary list of UNIDO's investment

proposals as of the end of 1979 is presented in the following Table 8.4.

Table 8.4. List of UNIDO investmentAprospgpg_pruposald?gn Indonesia,
as of end 1979

Number of Total estimated
Branch of industry company investment
proponents (Ust million)

Chemical industries 1 134.0
Electrical and electronic

industries 6 11.5
Industrial transformation of

agricultural prouucts 8 109.6
Machinery and metal engineering

industries 10 12.8
Timber and timber-based industries 6 43.9
Precision engineering industries 4 n.a.
Transport and communication

equipment manufacturing industries 3 9.6
Export crops processing 27 245.1
Other 14 135.0

Total 89 701.5

3/ 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 industiries and,
in particular export crops processing. The important feature of
these investment proposals is that they are closely connected with
the important objective of a higher degree of industrial processing

of agricultural and other natural resources in Indonesia.
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Annex 1
Gross domestic product by sector of origin, 1971-77, comstant 1973 prices
(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 1,419 1,573 1,681 1,696 1,756 1,771
Smallholder crops 302 329 323 307 312 325 338 ‘
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
Manufacturing 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
Trade 924 1,028 1,118 1,224 1,294 1,351 1,424 i
Transport and communica- 210 229 257 288 303 43 388
tions
Banking and finance 64 75 85 88 102 117 130
Rentals 93 121 143 174 198 209 220
Government and defence 326 393 405 443 564 596 720
Services 250 256 264 270 2717 284 291
Gross domestic product 5,545 6,067 6,753 7,269 7,631 8,156 8,770
Rate of change (%) 9.42 11.31 7.63 4.98 6.89 7.53

Sourge: Biro Pusat Statistik (Central Statistical Bureau).
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Annex Il

“rnenditure on gross domestic oroduct, 1972 - 1977

(Rp billiion)

1972 1973 1974 1975 1970 1977
I. Current Prices
Private consumption
expenditure 3,401 4,791 7,259 £,744 10,464 12,845
Government consumption
expenditure 414 716 844 1,254 1,590 2,069
Gross domestic capital
formation 857 1,208 1,797 2,972 3,205 3,997
Sxpoerts of goods &nd
services 754 1,354 3,105 2,851 3,430 4,119
Less: Imports of goocs
and services -862 -1,3lu -2,294 -2.718% -3,222 -3,583
Gross domestic product 4,564 6,753 10,708 12,64} 15,407 19,047
Net factcer income to
abroad =160 =245 =507 -556 -132 -627
Gross naticnal prcoduct
(market prices) 4,404 0,508 10,201 12,087 15,015 18,420
Less: net indirect tax =236 -328 -447 -512 =307 =795
Less: depreciation -296 -139 -026 -R22 ~1,006 ~1,238
lkatinnal income 3,872 5,741 9,058 10,746 13,722 16,387
I1I. Constant Prices (1973)
Private consumption
expenciture 4,276 4,791 5,454 51079 0,031 6,277
Government consumption
expenditure 561 716 641 836 97 1,040
Gross domestic capital
formation 1,032 1,208 1,440 1,650 1,749 1,838
' Exports of goods and
services 1,123 1,354 1,403 1,267 1,425 1,579
Less: Imports of goods
and services =925 ~ly3le -=1,669 -=1,801 -1,3460 -1,964
Gross domestic product 6,067 6,753 7,269 7,631 8,156 8,770
Net factor income to
abroad ~171 =245 -1369 =360 -336 -391
Gross national product
(market prices) 9,896 6,508 6,900 7,271 7,790 8,379
Lr83: net indirect tax =294 -328 =152 -7 -399 -429
Less: depreciation =394 =439 -472 =496 =51 =570 .
wational income 5,208 5,741 6,076 6,404 6,860 7,380 '

Source: Central Statistical ‘Jureau.




Annex 111

Macroeconomic aggregates for 1978/7Y and Repelita II1
(kp billion)

Soyrce: Aane Booth and Amina Tyabji: Survey of recent developments; 3ulletin of Indonesian Economic Studi
No.2, July 1979 based on Rancangan Rencana Pembangunan Lima Tahun Ketiga 1979/90C - 1983/84.

1978/79 1979/80 1980/81 1981/82 1982/83 1983/84

GDP
GDP (current prices) 23,165 26,920 30,675 34,955 39,835 45,390
GDP (1978/79 prices) 23,165 24,671 26,274 27,982 29,801 31,738
GDP deflator(index) 100 109.12 116.75 124.92 133.67 143.0)
Rate of inflation (percentage) 9,12 ¢.99 7.00 7.00 6.99
Government development budget (current prices) 2,455 3,488 3,892 4,350 4,778 5,341
Other investment (ocurrent prices) 2,460 2,707 3,453 4,100 4,922 5,804
Total investment (current prices) 4,91% 6,195 7,345 8,450 9,700 11,145
Total investment (1978/79 prices) 4,915 5,677 b, 291 6,764 7,257 7,793 '
Government savings (ocurrent prices) 1,598 1,955 2,245 2,510 2,759 3,104 55
Private savings (current prices) 2,487 2,916 3,519 4,131 4,898 5,782 !
Total savings (current prices) 4,085 4,911 5,764 6,641 7,657 &,68¢
Resource gap (current prices)

= foreign capital inflow 830 1,284 1,581 1,809 2,043 2,259
ICOR

Cumulative investment 1978/79 — 1982/83 (1978/79 prices) _ 30,904 . ,
AGDP 1978/79 - 19834 (1978/79 prices) 8,573 ’
s Vol.XV,
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Annex IV

Repelita III 3alance of Payments Projectiens

(¢ million)

1979/80 1980/81 1981/82 1982/83 1983/84
A. Qoods and Services

(1) cSxports 8,984 9,832 11,065 12,350 14,010
Non-oii (fob) 4,046 4,712 5,759 6,649 7,680
Cil and LNG (net) 4,938 5,120 54 306 5,701 6,330
(2) Imports (cif) -8711 -9,765 -10,990 -12,335 -13,870
(3) Services (net) -1,697 -1,873 -2,079 =2,292 -2,499%
(4) cCurrent balance -1,424 -1,800 -2,004 =2,27T =2,359
3. Government Borrowing 2,551 2,763 3,074 3,308 3,650
(1) Program aid 220 258 288 200 185
(2) Project aid 2,331 24505 2,786 3,108 34465
C. Government Debt Repayment =630 ~T724 ~-890 -992 -1.255
L. COther Capital Inflows =147 67 200 411 A14
. Reserve charges -350 -300 ~380 -450 =450
F. Resource gap 2,054 2,530 2,894 3,269 3,614

Source: Anne 3ooth and Amina Tyabji: Survey of recent developments;

Bulletin of Indonesiai: l'conomic Studies, Vol. XV, No.2, July 1979

base} on Rancangan Rencana Prmbangunan Lima Tahun Ketiga 1979/80 -
1983/84.
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R 44
AIMITA v
luatadandtt

Planned Investment, and Government receipts and revenues as Percentage
of GDP in 1978/79 and Repelita III

1978/79 1979/80 1980/81 1981/82 1982/83 1983/84

Planned Investment

Domestic savings 17.0 18.2 18.8 19.0 19.2 19.0
(Gevernment ) (6.9) (7.4)  (7.3) (1.2) (6.9)  {0.2)
(Private) (10.7) (10.8) (11.5) (11i.8) (12.3) {(12.7)

Foreign inflow 3.6 4.8 5.1 5.2 5.1 5.0

Total investment 21.2 23,0 23.9 24.2 24.4 24.6

Government

llon-01l domestic revenues 8.2 7.8 8.2 8.3 £.2 8.2

Total domestic revenues 17.1 20,2 19.9 19.5 18.9 18.5

Aid inflows 3.6 5.9 5.4 5.3 5.1 4.9

Routine expenditures 10.2 12.8 12.9H 12.3 12.0 11.7

Development expenditures 10.¢6 13.0 12.7 12.4 12.0 11.8

Source: Anne Booth and Amina Ayabji: Survey of recent develooments;
Bulletin of Indonesian Economic 5tudies, Vol.Y¥V, no.2, July 1279.
based on Rancangan Rencana Pembangunan Lima Tahun Ketiga 1373 8n -
1983/84.
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Annex 1X
INDONES LA
Agricultural Production of Major Crops by Tvpe of Product
("J00 tous)
Product 1969 1970 1971 1972 1973 1974 1975 1976 /a
Saallholders
Rubber ’ 558 571 $72 559 599 s 536 539
Coconut/copra 1,220 1,198 1,147 1,308 1,213 1,33 1,370 1,521
Coffee 126 170 178 196 130 132 L4 162
Cloves 11 15 14 13 22 15 15 16
Tea ¥ 21 24 7 1 15 1a 16
Sugar 220 196 221 %7 199 250 223 259
Tobacco 75 69 69 74 69 69 T4 76
Pepper 17 17 24 18 29 27 23 25
Catton 2 k] F3 2 3 7 b 3
Pala ofl . - - - - - - - -
Palu kernel - - - - - - - -
Private Escates
Rubbez 110 113 114 128 109 108 109 111
Coconut/copea 1 b3 2 3 4 6 b) 6
Coffee b} 6 7 6 4 7 6 6
sloves 1 .o .. .o .o ’e .o ve
Tea 9 9 10 7 10 11 10 10
Sugar 72 76 122 130 8%} 127 126 120
Tobacco - - - - - - - -
Pepper - - - - - - - -
Cotton - - - - - - - -
Pala ofl 60 70 19 81 a2 106 126 145
Pala xernel 13 15 18 17 18 21 24 31
Covernuent Estates
Rubber :10 {18 118 121 137 118 137 135
Cocoaut/copra - - - - - - - -
Coffee 8 9 i1 12 6 10 10 11
Cloves - - - - - - - -
Tea ) la 37 37 4} 40 &b a7
Sugart 630 603 708 156 693 860 373 1.012
Tobacco 9 9 7 S 11 8 8 12
Pepper - - - - - - - -
Cotton - - - - - - - -
Paim oll 123 167 170 189 207 271 LAY 294
Pala kernel 8 3] 39 42 Y 52 57 54
TOTAL
Rubber 778 802 304 808 845 218 782 7895
Coconut, zopca 1,224 1,200 1,149 1,311 1,237 1,341 1,375 1,50
Coffee 179 185 196 214 150 149 160 179
Claves 12 15 14 13 22 8 15 16
Tea 62 64 11 51 67 6% 10 73
Sugat 922 a7} 1,051 1,133 1,009 1,237 1,227 1,392
Tobacco 84 78 76 79 80 77 82 38
Pepper 17 17 26 18 .29 27 23 5
Cotton 2 3 2 2 k) 7 5 5
?ala oil 189 217 249 270 239 %38 397 3}
Pala zermel 4l 48 37 59 [ 1] 73 8l 95

.. = Not aviilable.
‘a Praliai-acy estinates.

Soyrce: Tecircment of Agriculture




Annex X

Volume of production and exoorts of major hard minerals

(19¢9/70 - 197¢/77)

(1000 tone)
Tin Nickel Bauxite Iron Cecal Silver Copper crnceniraten

Prod. Exp. Prod. Exp. Prod. EXPp. Prod. Exp. Prod. Exp. -Prod. Cxp. Domestio Prcd. 1 xp,
1st 5=Year Plan
1753/72 (April/iarch) 17.9 16.4 311.0 232.0 907.0 863.6 - - 176.0 - 10,9 - - - -
12725/71 19.1 17.4 689.0 538.4 1,207.7 1,182.2 53.8 - 175.4 - 9.2 - - - -
19371/72 20,5 19.1 850.0 T764.T7 1,288.1 1,211.7 298.5 242.7 198.8 - .1 9.3 - - -
1272/73 21.5 20.8 971.5 T37.5 1l,240.2 1,255.0 237.6 276.2 177.2 - 9.2 6.7 2.6 9.7 §.3
1373/174 22.6 21.3  983.9 B30.4 1,240.2 1,206.4 323.7 2B3.6 145.9 - 8.5 1.3 3.8 126.9 114.2
2nd 5-Year Plan
1372/75 24.8 23.6 78l.1 853.,2 1,284.3 1,267.3 349.'2 348.0 171.6 - 6.1 4.0 2.1 212.6 207.2
1975/16 24.3 20,9 7T51.2 707.6 935.8 919.8 346.2 290.1 204.0 - 4.2 1.0 0.3 204.9 193.4
1976/17 (Januavy/July) 135.7 138.5

Source: Department of Mines
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Ragional distribution of approved domesiic invesiments 1968-76

Annex XI

(in millions of Rupiahs)

1968—1974y 1976 (July)
Projects Invest. Pro;ects Invest. Invest. Projects Invest.
Java 1,575 1,069,975 134 189,748 107,886 1,734 1,367,609
D.K.I. Jaya 631 409,422 34 79,458 19,626 670 508, 506
West Java 464 385, 308 58 56,612 7,436 531 449,416
Central Java 193 16,994 10 10,189 2,300 204 89,483
D.I. Yogyakarta 37 22,172 4 1,902 - 41 24,674
East Java 250 175,419 28 41,587 78,524 288 295,530
Cutside Java 093 473,535 5C 66,315 11 9,095 754 548,945
D.I.Aceh 22 2,108 2 2,466 - - 24 1.,574
North Sumatra 143 88,392 12 25,514 2 2,390 157 116, 296
west Sumatra 34 13,320 3 2,990 - - 37 14,310
Riau 42 15,690 1 207 1 1,432 44 17,329
Jambi 28 10,821 1 25 - - 29 10,846
South Sumatra 33 58,510 2 10,049 - - 35 68,559
3engkulu 1 54597 - - - - 7 21507
Lampung 41 17,926 5 5,743 2 1,235 48 24,904
West Kalimantan 63 19,198 - - - - 63 15,198
East Kalimantan 103 88,107 9 5,790 1 469 119 94,2366
Central Kalimantan 53 35,797 2 1,323 1 463 56 37,583
South Kalimantan 21 8, 465 2 1,596 - - 23 10, 061
North Sulawesi 17 29,064 2 3,348 1 1,261 20 33,673
South East Sulawesi 5 37,553 - - - ‘- 5 37,559
Central Sulawesi 3 1,902 1 1,181 1 1,245 5 4,328
South Sulawesi 37 19,067 6 5,613 - - 43 24,680
Maluku 17 9,794 1 420 1 300 19 10,514
Bali 9 2,789 1 50 - - 10 2,839
West Nusa Tenggara 2 238 - - - - 2 238
East Nusa Tenggara 3 1,303 - - - 300 4 1,603
Vest Irian 4 gee - - - - 4 888
Total 2, 208 1,543,510 184 256,063 36 116,931 2,488 1,916,554

Source: Investment Co—ordinating loard.
}/ Revised estimates.
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Amnex XI1

TXDCNTSTA

Nomotl F oocres, IS71/7I-270, 78

1971272 1972773 19TYSTe i9t/TS 197Sel6 3TRCIY 1977579

1. Ttzber
Valuw 173 s 10 L15] 527 85 854
Voluoe 8,80 12,701 13, 70& 12436 11,335 15,072 1%,3%
Price 19 2 % (%) [} 56 0
2. DPubber
Yalue 215 e 48) <3 18l §77 560
Jolune 09 826 902 82 346 892 [ 1]
Price 266 235 53% 505 430 667 662
3, Pala o1l
Valoe (3] 42 89 184 162 1s7 ils
Jolume 212 263 2’9 303 7 (33 «6
Price n2 (223 ns 537 ) E3 1% 527
4. Cnffee
Value % 83 9 9z 12 30 619
Volume 12 t *% 105 [%2 1«2 163
frice 7%¢ 748 823 876 139 2,308 3,38
$5. Tea
Value n 3 n 0 0 [ 31
Voluoe &6 23 L St st & 50
Price 674 74 874 90 20 1,090 2,143
6. Tobacco
Taloe 20 2 3 36 0 &l 2
Voluns 19 22 33 p{J 23 2 [
frice . 1,053 1,188 1,314 1,185 1,739 1,952 2,900
7. Pepper
Value 21 b3t 1} 22 25 b} [ >]
Voluse 2% b3 25 1% 1 13} 19
Price 875 (1} 1,260 1.57 1,871 1,667 2.179
8. Paia wernel
Value bl [ [ 8 s kY 7
Voluta 39 51 b 30 sl X 28
Price 8s it 162 267 98 I 136
9. Copre
Vs'ue L] [} 3 - - - -
70lune 67 61 2 - - - -
Price 19 98 14) - - - -
10. Copra cake
Valua 12 1) 19 2 29 36 27
Yoiume 236 303 224 236 26) 373 24
Price 31 46 85 ” 80 % u2
11. Tapiocs
Valus 14 12 ? 3o v 10 1 1)
Volume o34 304 117 459 34 133 18%
Price 2 39 50 66 n 13 A
12. Other food scuff
Value 28 26 49 &7 » b¥] 53
Voluse 640 6Ce 1,047 926 31 834 %08
Price o 23 &7 b1} 31 §2 66
1}. antaal » product
Value 3 ) 42 % ” 10% 166 179
Volume 2% 10} [ 2 10 82 86
Price 78 16 t,0n 1,211 1,500 1,780 ,0m7
14, Tia
T8l om 63 10 ” 166 158 181 231
Volume 20 1 n 2% 2 2 3}
Price 3,200 3,333 4,455 6,917 1,182 8,619 9,540
135, Copper
Value - 13 56 102 1% 95 S
VYolume - 18 126 222 189 130 210
Price - 64 Lhs 459 392 alld 400
16, Other wtoersl
Valus 18 19 21 28 25 [ [}
’ Volime 2,176 2,402 2,418 2,518 1,869 2,281 2,5%
Price 8 8 b 1 13} 19 18
17. Kiscellaacous
Volue % 76 7 114 144 196 28)
Vsluoe 186 228 238 202 186 ML ] 70
Price 304 13 324 4 503 70% 367
Tocsl
Value ’84 112 1,98 2,913 1,39) 1,980 ), .89
Voluze W7 e DaE el R pen 10,30
frice B 5 R R V¥ SRS ) SV
Jslue. tn aillions of US$ *

Voluse: [n thwusands of tons
Price. U3%/con

Sgurge: 3ark Indonesla.
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Annex XIII

TNDONESTA

Estimated Cement Production and Capacity through 1980

Plant

Design
capacity

Mechanical
completion

(000 tons)

PT Semen Padang
Rehabilitasi
Irdarurg 11
Indarung I11

PT Semen Baturaja

PT Semen Cibinong
Phase 1
Phase 1I
Phase III

DICE
Fhase 1
Phase I1
Phase III

PT Semen Nusantara

PT Semen Gresik
Pros Basah
Pros Kering

“Tonasa 1
Tonasa 11
Tonasa I1I

Total Production

330
600
600
1,330

500

500
500
1,000
2,000
600
500
1,000
1,500
120

510
510

Source: LPEM, 1978,

6/76
1/79
4/82

9/79

7/75
10/77

12/78
3/

5/78

6/79
6/82

8/76
3/79
6/82

10/79

10/75
12/77

8/7s
8/76
2/79

6/77

7/78

9/79
9/82

Commercial
production

1976 1977 1978 1979 1990
——————— (7000 tons) ———-------
297 330 330 3390 330

- - - 375 6006
297 330 330 705 930
- - - 200 500
414 450 50u 500 500
- - 375 450 SGe
414 450 875 950 1,000
527 450 475 500 500
400 425 450 SO

- - - 400 790
527 850 900 1,350 1,700
- 240 550 600 600
406 460 475 475 S00
- - 250 750 950
406 460 725 1,225 1,430
117 110 110 110 110
- - - 60 375
117 110 Lo 170 485
1,761 2,440 3,490 5,200 6,665
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Annex XIV

... Sawmills - Veneer & Plywoud  Pulp and Paper Board Mills
tnits Capacity Units Capacity nits  Capacity tnits Capacity
(cu m) (cu m) (cu m) (cu m)

Western Indonesia 769 2,334,540 8 446,300 1 100, 000 1
Public 8 82,940 2 900 - - |
Private 761 2,251,600 6 445,400 1 100, 040 -

Central Indonesia 245 4,751,600 7 635,000 2 75,000 I 12,000
Public 2 33,000 - - 2 75,000 I 12,060
Private 243 4,718,000 7 635,000 - - - -

Fastern Indonesia 20 94,104 - - - - - -
Public 5 14,160 - - - - - -
Private 15 79,944 - - - - - -

Total 1,043/a 7,179,65% 15 1,081,300 3 175,000 2 12,000
Public 15 130,150 2 900 3 175,000 212,060
Private 1,019 7,049,544 13 1,080,400 - - - -

fa Capacity: 157 mills with capacity greater than 1,000 cu m/manth,
226 mills with capacity of 200-1,00C cu m/month.
657 mills with capacity less than 200 cu m/month.

Source: National Progress Report on Forestry, DGF, May 1977,
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Annex XV

Sectoral percentage breakdown of the development budget

1974/753/ 1975/70§/ 1976/775/ 1977/785/ Repelita III

Agricultural and irrigation 36.0 23.0 19.5 17.6 14.0
Industry, mining and energy 6.1 9.3 8.6 16.8 18.9
1, ‘Yransport and tourism 10.6 9.2 9.8 16.4 15.9
Trade and co—operatives 0.5 0.3 0.7 0.3 0.9
Manpower and transmigration 0.6 1.2 2.0 2.8 9.1
Regional development 17.7 18.6 14.7 11.6 9.8
Bducation and religion 5.5 11.8 10.6 10.1 10.9
Health, social welfare and
family planning 2.3 3.3 3.3 3.3 3.8
Housing and drinking water 0.7 1.1 2.1 4.1 2.4
Defence, law and order 3.2 4.4 5.2 3.1 1.7
Government capital participation 11.9 11.7 17.0 8.8 1.7
Qther 4.9 6.1 6.5 5.1 8.7
Total 100.0 100.0 100.0 100.0 100,0

Source: Statistical Pocketbook, 1977/78; lampiran Pidato Kenegaraan, 1978;
Repelita III.

g/ Excludes project loans.

-~ - -

—_—— —t—— -
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Annex XVI .

ASEAN: 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 measuring 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: Kain lepas and kain 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 trecatment

Indonesia: Maize, canned vegetables, cutlery, jewelry, filter blocks,
facial tissues, sanitary towels, sorghum, white rice flour
and clinker.

Malaysia: Soda ash, live animals (cattle), vegetables, potatoes,
onions, extracts (concentrate of coffee), rice, maize,
certain salts, gypsum, 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), outergarments
for infants, shirts (not knitted or crocheted ), stockings,
socks (knitted or crocheted, not elastic), cotton-made
handkerchiefs, and brassieres.

- Thailand: Sawed timber, other nonconiferous lumber, certain vegetables
(except garlic and onions), lead-base rods, solder, in-
secticides, uutmeg not powdered, chili not powdered, parafin

. wax and certain other chemicals for agricultural use.

Philippines: Meat from offal or bovine cattle, maize, green and yellow
mangq beans, crude and refined palm oil, palm kernel oil,
crude gypsum, antracite coal, graphite and carbon electrode,
tractor tyres and ball bearings.
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Annex XVIT

List of nossible ASEAN Regionai Industrial Projecis v

Complementarity arrangements

1. (a) Thailand
(b) Malaysia
(¢) Sri Lanka
(d) 1Indonesia

Tyres (automotive and bicycles)

L1 =4 o] — = ]

2. (a) Iran
(b) Pakistan
(c) India

Motoar—car compcnents

L1 = 1 &% =}

3o (a) Malaysia
(b) Singapore Household appliances

(c) 1Indonesia

0 O v

4. (a) Malaysia
(b) Pakistan
(¢) Iran

Diesel and kerosene engines and pumps

el =N — 1 o]

5. (a) Bangladesh: Jute products 8
(b) Thailand: Plastics & paper § Packaging products
(¢) Halaysia: Tin Canning 0

6. (a) Sri Lanka
(b) Indonesia
(¢) Iran
(d) India

Ceramic products

7. (a) Philippines
(b) Thailand

(¢) Indonesia

Sheet glass

P =L = — ] L= — = — - =]
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