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SIPDMARY

This is the 'End of Mission' Report in my capacity as Small

Industry Development Advisor on policy.

In Stage I, the following items of work were completed :
Review of the Project and suggestion for modification

Freparation of a 'Handbook' for project personnel

In Stage II, the foliowing tasks were accomplished

Review of the status of Small Industry in Indonesia based on svailable
data and selective field visits. The aspects commented upon related

to : Definition; Organisation; Industrial Estate Programme; Technical
Assistance; Credit; Product and Purchase Reservation: Sub-Contracting;

Entrepreneurship Development; Strategy for wrowtn.

Foster Father Programme .. based on study of select units, a Model

Agreement was drawn up and circulated widely

. A Basic Law for Small Industry was drafted to put the entire programne

of Government in a single document.

A proposal to prepare 'Action Plans’ at the Kabupaten (district)

level was made and a training manual prepared to act as a guide line
to officials responsible for preparing them. Such plans serve to

link 7.2 national targets to the activities of the extension personnel

in the field.

A Study of Small Industry Extension Centres (PPIK) was undertaken
by the Team; I did the study in West Java aud also prepared an over-
view report making recommendation .. hcw the Centres can be made

more effective.

The Product Reservation 5Scheme, embodied in a decree issued 1980, was
studied; suggestions were made on criteria for reservation and
incentives needed to be provided. A list of 100 products that can

be reserved were listed as an illustrative exercise.
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The 'rati.nale  of Sub-contracring sxciitges was oxpliained and a preoposal

made to set-up rwo such exchurzes ot sakarta and Surabay .

The need for instin.tional infrastructire ¢ Srmall Taduztry has beed

emphasised in REFELITA iV (Feurth Sevelopmeat Pian) which ha commeanced in
1984. Preliminary prapusa’s were werked ovt fou estiblishiig naticnal
1evel centres in Informaticn Services, Eancation end Traloing,

bal

rooue o Desien am, industrial Zerviwes.

Technolygy Transfzr,

With the re-organiszticn of DJIK in 1984 on 2 sectoral hasis. JLoere is
a need to combine the functional and sectoral spproact. A v2port wWas

written indicating how this may be doune.

fa addition, Short Term Comsultasts on Credis., Dats Collec-ion, Packaging
and Qualiny Control were guided in treir work. Twc contracts »me on

Sib - Conttacting in the Automorive Sector and the ciher on Industwial
Cooperatives - weie awarded co local consuiting firms. fe
and Study Tours were arranged a2s a comporent of the Traiaing Frogramme.
Broadly, it may be stated fhe approach adopted was to improve tie

offectiveness of the policy frame already .aid down rath-r than to

e

suggest anv major wodifications. However the projeat has r2liped L

ek

generating A better aworeness of the sctentiality of the modern cmall

;e
i

sector for in.reasing production and employmant ospportunities.
traditonal sector ccatinues to be important in view of ihe numbers involved
and the skills it embsdies. It is aiso emphsisad *
size did not necessarily imply low tecproio.y as in che case Flectronics

and Tnstrumentztion. The need for a writtea agreement Seiween [he parent

-

firm and the small vnits in the Sub-foniracting process was widely recognised.
There is need for a Basin Law on Smail Industry as the cver il pulicy

‘rame the development f Small Iadustry. The 2ffectivevess ot

Exrension Services needs to ne improved. The ~nidal role of the
Dire-tor-Ceaeral, Small ivcusir;, it assisting Smail imits needs to be

e¢rphasised.



colicy for Small industry Development in Indonesia

Terminil Report of Dr. Ram K.lepa

}ntroductioq

1 was recruited in July 1981 by UNIDO tc act as Small Industry
Deseiopment Advisor for Troject INS/78/078 ia Indonesia and also
as Team Leader of the Project. The Termiral Report of the Project
which 1 have prepared in my capacity as Team .eader (Report Yo.63)
as been sent to UNIDO headquarters in Vienna for clearance before
presentation to the Final Tripartite Meeting. This report is the
Terminal Report in my other capacity as Small Industry Development

Advisor.

Jeb-Description

The job descr.ption of my post has been iaid down as follows :

—- To advise and assist in the planning, policy formulation, and
implementation of programmes and other support measures to
Small Scale Industry including creatiou of Mini-Industrial
Estates, Common Service Facility Centres, Training and

Extension-Services.

-— Tc prepare studies and propssals for suggesting improvements
to the Directorate General to the policies in respect of the
promotion, growth and cevelopment of the 5Small Scale Industry
including those on the financial assistance and technical

advise by sister Government Instiftutes.

—- To coordinate the activities of the UNIDU team of cxperts
stationed in Jakarta, West and Central Java, East Java, and

Bali and North Sumatera.

-- To prepare in cons-itation with the Government, the Job-

descriptions for the Short Term Consultants to be recruited
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—— a5 well as the terms of refercnce For the work to be performed

bv local sub-contracts.

-- If requesred, assist the Directorate General in the planning
of aaditional regional Small Scale Iadustry Extension Services

centres.

-- Train Counterpart Personnel.

3. Start of the Project

3.1. I reported at Vienna on July 20, 1981 and had about 18 days
briefing there during which period 1 was previded complete
background of the project together with details of the country,
and its policies. I also had the opportunity at thet time to
taik to a member of administrative and technical sections who
were likely to be concerned with my duties in Indonesia. The

priefing was valuable in that it provided me with an insight

into both the technical and administrative aspects of my duties.

3.2, I arrived in Jakarta on August 10, 1981 and called on the

- Resident Representative, UNDP, Deputy Resident Representative,
:*3P and other persounel. Mr.F.M.Igbal, S1DFA-UNIDO, was cwWway
on home leave and I called on him after his return. I called
on Mr.Gitosewoyo, Directorate General, Small Industry in the
Ministry of Industry ~nd he suggested I wait a few days before
I move into his cffice. I also met the Secretary of the
Directorate General Mr.Sutadi and the Chief of the Internatiomal
Cooperation, Mr.S.Sijarief. Later, I also called on the Secretary
General ~f the Ministry Industry, Mr.Agus Sujono who gave me a

perspective of the policies for Industrial growth in Indonesia.
3.3. I formally started work in the Directorate General by about the

erd of August and sometime was taken in assembling the basic

intrastructure such as Work Place, Secretary, Stationery etc.
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7 called on the senior and middle echelon personnel in the
Directorate Ceneral. 1 began to collect some of the material
sad documents relevant to the project and found that manyv of

rtem were in Bahasa Indonesia the national language of the country.

Work done in Stage I (August '81 - February '82)

M- first task was to review the project document prepared in
1976-1980 so as to bring it up te date in conformity with the
actual requirements of Directorate General, Small Industry. The

following comments were made on the Project Document :

-- Targets specified ic Stags I (first six months) can be reached
only if the speed of recruitment of personnel can be expedited;

in actual practice, I worked alone during this period.

-- Targets in Stage II need to be more precisely stated and also
take into acccunt the programmes actually included in the
National Developmert Plan. In most cases, the work of t'e
Project can only be supportive rather than independently under-
taken; the linkage with the R & D Institutes would need tn be
specified clearly. In the case of bilateral and multi-lateral
assistance, the work to be done by the project team would
depend on the Agency's (DG-SI) need to receive such
help. & specific target for the Industrial Documentation

Expert may need to be provided.

-- Job-descriptions of the Project Team were formulated in more

specific terms.,

-- It was suggested that the numper of field teams be increased
to six instead of three as originally envisaged and also each

team may consist of one International Expert.

--— Short Term Consultants were suggested for a period of three
months each in Statistical base and Data-Collection, Credit,
Quality Control and Standardisation, Sub-contracting, Electronics,

Food and Fruit Processing, Metallurgy and Foundry.




- U\ Voliunteers for whom there was a provision for 144 m/m may

not be able to provide the necessary expertise and may be
substituted by National Experts who would assist the

International Expert.

-- Intrastructure facilities in respect of accommodation,

secretaries, typist, translators will need to be provided.

_- Coordination with other UNIDO and UNDP Programmes will need to

be built-un.

The above suggestions were discussed at a meeting held in the
Ministry of Industry on January 25 and 26, 1982 and were later
discussed in detail at the First Tripartite Meeting held in
September 1982. There was general approval for the suggestions
and in additionm, it was decided at that meeting to purchase

vehicles for each cf the field teams.

Tre next item of work taken-up was the compilation of a "Handpook'
providing all che relevant information to Project personnel.

The hrandbook was divided into three parts :

-- Part I Dealing with the people’ - with chapters on the
country, its customs and tradicions, constitution,
REPELITA (Development Plan) III and some 'do's

and dont's .

--- Part II Dealing with Policies and Programmes with chapters
on Industrial Dzvelopment poclicy, Infrastructure
for Industry, the Small Industry Development
Programne, and a ~ranslation of the decree relating

to the organisation of the DG-SI.

- -- part 11T Dealing specifically with the Project .. with separate
chapters on tasks for the central team, field teams,
short term consvltants, nationa. experts, sub-
contracting, fellowships and stucy tOUTS,
coordination with other UNIDO projects and

agencies,‘and reporting and monitoring procedures.
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The Handbook (of about 225 pages) was provided to each member of
the project team so as to familiarise him or her with the country
and the policies and the specific work expected to be done.

The general feed-back from the members of the team was that the
"Handbook' was very useful as a source of information and
obviated the need for each team member to search for the material

on an individual basis.

Early in 1982, the Project of fice was moved out of the Head office
of the DG-SI and located into a private residential house along
with other bilateral projects. This physical separation from the
head office made integration of the project with the work of the
DG-SI more difficult and this problem continued right throughout
the project. In January 1984, the project office moved again to

a government building.

In January 1982, Mr.D.Cannas, the backstopping officer at the UNIDO
Headquarters, visited Indonesia to participate in the Review
Meeting organised by the Ministry of Industry and took the
opportunity to call on the Director General, Small Industry and
other senior officials of the Government. He also made field
visits to Yogyakarta and Surabaya where earlier a UNIDO project

had operated till early 1980.

The Work Plan for 1982 was drawn-up for the team as a whole and

was approved by the DG-SI. However, since the project team
consisted only of the Team Leader, it was difficult to estimate
precisely how much of the Work Plan could be implemented.

Meanwhile, the nominations pending for several posts with

Government were discussed and recommendations made for an early
decision by Government. On this basis, two members of the

central team - one on Information (Mr.B.R.Kohli) anc one on Training
(Mrs.H.R.Fajardo) joined in February and April 1982 respectively.
However, it was not till August 1982 - fully one year after the

project had commenced that the field experts began to arrive.




Status of Small Industrv in Indonesia

The next item of the work undertaken was to make a broad survey

of the status of Small Industry in Indonesia. This was based on
study of all the available literature as well as field visits under-
taken to Bandung, Yogyakarta, Surabaya and Bali to get an idea of
the Small Industry units in the country. The results of this

study were embodied in a Report issued in July 1982 entitled

'An Interim Report on the Development of Smcll Industry in

Indonesia’.

The Report surveyed the current status of Small Industry in

Indonesia under the following headings. .

-- Small Industry in the National Economy; Scope and Definition
Organisation; Industrial Estate Programme, Technical Assistance;
Credit and Fiscal Incentives; Product Reservation; Purchase
Reservation; Sub-contracting; Entrepreneurship Development;

Strategy for Development of Small Industry.

Drawing upon the experiences of other countries, mainly Japan
and India, the Report made a number of recommendations, the

more important of which are the following :

-- Definition may include servicing activities including repair

and maintenance shops.

-- The current restriction on capital per investment person not

to exceed Rp.625,000 (at that time US$1,000) may be relaxed.

-- A separate category of 'Very Small Industries' may be made

with capital investment not exceeding Rp.10 Million.

-— The Directorate General Small Industry may be organised on
sectoral basis to include Food; Metal; Electrical and Electrions;

Leather; Chemicals and Plastics;
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Each of the KANWIL offices may be strengthened by at leest

three technical experts in areas relevant to the resion.

Procedures for starting new units may be streamlined and
decentralised as far as possible; for the 'very small units'

this may be at the kabupaten (district) leve ..

A National Small Industry Board may be set-up with repre-
sentatives of Government, Industry and Banks to periodically

review and monitor the policies towards the small scale sector.

The cost of accommodation on the Mini-Industrial Estate may be
graded according to the region in which they are located; in
metropolitan areas, the full market value may be charged while

in the backward regiocns, it may be subsidised.

An 'institutional' mechanism may be necessary to engineer the
processes developed at the R & D Institutes as well as to
import suitable technologies from abroad. A National Technology

Development Corporation may be set-up for this purpose.

Testing facilities may need to be set-up so as to be accessible

to Small Unicts at nominal cost.

A separate credit policy towards the small industry units may
need to be formulated; 'soft' loans for Modernisation and

Expansion may be provided.

The criteria for product reservation may be laid down clearly.
The «cheme needs to be backed by other measures to make it
effective. It may be monitored by a high level committee
which will review the working of the scheme from time to time

and consider the inclusion of additional items.

The working of the Price Preference Scheme may need to be
studied to see how benefit accrves to smzll producers instead

of the middlemen.
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The 'Foster-Father Scheme' is excellent in principle; however,

in practice it needs to be firmed up through a written
agreement which is monitored by the KANWIL office. In granting
permissions to new large and medium unirts, the sub-contracting
aspects may be examined. Sub-contracting Exchanges may be
set-up at Jakarta, Surabaya and Medan for executing orders of

the large units.

Mobile Demonstration and Training Centres may be operated to
provide rural artisans with opportunities to imprcve their

skills and products.

Action Plans may formulated for each region to reach the macro-

targets set in the national plan.

A 'Basic Law' for small industry may be decreed to provide
a comprehensive policy frame for the growth of small industry

in Indonesia.

5.3. In General, the Report made the following broad approaches :

-- The policy frame already formulated is sound in principle but

needs to be implemented more effectively. What are needed are
not new schemes or policies but steps to ensure that those

already decreed do yield the results intended.

A distinction needs to be made between the modern Small Scale
and the traditional artisan sectors, While the latter is
undoubtedly important in terms of rnumbers and traditional
skills, it is the former that can contribute significantly

to the growth of the sector and consequently to naw employment

opportunities.

-- Again, the very small units - most of which are in the

traditional sector - will need a 'special package of

assistance' in view of their weak econoinic position.




—— Smallness of scale dves not necessarily imply a low level of
technologv; in such areas as Electronics, low investments can
produce a fairly sophisticated range of equipment and systems.
This needs to be encouraged as it will provide a challenge to the

growing technological capabilities of the country.
-— The organisation of the DG-SI may be sectorally oriented - rather
than purely functional; this will enable growth of the sectors to

be planned more effectively.

-- A 'Basic Law' may be formulated to provide a comprehensive policy

frame for the growth the small industry.

Foster-Father Programme

A more detailed study was take up of the 'Foster Father Programm»' in the
country. This is a variation of the Sub-Contracting concept and is

meant to link large or medium units to a number of small units to

whom assistance is provided. Nearly 40 such 'schemes' have been
designated by Governmant to act as 'Foster-Father' - many of them

Government owned

The broad -onclusions of the study, based on illustrative fiz2ld visits,

are the following :

-- Many of the Schemes have not yet begun to operate effectively; in
many cases, the 'parent' units view it merely as a means of selling
their products while the small units do nct seen to be fully aware

of the need for quality and timely deliver of goods.

-— The selection of the 'Foster Father' needs to be done with great
care - in some cases, meaningful market assistance was not provided

to the small units since the large units were not geared to do so.

-- The element of marketing assistance is noticeably absent from
many of the schemes which are confined to supply of inputs -

specially those made by the parent unit.
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-- No specific stipulations regarding delivery schedules and

quality of goods are made nor is there any protection for
timely payment for supplies made and unfair cejection of

goods supplied.

To over-come the above problem, it was suggested that a written
agreement be entered into between the parent unit on the one hand
and the small units on the other. The draft of such a model
agreement was drawn-up to provide feo  specific obligations of the
parent unit as well as of the small units and for various forms
of assistance by the unit such as supply of raw materials,
tectnical designs and drawings, credit, and most importantly,
guaranteed off-take of about a third to half of the production

of t..e small units. Sub-contractors may form themselves into
cooperatives to negotiate on better terms. Any dispute between
the parties may be referred to the KANWIL office for arbiliation;

the KANWIL office will act as a third party to monitor the agreement.

Basic Law for Small Industry

The development of small industry has been accorded a high priority
in the Third Five Year Plan as well as in the Fourth Plan,
currently in progress. A separate Directorate-General of Small
Industry was set-up in 1978 and a number of programmes‘ﬁini—
Industrial Estates, Product Reservation, Purchase Preference,
'Foster-father' - have been initiated to encourage the growth of
the Small Industry. It is considered that a time has come to
'weave' all these elements of the Development Programme together
into a single coherent pattern in a 'Basic Law' which will be

the basic decree for the over-view of the development programme.

The Draft of such a Basic Law was drawn-up as a preliminary exercise.
In the preamble to the draft, the need for such a law in the
context of the Fourth Five Year Flan during whicii vhe Small

Scale sector is expected to be a vehicle for growth as well as
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for crearion of new jobs is emphasised. Further, it is stated 1in

the Preamble that the proposed decree is meant to czlarify

government 's whole-hearted suppor: to the small scale sector.

The Basic Law, as drafted, consists of 537 articles in 15 chapters

dealing with :

—- Definition;

-- Organisation;

—- Mini-Industrial Estates;
-- Supply of Machinery;

-- Raw Material;

-~ Credit;

—- Industrial Extension;
—- Transfer of Technology;
—— Product Reservation;

-- Sub-contracting;

-- Fiscal Incentives;

—— Intensive Campaigns

-- Reporting;

-— Conclusion.

Under 'Definition', a distinction is made between Cottage (Home)
Industry, Village Industry, Small Industry, Small Enterprise,
Medium and large industry, a Sub-contracting Industry, and

Handicrafts.

Under Organisation, the role of the Directorate General, Smali
Industry (DG-SI) is clarified as well as that of the Director
General himself as the Principal Advisor to Government on all
matters affects the Small Industry. He will be assisted by a
Secretary and Directors as weil as Technical Advisors in specified
sectors. A National Small Industry Board may be set-up to zdvise
Government on policies to be pursued and review the implomcatation

of such policies from time to time.
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7.9.

In the chapter cn Mini-Inlustrial Estuates, there are articles
dealing with the establishment and management of such estates,
facilities to provided on the estate as well as the procedure
for allotments to be made on the Estate. There is a separate
chapter on the supply of machinerv on a hire purchase or lease
basis; similarly, a scheme for supply of raw materials directly
to the small units - specifically those that have to be imported
is suggested. It has been provided that Governmment mav prccure
the raw materials and distribute them at a fair price to small

units.

A Credit Policy is to be formulated bv the DG-SI in consultation
with the Bank Indonesia; the present programmes of KIK and KMKP
may be reviewed to see how the share of small industry can be
increased. The coverage of Credit Guarantee Schemes may be
extended to cover all the small units and procedures for such
coverage simplified. Collateral requirements for small units

may be made as liberal as possible. It has been provided that
the operation of the credit policy mav be jointly reviewed by the
DG-ST and Bank Indonesis; the DG-SI will provide assistance to

the Bank in appraising lcan applications.

Under Industrial Extension, the patterns of technical assistance
have been specified to include both the hardware (CSF, Test Centre)
as well as software (training, counselliag). For transfer of
technology, a separate institution - National Technology
Development Corporation - nav be s=et-up tec lease patents for
Industrial utilisation, to import technology and set-up pilot

demonstration plants,

Under 'Product Reservation' Covernment will have the power to draw-
up a list of products to be proluced exclusivelv in the small

sector. Such products will then be phascd

QO

ut ¢t production
by the large and medium firms over a reasonable period of time

(say, 3-5 years). Package Assistance Programmes may be formulated
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for oroductioa Of items in the reserved list. A Review Committee

mav be set up to monitor the implementation of the schexe - and
all product reservation may be considered as time bound and

automatically lapsed after & period of 5 vears.

Similarly, purchase reservation in respect of certain products,

and price preference in respect of others, may be done bv Government
which will be binding in all agencies and institutions supported

by Goverhment. Such Reservation may also include special provision

for cottage units.

Sub-contracting will be encouraged as a deliberate policy and the
relationship between the parent unit and the small units regulated
by a written agreement and monitored by the Government agency.
Sub-contracts Exchanges will be operated by the DG-SIL and tax
concessions previded to encouraged sub-contracting.

A package of fiscal incentives may be provided to include :

.. Tax holidays for specified periods (3-5 years);

.. Credits on Soft-loan terms with minimum of collateral;

.. Higher development rebate and accelerated rate of
depre~iatinn;

.. Subsidv for transport and power;

.. Duty free import of machinery, equipment and raw material;

.. Higher import duties on consumer durables and luxury goods

from abroad;

.. Easy availability of foreign exhange for all essential inputs.

There are articles an 'Intensive Campaigns' in each region of

the country to make aware of the possibilities tiat exist and to
interest potential entrepreneurs. The need for data-collection
is emphasised in another provision and a full census - at least

once in tcon years - is suggested.




fn coaclosion, it has been sugsested that the DSt o funcrion us

‘ne 'Uriend, philoscphor and guide’ of the small centrepreneurs
and heln fo resolve their gzenuine probiesms o interceding with
crher de-artrents ind azencies in LoV e 1 outsid

other de-arrments and szencies 1d Soverument andg outslde.
Action Plans

Plarning 13 dote at the natisnal level while implementation is at

o

tower levels - provincial, district (kabupaten) and even village

[t

(Desa). ‘towever, there is often a dichotomy in the perceptiun

of these p.ans —-- by sersonnel formulating them and those
responsible for its implementation. Targets set - 1t the national
levael de not have much meaning for those operating at zrass root
levels .. and, hence, there is no clear knowledge b the lower

level persounnel how the targets are tc he attained.

Ane method of bridginz this gulf is through the prepararion of
Small Industry Development Action Plans (SIDAP) which rapresert

a means tc mepilise all the resources avialabie in the region for

its economic develorment. This iuvolves ncr only the identification

.f industrial opportunities hut also the development of the
supoorting structure through optimum utilisation of existing
institutions as well as crearion of new facilities required for

rhe fuliillment of the plan.

Any Actionm fian for Small Industrv De elopment can not be an
isolated exercise and bhas to £it into a wider pian for regicnal
and national develorment. This iuvwives a clear understanding

of at least the major scheme for the development of other
departments in the region so that they re-inforce and support the
programmes of small industry growth; siuch growth requires power,

water as well as a pool of skilled workers.

The principal elements of an Action pPlan are the following :
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8.6.

Part [

: Formulating the Plais

.. Introduction
Resources
.. Economic Development Plans
.. Existing Industry Sector
.. New Industrial Opportunities

.. Inputs Required

. Part I1 : Implementing the Action Plans

.. Identification of Growth Centres
.. Infrastructure requirements

.. Credit Requirements

.. Training Programmes

.. Technical Support

.. Marxeting Assistance

.. Targets and Inputs - year wise.

A crucial aspect of the Action Plan is the listing of new
industrial opportunities. Based on the raw data compiled, and
taking each of the sectors - agriculture, forest, miceral,
fishery, dairy, livestock - one can estimate the type of
industrial utilisation and the number of economically viable
units that can be set-up keeping in mind the likely demand.

In addition, consumer products need to be made to cater to
local demands. Special requirements of bulk purchases may also
be considered in drawing-up a list of candidate industries and
linkages with large urd medium industries in the region may be
formulated. There may also be a small but significant possibility

of exports from the region which need to be identified.

Once a listing is done of the new opportunities, brief profiles!
may be prepared on each of them which can be expanded into
a 'bankable' feasibility study when an entrepreneur eviaces
interest in any of them. A separate programme is being

conducted by the Industrial Engineer, Jakarta on the methodology
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of drawing-up such studies, then the lnfrastructure regquirenents

Sor setting=—up such units has to be estimated beth in humarn and

~aterial rerms. Wwhat woula be the power and water requirements

re,

or such i developmenr ! How many industrial estates are
necessary to pro-ide for the new units ?  How much of credit

would be necessary to tiance these units and so on.

The next phase of cthe Action Plan is the implementation aspect:

to optimise the scarce resources avail:blz>, it mav be necessarv to
identifv 10 or 12 Growth Centres in each rezion which possess tl.e
necessary infrastructure and are traditionally focal points for the
region in terms of transportation, marketing etc. Once the growth

centres are indetified the cluster of new industries that can be

set up in each centre will need to be determined. As development
proceeds, a pattern begans to emerge - some clusters may be wood
based, some metal rased, some in chemicals, some in metals and

sor. purely for sub-contracting.

The next steps is the identification of entrepreneurs which
depends on the awareness created in the region about the Plan.

One tried technique to do this is the method of '"Intensive
Campaigns' which are basically an attempt by all the concerned
agencies - notably the financing institutions - to create

interest in potential entrepreneurs and cut through the red tape
which often hinders speedy implementation. Through such a process,
a normal cime frame of 6 months to one year can be compressed

into a few weeks.

After the entreprencurs have been selected, rhey may undergo a
brief Training Prcogramme so as to familiarise themselves with
Government rules and regulations as well as various aspects of
running a small business. The main purpose of such a programme
is not ts give bnnk knowledge but something they can readiiy use
in their operation. How to pick a winner, is an exercise that
J-pends as much on intuition as on luck. Alrhouga, there has

been considerable progress in developing ohjective tests to
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dotermine the lutent entrepreneurial capabilities it is still o

matter of zood judsement and some luck.

But such entreprencurs, once selected, need to be supported in
technical,financial and merketing areas if they are to succeed.
This is & field where the promotional agency needs to exercise

a great deal of patience and understanding. Financial assistance
has to come from the Bank and the promotional agencvy can perform
a useful functi.n in bridging the out-look between the entreprenaurs
and the bank. In regard to technology, the entrepreneurs will
need guidance in the choice of machinery, which often determines
the choice of technology, as well as the sources from where they
can be obtained. In Marketing, while the primary responsibility
te sell his product is on the entrepreneur, there is much that a
promotional agencv can do to assist in providing market
intelligence, and helping in responding to government tenders

for buik purchase. There is also a considerable opportunity
through sub-contracting te large firms which can be facilitated

by the establishment of sub-contracting exchanges.

Finally, Action Plans need to be broken-up into annual plins and
for the extension personnel, it is the Short Term annual plan
that is relavenr and meaningful. Such Annual Plans need not be
staric rigid, they must be flexible and dynamic but none the
less, an annual plan provides a reference frame for all those

engaged in the development programme.

There is need to monitor and evaluate the Action Plan; a gocd
plan on paper may be satisfying to the planners but unless
implemented effectively, does not achieve the purpose intended.
In actual execution, many problems crop-up not envisaged
originally and these need to be solved so as not to affect the

1

implementation. Hence, a close moniteriny oad evaluation

194
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system is essential if the action Plan is to produce results.
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For this purpose, an Infermazion svster has to be set-up which

supplies the desired infor

to be provided from the i
industrial units, new tnits and the estatlishing of infrastructural
facilities. Such information obtained, conce a quarter, can be
analvsed and quick remedial action taken to cover any deficiency.
it the end of the year, a broad evaluation of the Programme can

be made and intimated to the Policy planners who will then determine
whether any changes in the policy are required to reach the basic
targets. For instance, if additional production and employment
are the basic criteria of develcopment, emphasis should be on
reaching those targets. inrespective of the nature of industry

chosen

Successful execution of anv plan requires constant vigilance and
a willingness to respond to changing field conditions: while tha
plan targets must be regaried as fixed, they can also be changed
to serve the broad socio-economic objectives of the plan. his
can only be done if the promotional agency responsible for tl.at
portion of the plan, maintair a close watch on how well the plan
is faring in npractice. Information is the heart of monitoring

and evaluation and ic is well worth setting up a simple informaticn

system on whose output one can rely.

small Industrv Extension Centres

Study of the Small Industry Extension Centres (PPIK) at five
locations was conducted by the team with a view to determining
tow well thev were operating and how their performance and
utility to the entrepreneurs could be improved. These centres
(about 9 of them) were set-up to provide a 'single window' service
to the entrepreneurs based on an earlier UNIDO Projiect at
Yrngyakarta and Surabaya where it was tried in on a pilot basis.

0f the nine Extension Centres, seven of them fall within the

project area.

— R R
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rrial Engineers at Jakarta, Semarang, Surabava and
Yogvawarca conducted the study relating to the cenctres in their
respective regions;since no expert was available at that time

at Bandunz, I conducted the study and also prepared an over-view
report highlighting some of the common problems that affect the
centres and also some policy considerations to make them more

eifective.

The PPIK I: normally a part of the BIPIK (Programme for the
development of 3mall Industry) programme located in the KANVIL
(Provincial) Industrv office. The PPIK has besides a Secretarv.
separate sections dealing with Technology Assistance, Marxeting
Assistance, Credit, Organisation and Management. It has a few
Technical Service Centres (UPT) dealing in specific producis;
normallv, the number of such centres is % to 5. It has also

a Market Promotion Centre, and an Information Centre attached

to it. at the field level, there are extension officers who

interact with the individual units.

The fcllowing are some of the important recommendations made in

the over-view report :

-- The concept of a 'vne-stop' service to the entrepreneurs
through the PPIK is a valid one and may be extended. buch
service should include both 'software' (as at present) 1s

well as hardware.

-- The Technology Assistance Unit needs to be enlarged so as to
cover all relavent disciplines and should advise entrepreneurs

on =uitable machinery requirements for their project.

-— The relative roles of the Market Promotion Centre and Market
Assi-tance unit may be clarified; the former mav developed to
undortake commercial and quasi - commercial activities while

the ietter provides assistance through market intelligence,

exhibitions, etc.




The Inforration Centre needs to pley a more dynamic role as

4 focal peint for all information from and to the field.

The Credit Assistance Unit mav be empowered to charge a small
fee (0.27 of the lean applied for) for the appraisal reports

to the banks, which may be collected, onlv if the Bank

sanctions the loan on the strength of the report. This will

enable the unit to assist larger number of entrepreneurs and

also improve the quality of the services.

The utilisation of niachinerv and equipment in the Technical
Service Centre (UPT) is low due to several reasons : non-
installation of machinery, lack of skills of the operaters et..
It is desirable to review why this is so and to take steps

to improve the capacity utilisation percentage.

Entrepreneuvs, who are capable aav be allowed to operate the
P 3 P

machinery at the discretion of the manager UPT.

UPT's mav be allowed to take-up jobs from the large units at
actual cost, provided such jobs are not at the expense of © 2

small units.

Cperating ewpenses of the UPT (excluding overheads, depreciatrion
etc.) should be met by the revenues earned at least after a

period of 5 vears.

Association »f qualified personnel with the work of Extension
mav be secured through consultants from the open market,
expertise avaialble in government companies, and through a
pinel of censultants whose services can be re-imbursed

nartiallv by the PPIK.

It is somewhat unrealistic to expect the field extension officer

+

(TPL) to be a 'miracle' worker; the main fractica of the TPL
should be to provide a 'live link' with the Industry - which

can only can through frequent visite to the units.
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The 'diagnesic' abilitv of the TPL needs to be enhanced so that
he 1= able to identify the problems of a unit and formulate thenm in
specific terms for reference to the PPIK or higher up for a

se.urion.

Each TPL may be given about 100 units to 'aurse' which will provide
hin with reasonably compact area to do travel and work. The TPL mav
be required to make about 23 Intensive visits and 250 casual visits

per vear.

A separate Training unit may be se: up in each PPIK to cocrdinate
all training functions - of the entr:preneurs, extension staff

and artisans. The work mav -lso be inrrus:e) to the 0-X

(Organisation and Methods) which is at present lightlv 'oaded.

Monitoring Procedures laid down by the Director General 5Small
Industry are well formulated and adequate. a Monthly Report on

the performance of the field personnel mav prenared and put up to
the Head of the PPIK. An annual evaluation of the performance

of rhe TPL may be done on the basis of clearly laid down norms
intormed well in advance t> the staff and suitable rewards given to

tiie best TPL at the Kabupaten, :(..NWIL and National Levels.
P

'Service to the Entrepreneurs' is to be regarded as the primary
focus of the work of the PPIK. A good beginning has been mad: in
setting up the framework of exten. ion through the PPIK; what is
needed is greater motivation on the part of the staff, a better
awareness of the needs of entrepreneurs and a 'sharpening' of its

image.

10, Product Reservation Scheme

0.1, --

In November 1980, a decree was issued v the Ministry oY Industry

L

to reserve 127 products for exclusive production in the -—all

sectory rhe products resorved cover a wide variery of soororas -

food and fruit processing, texriles, leather. rubber plastics

printing, metrals and machinery, electrical appliances,
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transcortation, wood, chemicals. Most of the Items are simple

and are even now predominantly undertaken in the small and cottage
industry <ectors; many of the items relate to initial process=ing
and nor the finished product - what is being reserved is the first

stage of the production process. Some of the items relate to service

activities such as repairing, bottling, salting etc.

It was considered useful to undertake a svstematic evaluation of

the scheme. It was noted that there was irsuificent awareness

of the scheme amongst the government personnel and, even less to
amonzst the entrepreneurs. The product description given in the
decree are not alwavs clearl identifiable since they were
distinguished bv the machinery emploved. Sometimes, the scope of
activity was not clearly indicated: one item merntions merely
riceflour, soyabean intended and green pea flour - it was not

clear whether what was intended to be reserved was cunlv the

grinding and milling or whether allied processing operations were also

also meant to in included.

In the decree it has been menticned that where production of these
iterms is undertaken U present bw large and medium

indu--rv, it will be transforred to the small scale indusrry wituin
certain limits through current licensing procedures. The specific
mechanism bv which this is proposed to be Zone has not been indicated
clearlv. [t mav be necessary to provide a definite time limit-

- three to five years - before production is sought to be phased
out. ©“hile in the current decree, the 'over lap' products

between the large and the small sectors mav not be significant,

it will become some once the small cector develops. Agaia, the
small sector may itself be a threat to the cottage industry

sector and a certain measure of protection to the latter either

tlirough Reservation or thoough ficcal measare may be necessary.

According to the field data analysed. the total number of units

maring products reserved in the small sector is little more then
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430,000 which is about 367 of the total nuaber of <mall units in

the country accerding to the 1979 census of the Birc Pusat Statis® ik
Central Sratistical Bureau). ©Of these, 605 of the units are
located in nine provinces (of which all except South Sumaterad are

in the Project area). In terms of employment, the reserved units
account for 300,000 persons (out of a total of 837, 055 engaged

in the small sector) and a production of Rp 209 Billion (out of
total Rp 600 Billion for the entire small sector in the country) .
Thus the 'reserved' product units consitute a significant perceatage

(about a third) of the total for the small sector in the country.

To monitor the working of the scheme, at the field level, Data
Analvsis sheets may prepared tor each product at least once a

vear. Such sheets would provide information on production, price,
quality, availability, marketing and other problens. A Package
Programme of assistance - including such items as preferential
allocation con the Industrial Estates, availability of credit, supply
of raw materials, assistance in marketing, facilities for testing
may be formulated to enable the units making reserved products

to function effectively.

The working of the scheme needs to be monitorea closely at the
vational and Provincial levels. At the centre, a standing committee
with the Director- eneral, Small Iwdustry as Chairman and
Representatives of all other agencies concerned as members may be
cet up to review once every three months the progress of the
scheme, provide clarifications and recommend any modifications,
including additions to and deletions from the list. Any praduct
proposed for reservation must normally catisfyv the following
criteria: proven capability for production in the small sector,
potential for growth, stable technology , easy availability of
machinery and raw material, no special marketing problems, no
cignificant export abgle, and no special restictrictions in terms
of safety, health and pollution hazards. An illustrative list of
100 products that mav be considered for reservation has been drawn

up for consideration.




10.7. The principle of 'Reservation' has t¢ be im-lemented judicicuslv
and should not be seen as an undue protecticn to the small uxnits.
where the scheme results in high price or poor quality to be consumer,
there should be no hesitation in modifving it. It mav be stipulated
that 3all reservations may lapse autonmaticail~ after a period of
N five vears unless a specific decision is taxen to continue themn.
Reservation is meant as an assistance to the small units to overcome

. disadvantage of size and not as a permanent crutch.

1. Sub Contract Exchanges

1.l. Sub Contracting has been defined by UNIDO, as a 'relationship when a
company (called a contractor) places an order «~ith a another company
(called the sub contractor) for the production of parts, components
and sub-assemblics by the contractor. There are.in practice, a
number of variations of sub contracting : it may be for cosct
saving or capacity reasons; it can be steadv on a long ter:m basis
cr merely a 'one shot' order. Normally, specialised sub-contracting
is of the former type while capacity sub-contracting is the latter.
While many developing countries favour the long terrn relaticaship,
short term sub-contracting also enables the spare capacity of small

units to be nrils.ed more fully.

'1.2. Whatever the pattern of sub-contracting, there must be tangible

benefits to both p:rties, if it is to be successful :

--— For the contractor, it offers the advantagze of

-—- economising on capital and labour
~-- lowe- cost of product due to lower undertaken of the large
firm and lower wages and overhead of the small firm

--- specialised skills of sub-contractors

-—- a 'buffer' against demand fluctuation
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—— For the Sub-contractors (usually a small or medium unit) it

provides

-- a readv market;

—— technical and raw material assistance from the parent "fira'.

A tvpical list of parts and components considered suitable for

sub-contracting in the automotive field was drawn-up.

In an earlier studv, a model agreement has been suggested between
the large unit and the small unit. It may also be desirable to
consider the estab ishment or a specific instituticnal device known
as the Sub-contracting Exchanges; in the current sroject two such
exchanges were to be set-up at Jakarta and Surabava, which are both
industrial growth centres and have a significant large as well as

small sectors.

As its name implies, the function of such an exchange is to put

‘he centractor and the sub-contractor in touch with each other
instead of having to spend time and money to locate a suitable

party for a specific job. Such exchanges can be run privately on

a commercial basis or cooperatively by Industry association or

by Government for a nominal fee. In Japan, Sub-contracting plays

a very vital role and ix encouraged through government agencies;

and protected throngh legislation. In [ndia. a networkh of 16 Sub-
contracting Exchanges .ave been set-up as part of the Small Industry

Development Organisation.

The Sub-contracting Exchanges proposed for Jakarta and S-rabava
may be preceded by a pre-operational survey of both the large and
small units so that the views of the Industry association and the
potential that exists may be determined. Such a survey would
also define the reasonable area of coverage of the exchange and

the number of clients it can effectivel~ serve. In terme of

s

rn

aff, cach exchange will normally have a Technical Manager,

Data-Bank Assistants, Technical Assistants (2) and Secretarial

Assistance.




li.o. The Sub-centracting Exchange will maintain a Jdata-bank ¢f the
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ownilsed cupabilities of the units on the small sector.
Such information can be stored on punched cards or on a mini-
coTputer as the nuaber b-ocomes larger. The Information is
to be xept cenfidential. A service agreement (draft of which

- is included in the relavent report) between the Exchange and
the client is drawa—up in which the responsibilities of the

- exchange in respect of transactions effected through it are
clearly specified. The Exchange is basicallv an information
cen're and cannot be held legallv responsible for defects in
delivery, delavs in payment etc. Where the contractor is
interested i. a steady supplv of goods on specific deliverw
iate, the exchange mav monitor the supply, purely as a gesture

of goodwill - th.ugh there is no legal responsibility to do sc.

11.7. It was estimated -hat the fixed costs of an Exchange will be
of the order of Rp.20 Million, while the operating costs may be
of the order of Rp.25 Million. It should be possible to meet
a portion ot the operating costs through subscriptions levied

on the client firms - both large and small.

, 12. Infrastrucrure for Small Industry

\ 12,0, REPELITA IV the (fourth Development Plan) has e¢nvisaged the
establishment of suitable institutes that would provide for

the small industrv in the countrv :

-- Information Service,

-- Education and Training Service,

-- Transfer of Technology Service,

-- Desi.n and Development Service and,

—-- Promotional Service.

1t was requested that a preliminary scheme be Jiawn-up fur each
of these functions so that Government could take a decision on

their establishment.




National

National

National

Informarion and 2:-cumentation Centre (NIDC);

Education and raining Centre (NETC);

Technologv Servics Centre (XTSC)

The XNational

pertorm rhe following funccio

Naticaal Product Develcrzent Centre (NXPDC) ;

Naticnal Industrial Servics Centre NISC).

s 2

o

Information and Documentation Centre (NIDC)

Acquisition of Infeormacion Material from other departments

and agencie-:

Processing and Storage;
Documentation Service;
Publication and Reproduccicag
Audio-Vis il Service;

Consultaris n and Inquiryv Service;

In terms of sutpur, the NIDC i1l bring-out :

Handbooks;

Bibliographv;

Current Awareness Bulletinzs;
Abstracts;

lewsletter:

State of Art Reports;
Translations;

Conference and Seminar rcceedings.

NIDC will operate throuzh

5ix sections

Techuvical Librarv;

Documentation and Inquiry Services;

as follows
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-- Publications anl AV, facilities;

-- Induscrial Dissemination;

The Centre mayv be set-up in Jakarta. The initial cost of
a centre is likely to Rp.100 Million; while the operating

will be Xp.l100 Million annually.

12.3. A National Education and Training Centre (NETC) mav be set-up

with the following objectives

-- To integrate and Coordinate all efforts and activities

the Industr~ Department in the field of human resource

development;

—= To rrofessionalise the management and cperation of the

Training and Development activity;

-- To strengthen and upgrade capabilities for human resource

training and development, and

-= To provide facilities for Research and Survey and for the

conduct of training programme.

-

‘he NETC mayv unlertake the following tasks

-- Planning and Management of all Programmes and Activities,

-- Research and Survey;

-~ Pregramme Design and Preparaticn of Training Materials;

-- Operating Training Programmes;

-- Administration.

The fixed costs are likely to be zround Rp.100 Million while the

operating costs will annrally be of the order of Rp.150 Million.

12.4. The National Technology Service C:ntre (NTSC) may perform the

following functions :

such

cost
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Llu other developing countries and with regional institutions

To assess the existing technological levels in Indonesia in
the Small and Cottage Industry with a view co idencifving

the 'Tecunology gaps' that need to be filled.

To compile data on technologies developed in Indonesia and

elsewhile relavent to the conditions obtaining in the countrv.

To prepare, in consultation with the concerned R & D Institute
the necessary engineering design 'drawings' lav-out,
machinerv, etc. compiled as a 'documentation' that is u able

industrially.

To negotiate for the input of suitable technologies frot
abroad and to lease them on favourable terms t> small and

mediuc units in the country.

To operate 'Pilot' units to demonstrate the feasibiliry of

such processes.

To conduct a technical information service that would answer
inquiries and encourage dissemination of information within

the country.

To act a~ a 'hridge' between the R & D Institutions and the

field extensivn agencies,

NTSC may have the following sections dealing with :

Technoluogy Assessment and Selection;
Engineering Services;

Negotiating and Leasing;

Technical Informaticn and Referral Service;
Documentaticn and Publication.

3Gl alal

NTGC can dovelop rooperative arrangemenr with similar Lodies
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such as the Resional Centre for Technology Trans:

r XCTT)

.

established at Banzalore (India) by ESCAP.  The fiwed cost of
such a centre are lixkelv to be arcund Rp. .50 Miilion while the
operating costs will

be i the order of Rp. 10) M{llion per vear.

The Xatrional Produce Design Centre (NFDC) will deal with :
-- Product Devel.pment and Desizn in Metals, Ceramics, Learher,
Bamboo, Rartan etc.

-- Design of improved teols and techniques as well asx bertter

utilisaticn of locally available raw materials.

e,

-- Improved Pacwaging Techniques for Small Industrv Products.

-- Training ¢* and Demonstration for crafts=man, extension stafi

and entrepreneurs.
-- Publicatrion and Information.

-- Engineering Workshop.

[}

Five cperational =ections are prcposed to deal with

-- Product Develor~>ont and Design.

~-- Engineerin~ =ervices.
~- Improved Packigzging Techniques.
-- Training and,

-- workshep to bhuild prototypes of improved tools and equi ment.

Fixea costs are lixkelv to be arcound Rp. 150 Million while operating

costs mav be arouad Rp.200 Millicn annually.

The National Industrial Services Centre (Ni3() mav perform

following functicns :

-- Supply of suizable machinerv on a hire purchases basis.
—- Purchase and 2istritution of Raw Materials including frose

that needed t~ bhe imported
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tance particularly in respect

of larze volume purchase made bv Government and other

-- Exporc Marketing Assistance including operation as ¢ prime

centracror.

-- Publications CUnit.

The organisatiecn may be structured in five :ections to deal with
each of ruese functions. The fixed costs or the cenrre are
likely to be Rp..00 Million while the annual operating cests

may be of the crder of Rp.100 Million. The NISC can perform
very valuable cervice functions for the growth of small industryv

in the country.

Sectoral Approach t. Tavelopment

In an ~arlier Report (No.3 - July 1982) it has been suggested that
rhe DGSI may be restructured on a 'mixed' basis - sart sectoral
dealing with specific areas of growth and part funcrional. In
April 1984, a re-organisarion of the DGSI was effected on a

purelyv sectocr 1 basis to ceomprise of the following six directerates:

-- Prlicies and Programmes:

-— Food Tndustry;

-— Tevriles an  Leatiher;

-~ Chemicals and Building l.aterials;
-- Handicrafts;

-- Metals,

In a Report (M0.58 - May [984) che significance of this change
is discussed and suggests how the two approaches - the sectoral
and functicnal - mav be combined judiciocusly to provide optimal
beretit to the development of Small Industrv. Tr was
recommended ihat sub-directorates dealing with Infrastructure,

Machinery and Raw Materials, Training and fEvaluatior. Marketing
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(for instance Machinerv under Merals: Marxetinz under Handicrafts;

Infrastriacture vader Policies etc) which can act as a nodal

agency for that particular fuaction. In aidition, it recomnended
the setting-up of two new directorates - cone tor Light Industry
to dealing with rhe increasingly important Electrical and
Llecrronics Secrors and another dealing with Economics and
Statistics which oould be concerned with the cempilation of

staristical dara and coordination of feasibilirv studies.

The Reporr also discusses the need to designate the C(orrage
Industrv, the Modern Small Industry and the Services as separate
sub-swcrors of the Small Industry. In view o7 the likely rise
in the invest-ent ceiling for the Small Industry (upte Rp.150
Mill:on), a separate definition is recommended for the ‘otrage
Industry and Services Sector (Rp.l0 Millicn in investment and
em~loying less than 3 persons;. A special package programme

of support for these two sectors may be needed to take advantaie
of their high labour intensity and creaticn of new employment

at minimal cosr.

UViraliv it was <aggested that the next phase of the UNIDO Project
INS/78/078 mav he r.--'riented tec align with the new approach
reflected in the re-urzanisation of the DGSI so that rthe

inte ration of the project with the main stream of activities

may be cleoser and more effective.

Purchase Reservatin Pclicy

A study currently under progress is the policy regarding the
preference acccerded to small suppliers/contractors in responding
to purchises made by Government agencies. In the earlier decrees,
14 \ and 18, it has been stipulated that wher~ roatractors arc
le~< rhan Rp.20 Million, the contract should be given to small

suppliers bel-nuing ro the economically wear zroups; wherc ir
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i Derween Rp.. 0 Miilion and Rp.30 Miilion It =mav be done on a

tender basis  wengst such parties. Between Rp.3) Million and
Rp. 100 Million, a price preference may be accorded to the
ically weak party upto 10%.  {he Decree as recently

been revised as Decree 29 aand 30.

A Srudv is being made of the operation of the scheme and to see
how far the benefirs intended to be provided under the decree
actuallv reach the =mall producer and wherher in practice, anv
price preference is accorded by the surchase agencies. For
inst imce, the “ecree makes no distinctien between the small
producer, and the contractor who is only a middleman. It seems
deubtful whether such a benefit should be extended tou a middle-
=an and whether it -hould not be lirnired ro =szmil’ rroducers

balonging to the economically weak groups.

The nead for effecrive monitoring of rhe scheme ar various levels -
Kabuparen. Kanwil and national levels - is also considered
eesential if it is to really benefit the Small and “otrtage
Industrv. The DGSI and the Kanwil Industry offices need to be
invoived closely in s h -omitoring. It <hould be pussible

for the market promotrion centres (PPP) at t.c WONHWIL level to
provide specific guavantees on the ability of a small unir to
execute an corder and to issue 'Cerrificates of Competency’' to

such units to assure potential purchasers. The PPP at the

KANVWIL office backed by cthe NSIC at the centre can also provide

intelligence to the small units in regard to rarket possibilities.

The study is curr.atly in progress.

Sub-Contract Studies

The project originally envisaged an expendicture of £s5200,000
on studies to be sub-contracted; cubszegrenriv. if was raduced
to US$100.000. [t was agreed in con=ultatrion with the Director

(eneral Small Tadustry and the SIDFA. that ir would be optimally




mor. beneficial to urili=e it for enhancing local capabilities
in conducrin. relavenr studies and thar small professional
con-ultancy zroups within the country be encouraged to under-
rake ther.  SAbeur 0 studies were idencified as relavent to the

amall industrv in Indonesia; there were :

—= Profiles of emerging eatrepreneurs in Java;

—— Characteristics of Entrepreneurs in the Jakarta Metropoliran
regcion;

—= Sub-contracting in rhe Automotive Sector;

—- Industrial Cocperatives;

-- Agro-lIndistrial Frocesses relavent to Indonesia:

-- Appropriate Teochnelezy in Indenesia.

Gu,rable ~roanisations were ideutified to conduct the studies
and revomrtendations made to UNIDO Head Quarters for awarding

themn.

“frer considerab’: discussion, it was decided to av ird two

studies to Local consultments &

-— Sub-cenrracts in rhe Automotive section to Sufsidi
profes=icrnal Consultants;

—= Ipdustrial Cooperatives ro PT Butfar Cemerlang.

The rwo srulies in entrepreneurship were merged and tenders
invited for the centract. The replies received were analvsed

and sent -> UNIDD, Vienna. A decision in the matter is waited.

The Studv on Sub-contracting in the Automotive Sector was
awarded in Januarv 153% and a final draft of the report was
cubmitted in July 1734 which has been sent to UNiDO Vienna for
clearance., [he report was preceded by frequent discussions
between «ie -tud. toom and the Team Leader. The report has
identifiec¢ 13 product groups which can be produced by 690 Sub-

Contract inits.




The Srudv on Indusrrial Cooperarives is in progress.  About 10
cocperatrives have been selected for incensive =stadv on the
basis orf which the broad conclusions of what makes such cooperatives

sucressTal ire proposed to he drawn.

16, Shorr Term Censulrants

l6.1. The Project had provided for 15 mw/w for Intermaticnal Shorr Term
Con-ulrants which was later reduced ro 12 m/m. ©On the basis of
3 m/m for each consulrant, it was decided to requesr four

consultants in rie fellowing areas

-- Qualir~ Conrrol and Standardisation;
-- Credir Policies in rhe Small Sect r;
-~ Statistical Data Collection and Displav;
-- Packaging in cthe Small Secter.

W
o

Tob-descriptior: of rhe consultants were drawn-up and forwarded
ro UNIDO Head office in early 1982. The first Short Term

. Consultant (Mr.B.Catane - Credit) arrived in April 1983 and
wiaz aseociated till Tuly 1983. The others came sequentially
Mr.J.Spijkermann, on Nata Collection (Julv-October 1983).
Mr.oouy Chevallicr on Packazing (October-Januarv 1984) and
Mr.:Z1l Morsev o Standardisation and Qualirv Control (Januarv-

March 1984).

16.2. In each case, rhie Short Term Consultant was briefed intensivelvw
bw the Team Leder and assisted r~ draw-up a Work Programme in
consulrarion with a designated official from the DGSI. The
Consultant was also assisted in making field visits to relavenr
places and to meet rhe concerned Institutions and Individuals
At the conclusicn of the mission, a meeting was organised by
the DGSI vnable the consultant to make a presentation of his

recommendarions which were discussed by 2 widesly represwurative

gatheringz. In the case of the Packaging Expert, the meeting




wis vrganised in cooperation with the Indonesian Chamber of
Jommerce and Industrs (RADINY . The recomzendatic:ns made by
zach consultant were embodied in a Terminal Repert prepared

~voeach consultant.

Training and Study Tour Fellowships

The Project had originally funds for fellowships and Study Tours
at U8$30,000 each which was larer enhanced ro Us360,000. In
consultation with the Training Expert, the subjects for fellow-
ship and the institutions suirable for the purpose were
identified; thesce included Informaticn Manasemenr, Training
Methods, Low Cost Aurcmation, Industrial Estates. Export
Markering, Small Industrv Preomotion erc. The Institutions
included the Small Industry Extension Training Institute (SILT)
it Hyderabuad, the Institute of Small Scale Industries (ISSI-UP)
at Manila, the Insti:ite of Tool Desizn at Hyderabad. the Irish
Development Aurherity ar Dublin, Carl Duisberg in Germanv and
rhe Japan Oversz2as Training Programme. The durarion of the
vrogfamue ranged from 6 to 12 weeks. 1In each case, the fellow
was briefed rrior to his visit and later debriefed.

Stuay Tours were al=0 organised for middle level and senior
officials of the DG-SI. Such tours were undertaken to Japan.
South Korea. Philippines, Italv, Belgium, France, and were
concerned with noting the policies and programmes fer the

development of Small Industry in those countries.

Other items of work

A number of occasional papers, were prepared (see Annevure 1)
in response to specific requests from officials of the DG-SI.
These retated rc policies followed in other cecuntries as well
as on topics relavent to Indenesian Small Industrv. These

notes were on topic<e such as the utilisarien of Industrial



19.1.

20.

20.1.

Estates, the workines 7 rhe Yoster Father Scheme, the implemen-
rarion rhe Product Keservarion Scheme, the preparvation of the
Acrion Plans ere.  Through those notes.  our experience iv the
Fiold of Jevelopment cD Small Industry was shared with the concerned
cfiicials of the DGSI.

T.e purchase of equipnent - particularlyv vehicles also formed

an imporranr acrivity. It was early realised rhat without the
Facility of rransport it would be extremely difficult for them
to functicn efrecrivelv: hence, the propesal to purchase one
vehicles for each field reum was placed befcre the First
Tripartite Review in September 1982. Afrer it had approved,

the vehicles were rurchased - three in 1933 and one in 1984,

One vehicle was obriined on loan from rhe UNDP. A photocopier
was also purchased : r use in the Informarion Centre ar Jakarta.
L few other office equ..ment weve purchased at Jakarta .for use

bv the Projecr Team.

Training, ~f Counrerpart Perscnnel

All srudied and visir: made were done along with the counterparts
provided ¢+ Guverizent. In addition, discussions were he 1d

with officials of rhe DCSI and a few talks delivered on various
aspects of Small irlustry development. Thus a degree of
training "on rhe job'was imparted to the national officials

belonginz ro rae DGST.

Utilisation of Resulrs

The area allorted to me relates to Policies and Programme~ and
the main effort has been to review the implementation of frhe
policies already laid dewn ro see how far they can be made more
ePitoctive. there has heen a major shift in the awaren-2e. o0
the NDGST on rhe importance cf modern small iadustry for ZWorn

and emplovment and this can be partly arrributed tro the work
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of the rrojoce ond oarcicularly of the Policy Advisor) who s
consistently onriasised the {mmense porencial of the moder Small

[ndustrr. The repartion relating to Small Industry in the - :rth

Five VYeur Plan Jument bears elocuent testimonv .o the recoznition

a

at the highest levels o7 the contribution the modern sector can

make both ro increase production and to create new emrlovment

opportunities. Ihough intangible, this mayv be regarded as =a
majer achievewert of the work of the Pclicy Advisor.
However, the i-» v-1ince of rhe rraditional =ector, in tero- of

the large number

o

~f people emploved and the skills it embodie ,
cannot be under ¢- imated. For this reason. it has been
constanrly peinte:r out rhat a separate package of as-.stance may
be forculated “or rhe traditional <ecror - usuallv a cottaze
industry - and rmat it be distinguished from the rodern small
sector.  This Lecomes even more important when, for other reascas,
the ceili:z vn cirital investment is sought to be increased.
Althoush <o far, no specific caregerisarion of rhe Cottage
"ndusrry has deer made from the medern small sector, it is
coasidere’ “ha- ~he need for such a disfinction has been

recoaniced

Another iatan:1>lc¢ but ncne the less significant achievenent
of the Projecr &ivieor 1= rie point that smallness in scale

need nor alwav: -e coneidered as being low in technology., In

1,

acr, i1 some iveas as Electronics, many acrivities invelving
Rizh rechonlos. ceed enly limired capiral investrment and can
heace be unlerctiven eon a =mall -cale. Increasingly, it is such

irea- ro.toare rroviding exciting challenges to voung

rechnologist wiv see in it an alternative career path to =eeking
emplovment either under goverament or in the large companies.
For this veason, 2 chanze was made at the instance of the Tean

Leader, of rhe ‘ob-descriprion of the Industcial Engineer .

T

Bandung which - ncentrated on the fields of Electrical,
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Ins:runcoatation,  To

Llectronics and sectoral arrrooach to

developmenr o7 szall Industry has profuced a successtul resule

th

in generatin:s an incense interest in this ares of “izh ootential

and creating in gwareness of the possible role 27 oo =mal’

f]
1

sector in this field.

2004, In fact, the adoption of a secroral aprroach to Zevelopment has
been advocated right from the commencement of rhe 2roject and

the fact that in 1934 a major re-orzanisation o7 the DGSI has

icant. It has been

~r,

been underraken on a sectoral basis iz signi

felt that as Small Industry develops, it mav no lonzer be
adequate to speak merelv in functicnal terms and rhe special
roblems of the Small Units in a particular scoror whether it 1-
metals, leather. chemicals or electronics - neel -0 be looked
upon on an integrated basis. In Training for inszance. rhe
emphasis shifts {rem a purely motivational traininz @ product
oriented trainin: prozrarmes; in marwetiag, the -enzral problems of
marketingy are no lonzer of interest and it is the special problems
. relating to a particular product that can produce results. Yow that

DGSI has been re-oriented on a sectoral basis, it =ay be expected that

- polic.es would be more product specific and not merely in generalised terms.

20,5, [n “ub-contracting, the vraft Model Agreement “etween rhe 'parent'
unit and rhe Small Units hae been well received »v hoth rhe
large and small sectors. Not only was the need for such a
clear agreement reccnised »v the details of =uch an agreement
have also been appr:ved by both the larze and srall sector.

It is felt that a wider adeption of the agreement would give a
clear picture ~f the obligations on both sides - which would
help in a better appreciation of the benefits thar would
mutually accrue through such an arranzemesr. To facilirate

a greater reasure of sub-contracting, a specific praposal to
establish two Sub-contracting Exchanaes ar .jakarra sna  arabaya
has been made and it is hoped that an earlv deci<icn is taken

to set them up fo encourage the precess of Sub-conrractin.,
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W TelanlsTl ot ACLLlon JLdans to Tonilor fhe DU0Lress of
planning at rhe RANYNIL (proviacial) and
Tevels has been descrited in a report.

heen accepred. in principle, zand it his Teen recommended

he adopted B the provincial and distric: Industrr offices.
The emphasis in the Action-Plan is te I:ok upon $Small Industry
D

evelopment as an intesrared orocess involving rhe total

2]

wbilisation of all th. resources, berh =uman and material. in
the region. In this connectioen, the iifcntificarion of new
indu<-rial ocpporturities, which was unlertaken DY orher ©xmbers
~f rhe ream, has been a srear help; -=ince it is through =uch

spport “iries leading to the creation of nmew unit- rhat the

tarzets set in rhe national plan and broxen inre provincial

and Jistrict level tarzets can be fuliv -er.
The over-v.ow studv on the small industry extensi a centres

(PPIX) - based on five individual studies - has provided the
DGSI with an cbjective analvsis of the pericrmance of these
cenrres and how thev can be made more eifecrive. While some

~f rhe simple reccmmendations at the -oerating level have been
accepted. those made at a policy level are under consideraticn.
bewever, the ideas pre<enred in the report have been appreciated

ani ir may be anticipared that at least <ome of rhen will be

adopred,

The concept of a "Basic Law' for Small Iniuscry for which a
drafr has been provide:i has also been well received; now rhat

a comprehensive Law on Industrial Develorment has been passed,
tie rime seems ripe for a Basic Law or Decree on Small Industry
Development which would clarify the vole of the sector and
Covernment's attitude o it. Such a Basic lLaw weuld set forth
ciearly the degree of rrotection that can bhe provided to tie
sector rhrough =ueh meo-ures at Product Reservaticn and Purchase

Preference and the need for the sector to upsrade its quality.
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229, The Product Reserviarion Scheme has been studied in detail and
reccmmendations have been made on how to menitor it effectively,

and the crite

o}

ia to be adopted for reservation. It was noted

rty

that there has been inadagquate awvareness of the

n

votential of the scheme which can only be realised if it is
backed bv a 'Package of Assistance' for units making the
reserved products. An illustrative list cf 100 items that are
eligible for reservation has also been drawn-up. The Study

on the Scheme as alsc on the Purchase Preference Scheme high-

lights the importance of close monitoring that needs to be done

if such measures are to vield the benefirs intended.

2.10. Ultimateiy, rhere is need for a well coordinated inmstitucional
infrastructure if small industrv is to grow rapidly in the
country. The Fourth Five Year Plan has indicated five national
centres dealing with Informaticn and Documentation, Education
and Traininz, Trasfer of Technology. Product Design and
Development, Industrial Services. Preoosals have been formulated

. indicating the functions, organisation and costs f each of

the centres which, it is hoped, would be helpful in arriving

. at a firm decision on the establishment of these centres, which in

turn, would sive the small entrepreneurs meaningful instifntional

support.

[BV]
o
.
—
ot
.

it is seen from the above that the various points cf view
expressed and recommendations made in the Reports have been
appreciated and adopted in some case; in others, it

some time before their impact is felt but they have helped in
creating a new awareness of the potential the small industry

sector has in contributing to the industrial growth of the country.

21. Recommendations

1o

The recommendations as to future policy measures nave been made

-
.
-
.

in =everal reports and indicated in the earlier pages.
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to

considered that the policy frame already

4]

Broadly, it i
formulated is an adequate ome but needs to be more effectively
implemented and closelv nonitored. There does not seen to be

anv need for a drastic re-orientation of the programme.

However a few specific recormmendations have been made such as

the following :

(1) A Basic Law for Small Industry Development needs to be
formulated to set forth clearly the objectives of the
Development Programme and how it is sought to be achieved.
~he Basic Law may indicate clearly the 'Package Assistance’
te be provided by Covernment and what needs to be done by

the units themselves.

(ii) Better linkage, with the large industry uneeds to be effected
through creation of greater awareness of the mutual benefits
of such a linkage; it may also be regulated through an
agreement which 1is monitored by the KANWIL office. The
ectablishment cf sub contracting exchanges would also be

helpful in this regard.

(iii) Planned targets at the National Level need to be broken
up into provincial and district levels on the basis of
which 'Action Plans' may be formulated for implementation.
Such plans should mobilise the total resources of the
region - both material and human for for its economic

development.

(iv) Institutional Infrastructure needs to be built up at
national level in the areas indicated in REPELITA IV
(Fourth Development Plan). Ssch Institutions will be
apex bodies providing guidance at the provincial and

district leveis.

(v) The Industrial Extension network needs to b» strengthened




A

through & higher performance calibre of the personnel which

can be achieved by suitable training programmes which are
product specific rather than general motivational prozrammes.
The net w-rk has to gear itself more closely to the needs of the
entrepreteurs who must be the 'primary focus' of the work of the

Extensicn Agency.

(vi) The sectoral approach followed in West Java mav be expanded
. co that the successor prnject can be more closely ceared to
the direcrorates within the DG-SI. Such a linkage would lead

to more effective utilisation of the international assistance

offered through the project.

(vii} The DC-SI has to play a central coordinating role with
several jovernment departments, agencies, financial
institutions and industry associations to ensure that the
small industry sector is given the degree of support

necessarv for its growth and development.

22. Conclusion

In conclusion, it may be stated that the work done during the
last three vears and the various ideas generated in tne Reports
orepared on a variety of topics will take some time to bear
fruit; it is hoped that it has contributed in a small measure, to

the better implementation of the policies laid down fcr Small

Industry Development in the country.




Annexure

List eof Reports and Qceasional Papers prepared v Policy Advisor
Teports
. Note on the Freject Document relating to Assistance Novenber 1981

to the Development of Small Industry in Indonesia

> 2. Handbook for the Project Personnel December 1981

(9]
.

Interim Report on the Development of Small Industrv July 1982

in Indonesia

-~

A Luote on the Project for Discussion at the First July 1982

Tripartite Meeting

3. Foster-Facher Programme in Indonesia - A Study January 1983
5. Need for a Basic Law for Small Industry Development March 1963

in Indonesia

-~

. 7. Proposal for Award of Sub-contract for six studies May 1983

a

. Manual for a Training Programme on Formulation of June 1983

SIDAP (Small Industry Development Acrion Plans)

Rel

A Note on the UNIDO Project INS/78/078 for the November 1983

Second Tripartite Meeting

{0. Product Reservarion Scheme in Indonesia - A Study December 1983

il. Small Industry Extension Centres (PPIK) in Indcnesia January 1984
- A Studv -

12. Reporr at rthe Meeting 7 the Project Team March 1984

(February 27th - 29th, 1984)
£3. Sub-Contract Exchanges in Indonesia - & Project March 1984

13, Institutional Infrastructure for Small Industry April 1984

Development
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Seccoral Approach ro the Development of Small Industry Mav 19

in Iadonesia

16, Report on the Meeting of the Project Team June 1984

(Juue 4th - 5tb, 1984)

i7. Draft Terminal Report on the Project INS/78/078 July 1984
’ I8. A Proposal for Four “roject tor Development of Small October 1984
- Irdustryv in REPELITA IV

1. Role of Cottage Industries in the Export of Developing December 1981

Country
2. Work Plan fcr 1982 December 1981
3. Sone important issues in the Development of Small December (981

Industry in Indonesia

+. A Note on the Assistance Programme in the field of December 1981

Small Industry Devclopment in Indonesia
5. A Note on the Optimisation of Ecoromic Growth December 1981

6. A Strategy for the Dev elor~ent of Small Industry March 1982

in Indonesia

7. A Note on the Evaluation of the Mini-Industrial Estates August 1982

8. Methodology for Identification of New Industrial September ! %82
Opportunities

9. Methodology for Study of the Product Reservation Scheme Septerm: _1'1982

!0. Questiornaire on the Foster-Father Programme September 1982

Il. Steps to be taken to improve the operational November 1982

efficiency of LIK at Semarang




13.

14,

8.

19.

22.

24,

A Note on rthe Preparation cf an Acticn Plan for the

Region by the Field Teams
A Note on the Purchase Reservation Scheme

A Note on the Monitoring and Evaluation of the

Performance of the Regional BIPIK Cifice
A Note on the Training Programme for the UNIDO Project

Strategies for Small Industry Development in Japan,

China and India

A Note on the Action Programme for Scall Indusrtry

Development in REPELITA IV

Financial Support Systems in Japan, India and

Philippines

A Note on the Definition of Cottage, Small and

Medium Industries

Project iNS/78/078 for Development of Small Industry
in REPELITA IV

Development of Small Industry through Sectoral

Pricrities

A Note on the Project for Assistance to the Development

of Small Industry in Indonesia

A Note on the Project INS/78/078 (fer Evaluation

purpose)

A Note on the Second Phase of the UNIDU Project
(INS/78/078)

A Note on the Development of Small Industry in Non-

Metropolitan Areas in Indonesi:

November

December

January

January

February

April

.»\pr il

July

July

Octoter

December

January

February

August

1982

1982

1983

1983

1983

1927

1983

1983

1983

1983

1983

1984

1984

1984
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