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Summary

Introduction

i. The industrial mission from the World Bank visited Indonesia in

late 1976; this report reviews the changes in the structure and performance
of industry in the prior five years and what may reasonably be accomplished in
the next five to eight years. The report is not primarily concerned with
short-run problems, but in order to arrive successfully at the objectives in
five to eight years, it will be necessary to take some actions in areas in
which further strengthening is needed and to exploit new opportunities that
now exist.

ii. This report is in two volumes. Volume I, The Current Situation
and Policy Issues, reviews the recent growth of industry, the characteristics
of industrial investmerLt, and policy issues concerning the planning for future
growth. Volume II, Industry Surveys presents an analysis of four industries:
mechanical wood products; pulp and paper; the engineering industries; and

textiles.

Growth Trends and Structural Change

iii. Industry has been the fastest growing sector of Indonesian economy
since the late sixties, and as a result, its share in GDP increased from 19%
in 1971 to 22% in 1975 (based on constant 1973 prices). Manufacturing indus-

tries grew in that period at an average rate of close to 15%, and mining at
close to 11% a year. Mlanufacturing employment grew at 6% per year in 1971-
75, the rate almost dotuble that in the sixties. Out of 3.8 million new jobs

created in the country in the same period, some 690,000 or 18% were absorbed
by manufacturing industries.

iv. The generally positive trend conceals several less bright spots,
however. First, private investment and manufacturing output growth in general
have slowed down in recent years. While there is little doubt that world
recessionary movements played a part in this slowdown, domestic demand limita-
tions, uneertainties related to investment policies, and various weaknesses
at the plant level, were also contributing factors. Second, the rapid overall
growth has left several important industries, lagging behind, creating undesir-

able gaps in the indust:rial structure and diminishing secondary employment
and other potential economic gains. These included: industrial machinery,
equipment and other cat:egories of capital goods, several groups of inter-
mediate products, and some consumer goods. Third, most of the growth has
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been realized through new investments whereby industrial capacity grew faster
than output; therefore, growth of productivity is limited. And, fourth, the
overall growth of the small scale industry sector has remained at the level
of about 5% per annum which compares favorably with many countries but does
not match the need for productive employment creation in the industrial sector.

The Characteristics of Industrial Investment

v. Taking 1977, 1978 and 1979 (the central years of the period for
which projections were made), the annual average investments spending by
Indonesian manufacturing and mining (other than oil) comes, in total, to
about US$3 billion in 1976 prices. Of the total of US$3 billion, 68% will
be represented by large-scale projects that are identified individually, 20%
by other approved projects, 11% by replacement investments, and 2% by the
small-scale sector. Although these figures are tentative, no re-calculation
would alter the preponderance of large-scale, capital-intensive projects in
the investment program. Investments in a number of large projects for which
commitments were made by Pertamina were heavily capital intensive and contri-
buted to this picture of capital intensity of investment; the Government in
late 1974 initiated a serious program to prune back many of these projects.
Also, counterbalancing investment in light industries has not grown at a
sufficient rate (about 5 percent) to alter the picture significantly.

vi. Without mining, the total would come to about $2.4 billion per
year. Within manufacturing, the heaviest claims on resources will be made
by petrochemicals (US$570 million per year), steel (US$270 million) and fer-
tilizers (US$270 million).

vii. Compared to 1971-75 when approximately 690,000 new jobs were created
in manufacturing, the pattern of investment derived for 1977-79 is estimated
to generate about 540,000 jobs, as a lower limit, or about 820,000 jobs, as
an upper limit, for an equivalent five year period to 1981.

viii. While many of these large-scale projects are expected to contribute
to exports or to substitute for essential imports, they are not expected to
create much direct employment. This is not too surprising in view of the
character of the projects. On the basis of generous but engineering-based
estimates on a project-by-project basis, the large-scale projects are esti-
mated to generate only 8,000 jobs per year. Together with the other approved
projects (40,000 jobs created per year) at a cost of $14,000 per job and the
small-scale sector (for which an assumption of an investment cost of $1,000
per job would yield 60,000 jobs per year), the total, as 110,000, would fall
short of Repelita II's expectations that industry would generate 240,000 jobs
on average per year. It should be compared to the task of creating employ-
ment opportunities for Indonesia's annual increase in the labor force which
exceeds one million.

Implications for the Future

ix. There are other inferences that can be drawn from the experience
of industry in the past few years.
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x. Investment and Output: The rapid growth in output up to 1973 was
due in large part to the inflow of foreign investment in the late sixties and
early seventies. Although domestic investment was also growing, foreign
investment has accounted for about 40% of the total. The growth rate in
output and investment slackened after 1974, due in part to world recession in
economic activities, but also sluggishness in the domestic markets. This was
exacerbated by a deterioration in the investment climate as a result of
uncertainties and delays in the licensing of new investment. The Govern-
ment recognized the problem and in October 1977 issued Presidential Decrees
numbers 53 and 54 to reform the licensing system. These decrees streamline
the procedures for issuance of licenses and strengthen the powers and
responsibilities of the Capital Investment Coordinating Board (BKPM) so that
it can render decisions quickly and incisively. These reforms were very
much needed and their effective implementaton could remove one of the
impediments to a more rapid flow of invetment.

xi. For many industries new investment approvals reached a peak in
1973 and have been declining since then but appeared to show an upturn in
1977 in some industries. For example, in the textile industries there were
128 approvals (PMA and PMDN) in 1973 but only 32 by 1975; similarly, in metals
and machinery the decrease was from 52 to 11. Even the handicraft industries
were affected.

xii. In the Mission's opinion the rate of new investment will not
increase in the short run but is more apt to fall somewhat from the levels
of 1971 - 1973. Although no quantitative forecast of the level of the decline
from the peak can be made, it does not appear likely that new foreign invest-
ment will increase greatly in the near future. A levelling off in the inflow,
but probably not any sharp decline, seems probable.

xiii.. If the rate of investment levels off, the rate of growth of output
will also level off at some point, but for the next few years new capacity
will be coming on stream from projects approved in the recent past. Also,
if market conditions strengthen, there may be improved utilization of capac-
ity in existing plants. It is difficult to judge whether the net effect of
these factors will lead to a rise or a fall in the rate of growth of output,
but, at least for the next three to five years, it seems likely that the
rate of growth in output will be somewhat below the 15 percent experienced
in 1971 - 75.

xiv. A disruptive element affecting industrial costs and the ability
to. compete is the existence of "invisible" costs; these are the extra-legal
charges that are imposed on virtually all transactions that business and
industry undertake. These costs are resulting in high and probably non-
competitive prices for goods, are retarding new investment in many indus-
tries, and are nullifying Government policies on incentives for investment
and export. The Government has recognized the seriousness of the problem
and has instituted a program (OBSTIB) of surveillance and control that will
hopefully lead to mitigation of these practices.
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xv. The Structure of Industry: Because of the apparent concentra-
tion of investment in capital-intensive industries, a question arises as
to changes in the structure of industry and whether distortions will occur.
In 1968 heavy industries, defined as including chemicals, fertilizers, basic
metals, cement, and refining, accounted for 48 percent of manufacturing value
added and light industries for 52 percent. By 1975 heavy industries accounted
for 53 percent and light industries for 47 percent. The respective growth
rates 1968 - 1975 were 14.6 percent for heavy industries and 11.2 percent
for light.

xvi. These figures do not indicate that a major shift has occurred
nor that this is likely in the immediate future; however, if the trend in
investment continues, it could result in an unbalanced industrial structure.
The light industries, which include many small scale enterprises, have been
relatively sluggish. In the period 1973 - 1975 the share of value added
provided by enterprises with less than 10 employees has declined from 21
percent to 18 percent, though in absolute terms of course they have grown.

xvii. The engineering or machinery industries are critical for future in-
dustrial growth because (a) they have strong backward and forward linkages;
(b) they are usually efficient at small scale; (c) they tend to be labor in-
tensive; (d) their demand is income elastic; and (e) there are export pos-
sibilities for some products. Although development in these industries has
occurred, there are still gaps, and a calculation made in the report indi-
cates that they may become a bottleneck to future development; consequently,
it would be prudent to give them some priority treatment.

Planning for Industrial Development

xviii. Several recent developments provide Indonesia with the opportunity
and the wherewithal to improve significantly the basis for development plan-
ning. These include: (a) the completion of an industrial census that is
improved in coverage and reliability from past ones; (b) the preparation
of a macroeconomic long-term perspective "model" of the economy to 1985
(and recently extended to the year 2000) that, with appropriate modifica-
tions, can be adopted to short-term (e.g. five year) needs for a systematic
representation of the economy and further planning applications; and (c) the
preparation of an input-output table that can be used to expand on the macro-
economic results to provide greater industrial detail. It is suggested that
the Government consider undertaking the preparation of a short-run macro-
economic model to explore alternative growth paths and the impact of the
potential effects of alternative policy; at the same time this could be
linked to the input-output model being updated to reflect the information in
the 1974-75 census so that more detailed sectoral projections can be made.

Critical Policies and Practices

xix. The specification of the elements of the planning system described
above does not automatically ensure that the system will function effectively.
There are a number of critical policy and procedural areas to consider.



A. The BKPM is responsible for preparing a "Priorities Scale List"
(Daftar Skala Prioritas) to indicate where investmenl: would be
specially encouraged. In the past the issuance of the list was
long delayed, unwieldy in length, and did not provide concise
guidance to investors. Based upon an analysis of the existing
industrial structure, one might expect that priority in-
dustries would consist of three kinds: first, there are a
number of resource-based industries where Indonesia has a
comparative advantage. These include industries based upon
petroleum (including petrochemicals), minerals, and wood
products. Second, there are a number of industries, basic
to further industrial development in which Indonesia is
badly lacking. Chief among these are the engineering in-
dustries which produce intermediate and capital goods;
third, there are a number of light, consumer goods indus-
tries that have developed over the past few years but which
have encountered difficulties.

B. All approvals for foreign investment reside with the President
(acting through the State Minister of Economy, Finance and
Industry). This could conceivably prove to be a bottleneck in
processing, and the government may wish to consider Limiting
Presidential approvals to a more narrowly defined group of
investments, Leaving the others to the decision of the BKPM.

C. The responsibility of the Minister of Industry to declare some
industries closed to further investment should be exercised so
as not to support monopolistic positions, inefficient use of
resources, and non-competitive industries. There may be
positive social gains from pursuing a relatively open-door
policy on new investment applications.

D. Greater attention is required to the promotion and support
of light industries that offer opportunities for greater
absorption of the growing labor force, diffusion to Locations
other than Jakarta and the major cities and Java and which
incidentally may have excellent opportunities for expansion
of exports.

E. In further revisions of licensing, it is suggested that the
following actions be considered: (a) decentralization of
approvals of investment applications to regional boards of
the Investment Board; (b) a change in incentives to give
greater weight to industries that are capable of exporting
a large percentage of their output; and to give equally
favorable treatment to investment applications that will
create much additional employment opportunities, as indi-
cated by the investment costs per job created; (c) the
approval process on investment should be made more automatic.
Indonesia can now afford a more "open" economy in terms of
automatic investment approval.
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Export Promotion

xx. One of the greatest needs is to create the basis for competitive
and efficient export capability in manufactured products. In Spring 1976
the Government announced a number of policy changes designed to encourage
export development. These changes covered a range of provisions including
removal of export taxes, stamp duties, relaxation of various regulations
on finance, provision of guarantees for export credit, and similar matters.
The changes removed some obstacles to exports, but they do not provide a
strong package of incentives.

xxi. An effective program will require both a strengthening of NAFED to
give it the means to actively promote exports and a greatly strengthened in-
centive system. At present there are hardly any incentives that reward good
export performance. A direct export subsidy might be considered.

Prospects for Light Industry

xxii. It has been indicated earlier that the current investment program
is quite capital intensive and that the relative share of small and light
industries has been declining in the recent past. In order to stimulate
their development, the Government will have to initiate positive programs
of support. Although one of the goals of development is said to be em-
ployment creation and absorption of the increments in the labor force,
the incentive system and the licensing procedures do not specially reward
industrial investments that have this promise. This is one of the more
serious deficiencies that may impede the more rapid development of the
light, small-scale industries.

xxiii. It is difficult to determine whether the tariff system plus corol-
lary arrangements on banned imports and the administrative practices have
worked to the advantage or disadvantage of smaller scale industries. Gener-
ally of course industry welcomes protection and bans on competing imports,
but these are counterbalanced by the delays and costs of clearing inputs
through the customs, and since industry is generally heavily dependent on
imported inputs, the costs of doing business are increased. There seems
little doubt that on an overall basis, the system of customs duties is caus-
ing distortions in the use of resources in industry. Social costs are being
incurred whether or not private costs to smaller scale industry are positive
on a net basis.

xxiv. Several comments may be made about the varous official programs
and institutions that have been established in recent years, largely in
response to the persistent complaints from Indonesian entrepreneurs that
lack of finance is their main bottleneck. First, all of the programs are
relatively small. The programs are still a relatively minor source of
credit for manufacturing. And an adjustment to obtain figures for credits
granted to the manufacturing sector only would not alter this overall
picture.
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xxv. Second, it i:3 still too early to properly evaluate the programs
because many credits extended in the last few years are not yet due for re-
payment. However, the indications are that debt repayment problems may be-
come very serious. For one thing, debt arrears are already a problem in
several credit programs in Indonesia. In the Kredit InvestasL program,
there are reports that arrears are very high.

xxvi. Two other broader issues deserve comment: the system of credit
allocation and policies towards private commercial banks. It appears
that during the past few years at least, the availability of credit for
the private sector has been a residual which has been mainly set by the
amount of credit left over after more urgent official needs have been met.

xxvii. The national private banks in Indonesia have a potentially im-
portant role to play in the future in the provision of banking facilities for
industry and other sectors. Private national banks have consLstently held a
share of around 5% of total credit in the banking system, but have shown no
ability to obtain a larger market share. Although the policy of the Govern-
ment is to reduce, through merger, the number of private banks from the
present number of about 90 to perhaps 25, the optimum structure of the bank-
ing sector is not a question that has attracted much public dLscussion. One
view is that in some lines of banking activity, some of the existing private
banks offer services that are more oriented to the needs of local communities
because they are more Elexible than the government commercial banks, and that
perhaps the development of the private network should be given more encourage-
ment.

xxviii. In many indu:stries, productivity (both per unit of ]Labor and per
unit of capital) is low. The precise reasons for underutilization of labor
and capital vary from Lndustry to industry and from firm to fiLrm, but there
is no reason to believe that the sorts of factors that have been found to
be important in other ,leveloping countries are not also import:ant in
Indonesia. Detailed anid accurate information on these problems need to be
gathered on an industry by industry basis, because the solution of partic-
ular bottlenecks may result in considerable increases in productivity.

xxix. The mission noted the promising efforts and programs being ini-
tiated by the agencies concerned with the development of the industrial
sector, including those directed towards assisting small scale industry.
These programs, for example BIPIK and KIK/KMKP, are relatively, new and in-
novative. If sufficiently strengthened, they would significantly contribute
to the creation of productive employment opportunities and the promotion of
an efficient industrial structure. In addition, there are some specific
positive measures that merit consideration. These include: (1) strengthen-
ing of PT Askrindo and PT Bahana so they can function as originally intended;
(2) encouragement, under control of Bank Indonesia, to private banks to
undertake more lending to small enterprises; (3) increasing the resources
of the IDFC and the PDFCI; (4) providing, through the Ministry of Industry
and other agencies, better technical extension services with respect to
production planning and scheduling, marketing and management; and (5) ini-
tiate a program to investigate and improve the health conditions of indus-
trial workers. This mLght be done in part by providing tax incentives for
enterprises to undertalce such programs.





I. GROWTH TRENDS AND STRUCTURAL CHANGE IN INDUSTRY

Introduction

1.01 Following a successful rehabilitation and revival effort in the
second half of the sixties, Indonesian industry seems to have embarked upon
a period of a relatively rapid growth. Major gains have been achieved in
terms of rising output in both manufacturing and mining sectors, increased
employment in the large-scale manufacturing industry, and greater industry
share in the total national investment and output. Some gains have also
been achieved in terms of greater diversification of industrial production,
import substitution in many consumer goods and some intermediate goods, and
greater local participation in the benefits stemming from foreign under-
takings.

1.02 On the other hand it appears that industrial growth has involved,
and is still involving, a high social cost. Under a policy framework per-
mitting sizeable factor price distortions, some investment decisions are
bound to lead to a less than optimal resource allocation. Inefficient
producers are being rewarded, and consumers penalized, under the high price
levels permitted by protectionist policies. The emerging industrial structure
has gaps; particularly lagging are industries producing inputs needed by other
industries and other sectors of the economy. A built-in preference for the
domestic market has effectively prevented both locally and foreign owned
enterprises from engaging in export activites. Similarly, a heavy dependence
on imported inputs (for both capital goods and and raw materials) has con-
tributed to an excessive industrial build-up around the main port, and in
the greater Jakarta area. Social benefits from Indonesian industrialization
appear to be seriously undercut by the general low labor absorpition capacity
of industry and by the sLow development of the small-scale sector.

Recent Growth Trends

1.03 Both manufacturing and mining industries have experienced a remark-
able growth during the seventies. According to national accounts' statistics,
manufacturing industries grew in 1971-75 at an average rate of close to 15%
a year (at constant 1973 prices). The corresponding rate for mining was close
to 11% per year. Since t:he growth rate for the economy as a whole was, in
the same period, 8%, the relative shares of these two sectors in GDP improved
for the first time after a long stagnation; in the case of mining from 10% to
11%, and in the case of maanufacturing from 9% to 11%. Mining, manufacturing,
and construction increased their combined share in GDP between L971 and 1975
from 22% to 27% - a shifl: totally at the expense of the relative importance of
agriculture (see Table 1.1 in Annex).

1.04 Expressed in current prices, however, these trends behave quite
differently, reflecting :largely the 1973 oil price upsurge. The share of
mining industries in GDP at current prices rose dramatically from 8% in 1971
to 20% in 1975, while that of manufacturing industries rose only slightly,
from 8.4% to 8.8%. On the same price basis, the combined share of mining,
manufacturing and construction increased from 20% to 34% during the same
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four years. Although the 1971-75 real growth trends in manufacturing (i.e.,
those based on constant prices) appear to be quite impressive by any standards,
it should be noted that because of the low starting point, as well as because
of extraordinary price movements, Indonesia remains with less than 10% of
GDP originating in manufacturing activities.

1.05 It is extremely difficult to ascertain the exact pattern of recent
industrial growth in Indonesia. National accounts value added figures are
for large aggregates only, in our case for mining and manufacturing, with no
distinction between the large and small-scale manufacturing. 1/ The only other
systematic source of industrial statistics, CBS's Surveys of Manufacturing
Industries, at the time of this writing does not go beyond 1973; besides, the
year-to-year comparability of these surveys is seriously affected by the
overall and subsectoral coverage differences. Nevertheless, they must be
resorted to in any analysis of structural shifts in Indonesian manufacturing
industry.

1/ National account statistics are currently under consideration for a major
revision, based on the results of CBS's Input-Output Tables for 1971.
According to the revised national accounts based on preliminary results
of the 1-0 Tables, manufacturing industries' growth rate in 1971-75, at
1971 constant prices, would amount to 12.1% (instead of 14.7%), and
their share in total GDP in 1975 would reach 13.6% (instead of 8.8%).
The fact that the higher share in total GDP was achieved through a lower
growth rate reflects, of course, a much higher estimate of the manufac-
turing value added in the base year. For the mining sector, the dif-
ference between the "old" and "new" value added appears to be marginal.
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Table I-l: SECTORAL DISTRIBUTION OF MANUFACTURING VALUE ADDED, 1970-1973
(in %)

1970 1971 1973

Food, Beverages, Tobacco, Leather & Rubber 73 66 54
Textiles & Wearing Apparel 11 13 22
Wood Products, Paper & Products, Printing 3 5 5
Chemicals & Products, Non-metallic
Mineral Products 9 10 9

Engineering Industries 4 6 10

Total 100 100 100

Source: CBS, Survey of Manufacturing Industries, 1970, 1971 and 1973.

1.06 Table I.1 shows two things: (a) the structure of Indonesian manu-
facturing industry is still heavily dominated by traditional agriculture
and forestry based activities, such as food processing, tobacco manufactures,
rubbers products, textiles and textile products, and footwear; together with
beverages and leather goods, these activities accounted for four-fifths of
total manufacturing oui:put surveyed in 1973; and (b) textile and engineering
industries' share improved sharply in the early seventies, chiefly at the
expense of traditional agriculture based sectors. It would be important to
know whether the same trends have continued after 1973, and what kind of
sectoral distribution of manufacturing output has been evolving since then.
In view of the lack of information, any attempt to answer these questions will
have to be on provisional. What should be considered in such an attempt are
the following elements:: Repelita II targets and estimates; investments
approved by Investment Coordinating Board in 1971-74; actual output of major
industrial goods; major project completions and additions to industrial
capacity; and impact of recessionary trends in 1975-76.

1.07 Table 1.2 in the Annex provides some evidence on output movements by
major products, in 1969-75. It shows that a number of new products (in
particular, industrial chemicals) came into production during that period, and
that for 27 out of 36 major products (or product groups), the production
doubled or increased several times. However, most large production gains
appear to have been achieved before 1974; during 1974 and 1975, the above
average growth continued to be concentrated in two areas: (a) chemical
industries, such as fertilizers, industrial chemicals and some other chemical
products; (b) some assembling and related activities, such as automobiles,
motorcycles, TV-sets, dry-cell batteries, car tires and batteries. On the
other hand, relatively (and in some instances, absolutely) lagging was pro-
duction of vegetable oil, cigarettes, glass, certain chemicals (Z.A. fertilizer,
sulphuric acid, aluminum sulphate, salt), textile fabrics, paper, some steel
products, and some assembling operations (radio sets, sewing machines).
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1.08 Another indication of the pattern of recent industrial growth, as
mentioned, can be obtained from investment analysis. The question to be
tackled was: what kind of output trends can be derived for 1974-75 from a
given investment pattern? For the purpose of such an exercise, all manu-
facturing investments approved by Investment Coordinating Board (ICB) during
the years 1971-74, were phased by using an average 3-year time-lag period.
From the data on foreign investment implementation, an average 50% implementa-
tion rate was derived and then applied to all investments. The next step
was to make assumptions on investment-value added ratios for individual
subsectors, which was done on the basis of past experience in Indonesia and
elsewhere. Subsectoral value added figures for 1974 and 1975 were then
derived by applying these ratios (Table 1.3).

1.09 The given set of investments would thus under the described as-
sumptions, produce an increase in manufacturing value added in 1974 and 1975
on the order of some Rp 117 billion. This seems to be representative enough
for the total increment in manufacturing value added, which, amounted to Rp
199 billion in the same years. The difference of Rp 82 billion accounts for
the small-scale industry, some other uncovered subsectors, such as petroleum
products and certain agro-industries; and other investments not registered
with ICB. An interesting outcome of this analysis is that almost one-half
(48%) of total value added increment would stem from the textile sector
(non-textile footwear and leather products, also included here, represent
negligible magnitudes). The remainder is divided between food and tobacco
processing (13%), chemical and rubber products (10%), engineering industries
(8%), non-metallic mineral products and basic metals (6% each), wood products
(5%), and paper and other industries (2% each).

Manufacturing Value Added Pattern in 1973

1.10 The above derivation of the change in value added is, of course,
a highly hypothetical one, since it does not take into account how the newly
created productive capacity is actually being utilized. It can, nevertheless,
with some modification for what is known from project completions, capacity
utilization and commodity production data, be used for sectoral disaggregation
of manufacturing value added in 1975. Before that, a more definite sectoral
value added distribution for 1973 - the last year for which a Manufacturing
Survey is available - must be worked out, together with the reconciliation of
value added data between the Manufacturing Survey and National Accounts for
1973.

1.11 Total manufacturing's contribution to GDP in 1973, as given by
national accounts, amounted to Rp 650 billion. Based upon census figures
the mission estimates the pattern of value added as follows:

Rp billion

Contribution by cottage industry (1-4 persons) 67
Contribution by small-scale industry (5-9 persons) 45
Correction for undercoverage and underestimate 18
Total small-scale sector 140
Large and medium7scale sector 510
Total manufacturing z5U



1.12 Sectoral adjustments in manufacturing value added for 1973 must be

undertaken in the large and medium-scale sector as well, in order to account

for the gaps in coverage and general underestimates contained in 1973 Survey.

The results of this exercise are shown in Columns I and 2 of Table 1.5.

The Pattern of Manufacturing Growth in 1973-75

1.12 Having established the sectoral distributions of value added in

1973, we can consider the overall and subsectoral growth trends in 1974-75

and, hopefully, the ensuing pattern of manufacturing value added in 1975.

A suitable point of departure, again, is to evaluate the change in the con-

tribution by the small-scale sector. On the basis of various considerations,

the growth of cottage and small-scale industries in the size rarnge below

ten persons, was estimated to approximate 5% per annnum in real terms. This

would bring this sector's participation in total manufacturing value added in

1975 down to 18%, from over 21% in 1973. Also, this would determine the value

added contribution by the large and medium-scale sector as Rp 695 billion

in 1975, with an annual growth rate in 1973-75 of 16.7% (Table 1.4 in the
Annex).

1.13 The disaggregaition of the increase in large-scale sector's value

added is based on very scanty information and should be revised as soon as

1974/75 Census and 1975 Survey data become available. It takes into account

recent trends in manufacturing investment (see Table 1.3); changes in produc-

tion of selected manufactured goods (Table 1.3); additions to capacity, and

fragmentary information on capacity utilization and consumption propensities.

1.14 The participation of the small-scale sector as a whole (defined as

manufacturing establishments employing less than ten persons) in the overall

manufacturing growth remains, in terms of value added generation, in-

significant, since only 7% of total increment in manufacturing value added

stems from small-scale industries. While it is clear that this sector's

slow growth rate represents a means between certain thriving industries

and many others that are either declining or stagnating, there Ls little
reason to expect any significant departure from this trend in the immediate

future.

1.15 Table 1.4 gives an indication of a continuation of the kind of

structural shifts within the large-scale sector that had been taking place

before 1973. The large food and tobacco processing sector underwent a

further loss in its relative importance, reflecting the relatively low demand

elasticity but also insufficiency of its raw material base. The textile

sector (includes footwear) inspite of massive investments and a thriving

market, has only been able to maintain its relative position at about 15% of

total manufacturing value added; only 50-60% of its growing installed capacity

appears to be actually utilized (see Chapter IX). Other relatively lagging

industries include pulp and paper manufacturing. On the other hand, in-

dustries with higher than average growth include: chemicals (particularly

nitrogenous fertilizers, industrial chemicals and several consumer good

groups); machinery and equipment (mostly electrical machinery and



transportation equipment); non-metallic mineral products (cement); rubber
products (truck, car, motorcycle and bicycle tires and tubes); wood products
(sawn wood, some other wood products); and miscellaneous industries. The
combined share of these industry groups in total manufacturing value added
may have risen from 23% to 29% in 1975. 1/

The Most Recent Trends in Industrial Production

1.16 As mentioned previously, the output of manufacturing grew in
1971-75, in real terms, at a rate of little less than 15%, and that of
mining, at little less than 11% per year. In the more recent years,
however, this growth appears to have weakened somewhat. The rate of growth
in mining dropped from around 15% in 1971-73 to 3.4% in 1974, and became
negative (-3.6%) in 1975; and in manufacturing, it fell from 15.5% in 1971-74
to 12.4% in 1975.

1.17 On the mining side, affected were all major minerals except
natural gas, coal and gold (i.e., oil, tin, nickel, bauxite, copper con-
centrate, silver and iron sand). This was, of course, due to the world-
wide recession and a certain contraction in oil demand after several suc-
cessive price jumps. Production and export data for the first 6-8 months
of 1976 indicate a slow recovery in most hard minerals, and a vigorous
resumption or continuation of growth in petroleum and natural gas sectors
(production in these two sectors rose by 21% and 40% respectively, in the
first six months of 1976 compared with the same period of 1975).

1.18 A certain slowdown in the overall manufacturing growth rate has
occurred after 1974 in spite of a continued expansion in several important
industry groups identified before. This happened primarily because of the
sluggish development, caused by the constraining factors discussed elsewhere,
in several product categories, such as vegetable oils, sugar, tobacco manu-
factures, some textile goods, salt, glass, Z.A. fertilizer, pulp and paper,
transistor radios and some appliances. On the other hand, some further
production gains have been envisaged for 1976 as a result of recent project
completions. Urea production has been planned to reach 500,000 tons (25%
increase), cement 2 million tons (almost 100% increase), paper 56,000 tons
(+20%), car tires 2.2 million pieces (+55%), motorcycle tires 2.3 million
pieces (+120%), glass bottles 40,000 tons (+27%). Similar increases were
expected in production of several basic and other chemicals (salt, sulphuric
acid, liquid chlorine, synthetic resin).

1/ Since we are operating here with the changes in manufacturing value
added in "real" terms, a word of caution might be in order. All value
added figures in Indonesian statistics are, as natural, computed on
the basis of domestic prices, but these appear to be, in many instances,
artificially inflated. There is little doubt that a computation of
Indonesian value added numbers at world market prices would give both
overall and sectoral manufacturing growth rates quite different from
the ones derived here.
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Trends in Industrial Employment

1.19 Indonesian employment statistics are neither better nor worse than

other industrial statistics, and can only be used with great caution. What-

ever the imperfections of statistics, two facts seem to be clearly estab-

lished: over the last 15 years, industrial employment has grown faster than

total employment; and its pace has accelerated with the passage of time (see

Table I-2).

Table I-2: INDUSTRIAL AND TOTAL EIPLOYMENT, 1961, 1971 and 1975

1961 1971 1975

In thousands:
Mining 87 81 84

Manufacturing 1,856 2,605 3,295

Other sectors 30,766 35,019 38,125

Total 32,709 37,705 41,504

Distribution in %:
Mining 0.3 0.2 0.2

Manufacturing 5.7 6.9 7.9

Other sectors 94.0 92.9 91.9

Total 100.0 100.0 100.0

Source: For 1961 and 1971: CBS, Population Census; for 1975: estimate

from CBS.

1.20 Mining sector's employment kept in the range of 80-90 thousand

throughout the period cf 1961-75. Manufacturing employment (comprising

both large and small-scale sectors), on the other hand, grew at annual rates

of 3.5% in 1961-71 and 6% in 1971-75, compared with 1.3% and 1.7% for non-
industrial employment. In 1971-75 manufacturing industry absorbed 690,000

out of 3.8 million new jobs, or 18% of total increment in jobs. However,

this only led to an increase in the relative share of manufacturing in

total employment from 7% to 8%.

1.21 Any distinction between the trends in the large and small-scale

sectors is difficult tc make, since the existing manufacturing surveys

and censuses provide no basis for year-to-year comparability. However,

based on a very crude derivation of the changes in the large and medium-

scale manufacturing employment in 1970-75, the employment growth rates

in the large/medium and. small-scale sectors (the latter including cottage-

type establishments) in. that period could be estimated at about 7-8% and

5%, respectively. The latter (i.e., 5% for the small-scale sector) may

be an overestimate, and if so, the overall employment contribution by manu-

facturing industry may be overstated. The rate of employment growth of 7-8%

means an employment elasticity of income in the order of 0.40-0.45; in the

small-scale industry this coefficient would come close to 1.0.



1.22 The combined share of food and beverages, tobacco, textile, leather
and rubber products - i.e., agro-based industries including rubber products
but excluding wood products - dropped between 1971 and 1975 from 85% to
72%, while that of all other industries almost doubled from 15% to 28%. In
other words, the agro-industries' employment grew at a rate of 4.4% per year,
and that in all other industries (i.e. wood-based, chemicals, non-metallic
mineral products, engineering and "miscellaneous" industries) at a rate of
some 30%.

1.23 According to 1975 Manufacturing Survey, more than one half (52%)
of total manufacturing (other than cottage industry) employment is engaged
in large-scale establishments; 22% in medium-scale establishments; and 26%
in small-scale establishments (see Table 1.6). An average large-scale firm
had in that year 372 employees, a medium-scale 37 employees, and a small-
scale seven employees.

1.24 Dominated by large enterprises appear to be not only industries
typically large-scale oriented, such as chemicals, basic metals, machinery,
pulp and paper, rubber and textiles; but also some other industries offering
a wide range of choice in technology and size of operation, such as food
processing, beverages, tobacco manufactures, and footwear. Small- and/or
medium-size firms dominate in industries producing wearing apparel, leather
goods, furniture and other wood products, in printing and publishing, plastic
products, ceramics, metal products, and "other industries".

Summary

1.25 Industry has been the fastest growing sector of Indonesian economy
since the late sixties, and as a result, its share in GDP increased from 19%
in 1971 to 22% in 1975 (based on constant 1973 prices). Manufacturing in-
dustries grew in that period at an average rate of close to 15%, and mining
at close to 11% a year. Significant gains have been achieved in the produc-
tion of some minerals, nitrogenous fertilizer, cement, industrial chemicals,
some textile and rubber goods, as well as in the assembling/finishing activi-
ties such as pharmaceuticals, vehicles, radio and TV sets and home appliances.
Manufacturing employment grew at 6% per year in 1971-75, the rate almost
double that in the sixties. Out of 3.8 million new jobs created in the
country in the same period, some 690,000 of 18% were absorbed by manufacturing
industries.

1.26 The generally positive trend conceals several less bright spots,
however. First, there has been a marked slowdown in industrial activities
in 1974-76 as compared with 1971-73. The rate of growth in mining dropped
from 15% in 1971-73 to 3.4% in 1974, and became negative in 1975; and in
manufacturing, it fell from 15.5% in 1971-74 to 12.4% in 1975. While there
is little doubt that world recessionary movements played a part in this slow-
down, domestic demand limitations, uncertainties related to investment
policies, and various weaknesses at the plant level, were also contributing
factors. Second, the rapid overall growth has left several important in-
dustries lagging behind, creating undesirable gaps in the industrial structure
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and diminishing secondary employment and other potential economic gains.
Particularly lagging were: industrial machinery, equipment and other cate-
gories of capital goods; several groups of intermediate products, and some
consumer goods. Third, most of the growth has been realized through new
investments whereby industrial capacity grew faster than output; therefore,
growth of productivity is limited. And fourth, the overall growth of the
small scale industry sector has remained at the level of less than 5% per
annum bringing its share in total manufacturing value added down to an
estimated 18% in 1975.
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II. THE CHARACTERISTICS OF INDUSTRIAL INVESTMENT

Introduction

2.01 This chapter attempts to give an idea of the order of magnitude of
industrial investment and its pattern in Indonesia in the next five years, and
to explore its possible consequences in terms of employment creation and
output growth.

2.02 The industrial sector in this study includes manufacturing and
mining other than oil. Investment includes increases in working capital. All
values, unless otherwise indicated, are expressed in constant 1976 US dollars
(converted at the official exchange rate). Where the original projections
were in current values, these were converted into 1976 prices by assuming a
7% annual price increase for 1976 and thereafter. This is a somewhat conser-
vative estimate based on the experience of the recent past.

2.03 Because of the variations in the kinds and extent of information
available, we have divided industrial investment into four groups, adopting
a different methodology for each of them:

(a) individually identified projects, mostly in the large-scale
sector;

(b) projects approved by the Investment Coordinating Board
(BKPM), excluding those already included under (a);

(c) replacement investment and investment made outside the
approval system;

(d) investment by the small-scale sector.

The extent of detail and the degree of confidence that can be attached to the
estimates are highest for group (a), and decline as we move from group (a) to
group (d).

Individually Identified Large Projects

2.04 In this section, we have relied heavily on the assistance of the
Bank's engineers in estimating the capital costs, the phasing of the capital
expenditures, and the employment generation of each project. Lists of on-
going and possible projects were compiled from information obtained from
the Ministries of Industry and Mining, Bappenas, the World Bank Resident
Mission, and the commercial press and other sources; projects that were
completed by the end of 1976 and those that appear to have been shelved
or to have little chance of beginning to be implemented before 1981 were
excluded. Although the estimates of the employment to be created may appear to
be generous, they are in general lower than those quoted in official appli-
cation papers.



Mining (Other Than Petroleum)

2.05 The Alcomin bauxite project in West Kalimatan is presently con-
sidered to have a zero percent chance of going forward. This leaves nine
projects under serious study or under construction (see Table 2.1): three
in coal-mining, one in alumina, one in aluminium smelting, two in nickel,
one in tin and one in copper. It should be borne in mind that considerable
uncertainty still surrounds some of these projects. The Shell coal project
has been reduced in scale, at least for the first stage, from a capacity of 25
million tons per year t:o 10 million tons, but even so the market will exist
only in Japan, the size of which has yet to be determined. Financing for the
Bintan Island alumina project is under discussion with the US'SR, and is
considered to have a fifty-fifty chance of going ahead, The Btilliton tin
project is considered to have the same chance. Estimates about the Freeport
copper mines extension vary from "gloomy" to seventy-five twenty-five. In
view of all this, the 'nclusion of these projects in the projections for the
mining sector as a whole may well give an estimate of investment that is on
the high side. On the other hand, new projects may emerge which are not
reflected in the projections for 1980 and 1981.

2.06 The employment generated (or preserved) by these nine projects
will be 21,500, includ±-ng employment on infrastructure, a 50% increase on
the current level of 4:3,500. Given the enormous amounts involved, however,
($3.2 billion at 1976 prices), the capital-labor ratio will be $148,400 (at
1976 prices).

Fertilizers and Distribution

2.07 Our projections are based on plans described as "firm" by the
Ministry of Industry. The Cilicap TSP project has been cancelled or postponed.
The ASEAN project at Aceh looks promising, and the feasibility study should
be studied by ASEAN ministers in 1977. Leaving aside the ASEAN project,
however, the investment program should add 2,280,000 tons to ]:ndonesia's urea
capacity, bringing the total urea capacity to 2,600,000 tons. Depending on
the timely completion of the projects and the build up of capacity utilization,
output might be 2,250,000 tons by 1980, when demand is expected to be 1,700,000
tons (775,000 nutrient tons of nitrogen) by the Bank report on Pusri IV. The
Indonesian official forcecast of demand, however, is for 1,975,000 tons of urea
by the end of Repelita II (1978-9). Either way there should be an exportable
surplus.

2.08 The phasing of investment spending shows a drop after 1978, which
is in line with supply catching up with domestic demand. The eight projects,
including distribution and gas supply, would have a total cost of $1.6 billion
(in 1976 prices) and would create less than 6,000 jobs, giving a capital-labor
ratio of $280,000 per man. The capital-output ratio, using the prices indicated
in Table 2.2 would be 3.1.
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Cement (Including Distribution)

2.09 Although there is a long list of possible projects, many of these,
including private-sector projects approved by the BKPM, face financial diffi-
culties in getting started and have not been subject to a detailed feasibility
study, and their prospects are uncertain. Nine projects only (see Table
2.3) can be considered as firm. These nine projects do not include those
completed in the course of 1976 (Cibinong I, Indocement II). Looking beyond
these nine projects, it has been assumed that four projects, with a capacity
of 500,000 tons each would be started in 1978, 1979, 1980 and 1981 respectively
The costs of these projects were based on estimates by engineers in the Indus-
trial Projects Department of the Bank.

2.10 The high forecasted level of capital expenditure in 1977 and 1978
is due to the bunching of a number of projects, but may be reasonable in
view of the desire to show results by the end of Repelita II (1978/79).
Much less confidence can be attached to forecasts for the succeeding years.

2.11 With the completion of Cibinong I and Indocement II, the theoretical
capacity of Indonesia could be estimated at 2.45 million tons by the end
of 1976, as follows:

Indocement I and II 1,000,000

Cibinong I 500,000

Padang I 330,000

Tonasa 120,000

Gresik 500,000

Actual output in 1976 was probably lower, as it takes time to run capacity
in. The nine firm projects would add 5.7 million tons to annual capacity,
bringing the total to 8.15 million tons. This compares with the declared
objective of reaching 6.4 million tons by the end of Repelita II (1978/79).
If we assume speedy implementation of the nine projects, output of 8 million
tons might be reached by 1981. Demand forecasts vary a great deal, from 8
million tons (based on per capita consumption) to 12 million tons (based on 9%
GNP growth) for 1981. Depending on demand assumptions, there could be either a
small exportable surplus or continued imports, on the basis of projects firmly
in the pipeline now.

2.12 The employment impact will be small: less than 3,000 jobs created
(including quarrying) as a result of nine projects costing $705 million (in
1976 prices), giving a capital-labor ratio of US$250,000 per job (1976 prices).
Even if we adopted the most generous assumptions, by including inefficient
labor intensive techniques of quarrying and distribution, employment is
unlikely to exceed 7,000 and the ratio to descend below $100,000 per job.
Indonesians refer to the lower ratio, but IFC experience with Cibinong indi-
cates that the investment per job was in excess of $300,000.
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2.13 The average capital-output ratio of 2:1 is based on an ex-factory

price of $60 per metric ton. While this is high by world standards, the
retail price of cement in parts of Indonesia exceeded Rp.1,700 per 40 Kg.

sack at the end of May (!102 per ton).

2.14 Our estimates of the growth of the industry tend to be on the

conservative side. Excess supply and the need to export could easily result

if the number of projects to be implemented in the next five yeairs turns out
to be larger than we have allowed for.

Steel

2.15 The Krakatau sl:eel complex was originally planned to consist of

two stages, the first one centered on round products and a billet plant, and
Phase II centered on flat products and a slab plant. The projec:t ran into

serious difficulties, and the Sumarlin Committee, established in 1975,
apparently decided to scr-ap most of Phase II, except projects in advanced
stages of development (e.g., the three DR units and the steam electric-power

plant). Phase I projects are to be continued. The total cost is thus
reduced from $2.5-2.9 biLlion to $1.8 billion, of which some $1 billion has

already been spent. The balance is $800 million, of which $480 million is

foreign cost. In July 1976, a group of German banks made a loan of $479

million to Krakatau Stee:L. The project is expected to be completed in 1979
and to be in production in 1980. It will employ 6,000 people, giving an

investment of $300,000 per job (for the project as a whole, including infra-
structure). The capital-output ratio might be 7.5. These high ratios are due

to the considerable amount of ineffective investment that has already taken

place.

Petrochemicals

2.16 In 1976, two major projects were completed: the Arco LNG Plant

($265 million) in the Sea of Java, and the Pertamina Oil Refinery ($240

million) at Cilicap, Ceni:ral Java. The two LNG projects at Arun and Badak are
scheduled for completion in 1977 and 1978 respectively; including the cost over-
run of $460 million, the two projects cost in total $1,550 million (according

to Bappenas). Apart from the two LNG projects, the LNG tankers, and the Mobil
Condensate Plant at Arun, which are all scheduled for completion in 1977 or
1978, the only major pro;ject on the horizon is the Dow Olefin Complex at Aceh,

which might cost $1,000 million in 1976 prices, but the earliest: date of
commencement of construcl:ion would be in 1978. The Aromatics Project at Plaju

($400 to 600 million) has apparently been abandoned for now.

2.17 It was possible to estimate the output and employment effects of

only three projects. While their capital-output ratios do not appear too

high, the capital-labor ratios of more than one million dollars per job are

the highest of all the industries analyzed in this chapter.

Industrial Estates

2.18 Although there is a long list of possible projects, only two - Pulo

Gadung and Surabaya - are currently under construction and/or in operation
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and only two more - Medan and Ujung Pandang - have a good chance of starting

in 1977/78.

Sugar

2.19 GOI is said to be planning six new sugar mills:

(1) Jatitujah, Cirebon;

(2) Rendeng, Kudus;

(3) Ceper Baru, Klaten;

(4) Benculuh, Banyuwangi;

(5) Kunir, Blitar;

(b) Bojonegoro

These will enable Indonesia to produce an additional 400,000 tons a year. In

1975, demand amounted to 1.3 million tons and production to about 1 million

tons, the gap being met from imports.

2.20 The capital-output ratio varies from 2.7 to 5 depending on whether

a price of $200 or $400 per ton for sugar is assumed. The capital-labor ratio

of $133,000 per job is low for sugar mills, but might be lower if the sugar-

cane estates were counted in.

Approved Manufacturing Investments

2.21 Until recently, the only kinds of information available were the

approvals of domestic (PMDN) and foreign (PMA) investment projects, and the

"realistic" (i.e., actual) figures for PMAs only compiled by Bank Indonesia.

A comparison of approvals and "realisasi" of PMAs over the period of 1971-

1976 yields an implementation rate of 42% for the manufacturing sector as a

whole, and may understate the progress that has been and is being made, for

two reasons:

(a) the "realisasi" figures are based on foreign exchange
flows and customs data on imports of equipment, and,

as such, leave out self-financed and local-financed

investment spending;

(b) there was a bulge in approvals granted to PMAs and

PMDNs in 1973-1974, but it takes time for the projects

to get under way and to be implemented.

2.22 Considerable progress was made recently in improving the state of

information regarding implementation. The four Directorates-General of the
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Ministry of Industry have compiled tables which show, for projects grouped
according to the year oE their approval, the state of progress as of the end
of 1975: whether in production, under construction, under preparation, or
inactive. The figures are subject to revision and improvement, and are
different from those of the Investment Coordinating Board because of the use
of "revised" approval fLgures. For judging the state of implementation, the
Directorates-General reLied on customs data, progress reports submitted by
the investors to the Investment Coordinating Board, and their own information.
It should be noted that the investment amounts shown still reftsr to approved
or intended figures, not: to actual figures which have been checked. To what
extent the approved figures exceed the actual because of the investor's
desire to derive the maximum benefit from the investment concessions, or to
what extent the actual figures catch up with or exceed the approved amounts
because of inflation or unforeseen problems, we simply do not Icnow.

Approvals and Implementation

2.23 In the chemicals group (see Table 2.5), there was a surge in PMDN
approval amounts in 197:3 and again in 1975, and in PMA approval amounts in
1974. The bulk of the upsurge was accounted for by a few large cement and
fertilizer projects: for PMDNs, Semen Gresik extension in 1973, Semen Padang,
Semen Baturaja, Semen Tonasa, Pusri IV, and Pupuk Kujang in 1975, and for
PMAs, Semen Nusantara and Semen Cirebon in 1974. There were also one or two
large rubber tire and para-xylene projects. As of the end of 1.975, many of
these projects were stiLl at a preparation stage, but now many are either
completed or under way, so that the rate of implementation is higher than
that indicated by the percentage of projects in production and under con-
struction as of end 1975. Sufficient time must be allowed for the comple-
tion of the large projects approved in 1974 and 1975.

2.24 In the metals and machinery group (see Table 2.6), the most striking
features is the sharp drop in both the number and value of PMDNs approved, and
in the value of PMAs approved, between 1974 and 1975. One explanation is the
high rate of application and approval in 1973/74 of projects 1/ in automobile
assembly and automobile components (e.g., batteries, bumpers, horns, etc.),
a high rate which could not be sustained, and which has, moreover, led to
such a proliferation of models 2/ that the Government has closed automobile
assembly (though not component manufacture) to further new investment in an
attempt to reduce the number of brands to ten eventually (according to the
Ministry of Industry). Another possible explanation is the excess capacity
in many component industries which has resulted from investors over-estimat-
ing the market. Steel pipes and cables, for example, were thought to have a

1/ Many of the sole agencies and/or assemblers are wholly Indonesian-owned
in a legal sense.

2/ There are more than 28 assembling plants designed to assemble more than
40 makes in more than 70 models, while the output of cars and commercial
vehicles was 79,000 in 1975.
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good market in many Government projects. It turned out that the projects
have to purchase materials abroad because of the conditions attached to the
loans to finance the projects. The Pertamina debacle has also resulted in
a slowdown or cancellation of a number of large projects.

2.25 The nature of automobile assembly probably helps to explain the
high percentage of PMDNs approved that were already in production at the end
of 1975. PMAs approved, on the other hand, include more complicated products,
such as electronics and machinery.

2.26 In the textiles group (see Table 2.7) the sharp drop in PMA appro-
vals between 1974 and 1975 is due to the closing of the industry in Java to
further foreign investments unless they concern basic materials, fully-inte-
grated textile plants, or export production, coupled with the emergence of
excess capacity which has led to strident demands for further protection.
The rate of implementation is high for PMAs.

2.27 In the handicrafts and miscellaneous group (see Table 2.8) which
covers all other manufacturing industries, the rate of implementation appears
to be low. This is not surprising in view of the large number and diversity
of projects involved.

Projections of Future Investment

2.28 The first step was to cut out the overlap with the individually-
identified, large projects. The large cement and fertilizer projects were
removed from the approved projects. Sugar does not come under the Ministry
of Industry but under the Ministry of Agriculture, and so did not need to
be subtracted. Projects under construction were phased according to the
construction periods appropriate to the industries and projects. Projects
under preparation were assumed to take one or two years more to completion
than the construction period. Projects in production, and those recorded
as inactive, were omitted. To these streams, we added projects approved in
1976, assuming that construction would start in 1977 or 1978, and made some
guesstimates for additional flows resulting from approvals that might be made
in 1977 or 1978 (see Tables 2.9 through 2.12).

2.29 In the handicrafts and miscellaneous group, recent approvals are
dominated by crumb rubber, sawmill and plywood projects. In the chemicals
group, leaving aside the projects that have been removed to avoid double-
counting with the large-scale projects, pulp and paper, and car tires are
prominent.

The Overall Picture

2.30 For estimating replacement investment spending, we had to adopt
some extremely simplified assumptions, because of a lack of data. Taking
the manufacturing sector's gross value-added as shown in the 1973 Survey of
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Manufacturing Industries (the latest available), we derived the capital stock
by assuming a capital-out:put ratio of 2 (the industrial structure was less
capital-intensive then). Replacement investment was taken to amount to 8%
of that capital stock and to grow at 10% p.a. in constant terms (the large
projects are still new and will not need replacement for some time). The
replacement investments that go through the approval procedure were assumed
to be counterbalanced by "new" investments that do not bother to obtain
approval.

2.31 For estimating investment by the small-scale sector, various assump-
tions had to be made. We assumed that it was only the growing segments of
the sector which would invest at all, while the stagnating or declining parts
would not invest at all. We arbitrarily assumed that about half of the small-
scale sector is growing, that it is growing at 10% p.a. in terms of real
value-added, and that its incremental capital-output ratio is 1.5. The base
figure was taken from the 1973 Survey of Manufacturing Industries.

2.32 Adding up our estimates for the individually-identifie.d large
projects, the approved manufacturing projects, replacement investment and
investment by the small-scale sector gives the total for the industrial
sector's investment spencing (see Table II-1).

2.33 Because of the bases of our estimates, there is bound to be a
"tailing-off" effect -- a. given or finite stock of projects in the pipeline
is bound to run out at some time and to give rise to a drop in the rate
of investment. The only way to avoid this is to inject new projects con-
tinuously into the pipeline, but, as we had already included in the given
stock all the projects that the present state of knowledge allowed, there
was no basis for doing this. Nevertheless, we feel that the projections are
reasonably comprehensive for the next few years at least. In view of the
tailing-off effect, one should not attach too much importance to the levels
for the individual years, but should look at the average for, say, three
years.

2.34 Taking 1977, 1978 and 1979 and expressing them on the basis of an
annual average, total investment spending by Indonesian manufacturing and
mining (other than oil) comes to about US$3 billion in 1976 prices. Of this,
68% is represented by individually identified large-scale projects, 20% by
approved projects other than the former, 11% by replacement and other invest-
ments, and only 2% by the small-scale sector. Excluding mining, the total
would come to about $2.4 billion per year. It should be remembered that this
total includes the infrastructure associated with the projects, much of which
would be undertaken directly by the state in other countries and hence would
be classified under government or public utilities rather than under industry.
Within manufacturing, the heaviest claims on resources will be made by petro-
chemicals, steel, and fertilizers, in that order.



Table II - 1

SUMMARY TABLE: PHASING OF ESTIMATED CAPITAL EXPENDITURE, INDONESIAI
MINING (OTHER THAN OIL) AND MAUUFACTURING

$m. 1976 prices

1976 1977 1978 1979 1980 1981 1977-79 1277-79
Total, Percent
3 years

A. Large-scale Projects

Mining (other than oil) n.a. 293 522 865 666 288 1,680 19
Petrochemicals n.a. 950 587 169 205 240 1,706 19
Steel n.a. 200 430 180 30 0 810 9
Cement and Distribution 166 246 202 110 106 116 558 6
Fertilisers and Distribution 463 445 255 101 100 100 801 9
Sugar 125 205 205 80 0 0 490 5
Industrial Estates 10 10 18 17 15 8 45 0.5

Total, large-scale projects n.a. 2,349 2,219 1,522 1,122 752 6,090 68

B. Other Approved Projects X

Handicrafts and
miscellaneous 321 183 165 200 n.a. n.a. 548 6

Chemicals 104 150 169 166 n.a. n.a. 485 5
Metals and Machinery 104 94 89 60 n.a. n.a. 243 3
Textiles 172 175 111 150 n.a. n.a. 436 5

Total, Other Projects 701 655 578 639 n.a. n.a. 1,712 20

C. Estimated Replacement
Investment 266 292 321 354 390 428 967 11

D. Estimated Investment of
Small-scale Sector 50 55 60 66 73 80 181 2

GRAND TOTAL n.a. 3,351 3,178 2,581 n.a. n.a. 8,950 100



- 19 -

The Employment and Output Aspects

2.35 We have estimated the employment and output effects for only two of

our groups: the large-scale projects and the BKPM approved projects (see

Table II-2). These cannot be considered the full effects of these investments,

as they do not take account of the indirect effects, nor do they include the

possible negative impact on the small-scale sector (textile is a good case in

point). 1/

2.36 For the large-scale projects, we have relied on the Bank's engineers

to estimate the employment generation on a project-by-project basis. This may

help to explain why the capital-labor ratios are higher than those in other

estimates, though we have erred on the side of generosity whenever possible.

The output impact depends much on the price that one takes for the product.

In general, we have attempted to take 1976 Indonesian prices (which may have

been quite different from world prices) and have shown a range whenever

necessary. The use of Indonesian prices is considered appropriate for the

purpose of calculating growth effects, since the increase in output will have

to be related to a level of output measured in Indonesian prices.

2.38 For the BKPM approved projects other than the large-scale ones,

we derived capital-labor and capital-output ratios from a sample of recently

approved projects provided by the Bureau of Investment of the Ministry of

Industry, about a dozen projects for each of the four main groups of indus-

tries. As the data related to sales, we used the relationships between gross

output and value added in the 1973 Survey of Manufacturing Industries to

convert the capital-sales ratio into a capital-value added ratio. Again it

should be noted that the capital, output, and employment figures are all
'intended' or 'approved' figures, and that we do not know whether there is

an upward bias.

2.39 The capital-output ratios for the BKPM approved projects seem low.

Apart from the tenuous basis of the calculations, this could be due to
the high prices of the output (due to protection) which inflate the value of

output compared to world standards. These ratios, based on projects, were

then multiplied into the estimated investment flows to derive the employment
and output impacts (see Table II-2).

2.40 Overall the employment that can be expected from projected indus-

trial investment in the large- and medium-scale sectors will amount to an

annual average of about 50,000. Estimates for the small-scale sector have

not been attempted, but might add a maximum annual increment of 60,000 jobs

1/ The number of handlooms may have decreased from more than 250,000 in the

late 1960s to a present level of 60,000.



Table II - 2

EMPLOYME1T AND OUTPUT ASPECTS OF PROJECTED INVESTMENTS

Incremental Incremental Average invest- increase in Increase in out-
capital-labor capital-output ment per year employment VI, put ?/ in 1976
ratio, 1976 $ ratio in 1976 (1977-79) in 1976 annual average $m, annual

prices $ million 1977-79 average 1977-79

A. Large-scale Projects

Mining(other than oil) 148,000 2.7 560 3,800 207
Petrochemicals 1,500,000 4.0 569 380 142
Steel 300,000 7.5 270 900 36
Cement and Distri-

bution 240,000 2.0 186 775 93
Fertilizers and
Distribution 280,000 3.1 2 267 950 86

Sugar 133,000 2.7 - 5 163 1,200 33 - 60
Industrial Estates - - 15 - -

Total large-scale projects 250,000 3.25 - 3.4 2,030 8,000 600 - 624 °

B. Other Approved Projects

Handicrafts and
Miscellaneous 10,300 1.4 183 17,800 131

Chemical Industries 25,200 1.5 162 6,400 108
Metals and Machinery 14,800 1.0 81 5,500 81
Textiles 13,900 2.3 145 10,500 63

Total, other approved 14,300 1.43 571 40,200 383
projects

Sub-total, A + B 51,300 2.5 - 2.57 2,600 48,200 980 - 1,000

/ Does not take account of secondary effects or of adverse effect on the small-scale sector.
/ Ibid.

2 Depending on price of sugar.
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if one assumes an incremental capital-labor ratio of $1,000 per job and
accepts our estimates of the investment by sector. On the other hand, jobs
could well be lost in some segments of the sector as a result of the expansion
of the large and medium sectors. These figures are to be compared with the
annual incease in the labor force of more than I million and with Repelita
II's expectations that industry would generate 1.2 million jobs over a 5-year
period (240,000 per year on average). 1/

2.41 While the large-scale projects' contribution to output growth will
be greater, its contribution to employment growth will be smaller than the
BKPM approved projects. Employment creation by the large-scale projects, at
8,000 per year, will be less than a fifth that of the other projects. To some
extent, this may be due to the bias contained in the different bases for the
estimates. On the other hand, the capital-output ratio of the large-scale
projects as a whole, at 3.3, does not appear unduly high, and it has been
argued in the Ministry of Industry that these industries (those relying on
local raw materials) have a better performance than the import-substituting
industries relying on imported inputs and raw materials. The former are
either export-oriented (mining, LNG) or import-substituting for essential
goods (cement, fertilizers, sugar), and are often more cost-efficient than
some of the latter industries, such as motor car and TV assembly, where the
price of locally-assembled products is three times as high as world prices
and very little value is added by the local "production". An investment cost
of quarter of a million dollars per job indicates that the industrial invest-
ment program is capital intensive; 68% of total industrial investment is to
be devoted to such projects. These projects are not of much benefit to the
Indonesian engineering and capital goods industries since the bulk of the
equipment is purchased abroad.

Summary of Findings

2.42 Taking 1977, 1978 and 1979 (the central years of the period for
which projections were made), the annual average investments spending by
Indonesian manufacturing and mining (other than oil) comes, in total, to
about US$3 billion in 1976 prices. The estimates for large-scale projects
are lower than in some previous studies, largely because a number of proj-
ects have recently been dropped (e.g., Alcomin bauxite, Cilicap TSP, Plaju
aromatics) or reduced in scale (e.g., Shell coal mining). Of :he total
of US$3 billion, 68% wi:Ll be represented by large-scale projects that are
identified individually., 20% by other approved projects, 11% by replacement
investments, and only 2% by the small-scale sector. Although lhese figures
are highly tentative, no re-calculation would alter the preponderance of
large-scale, capital-inl:ensive projects in the investment program.

1/ IBRD Report No. 708-IND, Indonesia: Basic Economic Report:, April 15,
1975, paras. 73 and 87.
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2.43 Without mining, the total would come to about $2.4 billion per
year. Within manufacturing, the heaviest claims on resources will be made
by petrochemicals (US$570 million per year), steel (US$270 million) and
fertilizers (US$270 million).

2.44 While many of these large-scale projects are expected to contribute
to exports or to substitute for essential imports, they are not expected to
create much direct employment. On the basis of generous but engineering-based
estimates on a project-by-project basis, the large-scale projects are esti-
mated to generate only 8,000 jobs per year, at an average investment cost of
$250,000 per job. Together with the other approved projects (40,000 jobs
created per year) at a cost of $14,000 per job and the small-scale sector
(for which an extremely generous assumption of an investment cost of $1,000
per job would yield 60,000 jobs per year), the total, as 110,000, would fall
far short of Repelita II's expectations that industry would generate 240,000
jobs on average per year. It should also be remembered that Indonesia's
annual increase in the labor force exceeds one million. Even if our esti-
mates are tripled for the large-scale projects and doubled for the other
approved projects, and retaining our generous assumptions for the small-
scale sector, the total, at 164,000 jobs created per year, would still fall
considerably short of Repelita II's target and Indonesia's social needs.

Implications for the Future

2.45 Chapters I and II have presented an overview of industrial
performance with respect to a number of measures. The implications of
the investment program, for example, on generation of employment are
fairly specific. There are other inferences that can be drawn from the
experience of industry in the past few years.

Investment and Output

2.46 The rapid growth in output up to 1973 was due in large part to
the inflow of foreign investment in the late sixties and early seventies.
Although domestic investment was also growing, foreign investment has
accounted for about 40% of the total. As has been indicated earlier, the
growth rate in output and investment slackened after 1974, due in part to
world recession in economic activities, but also sluggishness in the domestic
markets. This was exacerbated by a deterioration in the investment climate as
a result of uncertainties and delays in the licensing of new investment. The
Government recognized the problem and in October 1977 issued Presidential
Decrees numbers 53 and 54 to reform the licensing system. These decrees
streamline the procedures for issuance of licenses and strengthen the powers
and responsibilities of the Capital Investment Coordinating Board (BKPM) so
that it can render decisions quickly and incisively. These reforms were very
much needed and their effective implementation could remove one of the
impediments to a more rapid flow of investment.
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2.47 For many industries new investment approvals reached a peak in
1973 and have been declining since then (see Tables 2.5 - 2.8). For example,
in the textile industries there were 128 approvals (PMA and PMDN) in 1973 but
only 32 by 1975; similarly, in metals and machinery the decrease was from 52
to 11. Even the handicraft industries were affected. There is some indica-
tion that the number of approvals increased in 1977 in some industries.

2.48 In the Mission's opinion the rate of new investment will not in-
crease but is more apt to fall somewhat from the levels of 1971 - 1973.
Although no quantitative forecast of the level of the decline from the peak
can be made, it does not appear likely that new foreign investment will
increase greatly in the near future. A levelling off in the inflow, but
probably not any sharp decline, seems probable.

2.49 If the rate of investment levels off, the rate of growth of output
will also level off at some point, but for the next few years new capacity
will be coming on stream from projects approved in the recent past. Also, if
market conditions strengthen, there may be improved utilization of capacity in
existing plants. It is difficult to judge whether the net effect of these
factors will lead to a rise or a fall in the rate of growth of output, but, at
least for the next three to five years, it seems likely that the rate of
growth in output will be somewhat less than the 15 percent experienced in
1971-75.

2.50 A disruptive element affecting industrial costs and the ability to
compete is the existence of "invisible" costs; these are the extra-legal
charges that are imposel on virtually all transactions that business and
industry undertake. These costs are resulting in high and probably non-
competitive prices for goods, are retarding new investment in many industries,
and are nullifying Government policies on incentives for investment and
export. The Government has recognized the seriousness of the problem and has
instituted a program (OBSTIB) of surveillance and control that will hopefully
lead to mitigation of these practices.

The Structure of Industry

2.51 Because of the apparent concentration of investment in capital-
intensive industries, a question arises as to changes in the st:ructure of
industry and whether severe distortions will occur. In 1968 heavy indus-
tries, defined as including chemicals, fertilizers, basic meta]s, cement,
and refining, accounted for 48 percent of manufacturing value added and
light industries for 52 percent. By 1975 heavy industries accounted for
53 percent and light industries for 47 percent. The respective growth
rates 1968 - 1975 were 14.6 percent for heavy industries and 11.2 percent
for light.

2.52 These figures do not indicate that a major shift has occurred
nor that this is likely in the immediate future; however, if the trend in
investment continues, il: could result in an unbalanced industrial structure.
As is shown in Chapter 1T, the light industries, which include many small scale
enterprises, have been relatively sluggish, in spite of several specific
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programs of assistance designed to increase their development. In the period
1973 - 1975 the share of value added provided by enterprises with less than 10
employees has declined from 21 percent to 18 percent, though in absolute terms
of course they have grown.

2.53 One can observe that some specific industries have grown slowly

and in some cases they are a critical element in future growth. The prime
example is the machinery and engineering industries. These industries are
critical for future industrial growth because (a) they have strong backward
and forward linkages; (b) they are usually efficient at small scale; (c) they
tend to be labor intensive; (d) their demand is income elastic; and (e) there
are export possibilities for some products. Although development in these
industries has occurred, there are still gaps, and a calculation made in the
report indicates that they may become a bottleneck to future development;
consequently, it would be prudent to give them some priority treatment.
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III. PLANNING FOR INDUSTRIAL DEVELOPMENT

3.01 Planning for industrial development, and for the whole economy, has
undergone changes from Repelita I to the present, and seems likely to change
even more rapidly in the future. The opportunity now exists to improve plan-
ning significantly as a result of two activities that have been undertaken
recently; these activities are the long range macroeconomic planning model,
specifically titled "Perspective for the Indonesian National Economy in 1985,"
which has been sponsored by the State Minister for Research, and the input-
output study of the economy undertaken by the Central Bureau of Statistics.
So far, these are more or less independent activities, though they are clearly
interrelated, and, as is shown later, they can be regarded as two stages in
the planning process. If these two kinds of models were to be directly linked
as part of the whole planning process, there would be distinct benefits to the
economy in terms of more flexible and consistent planning, improved ability
to explore alternative growth paths, and planning could provide better guid-
ance to the licensing of individual projects.

Planning in Repelita I and II

3.02 In the planning for Repelita I and II guidelines were stated to
indicate priorities. These have taken the form, for example, that priority
will be given to industries that have high value added, that process domestic
materials, or that strengthen the technological base. Based upon these
guidelines, the Ministries concerned (including the Ministry of Industry)
have prepared estimates and plans regarding output, investment, and related
measures. This has been a pragmatic approach adopted, at least in part, out
of necessity as the best basis for planning that could be produced without
a better data base and without a systematic model of the economy. It has
been difficult for the planners to translate the guidelines into operational
terms and even more difficult to ensure that the planning assumnptions and
expectations in one sector were fully consistent with those in another
(e.g. that the assumptions on supply of agricultural materials to the food
industries were consistent with the assumptions about agricultural output).
The number of interconnections among sectors regarding supply of materials,
labor, investment, etc. has made it difficult, if not impossible, to ensure
that the resulting plan framework is completely consistent internally.

3.03 The setting oE targets, which had very little real imapact in the
rest of the planning in Repelita I, was abandoned in Repelita II, but the
other methodological steps have remained the same. Basically, the planning
is quite simple, which nay be partially explained by the paucity of reliable
data but equally reflects the lack of a theoretical framework within which
systematic analysis can be undertaken.

3.04 To simplify somewhat, the steps in planning taken during Repelita I
and II can be summarized in the following way. The first step is a review
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of the applications for licenses to the Investment Coordinating Board. This
shows the amount of the investment, the type of product-line, and other data
such as the estimated amount of employment. The composition of industrial
investment can also be arrayed. This step thus shows the recent historical
record of applications for investment, and this record can be compared to the
actual amount of investment put in place in the years after the application
was made. With this comparison in hand, estimates can then be made of the
amount of investment that will be actually put in place in future years
based on the current applications.

3.05 Liberal use is made of "planning factors" and estimates are often
based on judgments. For example, for a given distribution of investment
over time, capital-output ratios can be used to derive the implied levels
of output. Based on output-employment ratios derived from the applications
and from industrial census materials, the impact on labor absorption can be
estimated. Once these major magnitudes are established, other calculations
can be made to determine, for example, the amount of credit and finance that
is likely to be required, the probable requirements for key imports such as
machinery, and changes that will occur in the regional distribution of in-
dustry as a result of the new investment. By means of these steps an indus-
trial development plan has been prepared for Repelita I and II. It contains
the major measures of investment, output, employment by industry or product
line.

3.06 There is, first of all, no explicit link to a macroeconomic cal-
culation for the whole economy so as to establish the consistency and poten-
tial feasibility of the plan for the industrial sector. The projected levels
of investment are not derived from a prior consideration of the projected
aggregate level of investment to show the consistency of the share of in-
dustry compared to the total or to other sectoral shares. The lack of a
formal macroeconomic planning model has made any such comparisons more or
less pro forma in any case.

3.07 The industrial planning also does not present information on
whether there is consistency with other sectoral plans, for example, whether
in the food processing industries the assumptions about supplies of agricul-
tural inputs to industry are consistent with the assumptions made in the
agriculture sector itself. The same point can be made about assumptions
concerning imports of raw materials, intermediate goods, and capital equip-
ment for the industrial sector.

3.08 The industrial planners have had a difficult time because of the
lack of comprehensive, reliable, and up-to-date data and, equally the lack of
a systematic framework for the whole economy within which to embed and test
their estimates. In the immediate future they could have better tools with
which to work, in the form of a macroeconomic model and an input-output
model.
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The Macroeconomic Model

3.09 Under the sponsorship of the Minister for Research a macroeco-

nomic planning exercise has been undertaken and its first results have been

published in a report. 1/ These results were also presented to a plenary

session of the cabinet in June 1976. The staff work for the study was largely

provided by the Economics Faculty of the University of Indonesia.

3.10 The model is distinctly long-run in its orientation and outlook.

It starts from a base cf 1974-75 and projects the growth of the economy for

ten years, with estimates applying to the terminal year 1985 and for the in-

tervening year 1980. The long-run focus is further emphasized by the inten-

tion to extend the model to the year 2000 in the next phase of the work. It

appears that the planning effort has almost deliberately avoided considera-

tion of the shorter-run. such as the five-year period for the next plan. This

may have been done both, because an effort focusing on the longer-run provides

a horizon and a broad sweep that is lacking, but it is also possible to inter-

pret the avoidance of short-run considerations as a desire to avoid overlap-

ping work in an area that is the responsibility of other agencies of govern-

ment. Yet, it should be pointed out that, except for some planning models

undertaken by the World. Bank as part of economic missions, 2/ no macroeco-

nomic planning model has previously been constructed in Indonesia for use

in preparing the five-year plans. That is, indeed, one of the major short-

comings of the planning, as was indicated in a preliminary way in the previous

section. As is argued in the remainder of this section, with refinements and

modifications the framework of the present macroeconomic model can serve

admirably as the starting point of a five-year planning exercise that would

also include the input-output model to provide specific detail and guidance on

project priorities.

3.11 The macroeconomic model assumes that there are two main objectives

that must be reconciled: continued rapid economic growth and "maximal" job

opportunities. The report notes that through rapid growth job opportunities

can be created and increases in the labor force can be absorbed.

3.12 The starting point for the model is the projection of the popula-

tion and the labor force. The population is assumed to rise from 132 million

in 1975 to 148 million in 1980 and 168 million in 1985; this represents an

annual growth rate of 2.3% in 1975-80 and 2.5% in 1980-85. The labor force

is expected to be about 36% of the population and to rise from 48 million

in 1975 to 62 million in 1985. Over one-third of the labor force will be

in the age group 10-24 years. These estimates also imply that on average

there will be 1.3 to 1.5 million new entrants in the labor force each year

1/ Laporan Proyek, Perspektip Perekonomian Nasional Indonesia Tahun 1985

(Perspective for the Indonesian National Economy in 1985), April 1976.

2/ For example, see S. Gupta, "Income Distribution, Employment and Growth:

A Case Study of Indonesia," World Bank Staff Working Paper No. 212,

August 5, 1975.
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during the ten years up to 1985. This establishes the magnitude of jobs
that must be created if all the new entrants are to be absorbed.

3.13 The next step in the analysis is to set normative or "target"
(though that term is not used in the report) rates of growth for the gross
domestic product (GDP). This is done by reference to recent historical
experience dating to the 1960s, but basically it remains an arbitrary deci-
sion influenced by the desire to improve on the past experience which, for
example, shows an average rate of growth during 1969-73 of 8.7% and for
1974-75 of 7.0%. The figures finally chosen are about 8% for 1975-80 and
9% for 1980-85.

3.14 The sector rates of growth are derived separately for agriculture,
mining, and industry by reference to recent records of growth and the rela-
tionship to the growth of the GDP. The rates of growth for the remaining
sectors in the macro model are derived from the weighted growth rate of the
previous three sectors by means of elasticity measures. In addition to the
three sectors just mentioned, the macro model includes utilities (electricity,
gas, water), construction, transportation and communication, and all other.
The growth rate for the construction sector is assumed to have a growth
elasticity of 1.75 in 1975-80 compared to the weighted average of agricul-
ture, mining, and industry. Thus with a growth rate in the latter of 7.2%
in 1975-80 the construction growth rate is about 12.6%. This is admittedly
a short-cut method, and is based on the assumption that the primary inde-
pendent growth forces are agriculture,, mining and industry. The others can
be uniquely related to these three by the growth elasticities.

3.15 For each period a low and a high growth rate is presented for the
GDP and for each of the sectors. For the GDP in 1975-80 it is 7.54% to
8.10% and in 1980-85 the range is 8.03% to 8.87%. These are fairly narrow
ranges and do not admit the possibility for either the influence of major
constraints in a sector such as agriculture (e.g. difficulty in raising
yields) or accelerating the rate of growth in a sector such as industry.
This of course is a matter of judgment in large part and since the model
is long-run and shows the implications of a normative growth rate, the cri-
ticism about lack of ranges is not too severe. It would be more important
in a short-run planning model.

3.16 In later calculations the model uses the higher of the growth
rate figures. The sectoral growth rates are as shown in the following
table.
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Table 1II-1: Growth Rates of Sectors in the Indonesian Economy
for the 1974-1985 Period, Using 1973 Constant Prices

(in annual percentages)

Economic Sector 1974-1975 1975-1980 1980-1985

1. Agriculture 3.93 5.24 5.74

2. Mining -4.77 7.86 7.25

3. Industry 14.04 12.58 12.99

Total of 1, 2 and 3 3.97 7.23 7.91

4. Electricity, Gas, and
Drinking Water 18.92 15.91 17.40

5. Construction 16.88 12.67 11.86

6. Transportation and
Communication 14.93 11.56 12.66

7. Other 10.51 8.31 9.10

Gross Domestic Product 7.01 8.10 8.87

With these differential rates of growth among the sectors, the composition
of the GDP will change fairly drastically by 1985. The changes are shown
in the following table.

Table III-2: Change in the Composition of the Gross Domestic Product
by Sector for the Period 1974-1985

(Percentages)

Sector 1974 1975 19BO 1985

1. Agriculture 38.88 37.76 32.86 28.52

2. Mining 11.83 10.53 10.41 9.66

3. Industry 10.40 11.08 13.58 16.35

4. Electricity, Gas, and
Drinking Water 0.51 0.57 0.80 1.17

5. Construction 4.41 4.81 5.92 6.78

6. Transportation and Communication 3.97 4.26 4.99 5.92

7. Other 30.00 30.99 31.29 31.61

Gross Domestic Product 100.00 100.00 100.00 100.00
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As can be seen in the table, the major changes involve a sharp decrease
in the share of GDP originating in agriculture (a loss of almost 10%) and
a sharp increase in the share originating in industry. The change in
structure and the growth in all sectors is expected to result in a growth
of real per capita income from US$143 in 1975 to US$185 in 1980 and US$245
in 1985. If achieved, this would put Indonesia about at a level of per
capita income in 1985 that Thailand and the Philippines had in 1973. This is
the result in spite of the estimated 5.5% rate of growth of per capita in-
come in the ten years to 1985. Indonesia will still be below the levels
of living of its neighbors in Southeast Asia.

3.17 Investment requirements are essentially estimated by the use of
incremental capital-output ratios applied to the projected increases in
output but modified by other evidence on investment plans for earlier years.
The model projects the ratio of investment to the GDP (in real terms) ris-
ing from 18.9% in 1275 to 23.0% in 1980 and 25.6% in 1985. The absolute fi-
gures by five-year period for total investment and investment in industry
are summarized in the figures below.

Table III-3

Total Investment and Industrial Investment
(Billions of Rupiah, 1973 Prices)

1976-80 1981-85

1. Total Investment 10,475 18,325

2. Industrial Investment 2,511 5,173

3. (2) as % of (1) 24 28

For both time periods industry claims the largest share of investment of
any of the sectors and rises from 22% in 1976 to 28% on average in 1981-85.
This represents a very substantial increase in industrial investment in
absolute terms. It is projected to more than double in 1981-85 over the
previous five-year period while total investment increases 75%. By 1985
industry's share of investment is projected at 29%.1/ In that year indus-
trial investment (in real terms) would be almost four times the invest-
ment in 1976.

3.18 To obtain such a response from industrial investment, which in-
volves a real growth of over 15% each year for more than 15 years will

1/ Laporan Proyek, op. cit., Table III,3B, p.100.
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require strong, growing market demand, incentives to encourage invest-
ment, and other policies in support of industry. The existing circum-
stances and institutions do not in general have these characteristics,
so if the model results are to be accepted as a desirable norm to guide
future behavior, policies will have to be adopted to stimulate the de-
sired response.

3.19 Of course, the model may overestimate the amount of invest-
ment required. The incremental capital-output (i.e. value added) ratio
is assumed to be about 3.0 for 1975-80 and about 3.4 in 1980-85. This
indicates that industrial investment is expected to become more capital
intensive, which may not occur, or at least could be changed by adoption
of a different industrial strategy emphasizing light industries with
lower capital requirements per unit output. Until industrial growth and
investment requirements are disaggregated to show details for individual
industries (as is done in an input-output model), it is not feasible to
estimate the aggregate capital-output coefficient with any re]iability,
and it may be prudent l:o be on the safe side, as the model has done, by
choosing a coefficient that is reasonably high.

3.20 The model assumes that investments in petroleum, gas, and coal
will be financed wholly by foreign investment and proceeds to show that
the remaining investments can be financed from domestic savings and other
foreign sources of funds. The summary calculations are in the Table 3.1
in the Annex.

3.21 The projections indicate that foreign sources of funds are ex-
pected to become relatively less important, falling from 24% in 1974 to
20% in 1985 and, correspondingly, domestic savings are expected to in-
crease their relative share. The arithmetic of the projections is under-
standable, and may be tenable under certain circumstances, but they imply
quite high savings ratEs for a country at Indonesia's level of income.
Domestic savings (Government and Private) in 1974 were 15% of GDP, accord-
ing to the figures shown in the model. This average saving rate is pro-
jected at 18% in 1980 and 20% in 1985. More importantly, the implicit mar-
ginal savings rate in 1980 is about 24% and 25% in 1985. The increases
in the rates are rather rapid and may be difficult to achieve. Government
savings will largely depend on the revenue increases obtainable from oil,
gas, and other resource industries compared to the pressures to increase
public investment and the recurring costs of programs that are expanding
(e.g. education, transport). But the increase in private savings seems
more questionable, since GDP is projected to increase by 142% from 1974 to
1985 but private savings are projected to increase by 194% in the same period
and per capita income by only 71%. Unfortunately there are no breakdowns of
GDP to show, for example, disposable income, so that more detailed comparisons
cannot be made. The relationship between savings and investment apppears to
be an area in which further analysis is necessary.
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3.22 As is usual in macroeconomic models and projections, estimates
of exports are made independently and a calculation is made later of the
capacity to import. Comparisons were made of the historical rate of growth
of exports compared to that of the GDP, and separate analyses of past data
and trends were conducted on a number of individual products, particularly
those, in addition to oil, that have been exported previously (e.g. rubber,
wood, coffee, etc.). From these analyses estimates were projected for total
exports and for major product groups. All estimates have been made in dol-
lars, not rupiah.

3.23 Actual total exports in 1974 were US$4,392 million. By 1980 they
are projected at US$10,296 million or an annual growth rate of 15.3%, and
in 1985 are expected to reach US$19,330 million or an annual growth rate from
1980 of 13.3%. In 1974 two groups of products accounted for almost 90% of
total exports (i.e. agricultural products 39%; petroleum sector 50%), and by
1985 they are still expected to account for 85% of total exports. Very little
diversification in the export base is projected; this is probably realistic,
unless there is a determined effort and specific programs to increase diver-
sification.

3.24 All industrial goods exports are lumped in a single category,
which also includes handicrafts. In 1974 industrial products accounted for
less than 1% of total exports and amounted to less than US$30 million, ac-
cording to the model. By 1980 industrial goods exports are expected to
be over US$300 million and over US$1,000 million by 1985. At that time
they would account for over 5% of the total. The implied growth rates are
48% during 1974-80 and 29% during 1980-85.

3.25 In starting from a very small base, such as Indonesia has done,
a rapid increase in industrial goods exports may be feasible, given the
right incentives and support for the export program, but the growth rate
for the whole period 1974-85 is about 40% annually. To have a measure of
what this means, it may be pointed out that Korea, during the peak period
of export growth in the mid-sixties to early seventies, had an average
growth rate for exports of about 40% also. The projection for Indonesia
is among the highest rates of growth for exports achieved by any country
over a sustained period of time. This does not mean necessarily that it
is unrealistic, but it is a sharp break with past experience and will require
an effective export promotion program if the projection is to be realized.

3.26 No analysis is made of the total import requirement to support
the growth program projected for the various sectors of the economy; conse-
quently, there is no estimate of the potential balance of payments defi-
cits that are likely to occur. An alternative approach is adopted which is
to estimate the amount of foreign exchange that will be available to finance
imports. It is recognized that the marginal propensity to import will re-
main high (it was .57 in the period 1971-74 relative to the GDP), and that
capital goods will have to be imported, but the finance available for im-
ports is estimated based solely on the projected value of exports plus es-
timated foreign sources of other funds. This calculation shows the amount
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of foreign exchange avaiLable growing by 5% - 7% annually up to 1985 (in
1974 prices). This is leass than the projected real growth rate of GDP and
much less than all secto:c growth rates (excepting agriculture). It is clearly
less than the foreign exchange necessary to support the development program.
The calculation indicates that there will be substantial deficit:s in the
balance of payments and implies that there may well be a foreign exchange
constraint on growth. The model does not go beyond this point t:o indicate,
for example, the extent of the deficit implied by the projected growth rates
nor the limits on growth if the economy must live within the projected supplies
of foreign exchange.

3.27 The final stage of the model analyzes the employment generated by
the projected growth rates in the sectors. The calculation is straight-
forward; the sector growl:h rates are multiplied by estimated elasticities of
employment with respect l:o output. For example, the employment elasticity
for industry is estimated at .4, for mining at .1, for agriculture at .18.
There is no explanation of the derivation of these elasticities, but they
appear to have been adopt:ed from a previous Bank model.l/

3.28 The results of these calculations indicate that, compared to
1975 when an estimated 41.5 million were employed, in 1980 there will be
jobs for 46.8 million and in 1985 for 53.5 million. Since there are 1.3
to 1.5 million new entrants into the labor each year, it is expected that
open unemployment will rise from 6.3 million in 1975 to 7.7 million in
1980 and 8.3 million in 1.985. In the latter two years this represents
13% - 14% of the labor force. These results are judged to be unacceptable,
and the objective is adopted that unemployment should not exceed the 1971
level of 5.5 million. In order to achieve that result, the analysis con-
cludes that "the increasEZ in productivity must be slowed".2/ For example,
whereas annual productivity increases have been an estimated 8% in industry
during 1971-75, it is concluded that the rate should not exceed 6% during
1975-80 and 6.4% in 1980-85. Similar adjustments are made for the other
sectors, though for some of them (e.g. agriculture, utilities) productivity
is assumed to increase. The major shifts downwards are assumed to occur in
industry and construction. On these assumptions it is shown that by 1985
the unemployment level need not exceed the level in 1971. No suggestions
are offered as to how productivity is to be limited nor whether it is really
necessary or desirable in the first place.

Summary

3.29 The foregoing discussion has briefly described the character-
istics of the macroeconomic model and indicated a number of weaknesses in
the analysis. But this criticism should not detract from this significant

1/ Gupta, op. cit. See Laporan Proyek, op. cit., Table V.8, p.197a.

2/ Laporan Proyek, op. cit., p.xxxi.
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step forward in planning. As the project report indicates, the model pro-
vides a long run "perspective" for the economy. It is strongly suggested
that, while this long run exercise is useful, a macroeconomic model is more
urgently needed to provide guidance and a framework for the five-year plan.
It is further sugge-sted that some agency be designated to construct such a
model, perhaps building on the work that has already been done. It would
seem logical that the responsibility be lodged with BAPPENAS, though the
actual professional work might be done by the analysts who have constructed
the current model.

The Input-Output Models

3.30 The Central Bureau of Statistics (Biro Pusat Statistik) has re-
cently completed the statistical work on an input-ouput study of the
economy. A flow table was prepared for 1971 with 175 subsectors. From
this basic table two smaller aggregations have been prepared, one with
66 subsectors and the second with 19 subsectors. In the 66 order table 27
of the subsectors are manufacturing industries or mining; in the 19 order
table only two of the subsectors fall in these categories so most of the
industrial details are lost by the aggregation. In the following discussion
of this work reference is made primarily to the 66 order table, which has
sufficient industrial detail without being too unwieldy to use, but, as is
indicated later, a special aggregation of the 66 order table was made to
use in an illustrative projection of growth applicable to the year 1980.
This special aggregation to a 25 order table emphasizes the industrial
subsector and combines all other subsectors into a very few groups; for
example, all agricultural subsectors are combined into a single one. The
25 order classification is shown in the Annex to this Chapter.

3.31 So far the input-ouput model has not been used for planning pur-
poses, although that is one of the most important uses, but coefficient and
inverse matrices have been computed and can be used now. However, the flow
table reveals a great deal about the structure of the economy and industry,
and various useful measures can be derived from it.

3.32 It should be pointed out at the outset that a major benefit of
preparing an input-output flow table is that it forces the systematic and
consistent use of statistics, including those of the national income ac-
counts. As is well known, the GDP can be derived either from the value
added rows (i.e. those which show the returns to factors) or from the final
demand columns (i.e. those which show the distribution into consumption,
investment, exports, and imports). During the preparation of the table the
BPS found it necessary to reconsider the calculation of parts of the national
income accounts and presumably in the future the calculation of these accounts
will benefit. Moreover, the input-output table provides a consistent frame-
work for the collection of data during censuses of industry and business.
Even if there were no other benefits from the input-output work, these
benefits in the collection and organization of statistics on economic trans-
actions would justify the whole of the effort.
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3.33 Table 3.2 shows the two alternative measures of the GDP derived
from the input-output flow table for 1971. Wages and salaries accounted for
29.2% of the GDP and the operating surpluses of enterprises (which could be
broken down into finer classifications if desired) accounted for 62.4%. The
final demand categories show private consumption at 74.4% of the GDP, Govern-
ment consumption at 7.6%, and gross fixed capital formation at 22.0%. The
table also shows that the balance of trade deficit in that year was 5.5% of
the GDP (i.e. Imports at 18.9% minus Exports at 13.4%). Thus the summary
national income accounts are incorporated in and a key part of the input-
output flow table.

3.34 From that table it is also possible to compute the relative share
of the value added originating in any industry or group of subsectors. For
example, Table 3.3 shows that 35.0% originated in the primary sector (i.e.
agriculture, forestry, fishing), 19.4% in the secondary sector (i.e. mining,
manufacturing), and 45.6% in the tertiary sector (i.e all other subsectors).
These can be used in comparisons to the distributions in other countries to
show, roughly, the stage in development; one result of such a comparison is
the observation that the secondary sector of mining and manufacturing in In-
donesia accounts for a relatively low share of total value adde,l.

3.35 Various other statistical measures or indicators can be derived
from the flow table, and a selected set of them is given in Table 3.4. A
few comments can be made to highlight the findings. Essentially two major
kinds of measures were selected, one kind to indicate something about the
labor intensity of production in different industries, and a second kind
to indicate the relative importance of imports in those same industries.
The first kind of measure is intended to illuminate the range of potential
opportunities for extending employment in industry and the differential
effects on employment and wage income of alternative kinds of industrial
growth. The second kind of measure indicates the relative dominance of
imports compared to domestic production and therefore provides a first
cut at identifying indusitries to analyze more carefully to determine whether
efficient import substitution could be achieved by a development: program
giving some priority to :hese industries.

3.36 Columns (1) through (3) of Table 3.4 show ratios of wage costs in
the industries to total cost and to value added, and the ratio of value
added to domestic output.. Each of these ratios has, at one time or another,
been proposed by economists as a useful simple measure of labor intensity
of production, though all of them also have defects.l/ Among the three
measures there may be somie reasons for concentrating on (1) or (2). Wage
costs as a percent of total costs shows the direct return to labor in com-
parison to both returns t:o other factors and the value of purchased material

1/ For a discussion of defects of simple ratios of this type, see J.
Stern, "The Employment Impact of Industrial Investment," Harvard
University, January 1977, a research report prepared for the World
Bank.
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inputs; column (3) shows only the direct return to labor compared to other
factor returns and omits material inputs.

3.37 Among manufacturing industries the highest ratios are found in
the machinery industries, wood products and paper and printing, non-metallic
mineral products (i.e. items such as clay pipes and construction-type goods),

manufacture and repair of transport equipment, fertilizers and pesticides,
and textiles, leather and apparel. The measures in columns (1) and (2) do
not exactly coincide but there is fairly good agreement. It should also be

noted that each indusry can be disaggregated further to identify specific pro-
duct lines where these measures of labor intensity are high. Nevertheless,
the above list is a beginning and indicates, for example, that the machinery

industries are deserving closer attention. This is confirmed by other evi-
dence, and these industries are covered specifically in a separate chapter

of this report.

3.38 For guidance on import substitution the measure in column (4), im-

ports as a percent of domestic output, the table shows ten industries for

which imports were more than 50% of domestic output and three industries

for which imports were more than 500% of domestic output. The list is headed
by the machinery industries, iron and steel basic industries and fertilizers
and pesticides. Since 1971 new capacity has been significantly increased in

the last named group and the figure for 1977 would be much lower. It is

anticipated that there will be an exportable surplus by 1979. Yet, the
heavy dependence on industrial imports in many industries is clear from the

tabulation; the figures provide a starting point for more detailed analyses.

3.39 One final set of measures derived from the input-output table will

be presented to illuminate another aspect of industrial development. The

backward and forward linkages among industries are shown in Table 3.5 and

3.6. The first shows the linkage measures for the industries in the 66
order input-out table, and the second organizes the data to show the combina-
tions of high or low backward and forward linkages. The backward linkage

shows the extent to which the industry buys material inputs from other in-
dustries and creates a demand for their products. The forward linkage shows
the extent to which the industry sells its products to other industies and

is a supplier to them. It is commonly considered that if an industry has

high linkages, the development of that industry may create favorable condi-
tions for the development of the industries to which it is linked, either

by increasing demand for inputs or by supplying inputs to others. The im-
plicit assumption in this conclusion is that this process can be done effi-

ciently; if that is not the case, it may be better to import the necessary

goods.

3.40 There are six industries, which, in the conditions in 1971 in
Indonesia, have high linkages both backwards and forwards. These include

spinning industries within the textile complex, fertilizers and pesticides,
petroleum refining, rubber products, cement, and iron and steel basic in-

dustries. There are eight that have low linkages in both directions. In-

cluded in this group, for example, are machinery, chemicals, and paper
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products which often have high linkages in other economies. The reason is
primarily to be found in t.he fact that in Indonesia imports have substituted
for domestic production. This situation might change of course.

3.41 The discussion bhas illustrated the kind of information that can
be derived from the input-output flow table and has emphasized its impor-
tance in the organization of information on economic transactions. As men-
tioned earlier, the primary use of an input-output model is in conjunction
with a macroeconomic model. in order to obtain detailed industrial, esti-
mates of outputs required from each industry and employment or income gen-
erated by those outputs tc support a desired growth rate of GDP and its
components. Before this use can be made of the current input-output model
several things will have to be done.

3.42 There are, first. of all, some adjustments to the model that BPS
would like to make, but apparently these are minor. Much more importantly,
it is necessary to update the model based on the 1974/1975 census data that
is now becoming available in final form. The updating can take account of
the changes in the structure of industry that have occurred since 1971,
such as the changes in the! fertilizer industry. The existence of the 1971
flow table and the experietnce gained by the staff of the BPS should facili-
tate the completion of thls task. It is then appropriate to use the model
for actual planning exercises for the next five year plan. It is recommended
that the Government give high priority to this work in order to improve
planning procedures.

An Illustrative 1980 Pro_ection

3.43 The 1971 input-output model is too old to provide reliable fore-
casts for 1980 or later to guide a development plan. But it can be used
to show what should have been occurring during the 1970s if the target
rate of growth of GDP for 1980, as shown in the macroeconomic model, is
to be achieved. The model results can be used in comparison to what has
actually been occurring from 1971 to 1977, in order to judge whether, in
general, the economy and the industrial sector are on the right course to
meet the target. This type of calculation has been performed and. sample
results for each industry or subsector can be shown.

3.44 The implied target growth rate 1971-80 for the GDP in the macro-
economic model is about 8.5% annually. Actually, the figures used in the
macroeconomic model are in 1973 prices, so the projected GDP in 1980 was
converted to 1971 prices (the ones used in the input-output model) by us-
ing the implicit GDP deflator, and the growth rate was then recalculated.

3.45 The next step was to estimate the total final demand for 1980
for the 25 sectors shown in the Annex for the aggregated input-output model
classification. This aggregation emphasizes industrial detail. Normally,
this would be done by estimating each component of the total final demand
separately (i.e. private consumption, Government consumption, investment,
etc.). In this calculaticn a simpler procedure had to be adopted. due to
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lack of data and time. For each of the 25 subsectors the income elasti-
city of total final demand with respect to the GDP was estimated, based on
typical experience in other countries. The final demand for 1980 for each
subsector or industry was then calculated from the elasticity measures and
the target rate of growth of GDP.

3.46 The approach adopted for this calculation of final demand is a
shortcut. While the pattern among industries is plausible, it is only
one among an infinity of patterns that the economy might follow. For
these reasons it is not proper to call this a forecast of 1980 behavior,
since a forecast implies something about the probability that the events
will occur. What we have in this calculation, as is shown below, is a des-
cription of what should be occurring in the economy if the projected final
demand is to be realized.

3.47 The projected 1980 final demand was then pre-multiplied by the
inverse matrix of the 25 sector table to derive the total output or sup-
plies required from each of the sectors.l/ Total supplies can be ful-
filled either by domestic output or by imports. The 1971 table shows the
amounts (value) of imports in each of the subsectors, and for 1980 it was
assumed that imports would supply the same percentage of total supply as
in 1971. For example, in 1971 94.7% of total supply of the machinery in-
dustries was imported. It is assumed that of the projected total require-
ments for output in 1980 94.7% will be imported. No further substitution
for imports was assumed possible. This is obviously a very conservative
assumption. We could have made a less conservative assumption, for example,
that the share of domestic production doubles from 1971 to 1980, but this
would have the effect of about a doubling in the required growth rate, and
as shown below, even with the conservative assumption the growth rates are
quite high. There is a question whether they can be met over the whole de-
cade.

3.48 In spite of this assumption, the implied growth rates for domestic
production in industry are, in many cases, quite large and in a number of
instances are not being realized, judging from current statistics on the
growth of industrial output. Table III-4 shows the percentage increase in
domestic output 1971-80 required from each of the 25 subsectors and the
annual growth rate over the same period. In the industrial sector the
growth rates range from a low of 7.0% for foods and beverages to a high of
14.9% for the machinery industries. A few of the results are briefly pre-
sented.

(a) Machinery Industries: although domestic production
accounted for only 5.3% of total supplies in 1971,
and is assumed to supply the same percent in 1980,

1/ Mr. John De Cicco, with assistance from Mr. Alexander Meeraus, of
the Bank's Development Research Center, made the 25 sector aggre-
gation and programmed all the other calculations.
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Table III-4

1980 Input-Output Projection

Domestic
Output Annual
Increase Growth
1971-80 Rate

Number Industry ( (

1. Agricultural Production 65.8 5.7
2. Logging and Forest Products 138.8 10.1
3. Mining and Quarrying 141.7 10.3
4. Petroleum and Natural Gas 152.8 10.9
5. Food and 'Beverages 83.6 7.0
6. Tobacco and Cigarettes 120.4 9.2
7. Spinning Industries 94.3 7.7
8. Textiles, Leather, Apparel 93.5 7.6
9. Wood Products and Paper 104.6 8.3

10. Fertilizer and Pesticides 66.4 5.8
11. Chemicals 189.8 12.6
12. Petroleum Products 147.5 10.6
13. Rubber Products 129.8 9.7
14. Stone, Clay, Glass 161.7 11.2
15. Cement 168.5 11.6
16. Iron and Steel 171.0 11.7
17. Non-ferrous 157.3 11.1
18. Prefabricated Metal Products 183.2 12.3
19. Machinery 249.1 14.9
20. Transport Equipment 133.6 9.9
21. Other Manufacturing 126.0 9.5
22. Utilities 125.9 9.5
23. Construction 168.8 11.6
24. Trade, Services and Administration 88.8 7.3
25. Transport and Communications 109.7 8.6
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domestic production must be about three and a half

times what it was in 1971. The implied annual growth
rate is 14.9%. If domestic production were to account
for just 10% of total supply, the growth rate would

have to be about 30% annually for the whole decade.

(b) Prefabricated metal products: in 1971 domestic

production accounted for 65.4% of total supply.
In order to maintain that share, domestic produc-

tion should grow by 12.3% annually. It has not
been achieving those levels.

(c) Iron and Steel: In 1971 domestic production
accounted for 12.6% of total supply. The implied

growth rate is 11.7%. The Krakatau project will of

course change this picture.

(d) Cement: The share of domestic production in total

supply was 65.1%. The implied growth rate is 11.6%.
Indonesia expects to be self-sufficient by 1980.

(e) Textiles, Leather, Apparel: In 1971 domestic pro-

duction was 87% of total supplies. The implied

growth rate is 7.6%, but this estimate does not make
allowance for a possible big increase in exports.

(f) Wood Products and Paper: The projected annual growth
rate is 8.3%, but, as in textiles, this estimate does

not make allowance for a possible big increase in ex-

ports.

3.49 Since many of the projected growth rates in industry are higher

than those experienced on average from 1971 to 1977, a number of questions

arise as to the interpretation of the results. First, it is possible that

the target rate of GDP growth is too high and cannot be achieved. As a

corollary to this point, it is similarly possible that the final demands

estimated for the 25 subsectors are also too high. In any case, a more

detailed final demand estimation, for each component separately, should be

prepared when the input-output model is being used for planning purposes.

A second possible interpretation of the results is that the rates of growth

are achievable, but that a more determined effort must be made to promote

industrial development, including sharper delineation of industrial priori-

ties and a re-examination of incentives for investment and output. No

judgment is made here, based on these preliminary calculations, as to which

interpretation is the more likely to be correct. It is clear, however,

that this whole set of problems needs to be investigated thoroughly and

as soon as possible.



- 41 -

Licensing and the Invesment Approval System

3.50 The final stage in industrial planning is the review and approval
of the individual investment. This section of the report discusses that
aspect. After a brief presentation of some general points, the discussion
focuses on the performance of the system up to October 1977. Because of
imperfections in the way the system was functioning and the confusion that
resulted, the government issued two decrees in that month to reform the
functions and to strengthen the hand of the Investment Coordinating Board
(BKPM). The objectives of the reforms are discussed in the finaL part of this
section.

(a) General Points

3.51 Because of the existence of two sets of laws, the Law on Domestic
Investment and the Law on Foreign Investment, it is useful to start by con-
sidering the differences between the two kinds of investments. To qualify
as a domestic investment C:PMDN), the equity capital must be 100% domestic;
PMDNs may, however, rely on loan capital from abroad or foreign technical
assistance. Foreign inve:stments (PMAs) are all other investment projects.
In the case of medium-sca:Le enterprises, the difference between the two can
be a matter more of legal formality than of substantial differenc:es in the
technology employed, management control or sources of financing. To pro-
ceed at all, a PMA must fiLrst obtain approval through the BKPM (Investment
Coordinating Board), whereas PMDNs need obtain approval only if they intend
to benefit for the fiscal and import concessions.

3.52 The concessions include, broadly speaking: tax holiday of two
to six years; investment allowance of up to 20% for investments not eligible
for tax holidays; accelerated depreciation of up to 25% for items suscep-
tible to heavy wear and tear; indefinite carry forward of losses incurred
during the first six years of operation; exemption of import duties on equip-
ment and initial spares; exemption or reduction of import duties on raw mate-
rials and components for the first two years; right to transfer profits, in-
terest, depreciation, etc. abroad. Additional privileges may be granted by
special Government Regulations to any foreign enterprise deemed to be of
exceptional importance for economic development.

3.53 For all foreign investment projects other than those in mining,
forestry, oil, banking and insurance, the procedure is as follows. The
prospective investor contacts the Board's Coordinator for Promotion. If
clearance to proceed is given, the investor submits an Application Form A
to the Chairman of the Board in 16 copies. This is a letter of intent
giving succinct information on matters such as: name and location of the
proposed enterprise; foreign and Indonesian financial participation; amounts
for which the right of remittance is requested, under the headings of pro-
fits, interest, depreciation, etc.; capacity and start-up date; export and
domestic sales in volume and value; anticipated manpower, Indonesian and
foreign, at management and other levels. Year-to-year figures are not
required at this stage. If Form A is accepted, the Board issues preliminary
approval. Elapsed waiting time typically can range from the official state-
ment of six weeks to three months.
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3.54 The preliminary approval is accompanied by a request to submit
Form B (in 35 copies) within three months, though this time limit can be
extended. Form B is a detailed project proposal, arranged under the follow-
ing chapter headings: laws and regulations pursuant to which the application
has been submitted; detailed data on the participants; technical description
of the project; marketing details, including exports, import saving, local
distribution channels; finance, including the capital structure, and income
and cash flow statements projected over the next ten years; requested tax
exemptions and reduction; requested import duty exemptions; requested foreign
exchange remittances; manpower scheme; guarantees, arbitration, etc; mis-
cellaneous, including requirements for land, water, power, etc. The follow-
ing documents should be attached to Form B: in the case of a joint-venture,
the basic joint-venture agreement; a master list itemizing all machinery,
equipment and materials to be imported (this will be vital in dealing with
the customs authorities); a list of the number and kind of foreign per-
sonnel to be employed at the various stages of the project.

3.55 The appraisal and evaluation of these documents are carried out by
the Board "in coordination" with all other Government departments and agen-
cies concerned. The prospective investor may be required to effect some
changes in his project proposal. The results of the various appraisal are
discussed at a regular Coordination Meeting of the Board. If approved, the
Board notifies various departments to issue the necessary licenses, includ-
ing the operating license, the tax concessions, the import duty concessions,
immigration approvals, work permits, location license, license for land use,
license according to the Hindrance Ordinance, building license, etc. The
processing of Form B has been known to take an excessively long time - some-
times dragging on for 12 to 18 months.

(b) Appraisal Procedures and Criteria up to October 1977

3.56 In the case of industrial projects, the appraisal is under-
taken by both the BKPM and the Ministry of Industry. Within the latter,
the Directorate General concerned and the Ministry's Bureau of Investment
are involved. The Board apparently now considers that it has primarily a
coordinating role, and since it covers areas other than industry as well,
its appraisal is more general than that by the Ministry, which is said to
have a decision-making role. The Directorate-General concerned focuses
mainly on the technical aspects of the project, leaving the Bureau of In-
vestment to concentrate on the economic and financial aspects.

3.57 There is an attempt to establish some priority groups of indus-
tries, but the criteria for choice are not explicit. It is intended to
issue a new list of industries classifying them into four categories:
priority industries, with maximum incentives; preferred industries, with
limited incentives; industries that are open, but with no incentives; closed
industries. It is also said that the number of industrial headings will
increase from 650 to 830 as a result. The publication of the new list was
repeatedly being postponed, presumably because of differences among the
various government agencies.
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3.58 An investment application can be denied if the (domestic) mar-
ket is judged to be saturated; the industry is presumably closed to further
investments; however, even though supposedly closed to new entrants, cases
exist where the Board approved applications anyway. For determing whether
the market is saturated or not, the supply and demand data come from the
trade association or technical department concerned. The latter usually
champions the cause of the industries it sponsors, and the procedure opens
the way to considerable protectionist influence from local industries.

3.59 After it has been determined that the industry in queStion is
open and that the market is not saturated, the normal project appraisal
proceeds mainly in financial terms. The projected income and cash flow
statements are examined, and the cost benefit ratio and the internal rate
of return are computed. There is no use of shadow pricing; finacial ratios
serve as "go or no-go" criteria as if private profitability were consonant
with social profitabilit'y. Sometimes a comparison is made with one other
project in the same product line under the headings of debt/equi'ty ratio,
fixed assets to working capital, production capacity with one shift or three
shifts, manpower, fixed assets per man and per unit of output, source and
price of machinery, and t:ax holiday applied for. These calculations are
not a part of normal procedure. There are no manuals, no fixed method of
appraisal, which proceeds "more by feeling".

3.60 The employment criterion is considered as less decisive or
important than the financial, and is though to be difficult to impose on
investors. There appears to be no policy or procedures in the E,oard to give
more incentives to labor-intensive projects or industries.

3.61 In April 1976 the Board issued a paper setting forth in general
terms the conditions for the approval of investment applications.l/ The
document points to the fact that the Law on Foreign Capital Investment
was passed nine years ago and circumstances have changed. Among the major
points mentioned in the document are the following: (1) foreign investment
is forbidden in certain areas (e.g. domestic retail trade, exporting and
importing) and restricted in others; (2) some industries have reached an
"optimum" or a "saturaticn point" and "in the interest of both potential
investors and country" the Board will restrict or forbid new entrants;
(3) priority groups of industries will be established, as mentioned earlier;
(4) there will be more stringent rules on the "Indonesianization of Equity"
so that citizens may assume a "meaningful share" of ownership. A distinc-
tion is drawn between Indonesians belonging to the "economically weak ma-
jority groups" and the "economically strong minority groups"; (5.) there is
a listing of industries that are regarded as priority during Repelita II in-
cluding: food processing; wood processing; pulp and paper; chemicals; basic
metals, metal products, and engineering.

1/ BKPM, "Foreign Investment in Indonesia Today: Its Legislati:on
and Policies", April 19, 1976.
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(c) Evaluation of the Licensing Procedures up to October 1977

3.62 In the past the Board was regarded as an agency that could pro-
vide a "one stop" decision on an application in a reasonable time. Inves-
tors could get a decision, and although criticisms were heard, the general
impression seemed to be that it was working. There was a large inflow of
foreign investment and domestic investment expanded. The common attitude
among businessmen in 1976 seems to be that instead of taking decisions the
Board has confined itself to "coordination" and that decisions emerge from
concensus or the assertion of strong positions by Ministries or other agen-
cies. It appeared that the licensing procedures were not working effectively.

3.63 Delays in processing the applications increased and in some cases
were on the order of 12-18 months, possibly because the Board viewed its
function as coordination and not of reviewing the various positions and taking
a decision. It also appears that in some cases regional offices of the Board
take decisions that are not sustained by the central Jakarta office. In
short, there appeared to be a break-down in the administrative machinery of
processing applications to bring them to a prompt decision.

3.64 Perhaps more importantly, the issuance of definitive guidelines
on what constitutes priority industry groups and the specification of cri-
teria for the selection was delayed several times. Since there are no
criteria specified that provide real operational guidance to investors, there
is confusion as to the Government's real intent, and investors are left to
conjecture or piece-together information on how they are likely to fare. The
only guidelines on priorities are too general to be of much help.

3.65 Although criticism can be leveled at the lack of a positive list
of priorities, the existence of a negative list of industries closed to
further investment because the market is "saturated" seems even less justi-
fied. The ostensible reason for closing some industries is to "conserve
investible resources", but this is not a satisfactory answer. An appropri-
ate question might be to ask: what real economic losses are incurred by
the economy if all industries were open to investment, but subject to Gov-
ernment control over the misuse of economic power? An answer to this ques-
tion can be indicated by considering the present consequences of closing
some industries because of a finding that the markets are saturated.

3.66 First, under such licensing procedures the benefits of competition
and lower prices to consumers are not necessarily achieved since licensing
doesn't obtain the most efficient firms, only those that applied first. By
closing the field to new entrants, a quasi-monopolistic position is created
for those firms (unless imports are allowed in at competitive conditions,
which usually is not the case), and that gives rise to opportunities for non-
competitive pricing. Examples can now be found in Indonesia (e.g. galvanized
sheeting). Second, the estimation of demand is very complex and is not well
done now. The comparisons to existing capacity to produce are subject to wide
margins of error. Third, the definition of the "market" or the "industry" is
essentially arbitrary and does not, and probably cannot, properly allow for
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differences in product mix by different firms in the "same" industry. This
may further strengthen quasi-monopolistic positions in certain product lines.
Finally, licensing does not take account of the optimum scale of plant, which
is one dimension of efficiency and related to the first point mentioned above.
The closing of some industries to investment thus seems to involve giving up
the social and economic benefits that can be derived from a more "open" in-
dustrial policy, for the protection of certain groups in the economy, who
could be equally as well, protected in other ways (e.g. through regulation
of market behavior, and monetary and fiscal policies).

3.67 Because of the imperfections of the existing licensing system and
the delays and confusion. that had arisen in the recent past, in October 1977
the Government issued two decrees (numbers 53 and 54 of October 3, 1977) to
reform the system. Decree No. 53 reformed the functions and responsibilities
of the Investment Coordinating Board, and Decree No. 54 revised and/or re-
affirmed the basic provisions on investment procedures.

3.68 Decree No. 53 strengthens the BKPM, which is designated a non-
departmental institutior, having a status directly under and responsible to
the President. The Chairman of BKPM, the Vice Chairman, and two Deputies
are appointed and discharged by the President, but for day-to-day operations
("daily routine") the Chairman receives directives from the State Minister
of Economy, Finance, and Industry which, in effect, acts for the President
and provides the policy and operational guidance to the BKPM.

3.69 The BKPM still has the responsibility for preparing a Priority Scale
List (Daftar Skala Prioritas) which is to indicate the areas that are favored
or to be given priority in investment. As has been indicated previously,
the preparation of such a list in the past has not met with great success and
has been delayed many times. There are no specific changes in the decree
to cause one to believe that the preparation will, necessarily be accomplished
more successfully under the present decree. Also, the list is still subject
to the declaration that some markets are "saturated" and that new investment
will not be approved.

3.70 The BKPM is to formulate capital investment policies and on all
foreign investment applications it submits its evaluation results to the
President for decision. It is possible that this may become a bottleneck,
and it may be desirable to reserve a smaller group for Presidential decision
(i.e. large projects in basic industries) leaving all others to direct BKPM
determination, as it does in the case of all domestic investment.

3.71 Perhaps most importantly of all, the decrees are clearly intended
to give the BKPM the power to act directly and incisively on investment
applications, since it issues both provisional and permanent approvals of
investments. Thus, it seems that the intent is to streamline operations and
to give the BKPM pre-eminent place in making decisions and not simply that of
"coordinating" decisions with the relevant ministries. However, the minis-
tries (including the Ministry of Industry) still will prepare the annual
investment plan for the specific sector and the "provisions on granting
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undertaking permits" and will then "delegate the competency for granting
such undertaking permits to the Chairman of the BKPM" (Article 10 (1)).
This article is likely to be most critical in determining whether BKPM

(and the Government) interpret this language to mean that the Ministries
provide the information in an advisory capacity or whether this is the

door through which they participate in decisions, actively, together with

BKPM. If the latter case occurs, then the functioning under the new decrees

may not be much dependent from the past.

Summary and Recommendations

3.72 All of the necessary parts of the system for sharply improving
industrial planning exist, but they are not articulated or organized effec-
tively to provide useful results. The several sections of this chapter

have suggested the steps necessary to acquire the desired capability.

3.73 First, a short-run macroeconomic model is needed to explore al-
ternative growth paths over a five-year period, to inject the potential ef-

fects of different fiscal or other policies, and to show the results in

terms of national income components and other aggregate measures of the
economy. Various countries have used such models to good effect, since it

is a way of ensuring that the major variables and parameters are mutually

related in a consistent framework. The results of the model calculations
provide the guidelines for the next phase of the planning via the input-

output model.

3.74 Second, priority support is needed to update the input-output
table to reflect the information collected in the 1974-1975 census. This

probably could be accomplished in a year. The input-output model can then

be used to obtain more detailed sector and industry projections to show the

growth rates in output necessary to achieve the desired macroeconomic tar-
gets and to measure impacts on employment and income (value added).
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ANNEX TABLE TO CHAPTER III

Guides for Aggregation of 66-Order Indonesia Input-Output Table

New Aggre-
gation Number Aggregation of 66-Order Industries New Industry Title

(1) 1, 2, 3, 4, 5, 6, 7, 8, 9, 10, 12 13, Agricultural production
14, 15, 16, 17, 18, 19, 20, 23
(Note: Industry 11 is in (6) below)

(2) 21, 22 Logging and forest products

(3) 24, 26 Mining and quarrying

(4) 25 Petroleum and natural gas

(5) 27, 28, 29, 30, 31, 32, 33 Food and beverages

(6) 11, 34 Tobacco and cigarettes

(7) 35 Spinning industries

(8) 36 Textiles, leather, apparel

(9) 37, 38 Wood products and paper

(10) 39 Fertilizer and pesticides

(11) 40 Chemicals

(12) 41 Petroleum products

(13) 42 Rubber products

(14) 43 Stone, clay, glass

(15) 44 Cement

(16) 45 Iron and steel

(17) 46 Non-ferrous

(18) 47 Prefabricated metal products

(19) 48 Machinery

(20) 49 Transport equipment

(21) 50 Other manufacturing

(22) 51 Utilities

(23) 52 Construction

(24) 53, 54, 61, 62, 63, 64, 65, 66 Trade, services and administration

(25) 55, 56, 57, 58, 59, 60 Transport and communications
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IV. CRITICAL INDUSTRIAL POLICIES AND PRACTICES

4.01 Chapter III recommended greater attention to planning, including
a short-term macroeconomic model and an updated input-output model. If these
steps are taken, major improvements can be made in defining the industrial
priorities that the Government wants to give to industrial development,
because they will require quantitative estimates of industrial output and
investment that are expected or required to meet the stated goals. This will
also provide signals to industrial entrepreneurs as to what may be permitted
or encouraged. These planning steps are necessary, but they are not entirely
sufficient because unless they are accompanied by actions to implement the
decisions that are implied in planning, the planning exercise will remain
sterile.

4.02 This chapter briefly examines some of the main policy and insti-
tutional problems that require attention now in order to revitalize indus-
trial investment that is showing signs of weakness, and to provide a better
foundation for future growth.

The Definition of Industrial Policy

4.03 As has been mentioned earlier in Chapter III in the section re-
viewing licensing procedures, the definition of industrial goals is some-
what vague and there is no clear perception that the government in granting
licenses and incentives is in fact pursuing a consistent set of objectives.

4.04 In an interview given to the Far Eastern Economic Review the
Deputy Chairman of the Investment Board (BKPM) stated the problem accurately
and succinctly. 1/

" . . . obviously the present regulations and the present incen-
tives are too general on the one hand and, on the other hand, not condu-
cive enough for these more sophisticated kinds of development. So we are
now in the situation where we want more better quality investments and a
more clearly defined role for foreign investment, while on the other side
the development of our rules and regulations is probably a bit tardy. This
is a major factor in the decline in new investments.

We need, probably, a set of regulations which is on the one
side clear enough and not too complicated and which has, at the same time,
sufficient flexibility for adaptation to bigger projects which have a slower
return, a larger capital outlay, special capital structures and/or other
specific provisions.

At present, the regulations are not sophisticated enough to keep
up with the situation. Everything gets snarled up in the bureaucracy."

1/ December 17, 1976.
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4.05 The above quote essentially says that an industrialization policy
has been lacking, though the words used refer to "rules and regulations".
An elaboration of the points made in the quote may help focus attention on
some of the issues.

4.06 While import-replacement has proceeded in some industries and the
expansion of such industries as fertilizers has contributed to agricultural
development, progress towards the achievement of other goals has been less
marked. There is little evidence of substantial net employment creation,
growth in manufactured exports has been slow, much of the industrial growth
has been centered in the main industrial centers rather than in new areas,
and the net contribution (as compared with alternative strategies) towards
improved living standards; and improved income distribution is hatrd to dis-
cern.

4.07 The costs of the present policies have been substantia!l too.
Amongst the more important have been the establishment of a range of high
cost firms which need protection to survive, the need for the Government
to rely on a costly, inei-ficient and in some cases corrupt Customs bureau-
cracy to administer the protection system, and the jobs "lost" which might
have been created under a different industrial strategy.

4.08 In practice, policy has been strongly interventionst in some
sectors, and almost laissez faire in others. For example, the precise
rules governing the areas open to foreign investors and their activities
are quite detailed and cumbersome, as are the import and export procedures.
On the other hand, large areas of the industrial economy where the small
and medium size firms operate are, for better or worse, virtually unknown
territory.

4.09 At the least, h!owever, the elements of an industrial development
policy would seem to require an attention to the following points:

(1) A review of priorities in order to indicate more clearly
where the Government wants to put priorities; it appears
that everything is listed as priority and consequently
nothing is a real priority. Moreover, nothing is done to
distinguish nor to discriminate in favor of industrial
investments that are regarded as priority. Based upon an
analysis cf the existing industrial structure, one might
expect that priority industries would consist of three
kinds: first, there are a number of resource-based
industries where Indonesia has a comparative advantage.
These include industries based upon petroleum (including
petrochemicals), minerals, and wood products. Second, there
are a number of industries, basic to further industrial
development in which Indonesia is badly lacking. Chief
among these are the engineering industries which produce
intermediate and capital goods; third, there are a number
of light, consumer goods industries that have developed
over the past few years but which have encountered dif-
ficulties.
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4.10 This review of priorities would certainly require a reevalua-
tion of the capital intensive investment indicated in Chapter II to de-
termine whether they meet the tests of economic efficiency and/or have
special benefits in terms of linkage effects, export possibilities, or
special employment opportunities. It seems clear from the previous analysis
that the investment program in industry has been heavily weighted in favor
of capital intensive investments and a review of the situation as it now
stands is necessary.

(2) Greater attention is required to the promotion and
support of light industries that offer opportunities
for greater absorption of the growing labor force,
diffusion to locations other than Jakarta and the
major cities and Java and which incidentally may have
excellent opportunities for expansion of exports.
Chapter V of this report discusses in detail the
policies and market conditions that have inhibited
current development of these industries and makes
suggestions for change. Chapter VI, VIII, and IX
in this report provide case studies of light indus-
tries that appear promising and that may provide a
partial basis for priority industrial development.
These chapters cover wood products, engineering in-
dustries, and textiles. This does not imply that
these are the only ones that should be given priority;
another obvious example is processed food and still
others may be identified if the improvements in planning
suggested in Chapter III are undertaken.

(3) Greater attention is also required to strengthen the
institutions and incentives for industrial exports.
This topic is sufficiently important to be discussed
separately in the following section.

Export Promotion

4.11 Emphasis has been given to creation of an export capability,
which is also closely linked to the objective of employment creation.
The opportunities for import substitution in labor-intensive industries
are becoming limited, and the prospects for significant direct employ-
ment creation in the non-traded goods industries are also restricted. In
order to absorb substantial amounts of labor, a much more export-oriented
strategy is necessary.

4.12 An export capability in industry is also needed to provide the
foreign exchange needed for growth. As Chapter III has shown, industrial
exports (excluding petroleum but including handicrafts) have accounted
for less than 1% of the total and in absolute amount have been less than
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$50 million in the recent past. But if the macroeconomic model projec-

tions are taken seriously, industrial exports are expected to increase very

rapidly and to account for 5% of total exports by 1985. This result almost

certainly will not be achieved without a greatly strengthened institutional

promotion program and increase incentives.

4.13 In Spring 1976 the Government announced a number of policy changes

designed to encourage export development. These changes covered a range of

provisions including removal of export taxes, stamp duties, relaxation of

various regulations on finance, provision of guarantees for export credit,

and similar matters.l/ The changes removed some obstacles to exports, but

they do not provide a strong package of incentives and the actual operation

of some of the existing provisions has essentially nullified any benefical

effects that might otherwise be achieved.

4.14 Although duty drawbacks are granted, the processing of the papers

apparently takes an intolerable amount of time, and delays of several years

are common, according to the National Agency for Export Development (NAFED).

Also, although NAFED recommended export insurance for all risks, only credit

risks are covered up to the limited amount of Rp 25 million (US$60,240).

NAFED has also discussed with the Investment Board how to emphasize export

incentives but without any results. It still take up to a year to even get

goods out of a bonded warehouse. Some thought has been given to granting an

"export rebate" of a certain percentage of taxes paid, but to date no action

has been taken. The impression created is one of confusion and inaction,

and of the necessity for NAFED to have to "sell" its proposed program. This

is surely not the impression that is intended nor the state of affairs that

the Government wishes. If that is so, steps are needed to effect other

changes.

4.15 Guidance for changes to improve the environment and incentives for

exports can be found in the series of reports that were prepared by consul-

tants under the auspices of the International Trade Center.2/ These reports

contain detailed recomnmendations both with respect to policies and institu-

tional matters. A detailed review of each of the recommendations made in

those reports is not really necessary at this point. In particular, however,

attention is directed to the recommendations made in the report prepared by

Mr. A. Most which contains suggestions or recommendations in some 20 dif-

ferent areas affecting export performance. The recommendations made with

respect to the strengthening the NAFED, for export financing and for the

1/ See NAFED, Export Package, April 1, 1976, which summarizes the

decrees issued.

2/ See International Trade Center, Project No. INS/72/052. (1) R. Sase,

"Integrated Export Incentives Scheme for Indonesia", May, 1976; (2)

A.D. Smith, "Domestic Obstacles to Indonesian Export Expansion",
April, 1975; (3) A. Most, "Recommendations on an Export Development

Policy and Strategy for Indonesia", March 1976; (4) A. Menhinick,

"Export Promotion in Indonesia", March, 1975.
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identification of individual production units that have a potential for

export so that greater assistance can be given to them, are points that are
both relevant and important. It is also clear that the whole incentive

system requires review not only to stimulate exports but also to encourage

domestic investment. Similarly, the lack of marketing expertise and market-

ing facilities is one of the weakest areas in industry.

4.16 The Incentive System: In 1971 a detailed examination of the whole

incentive system involving the tariffs, taxes, credit facilities, Government

purchasing policies and other matters were evaluated and suggestions were made

for change. Since that time reports and recommendations have been made for

changes in incentives by a number of different agencies, including the Har-

vard Development Advisory Service, World Bank economic missions, and Gov-

ernment agencies.

4.17 When the mission visited Indonesia in 1976, it was learned that

a series of studies on effective protection were under way and it was ex-

pected that they would be finished by early Spring 1977. In view of the

existence of these on-going studies, which require laborious and detailed

statistical compilation and calculations, the mission did not undertake a
separate study of the impact of the incentive system but expected to review
the completed studies on effective protection and make recommendations based

on the findings in these reports. Unfortunately, it appears that the studies

have not yet been completed so that no detailed set of suggestions can be

offered, but it is suggested that these studies should form the basis for a

revision of the customs duties and sales taxes.

4.18 There is some evidence that duty rates on raw materials are rela-

tively high compared to those on semi-finished and finished goods. If the

studies of effective protection bear out this general impression, the system

of customs duties discriminates against processing industries in Indonesia;

yet such industries have been identified as among those that may deserve

priority treatment.

4.19 Finally it is suggested that a study be undertaken of the export

incentives offered by other countries that have been successful in achiev-

ing a rapid growth in exports. The purpose would be to determine what

measures might be best adapted to Indonesia in order to provide the proper

stimuli. Among such measures it would almost certainly be desirable to con-

sider the merits and the costs of introducing a direct export bonus. There

are many variations of export bonus systems that have worked with greater or

less success in a number of countries. Some of this experience must surely

be known in the Government. What is required now is action to review the

relevant experience and to move promptly to adopt some specific incentives.
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V. PROBLEMS AND PROSPECTS FOR LIGHT INDUSTRY

Introduction

5.01 It has previously been shown (i.e., Chapter II) that the projected
investment program in Indonesia is rather capital intensive, yet the objec-
tives of raising the labor absorption capabilities of industry and increasing
the geographical diffusion are given prominence in the plans for the future.
It was also indicated in Chapter III that the present licensing system and
approval of individual investments does not give any special consideration
to employment-creation (nor to export promotion). If these objectives
accurately reflect the-judgment and preferences of the Government, steps will
have to be taken to redress the balance in the projected investment program to
give greater attention to the development of the light industries.

5.02 It is not the purpose of this chapter to present an exact program,
with estimated investment levels. To do that will require more resources and
time than the mission had; moreover, it may be unnecessary and undesirable
to have that as an objective, since the development of light industries will
be largely in the hands of the private sector. Consequently, it is more
important to identify the constraints that may weigh more heavily on the
light industries (and smaller enterprises) than on the larger ones. Proj-
ects or programs that have been recently undertaken to stimulate and support
smaller scale enterprises (e.g., KIK and KMKP programs and the proposed
Bank-supported SSE project) are briefly reviewed, and additional suggestions
for a development program and appropriate policy reforms are made.

A Package Program for Light Industries

5.03 There is a similar need for development of medium and small scale
industry in products primarily of a light consumer-good type. This should be
part of a program to broaden the base of industry, and because many of the
production methods are relatively labor-intensive, there are distinct oppor-
tunities for expanding employment. These are judged to be products for
which the technology is relatively simple and well known, the size of in-
vestment is generally modest, and the scale of efficient operation is suffi-
ciently small to admit a number of productive units to the market. It is
appropriate to expand production in these goods for the consumer market.
But it is probably not sufficient simply to identify them and leave it to
private initiative to undertake all of the preliminary work. Many of the new
entrepreneurs in Indonesia must be drawn from merchants who have made their
money in trade and commerce, particularly during the inflationary period.
They typically have quite limited information about industrial needs, oppor-
tunities, or techniques. It is necessary to prepare prefeasibility studies
showing the potential profitability of investment and incidentally demon-
strating that the Government looks favorably on expansions in these products.
Financial and technical support and promotional activities must also be a
part of the package of support, just as in the case of the component engineer-
ing industries mentioned above, though the effort required for the consumer
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goods industries will probably be less difficult and less intense. Neverthe-
less, the types of developmental assistance are similar for both classes of
products.

5.04 What is required is a package program of financial, technical, and
other support to stimulate the development of medium- and smaller-scale
industries in two main areas: (1) component, sub-assembly and related
products in the engineering industries; and (2) light consumer-goods in-
dustries. This could be accomplished by the following actions. First,
establish a unit in the Ministry of Industry to undertake the preparation of
prefeasibility studies of projects and products. These should demonstrate to
investors the likely costs and revenues that would be realized in a particular
case, analyze the markets and the risks, and present the results. Many
potential investors are ignorant of basic industrial information and cannot
take the time or incur the cost of an investigation. Technical assistance
should be sought to start this unit. Second, greatly strengthen the invest-
ment promotion activities of the Investment Board in these areas. The
experience of other countries, such as Singapore, may suggest types of
promotional activities that have been successful. Third, provide financial
assistance for both investment and working capital to these industries on
favorable terms. Provisions on interest rates, collateral requirements, and
downpayments may have to be suitably modified to encourage the small investor.
The financial institutions to serve these needs might include: creation of
investment subsidiaries of the state banks; inclusion of the stronger private
banks in the credit programs now reserved to the state banks; private develop-
ment banks that are lagging behind in comencing operations. Fourth, establish
a technical assistance unit to help new businesses to start and to assist them
with production, financial, marketing, labor, and similar problems during
their first few years. Such a unit might be attached to the Ministry of
Industry, or be established independently. Foreign technical assistance would
be required. It is an essential part of the package program.

5.05 The policies described below typically affect all industry, but
their impact is usually greater on smaller enterprises with fewer resources
to cope with the problems raised by the,application of the policies or al-
ternatively to benefit from them. In a few instances the lower "visibility"
of the smaller enterprises may give them some protection against regulation.

Tariffs and Restrictions on Imports

5.06 The tariff system in Indonesia, both in principle and in practice,
is now regarded by the Government more as a tool to control the allocation
of resources - and particularly the pattern of industrial growth - than as a
source of revenue. The following statement, for example, of the main objec-
tives of import duty policy taken from the 1974/75 Budget Document is repre-
sentative 1/:

"(a) to assist domestic industries by imposing relatively low
tariffs on imports of inputs;

1/ 1974/75 Budget Financial Note, p. 98.
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(b) to provide a protective tariff to domestic import substi-
tution industries;

(c) to restrict the consumption of imported luxury goods:;

(d) to reduce incentives to smuggling;

(e) to protect the level of foreign reserves."

Not only is the raising of additional revenue not mentioned in this list,
but in practice in recent years revenue from import duties and import sales
taxes been reduced somewhat as a proportion of non-oil domestic revenue col-
lected by the Indonesiar,, Government:

Share of non-oil domestic revenue
Fiscal Year contributed by:

Import duties Import Sales Taxes Total

1969/70 32.4 8.9 41.3
1970/71 28.8 9.0 37.8
1971/72 24.2 7.8 32.0
1972/73 20.3 7.7 28.0
1973/74 21.9 8.7 30.6
1974/75 20.4 8.7 29.1
1975/76 17.5 7.3 24.8
1976/77 (forecast) 19.8 7.9 27.7
1977/78 (forecast) 20.0 8.0 28.0

5.07 The tariff system underwent a major reform in January 1973 designed
to simplify arrangements and improve administration methods. The old Geneva
tariff classification system was replaced by the Brussels Tariff Nomenclature
(BTN) system, and the opportunity was taken to introduce a variety of changes
in the rate structure. 1/ In principle, the change was a substantial improve-
ment on the previous principle of classification, which made evasion easy,
and it was less precise than the BTN. The BTN has 2,200 categories, while
the Geneva system had only 1,376. Further, the BTN is more appropriate for
modern international tra,ling arrangements.

5.08 As to the height of the tariff, Table 5.1 provides illustrative
information about the nominal rates for selected import competing and inter-
mediate goods categories. Rough calculations indicate that the weighted
average of the nominal tariff for the BTN chapters of goods shownn in Table
5.1 is about 32% and thai: the weighted average import sales tax is 6%.
Although the 1973 reform led to a slight fall in the average level of the
tariff and probably to a marked fall in effective rates of protection, in
practice effective rates of protection still remained high because of the

1/ See Bruce Glassburner, "The January 1973 Tariff Revision", Bull. Indo.
Econ. Stud., IX (3). November 1973.
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cascading effect of the tariff structure. After the reform, average duty
rates for samples of three classes of goods were as follows: 1/

consumption goods (35 listings) 52.3%
intermediate goods (36 listings) 22.5%
capital goods (42 listings) 18.9%

An examination of nominal tariff levels for inputs and outputs suggests that
effective rates of protection for such industries as textiles, automobile
assembly and pharmaceuticals must be very high. Further protection is
*provided by the outright prohibition on imports for some industrial goods,
and by a range of restrictive measures announced by the Government to come
into effect on 1 January 1977. 2/ The Government has commissioned estimates
to be prepared of effective rates of protection in various industries, but
these were not available to the mission.

5.09 It is difficult to determine whether the tariff system plus
corollary arrangements on banned imports and the administrative practices
have worked to the advantage or disadvantage of smaller scale industries.
Generally of course industry welcomes protection and bans on competing im-
ports, but these are counterbalanced by the delays and "hidden" or "invis-
ible" costs of clearing inputs though the customs, and since industry is
generally heavily dependent on imported inputs, the costs of doing business

are sharply increased. There seems little doubt that on an overall basis,
the system of customs duties is causing distortions in the use of resources
in industry. Social costs are being incurred whether or not private costs
to smaller scale industry are positive on a net basis.

Taxes

5.10 Corporation Taxes: Several points can be noted about the existing
system of company tax. First, for a large part of the industrial sector,

1/ Glassburner, op. cit., p. 107.

2/ Under the new measures, the import of a range of specified products is
"almost impossible for businessmen" according to the Industry Minister.
Importers will be subject to a penal downpayments system: 100% of the
anticipated import duty, 100% of the total anticipated value of imports
on guarantee, and a 100% prepayment of the value of the imports must be
made when they open letters of credit. In addition, there will be no
banking credits for these imports. A preliminary announcement listed
the goods involved as including reinforcing iron, wires, nails, steel
pipes, water tanks, cuprum wires, aluminum plates and extrusion, elec-
tric fans, air conditioners, refrigerators, sewing machines, cassette
radio receivers, several types of batteries, rice cookers, 10 and 15
watt neon lamps, battery components, welding wires, parts of training
aircraft, and agricultural equipment, and textiles. The Government said
that the object of the measures was to protect home industries which
produce quality goods whose prices are within reach of most people, and
that if necessary further restrictive measures would be involved.
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corporation tax laws remain very ineffective. The legal infrasl:ructure sur-
rounding taxation and accounting practices is still weak, as are the admin-
istrative capabilities of the taxation enforcement agencies. The bookkeeping
systems of most small- and medium-scale enterprises are at best rough and
unorganized, and many (p:robably most) larger enterprises keep two sets of
books--one public set and one private set for internal use. This being
the situation, corporation taxes are often levied as a result of bargaining
between local taxation officials and private entrepreneurs, with local
taxation officials attempting to collect on a "capacity to pay" principle
rather than on any stricl: application of the corporation taxation laws. In
many official statements during recent years the Government has emphasized
the need to increase corporation tax revenues as part of the ove!rall policy
of relying more on income from direct taxes. Various campaigns have been
initiated, such as a program of "door to door" visits, to catch companies
which had been avoiding t:ax and to tighten up on existing taxpayers. Never-
theless, the indications are that the main increases in private corporation
tax collections during the past few years have occurred because of the
cessation of concessional. tax periods for the investors mentioned above
rather than as a result of more effective general enforcement of the laws.
Second, largely because of the situation described in the preceeding para-
graph, foreign companies and perhaps larger domestic companies probably pay a
higher effective rate of tax than smaller domestic companies. Whilst this may
or may not be defensible on equity grounds, it is clearly not the general
intention of the Indonesian tax laws (except for one provision that allows, in
effect, for relatively small companies to pay a low rate of tax).

Sales taxes

5.11 Sales tax (apart from import sales tax, which is collected at
entry) in Indonesia is collected from the manufacturer. The present system
is a source of constant complaints from businessmen, who argue that cascading
occurs when goods pass through several stages of manufacture and that the
consequence is high prices for final consumers. No quantitative data are
available which cast light on the questions of the incidence of the tax.

5.12 The sales tax law has undergone numerous alterations since it was
first introduced in 1950. 1/ Since the beginning of Repelita I there have
been several substantial changes. In August 1971 a new system of classifying
goods was introduced which involved a reduction of tax on many items. The
relatively high tax levels of 20% for the standard rate and 50% for luxury
goods which had prevailed since the beginning of 1966 were reducled to a
standard rate of 10% and a luxury goods rate of 20%, while a large number of
raw materials, intermediate goods and all services were taxed at only 5%.
For most "essential" good;3, sales taxes were lifted entirely. Further re-
ductions were announced in 1973, and in 1974 sales taxes on a substantial
number of domestically-produced goods were reduced to zero while the rate
for a large number of other goods was reduced from 10% to 5%. For selected

1/ See Sijbren Cnossen, The Indonesian Sales Tax; Status and St:ructure:
Technical Features, Kluwer, The Netherlands, 1973, pp. 3 ancl 4.
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luxury goods such as cars and station wagons, sales taxes were raised.
Government statements accompanying changes in sales tax regulations have
tended to emphasize the objectives of developing Indonesian industry, and
of increasing government revenues.

5.13 Despite the complaints of domestic manufacturers, there is little
evidence that sales taxes are really more than an additional minor irritant
to Indonesian firms. By international standards, the amount of revenue
raised--about 1% of GDP in 1975/76--is relatively small. On the other hand,
considering the desirability of simplicity, provided it was consistent with
government revenue requirements, the introduction of a more straightforward
sales tax system would clearly be an improvement.

Excise Taxes

5.14 Excise duties have also declined in importance since 1969/70. The
share of non-oil domestic revenue collected from this source has fallen from
18% in 1969/70 to an expected 10.9% in 1977/78. Since 1972/73, nearly 90%
of realised excise revenues has come from collections on tobacco products
(mainly cigarettes). Of the remainder, collections of duty on sugar are by
far the most important. Duty on beer and spirits raises relatively small
amounts of revenue. Excise taxes are not significant for other indigenous
industries.

Export Taxes

5.15 Export taxes have fluctuated considerably in importance during the
last decade, but in recent years the Indonesian Government has introduced a
number of measures which have eliminated export taxes for many commodities,
including most industrial goods. In the 1971/72 Budget, the Government
outlines its export policy as follows:

"There is, of course, a close connection between export
taxes and export policy. Export taxes are not an im-
portant source of receipts and as time goes on can be
expected to become less important as further steps are
taxen to encourage the growth of the export sector..."

Since then, in application of this policy, export taxes have declined in im-
portance as a source of government revenue and the number of processed goods
exempt from export taxes has been steadily increased. As of September 1974,
93 processed items estimated to be worth between 15% and 20% of non-oil
exports were exempt; by October 1975 there were 102 processed items worth
about 22% of non-oil exports exempt; and in April 1976 export taxes on nearly
all processed items, as well as various other goods, were lifted when the
Government announced a major package designed to promote the export sector. 1/

1/ Details of the April 1976 package are given in Robert C. Rice and David
Lim, "Survey of Recent Developments", Bull. Indo. Econ. Stud., XII (2),

July 1976.
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It is doubtful, however, whether the abolition of export taxes for the man-
ufacturing sector has even been sufficient to compensate for the adverse
effect of high domestic inflation on the international competitiveness of
many light industries. And compared to the administrative and transport
difficulties involved in exporting discussed in detail below, export taxes
are a minor prwolem.

Direct Government Assistance

5.16 The provision of funds through the Budget for such expenditures
as direct subsidies to industries, common in many countries, is virtually
nonexistent in Indonesia. However, in a variety of less direct ways industry
is assisted. 1/

5.17 (a) Government departments, agencies, and institutes. The opera-
tions of Departments such as Industry, Trade, Manpower, and Agriculture are
intended to indirectly encourage industrial development, as are such agencies
as the National Agency for Export Development (NAPED). These institutions,
often in cooperation with universities, arrange a wide variety of workshops
and meetings of various effectiveness in order to assist industrialists.
A number of industrial research and extension institutes exist throughout
Indonesia, often largely supported by official funds, but many of them
suffer from a shortage of trained staff and proper management and are rather
ineffective. In some instances, a prima facie case could easily be made for
closing the institutes and directly subsidizing industry with the funds saved.
One major program of technical assistance is "BIPIK", begun in the Ministry
of Industry in 1975. BIPIK is better prepared and funded than many other
programs, but it is still difficult to identify the positive results achieved.
There are problems of la-k of coordination and identification o:E priorities,
and some of the personnel involved are possibly not well qualified to be
working in the field providing advice to industrialists.

5.18 (b) Public encerprise pricing policies. Some industrialists bene-
fit from implicit subsidies provided with infrastructural services such as
water, transport (rail and sea services, especially), power, and communica-
tions. The impact of these subsidies is unknown, and there is very little
data available. On the one hand, the true marginal cost of providing these
services is often above the official price, but on- the other hand consumers
are frequently required to make (sometimes only semi-official) large down-
payments in order to be connected to the services.

5.19 (c) Industria]. estates. Two industrial estates, one in Jakarta
and one in Surabaya, were established by the Government during the early
seventies. These estates are well supplied with basic infrastructural ser-
vices. The development of a number of other estates is being considered.
However, the existing estates have proved attractive primarily to the larger

1/ For more details thatn are provided here, see Appendix 2 to the Bank
report Indonesia: Appraisal of Small Business Development Project.
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industrialists, and for a variety of reasons smaller scale firms have been
reluctant to rent space.

5.20 (d) Bonded warehouses and free trade zones. Several bonded ware-
houses are in operation, and several firms have been granted FTZ status.
Bureaucratic difficulties surrounding the utilization of bonded warehouses
and shortages of space appear to be dampening the enthusiasm of entrepreneurs
about the warehouse facilities. The Mission visited one factory with FTZ
status where the system was operating well, but as yet few firms are suffi-
ciently export-oriented for the arrangement to be worth their while.

5.21 (e) Stock Exchange. It is now nearly five years since the Gov-
ernment announced firm plans for the reactivation of the Indonesian stock
exchange which has been closed since the fifties. Late in 1976 the Govern-
ment announced that the stock market would be reopened before mid-1977 and
instructed officials to ensure that all necessary preparations were made.
One major problem is the likelihood that few companies will be keen to list
shares. Several foreign companies have agreed to do so, and the Government
has announced the formation of a company, PT Dana Rekso, which will have gov-
ernment funds to purchase and sell shares in order to improve the operations
of the market. One important goal of the decision to reactivate the exchange
is the acceleration of the transfer of ownership of assets from foreign to
Indonesian hands. A second important goal is to make it easier for Indonesian
industrialists to obtain finance. Nevertheless, the prospects are that the
stock market will take at least several years to attract a sufficient volume
of activity to operate effectively.

Public Services and Infrastructure

Electric Power

5.22 An adequate supply of power, particularly electric power, has been
an important factor in promoting industrialization in many countries. Elec-
tric power is a major problem for industries in Indonesia. For many years
about 80% of the consumption of electricity supplied by the State Electricity
Corporation (PLN) has been used for lighting purposes by domestic, commercial
and government consumers, and only about 20% has been used by industry. By
contrast, in South Korea, Taiwan and Japan, about 80% of power generated by
public utilities is used for industrial purposes. The latest figures suggest
that the proportion of PLN-generated power going to industry has risen
somewhat during the early seventies, and some small industries are probably
registered as lighting consumers, but most industrialists in Indonesia still
regard it as an absolute necessity to install their own captive plants.
There are very substantial economies of scale in electric power generation,
so the widespread practice in industry of installing captive plants is
socially wasteful and reflects a continuing inability on the part of the
PLN to meet industrialists' needs.

5.23 The problems in Indonesia are similar to the problems that were
common in Latin America during the fifties, and have much to do with the
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financing, investment and pricing policies pursued in the indust:ry. 1/
Because the PLN is not permitted by the Government to charge on a full cost
basis, and because it cannot borrow directly from domestic markets, it must
rely on government funds, foreign aid, and large downpayments from consumers
to obtain capital. The downpayments required from industrial consumers
before electricity is connected are usually so large that manufacturers
prefer to install their own plants. One small manufacturer in Yogyakarta
told the Mission that to have about 50 kw of capacity installed by the PLN
in early 1976 would have cost more than twice as much as to install the same
amount in his own captive plant. An additional important consideration for
manufacturers is the unreliability of supply and poor quality (there are
sizable fluctuations in voltage) of electricity supplied from the public
company.

Communications

5.24 Marked improvements have taken place in communications throughout
Indonesia during the seventies. Postal services are now generally reliable,
and the surat kilat khusus express service offers a fast, reliable, and rea-
sonably cheap method of sending letters and documents between capital cities.
There have been major investments in telecommunication facilities since 1974,
and the benefits for industry are yet to be fully felt. Telephone and telex
services, both internationally and domestically, have improved recently, and
are expected to continue to improve as the new facilities are fully utilized.
Nevertheless, many Indonesian manufacturers will probably benefit to only a
small extent from these recent changes because the major delays that they
experience at present in carrying on business have less to do with communi-
cation problems than with delays in government administrative procedures in-
volving permits, licenses and trading documents. The advantages of the new
communication systems will be more important for companies with international
business dealings, but many of these firms will probably still save little

time in their operations because of delays in the ports discussed below.

Internal transport

5.25 The fact that internal transport systems in Indonesia are not as
good as in, say, Malaysia is well known. Depending on the location and the
quantity of goods being moved, internal transport can pose major problems.
Nevertheless, for many manufacturers internal transport in itself is one of
their lesser problems.

5.26 For light industries, there are few reports of internal transport
posing major problems in Java. Rail transport, all things considered, is
surprisingly good, and the road transport industry usually offers swift and
fairly reliable service. Most road transport for the light industrial sec-
tor is provided by a large number of private carriers and, in addition, by

1/ See David F. Cavers and James R. Nelson, Electric Power Regulation in

Latin America, Baltimore, the John Hopkins Press, 1959.
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some official organizations (such as the armed forces, or some state enter-
prices) which are "moonlighting" to obtain revenue. Some larger firms, such
as the Gudang Garam cigarette enterprise, find it worthwhile to operate a
company fleet of vehicles. Technological change has been important too.
During the past few years, the number of light commercial trucks on the roads
in Java commonly known as "Colts", almost all of which are of Japanese de-
sign, has increased dramatically.

5.27 Inter-island transport services are less reliable, so light indus-
tries outside of Java are faced with more difficulties if they are dependent
on inter-island trade for either the supply of inputs or for marketing. As
a general rule, local transport systems are adequate for light industries
near main towns such as Medan, Padang, Palembang, Ujung Pandang and Menado
in Sumatra and Sulawesi, but interprovincial trade is hampered by existing
transport services. For this reason, businessmen tend to regard Indonesia as

a series of geographically separate markets, and in many areas local markets
for particular goods are dominated by one or several producers.

International transport

5.28 There can be little doubt that problems associated with importing
and exporting constitute a major barrier to the development of Indonesian
industries. Some firms, of course, may benefit from the additional natural

protection to the domestic market that result from transport barriers to
imports, but even these firms find the difficulties of obtaining imports of
intermediates exceedingly irksome. In any case, as pointed out elsewhere,
other restrictions on imports are so extensive that it seems unlikely that
many firms must really benefit from additional "natural" protection through
high transport costs to Indonesia.

(a) Exporting

5.29 A recent study by Alexander J. Yeats provides useful data on
one aspect of international transport problems faced by Indonesian ex-
porters. I/ Yeats investigated the incidence of transport and insurance
costs on Indonesian exports to the United States, using 1974 data. By
comparing the f.a.s. and c.i.f. import values, he attempted to isolate the
international and insurance charges of transporting goods from Indonesia
to the United States, and then compared these with (a) the United States
tariff barriers to these imports, and (b) similar transport charges from
other countries, especially Malaysia. Yeats' main conclusions can be sum-

marized as follows:

(a) The ad valorem incidence of transport costs of Indonesian

exports to the United States was generally higher than

1/ Alexander J. Yeats, "The Incidence of Transport Costs on Indonesian
Exports to the United States", Bull. Indo. Econ. Stud., XII (3),
November 1976.
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the average rate of US tariffs to which they are subject.
For his sample of 40 product groups (including petroleum
products), the transport rate was 11.8%, compared to the
average level of US MFN tariffs (6.4%). Excluding petro-
leum, the picture was much the same, although the spread
between the two charges narrowed somewhat.

(b) These ad valorem transport costs were also higher than
the average transport charge on US imports of these prod-
ucts from all countries, and therefore on the exports of
Indonesia's competitors in the US market.

(c) Transport charges for goods from Indonesia appear to be
markedly higher than for the same products from Malavsia,
and "there are reasons to believe that, to a very large
extent, they reflect high port and operating costs".

(d) There is "prima facie evidence that Indonesia may have a
greater potent:ial for trade expansion through policies
aimed at reducing transport costs than through anything
that is likely to be achieved by lower tariff rates" and
that given high transport rates, "shipping costs should
be given serious study in evaluating new export ventures".

Although manufactured goods were of relatively minor importance in Yeats'
sample, it appears likely that his general conclusions are applicable to
manufactured exports as well.

5.30 Several factors contribute to these relatively high transport costs
investigated by Yeats. Briefly, the more important are: 1/

(a) the shortage of good ports, which means that in many of
the smaller ports medium size ships need to be loaded
from lighters--themselves often aged--which is expensive;

(b) irregular shipping arrangements, partly caused by the
low volume of goods available in some ports and partly
caused by seasonal weather conditions making operatiorts
in some ports very difficult for certain periods of the
year;

(c) the unattractiveness of smaller ports to larger ships,
which means that goods must often be transshipped at
larger ports, which is both expensive in itself and be-
cause of bureaucratic problems with port and customs
officials discussed below; and

1/ See A. D. Smith, "Domestic obstacles to Indonesian export Expansion",
Project No. INS/72/052, International Trade Centre, UNCTAD, April 1975,
document ITC/DFO/133.
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(d) inefficiency in the use of physical port facilities, such
as the operation of ports on a one-shift rather than a
three-shift basis in an effort to improve security at the
ports.

5.31 In addition to these factors, the "negative and unhelpful attitudes
of customs officials" 1/ is reported to cause major difficulties for exporters.
Many observers, both within Indonesia and from outside have commented on the
situation in recent years. 2/

(b) Importing

5.32 Apart from the problems of tariffs, quotas and other restrictions
on imports discussed above, the (a) physical, and (b) administrative diffi-
culties of expediting imports through Indonesian ports are still very sub-
stantial. The main Jakarta port of Tanjung Priok continues to present the
most serious immediate problems. The delays caused principally by physical
problems of shortages of equipment and space came to a head in 1974 when
large volumes of goods began to accumulate in the port. At the time, one
Australian foreign investor described the situation as "desperate" and said
that "not only are conditions at the port commercially, frustrating, but
they have become in many cases totally impossible". 3/ Following a major
clearance campaign initiated by the Government conditions improved somewhat,
and since then complaints about physical conditions have been less frequent.

Monetary Policies and Finance 4/

5.33 Available information on the demand for and supply of finance for
industrial development in Indonesia is fragmentary. No estimates are avail-
able of the total funds available from all sources, and there are no data
relating to the flow of funds or interest rates in either the "unrecorded
Asian sources" category (much of which is believed to come from Singapore
and which may be mainly used for working capital purposes) or the "informal
markets" category.

5.34 (a) Recorded private foreign investment. The operations of the
Investment Coordination Board and the capital inflow that has been recorded

1/ Smith, op. cit.

2/ Smith, op. cit., p. 17.

3/ Evidence given before the Australian Senate Standing Committee on
Industry and Trade, 15 November 1974, op. cit., p. 203.

4/ More detailed data about some of the matters discussed in the section
are in the Bank Report, Indonesia: Appraisal of Small Business Devel-
opment Project.
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under the provision of the Foreign Investment Law were discussed in Chapter
II. Up to August 1976, investment valued at approximately $3.6 billion had
been approved in manufacturing, the majority of it in the basic metals and
textiles subsectors. Data on actual implementation of approved fcoreign
investment proposals are poor.

5.35 (b) Unrecorded Asian sources. It is believed that a substantial
amount of funds flows to and fro between Indonesia and various Asian monetary
markets, principally Singapore. "Non-pribumi" (i.e., Chinese) businessmen
in Indonesia are believed t;o rely on these funds for much of their activity,
and a substantial proportion of the funds may be used for working capital
purposes, especially for the finance of import and domestic trading activi-
ties.

5.36 (c) Domestic official sources. This is the source of funds about
which most is known. Its importance for the medium and smaller scale business
sector was discussed at length in the Bank report on the Appraisal of the
Small Business Development Project and the roles of the various official
institutions were outlined in some detail. Data on total credit in the
Indonesian banking system is shown in Table 5.2. A change in the system of
classifying credits in 1975 limits the comparisons which can be made with
earlier years, but broadly, the data show that credits granted directly to
the manufacturing sector have made up about one-quarter of total credits
extended. This may be somewhat misleading, however, because in many cases
in Indonesia public enterprises supply credit to private entrepreneurs who,
without such credit, could not meet orders placed by the public enterprises.
The state oil company Pertamina is perhaps the best example of this, but on
a lesser scale many other public enterprises operate in a similar way. This
means that an unknown share of credits apparently granted to non-manufactur-
ing sectors were used, indirectly, to finance the manufacturing sector.

5.37 In 1969 the Government instituted a medium-term lending program
(Kredit Investasi) which was the first attempt of the state banks to engage
in medium-term lending. Under the program, the banks lend for both fixed
asset financing (12%) and working capital (15%) in a number of sectors. The
maximum term of a loan is 5 years, which sometimes leads to cash-fLow prob-
lems, even for profitable projects. The total volume of credit outstanding
in August 1976 was Rp 220 billion which was less than 7% of total bank credit
outstanding. In recent years, the proportion of Kredit Investasi extended to
the manufacturing sector has fallen to about 40% compared to about 60% at the
end of 1972. Partly as a result of inability of banks to evaluate proposals
properly, the proportion of arrears is reported to be high.

5.38 More recently, in December 1973 two programs of lending to small
enterprises known as Kredit Investasi Kecil (KIK) for fixed asset financing,
and Kredit Modal Kerja Penanaman (KMKP) for working capital purposes were
instituted. The credits are only available to ethnic or "pribumi" Indonesians
(i.e., non-Chinese), and in practice are granted to small enterprises. The
following table summarizes some details of the programs.
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Table V-1

Some details of the KIK and KMKP programs

KIK KMKP

Interest rate 12% p.a. 15% p.a.
Maximum maturity 5 years 3 years
Grace period 2 years 1 year
Applications approved to

October 1976 Rp 46 bill. Rp 64 bill.
Number of applicants approved

to October 1976 26.5 thou. 161 thou.
Average loan approved Rp 1.75 mill. Rp 0.4 mill.

(US$4,200) (US$960)

5.39 Small amounts of finance are also available from a number of other
merchant type institutions in Indonesia, such as the Indonesian Development
Finance Corporation (IDFC), the Private Development Finance Corporation of
Indonesia (PDFCI), and various joint-venture investment banks which were
formed following an announcement by the Government in 1971 that investment
institutions with foreign equity would be allowed to operate in Indonesia.
Some examples of the institutions that were formed are: 1/

PT Indonesian Investment International (Indoinvest).
Partners are Bank Dagang Negara 25%; First Chicago (US)
35%; Mitsubishi Bank (Japan) 20%; and Nikko Securities
Co. (Japan) and National Bank of Australia 10% each.

PT Merchant Investment Corporation (Merincorp). Exim
Bank (Indonesia) 10%, Sumitomo Bank (Japan) 34%; Morgan
Guaranty International Corp (US) 36%; Bank Mees & Hope
(20%).

PT Interpacific Financial Corporation. Bank Rakyat
Indonesia 10%; Continental International Finance Corp.
(US) 45%; Sanwa Bank (Japan) 41%; and Credit Commerciale
de France 4%.

5.40 Two government institutions, PT Askrindo and PT Bahana, were
established in the early seventies especially to help Indonesian manufac-
turers overcome specific difficulties in obtaining finance. PT Askrindo,

1/ See Indonesia: Business Opportunities in a Resource-Rich Economy, Hong
Kong, Business International Asia/Pacific Ltd., 1975, p. 136, for a more
complete list and some details of their activities.
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formed in 1971, operates as a credit insurance organization which provides
a guarantee to banks that., if small businessmen fail to repay bank loans,
Askrindo will cover the banks' losses. The intention was that small firms
which did not fulfill normal "bankability" criteria would be able to ob-

tain credit provided Askrindo supported them. To March 1976, Askrindo had
extended insurance for about 232,000 borrowers with a total credit ceiling
of about Rp 96 bill. (about Rp 414,000, or about $1,000 per borrower). At
that date, Askrindo had received 815 claims for losses amounting to Rp 485
million, of which only 298 claims with payments amounting to Rp 55 million
had been settled. Delays have been due to factors such as shortages of
qualified staff and disagreements with claimant banks over claims proce-
dures. The Bank Small Scale Business Development Project includes provi-
sion of funds for a credit insurance specialist to report on Askrindo's

operations. P.T. Bahana was formed in 1973 to provide equity capital to
small- and medium-scale entrepreneurs. As of early 1976, it had made only
10 investments with a total value of about Rp 600 mill. (about US$145,000
per investment).

5.41 Several comments may be made about these various official pro-
grams and institutions that have been established in recent years, largely
in response to the persistent complaints from Indonesian entrepreneurs--
especially the "pribumi" entrepreneurs--that lack of finance is their main
bottleneck. First, as the following table shows, all of the programs are
relatively small. Even allowing for the fact that the figures given in the
table refer to credits granted to a number of sectors, the programs are still
a relatively minor source of credit for manufacturing. And an adjustment to
obtain figures for credits granted to the manufacturing sector only would not

alter this overall picture.

Table V-2

Summary of Credit Programs

Credit Percentage of
Extended or Total Banking

Program Approved Date Credit /a

Kredit Investasi Rp 220 bill. Aug 76 6.2%
KIK Rp 46 bill. Oct 76 1.3%
KMKP Rp 64 bill. Oct 76 L.8%
Askrindo /b Rp 96 bill. Mar 76 2.7%
Bahana Rp 600 mill. early 76 /c
Non-banking financial

intermediaries n.a.

Notes:

/a Total banking credit as at the end of October 1976, which was approx-
imately Rp 3,550 bill.

/b Askrindo does not extend credit itself.

_c Very small.
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5.42 Second, it is still too early to properly evaluate the programs
because many credits extended in the last few years are not yet due for
repayment. However, the indications are that debt repayment problems may
become very serious. For one thing, debt arrears are already a problem
in several credit programs in Indonesia. In the Kredit Investasi program,
there are reports that arrears are very high. The Bank report on the Small
Business Development Project reported the Bank Rakyat Indonesia had 127 out-
standing Kredit Investasi loans at the end of 1975, of which 94 (74%) were
affected by arrears.

5.43 Two other broader issues deserve comment: the system of credit
allocation, and policies towards private commercial banks. It appears that
during the past few years at least, the availability of credit for the
private sector has been a residual which has been mainly set by the amount
of credit left over after more urgent official needs have been met. In the
financial climate of 1972 and 1973, relatively large amounts of credit were
supplied to the bank sector, but the proportion was cut back sharply in the
following three calendar years. The decision to restrict the rate of ex-
pansion of credit to the private sector was made as part of an attempt to
restrain the rate of expansion of total credit announced in the April 1974
monetary package, but was also a result of the Pertamina crisis of 1975. As
a consequence of Pertamina's problems, the Government was obliged to provide
large amounts of credit to settle short-term debts, and a tight control was
imposed on the granting of all credit regarded as non-essential. It was in
the context of this policy that the Governor of Bank Indonesia, in January
1976, announced that because public enterprises would continue to need large
amounts of credit in 1976, the availability of credit to all other sectors
would be limited. Because of the extraordinary problems caused by the
Pertamina crisis, the recent past is a poor guide to the credit allocation
policies which may be expected in the future. Nevertheless it remains true
that a large burden of the need to restrict the rate of expansion of total
credit appears to have fallen on the private sector, including private sector
industrial borrowers.

5.44 A second arbitrary element is the rather mechanical way in which
credit is sometimes allocated at the local level because managers do not have
enough discretion to shift loanable funds between sectors. The demand for
credit from different sectors varies from area to area, so overall sectorial
allocations set in Jakarta which are adhered to in a rigid way can be inap-
propriate for local needs. Where this occurs, banks in industrial areas may
find it necessary to turn away industrial applicants but search for agricul-
tural borrowers, while the opposite situation can occur simultaneously for a
bank in an agricultural area which has an excess of agricultural applicants
but a shortage of industrial borrowers.

5.45 The national private banks in Indonesia have a potentially important
role to play in the future in the provision of banking facilities for industry
and other sectors. Since then, private national banks have consistently
held a share of around 5% of total credit in the banking system, but have
shown no ability to obtain a larger market share. Part of the reason is that
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the weaknesses of management and organization in the private banks remain
despite a number of government-encouraged mergers since then. But part of
the reason, too, is that I:he private banks find it difficult to compete with
the subsidized state banks. Although the policy of the Government is to
reduce, through merger, the number of private banks from the present number
of about 90 to perhaps 25,, the optimum structure of the banking sector is
not a question that has attracted much public discussion. One view is that
in some lines of banking activity, some of the existing private banks offer
services that are more or:iented to the needs of local communities because
they are more flexible thnn the government commercial banks, and that perhaps
the development of the private network should be given more encouragement.

5.46 (d) Domestic informal markets. The virtual lack of any detailed
information about the domestic informal markets was commented upon earlier.
There is no data, apart from anecdotal, on such matters as volumes of credit,
interest rates, or uses oi funds. There is an unorganized money market in
Glodok in downtown Jakarta, but the market also appears to extend to Semarang
and Surabaya, and possibly' also to Medan and Bandung. In addition, it appears
that businessmen in medium-sized towns near to these main centers (such as
Solo and Yogyakarta in Central Java, and Malang in East Java) have access to
informal markets.

Availability of Factors of Production

Land

5.47 Since it is more difficult to obtain land within or near the large
urban areas, especially in Java, than it is on the outskirts of medium towns
(such as Ciribon, Sukabumi, Solo, Yogyakarta and Madiun), land shortages are
more serious a problem for some industries than for others. For medium- and
even large-scale factories that are oriented to the domestic market and either
(a) market a substantial proportion of their output outside the largest urban
conglomerations, or (b) can conveniently transport their output to the large
cities, access to unserviced land is not usually one of the more important
difficulties. Examples of industries that do not appear to have been experi-
encing undue difficulties in obtaining land are small sawmills, stock feed
mills, light metalworking :shops, small garment manufacturers, and brick and
tile factories. On the other hand, the cost of land, especially land suitable
for industrial development, in the large cities, has been rising rapidly in
recent years in Java. Strategies for industrial development that rely on de-
veloping industries within or close to the large growing urban areas rather
than on decentralized industries throughout Java and (where appropriate) in
the Outer Islands will add greatly to the demands for industrial land. The
estabilshment of industrial estates in the large urban centers is a part
answer, provided land can he supplied in the estates at a reasonable costs.
But this may not be possible in future without large subsidies.

Labor

5.48 Unskilled labor ifor light industries is generally in plentiful

supply, although there seems little doubt that the general level of health
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of the available labor is poor. Numerous surveys have revealed a high degree
of hookworm infestation amongst all strata of the population. Partly as a
result of these worm infestations and partly as a result of a poor diet,
anemia is widespread, especially amongst females. The Mission was told at
one large factory in Jakarta (employing approximately 1,000 women) that when
the firm had first recruited staff six years ago, 100% of the women had been
found to be suffering from anemia. The firm now takes steps to improve the
general health level of all new employees, and the management believes that
the effect on labor productivity is quite marked.

5.49 A detailed study of the health of adult male workers in Indonesia
sponsored by the Bank provides further evidence on the relationship between
anemia and productivity. 1/ Basta and Churchill reported that detailed sur-
vey data based on controlled medical tests carried out on construction and
plantation workers showed that a major factor likely to affect the productiv-
ity of the labor force is the prevalence of iron deficiency anemia. "This
prevalence of iron deficiency anemia is the highest ever recorded in any
adult male population during non-famine conditions. Eighty-five percent
of the population study suffered from hookworm infestation. This was largely
responsible for the finding that 45% of the adult male laborers suffered from
iron deficiency anemia." (Emphasis added.) It was found in the study that
the productivity of non-anemic laborers was approximately 20% greater than
the productivity of anemic laborers, and that the benefit cost ratio in terms
of latex production alone of correcting this deficiency could be 260:1. Basta
and Churchill commented that the high rate of anemia in the adult male popu-
lation is almost doubled in the population of females and children. Consider-
ing that women and children are an important proportion of the workforce in
several of Indonesia's main manufacturing industries (textiles, cigarettes,
and food processing), it seems likely that poor health is an important factor
affecting overall industrial productivity.

5.50 There are shortages of particular types of local middle- and high-
level staff. "While all types of skills are in short supply, the shortage
is particularly noted when firms seek qualified managers and entrepreneurs
and secretarial and accounting personnel." 2/ As a result of these short-
ages, wages for skilled staff can be surprisingly high, even by international
standards. An experienced accountant with a multinational firm may need to
be paid a nominal wage close to that which he might earn in Australia. Part
of the reason for these shortages is that no effective attempt has been made
by the Indonesian Government to project industrial manpower requirements and
to take steps to meet projected shortages.

Raw Materials and Equipment

5.51 Few light industries dependent on domestic supplies of raw materials
complain of problems in obtaining supplies. One exception is the leather

1/ S.S. Basta and A. Churchill, Iron deficiency anemia and the productivity
of adult males in Indonesia, IBRD Staff Working Paper No. 175, April 1974.

2/ See the Business International Report, op. cit., p. 120.
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goods industry, which despite existing restrictions on exports of raw hides
from Java cannot pay competitive prices for hides and is therefore pressing
for a complete ban on exports. A more serious problem for many industries
is the supply of imported raw materials and, especially, equipment and spare
parts. Despite the present level of the exchange rate, the cost: of imported
equipment and spares is h-tigh, partly because of credit charges, partly because
of high transport costs, and partly because of long delays in clearing goods
through Customs and the payment of the "invisible" charges discussed earlier.
In addition, because of Language and other communications difficulties it is
often difficult for Indonesian businessmen to get adequate details of what
equipment spare parts are available. Thus the sheer difficulty of getting
things done, combined with the long delays, when businessmen deal with
overseas suppliers tend t:o make businessmen "inward oriented".

Productivity

5.52 The available productivity data show that there is a wide gap
between the high and low productivity industries both within the large and
medium sector, and within the cottage industry sector. The differentials
(in Rp. of gross value added per employee, or per participant) are summarized
in the following tabulation.

Large and Medium Small
1973 1974/75

High productivity Rp 935,260 Rp 99,950
(beverages) (Footwear)

Low productivity Rp 64,860 Rp 11,341)
(bricks, tiles) (rattan products)

Ratio 14:1 9:1

In international terms, these levels of productivity are clearly low: the
average gross value added for the large/medium sector in 1973 was equivalent
to about US$950, and in 1974/75 for the small-scale sector was about US$50.
In daily rates, wages and value added were very low indeed in two of the most
important small-scale industries, coconut sugar ("other sugar industries")
and rattan products. There have been no detailed studies of the factors
leading to the variations in productivity, and data on such matters as
capacity utilization, hours of work, and profit levels and prices are needed.
No comparable information on capital productivity is available because the
Central Bureau of Statistics does not collect data on the industrial capital
stock. Short hours of work presumably partly account for low labor produc-
tivity in the small-scale rattan firms, but another low productivity industry
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in the small-scale sector, food, appears to have relatively long hours of
work. International comparisons of physical productivity per unit of input
would also throw useful light on the competitiveness of Indonesian industries.
Despite the paucity of data, several generalizations are probably true.

5.53 In many industries, productivity (both per unit of labor and per
unit of capital) is low. The precise reasons for underutilization of labor
and capital vary from industry to industry and from firm to firm, but there
is no reason to believe that the sorts of factors that have been found to be
important in other developing countries are not also important in Indonesia.
Detailed and accurate information on these problems needs to be gathered on
an industry by industry basis, because the solution of particular bottlenecks
may result in considerable increases in productivity. Further, the provi-
sion of credit to firms in industries which are also facing a variety of
nonfinance problems may do little to improve the long-term prospects of the
firms.

5.54 Demand for a number of mass-consumption goods in Indonesia fluc-
tuates too, the main influence being (a) seasonal fluctuations in the agri-
cultural economy, and (b) the date of the Lebaran holiday period (which moves
forwards by about 10 days every year). Amongst the industries which are
affected are the cigarette (especially kretek) industry, the textile indus-
try, food industries, and rattan and bamboo goods industries. These demand-
influenced fluctuations are especially important for Indonesian industries
for several reasons. Firstly, they are probably more marked than seasonal
fluctuations in Western countries. Secondly, the fluctuations appear to be
less absorbed by variations in levels of stocks than in variations in levels
of output and employment. Part of the reason for this is that many firms,
especially smaller firms, operate with the minimum level of working credit
possible and cannot afford to carry stocks, and part may also be that even
when working capital is available it is cheaper to allow the fluctuations in
output than to carry stocks.

5.55 Management and marketing techniques are often poor, as is knowledge
of new techniques and products in an industry. For example, labor commitment
and discipline is often low, but many managers in Indonesia are reluctant to
impose stricter work discipline on their employees because wages are low and
they feel it is unfair to expect too much from poorly paid workers. In such
circumstances, further increases in wages would be justifed (or, alternative-
ly, expenditures in areas designed to improve particular problems such as the
general level of employees' health) if the result was an offsetting increase
in productivity.

Marketing Arrangements

Export markets

5.56 In principle, there are a number of Indonesian manufacturing in-
dustries which, bearing in mind Indonesian comparative advantages, should
be able to sell on world markets. A number of these are listed below.
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However, in facing export markets, Indonesian producers must improve the
competitiveness of their goods in terms of price, design, quantity and
quality.

5.57 High costs, and therefore high prices, are a major barrier to
successful international competition at present. Detailed information is
scarce, but the indications are that Indonesia's competitors in the Asian
region generally have lower costs at all levels--at the factory gate, in
expediting goods through the ports, and in transporting goods to interna-
tional markets.

5.58 A second barrier is an ignorance of design changes and tastes
overseas. One example of this is the silver industry, where the majority
of goods produced is rather old-fashioned by Western standards. It appears
that domestic producers do not have a good knowledge of the types of de-
signs that sell well in nearby Singapore, and even less of designs that
are currently popular in Europe or North America. A second example is the
leather goods industry, where similar comments apply. A third example is
rattan furniture, where the Philippines produces a wider range of goods
more likely to appeal in Western markets. As against this, there have been
notable improvements dur-ing the past few years. The NAFED export exhibition
in the Sarinah Department store in Jakarta, for example, contains a range
of designs that was not available in Indonesia five years ago.

5.59 Closely related to the question of design is quality, and unfor-
tunately many Indonesian goods that might otherwise have export prospects
are still of poor qualit:y. The garment manufacture industry is an example,
where the following types of failure are common:

cheap, inferior cotton is used for buttons and seams,
with the result that buttons tend to fall off and seams
are weak;

poor quality cloth is used for lining and pockets, one
consequence being that pockets usually quickly wear
through;

poor finishing to the garment as a whole.

These quality drawbacks are in marked contrast to the mainland Chinese
garments which are marketed throughout Southeast Asia, including within
Indonesia. Similar quality problems can be cited for other goods, where
manufacturers damage their export prospects for the sake of marginal sav-
ings in short-term outlays.

5.60 The availability of sufficient quantities of otherwise satisfac-
tory goods is also neces3ary for a successful export drive. Western mar-
keting outlets are not interested in small quantities of exports supplied
at irregular intervals. The Mission was told of the case of one Indonesian
exporter who had intended to rely on supplies of rattan goods from village
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cottage industries, only to find that supplies were unreliable and that
quality deteriorated as the volume of goods increased. The exporter in
question found that it was more satisfactory to establish a factory in
Jakarta where the production of adequate supplies of quality goods could
be guaranteed.

Domestic Markets

5.61 The main problems faced by import-competing domestically manufac-
tured goods were foreshadowed in the previous paragraph on marketing in
export markets: high costs at the present exchange rate and poor quality.
In a wide range of goods, Indonesian consumers have a pronounced preference
for foreign goods, partly because they are often of better quality than
Indonesian goods, but also partly because there is still a widespread assump-
tion (which is sometimes quite incorrect) that Indonesian goods are inferior.
The result is widespread smuggling of a substantial range of consumer goods
(including, it is widely believed, many millions of meters of textiles) and
continual protests from domestic manufacturers about the competition from
smuggled goods. Because of the generally poor reputation that Indonesian
goods have, some domestic producers find it difficult to compete with imported
goods even when their products are genuinely competitive on price and quality
grounds (see Chapters VIII and IX).

Summary and Conclusions

5.62 Although there are instances of actual discrimination against the
light, small-scale enterprises (e.g., in the allocation of credit), the major
constraints on their development are ones that affect all industrial develop-
ment to some degree. It was pointed out in Chapter III that although one of
the goals of development is said to be employment creation and absorption
of the increments in the labor force, the incentive system and the licensing
procedures do not specially reward industrial investments that have this
promise. This is one of the more serious deficiencies that may impede the
more rapid development of the light, small-scale industries.

5.63 Chapter III recommends a more systematic planning effort and a
version of the licensing procedures. Chapter IV recommended a review of the
development strategy to make the statement of objectives more operationally
meaningful and more sharply related to policies. Both sets of recommendations
would require giving increased attention to the role of the light industries.
In addition to these general recommendations affecting industrial development,
there are some specific positive measures that merit consideration. These
include: (1) continuation of the KIK and KMKP programs and an increase in
the supply of funds available to them; (2) strengthening of PT Askrindo and
PT Bahana so they can function as originally intended; (3) encouragement,
under control of Bank Indonesia, to private banks to undertake more lending
to small enterprises; (4) increasing the resources of the IDFC and the PDFCI;
(5) providing, through the Ministry of Industry, better technical extension
services with respect to production planning and scheduling, marketing and
management; and (6) initiate a program to investigate and improve the health
conditions of industrial workers. This might be done in part by providing
tax incentives for enterprises to undertake such programs.
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Table 1.1: INDONESIA: GDP IN 1971-75
(Rp billion)

1971 1972 1973 1974 /a 1975 /a

At current prices:
Agriculture 1,646 1,837 2,710 3,497 4,045

Mining 394 491 831 2,374 2,483

Manufacturing 307 448 650 890 1,072

Power, Gas & Water 18 20 30.4 52 60

Construction 128 174 262 406 550

Transport & Communications 162 182 257 442 521

Trade, Banking & Other Services 2,117 1.412 2,013 3.107 3.459

Total GDP 3,672 4,564 6,753.4 10,768 12,190

At constant 1973 prices:
Agriculture 2,441 2,479 2,710 2,811 2,836

Mining 551 674 831 859 828

Manufacturing 490 564 650 -755 849

Power, Gas & Water 24.7 26.2 20.4 47.0 41.0

Construction 171 222 262 320 357
Transport & Communications 210 229 257 288 303

Trade, Banking & Other Services 1,712 1.87.3,. -2 103 1,171 2,406

Total GDP 5,599.7 6,067.2 `6,753.4 7,241 7,620

Percentage distribution,
at current prices:
Agriculture 44.8 40.3 40.1 32.5 33.2

Mining 8.0 10.8 12.3 22.0 20.4

Manufacturing 8.4 9.8 9.6 8.3 8.8

Power, Gas & Water 0.5 0.4 0.5 0.5 0.5

Construction 3.5 3.8 3.9 3.8 4.5

Transport & Communicatiorns 4.4 4.0 3.8 4.1 4.3
Trade, Banking & Other Services 30.4 30.9 29.8 28.8 28.3

Total GDP 100.0 100.0 100.0 100.0 100.0

Percent distribution,
at constant 1973 prices:
Agriculture 43.6 40.9 40.1 38.8 37.2

Mining 9.8 11.1 12.3 11.9 10.9

Manufacturing 8.8 9.3 9.6 10.4 11.1

Power, Gas & Water 0.4 0.4 0.5 0.5 0.5

Construction 3.1 3.7 3.9 4.4 4.7
Transport & Communications 3.7 3.8 3.8 4.0 4.0

Trade, Banking & Other Services 30.6 30.8 29.8 30.0 31.6
Total GDP 100.0 100.0 100.00 100.0 100.0

/a Preliminary.
Source: Central Bureau of Statistics.
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Table 1.2: PRODUCTION OF SELECTED INDUSTRIAL GOODS, 1969-75

Product Unit 1969 1971 1973 1974 1975

Vegetable Oil 000 tons 290 287 293 294 296
Sugar 000 tons 723 834 820 1,025 1,030
Cigarettes Bill. pieces 30 36 51 52 52
Textile Yarn 000 bales 182 239 316 364 445
Fabrics Mill. meters 450 732 927 974 1,017
Paper 000 tons 9 15 40 43 46
Urea 000 tons 84 105 116 209 397
Z.A. Fertilizer 000 tons - - 120 129 119
Salt 000 tons 186 42 86 70 53
Caustic Soda 000 tons 1 2 - 5 8
Al-sulphate 000 tons - 7 17 12 14
Sulphuric Acid 000 tsns - 9 16 9 18
Oxygen 000 m - - - 4,786 6,724
Carbon Dioxide tons 3 - - - 836 2,519
Acetylene 000 - - - - 242
Nitrigen OOOm - - - - 248
Agro-chemicals 000 liters - - - 1,052 1,575
Matches Mill. boxes 269 348 556 707 874
Soap 000 tons 133 132 131 131 161
Toothpaste Mill. tubes 15 26 32 46 64
Car Tires 000 pieces 366 598 1,361 1,704 2,433
Bicycle Tires 000 pieces 2,205 1,850 5,836 6,015 7,075
Glass Sheet Sq. Ft. 22 14 50 60 62
Glass Bottles 000 tons 16 9 37 35 42
Cement 000 tons 541 530 819 829 1,089
Reinforcing Iron 000 tons - 46 120 115 151
Zinc Plate 000 tons 9 66 70 70 170
Steel Pipes 000 tons 2 6 80 94 94
Steel Cables 000 tons 8 30 30 30 36
Car Batteries 000 pieces 32 262 140 180 220
Dry-cell Batteries Mill. piecs 54 72 132 144 180
Radio Sets 000 pieces 363 416 900 1,000 1,100
Television Sets 000 pieces 4 65 70 135 166
Sewing Machines 000 pieces 14 292 500 400 520
Automobiles 000 units 5 16 37 66 79
Motorcycles 000 units 21 50 150 251 300

Note: The years are fiscal years (e.g., the year 1975 is FY1975/76.
Source: Ministry of Industry; BAPPENAS; BIES, November 1974; Lampiran

Pindato Kenegaraan Presiden, 16 August 1976.



Table 1.3

MANUFACTURING INVESTMENT APPROVED IN 1971-74 AND DERIVED VALUE ADDED IN 1974-75

Investment Approved Investment/ Derived Value Added Sectora] PDstribution
(Rp billion) Value Added (Rp billion) of 1974-75 Value

Industry Group 1971 1972 1973 1974 Ratio 1974 1975 Total Added Increase (in %)

Food, Beverages, Tobacco 48.7 31.5 31.1 39.0 2.3 R.1 794 15.5 13
Textiles, Wearing Apparel

and Leather Products 70.5 78.1 278.1 169.9 2.8 25.5 31.3 56.8 48
Wood Products 4.0 4.5 18.3 15.3 3.0 2.3 3.3 5.6 5
Paper and Products 3.6 12.6 13.0 2.9 4.2 1.2 1.1 2.3 2
Chemicals and Rubber
Products 17.2 24.2 45.8 99.8 3.8 3.8. 7.4 11.2 10

Non-metallic Mineral
Products 7.5 11.4 35.0 59.9 3.8 2.4 4.7 7.1 6

Basic Metals 7.5 16.4 40.2 91.8 5.0 2.1 4.9 7.0 6
Engineering Industries 23.9 21.9 36.8 28.3 3.0 4.6 4.8 9.4 8
Other Industries 7.1 8.1 3.5 1.7 2.5 1.3 0.9 2.2 2

Total 190.0 208.7 501.8 508.6 3.0 51.3 65.8 117.1 100

Source: Investment Coordinating Board



TABLE 1.4

DERIVATION OF MANUFACTURING VALUE ADDED, 1973-75
(Rp billion at 1973 prices)

1973-1975 Percentage
1973 Annual 1975 Distribution of Value Added

Manufacturing Mission Increment Growth Estimate Increment
Survey Estiuznte (5-2) Rate (%) (2+3) 1973-75 1973 1975

(1) (2) (3) (4) (5) (6) (7) (8)

Food, Beverages & Tobacco 208.1 213.1 44.8 10 257.9 22.5 32.8 30.4
Textiles & Footwear 86.6 97.0 31.3 15 128.3 15.7 14.9 15.1
Leather Products 1.2 4.4 1.3 14 5.7 0.7 0.7 0.7
Wood Products 11.7 16.0 7.8 22 23.8 3.9 2.5 2.8
Paper & Products 6.7 8.1 1.7 10 9.8 0.9 1.2 1.1
Printing & Publishing 2.8 15.0 4.5 14 19.5 2.3 2.3 2.3
Rubber Products 8.1 26.5 14.2 24 40.7 7.1 4.1 4.8
Chemicals & Products 25.7 8 36 78.0 18.0 6.5 9.2
Non-metallic Mineral Products 10.6 17.0 7.5 20 24.5 3.8 2.6 2.9
Basic Metals - 8.4 3.1 17 11.5 1.5 1.3 1.3
Metal Products 12.4 13.5 4.4 18 17.9 2.2 2.1 2.1
Machinery 24.2 26.0 17.9 30 43.9 9.0 4.0 5.2
Miscellaneous Industries 4.8 22.8 10.2 20 33.0 5.2 3.5 3.9

Total Largf & Medium-scale
Manufacturing 402.9 510.0 184.6 16.7 694.6 92.8 78.5 81.8

Total Cottage & Small-scale
Manufacturing 140.0 14.4 5.0 154.4 7.2 21.5 18.2

Total Manufacturing 650.0 650.0 199.0 14.3 849.0 100.0 100.0 100.0

Unaccounted Gap 247.0 - - - -

Source: CBS, Survey of Manufacturing Industries 1973; BAPPENAS; and Tables 2-4.



Table 1.5

EMPLOYMENT IN LARGE AND MEDIUM-SCAIE MANUFACTURING, 1971 AND 1975

In Thousands Percentage Distribution
1971 1975 1971 1975

Food and Beverages 354 380 35.0 30.5Tobacco Manufactures 163 184 16.1 14.8Textile Industry 170 9n7 16.8 16.6Footwear and loather Products 5 8 0.5 0.6Rubber Products 167 111 16.5 8.9Wood Products 25 83 2.5 6.7Pulp and Paper 8 10 0.8 o.8Printing and Puibishing 17 24 1.7 2.0Chemicals and Products 31 44 3.1 3.5Non-Metallic Mineral Products 24 80 2.4 6. Basic Metals and Metal Products 21 44 2.1 3.5Mac'tinery and Mquipment 15 46 1.5 3.7Other Industries 0 25 0.9 2.0

Total 1,010 1,246 100.0 100.0

Note : Thea co.pqarability between 1971 and 1975 figures is somewhat impaired by the change in.definition of industries covered. The 1971 Manufacturing Sur-vrey covers power usingestablishmants with five or more workers, as well as establishments with ten or moreor,.kere ur"ag n^, po-wr. The 1975 Manufacturing Survey covers all establishments withfive or more workers.

So,:rce: CES, Su-zvey of ManufacturinLr Industries and preliminary results of the Survey for 1975.



TABLE 1.6

MANUFACTURING EMPLOYMENT IN 1975

Total Large-Scale Mzadium-Scale Smnall-Scale
Industry Number of Number of Number of Number of Number of Number of Number of Number of

establishments employees establishments employees establishments employees establishments employees

Food Processing 23047 370318 340 181128 1622 56604 21085 132786
Beverages 461 9669 12 4265 72 2506 377 2898
Tobacco Manufactures 2512 183560 347 137310 858 34574 1307 11676
Textiles 5823 201005 283 102535 1676 63194 3864 35276
Wearing Apparel 486 5912 4 588 65 2438 417 2886
except footwear
Leather Products 78 1894 5 585 22 933 51 376
Footwear 301 6298 5 3678 24 851 272 1769
Wood Products 4102 64816 84 20462 513 17237 3505 27094
except furniture

Furniture & Fixtures 2037 18618 8 995 137 4191 1892 13432
Paper and Products 192 9547 17 6059 68 2417 107 1071
Printing S .ublishming 1169 24391 33 7187 279 10123 857 7081
Industrial Chemicals 221 8918 18 4622 73 3139 130 1157
Other Chemical 950 35366 69 20921 228 9074 653 5371
Products X

Petroleum 5 Coal * .. ..

Products
Rubber Products 977 111001 258 91654 361 15865 358 3482
Plastic Products 503 13721 26 5214 153 5680 324 2827
Non-Metallic Mineral 6834 80320 48 12856 655 20784 6131 46671
Products
Iron & Steel 19 2/495 5 2031 7 428 7 36
Non-Ferrous Metals **

Metal Products 2490 41683 78 15920 266 10104 2146 15659
General Machinery 245 11293 22 6971 83 3246 140 1076
Electrical Machinery 160 15233 36 12122 56 2570 68 541
Transport Equipment 337 18318 45 12989 91 3688 201 1641
Other Industries 692 11148 16 3480 93 3417 583 4251

Total. 53636 1245701 1759 653581 7402 273063 44475 319057

Noue: Large-scale: establishments with 100 or more employees;
Medium-scale: establishments with 20-99 employees;
Small-scale: establishments with 5-19 employees.

Source: CBS, Survey of Manufacturing Industries 1975 (Preliminary Results).



TABLe 2.1

INDONESIA: HININC OIIER THAN PETROLEUM, CAPITAL INVESTMENT P80JECHIONS
USS MILLION IN CONSTANT 1976 PRICES

L.teSt *st. 0eplont Ootpot Ootput
of total coot 1976 1977 1978 1979 1980 1981 on co-pletion i/L, 000 tons K/O Notes

Shell Con min.e. S. S ttre 500 0 0 50 200 175 75 5.000 100,000 10,000 200 2.5 Will project go *he-d?

RehObilittilon of Bokit A.sa.. 70 0 0 14 35 21 0 )
Coal MtOO 2 3.000 job. 26.700 2,650 53 1.5

pre.e.ved
Rehebilit.tlin olt Ohbiile Coal 10 0 10 0 0 0 0

Alhniva Pl-t. Bintas 1elan.I 330 0 0 38 76 76 76 1,000 330.000 1 1.200 b o..it 28.8 91.3 3.6 50/50 chance
500 .1-i..n 62.5

Nickel Plant. Cog Island 740 0 84 197 327 185 21 4.000 185,000 55 nickel

nete1 267.6 2.8 60/40 ch.nce

I-co Nickel Projoct. S. Solac-ni 700 n.e. 187 87 0 0 0 .4,000 (Ph.ses 1 175,000 ( 74 nickel ntte 244 2.9

and 11) ( 75% Ni

Arches eIntl-Porpone ProJect 700 0 0 118 184 172 96 3.000 233,300 225 elonio. 202 3.5

BIlilton Tln ProJect 40 0 7 13 13 7 0 300 133,300 2 16 2.5 50/50 ch.ce.

Freeport Cepper Mintn& 100 0 5 5 30 30 20 1.200 -osed 58,300 220 coeceetrate 107 0.9 50/50 to 75/25 hence.

Total ob-ee 9 proJect 3,190 n. 293 522 865 666 288 21,500 148,400 1,181 2.7

Total. peeoi.iLtic ferect t 2,260 t.e 288 429 559 385 117 14.300 158.000

E- tocledlC Shell coal. Biot.n .1.ains, and Freepo.t Copper.



TABLE 2.2

FERTILIZERS AND DISTRIBUrION

Total project Employment Output output
cost 1976 $m. 1976 1977 1978 1979 1980 1981 on completion K/L, $ 000 tons $m, 1/ K/O Remarks

Pusri III 192 67 27 0 0 0 0 550 570 urea 87.8

Pusri IV 165 117 35 5 0 0 0 550 570 urea 87.8

Pusri IC & 18 gas supply 82 35 35 0 0 0 0 250 224 x 10
cfd natural

gas

Pusri Distribution I & 11 180 65 60 28 4 0 0 1,400 2,100,000 TPY

Kujang, West Java 270 85 100 81 0 0 0 800 570 urea 87.8

aontang, East Kalimantan
(formerly floating plant) 400 80 160 120 40 0 0 800 165 NH3 & 87.8

570 urea

Petrochimia Cresik expansion 70 14 28 21 7 0 0 600 ( 330 TSP 46.2
80 DAP 19.2 OD
50 NPK 7.0 .

ASEAN project, Aceh 250 0 0 0 50 100 100 800 570 urea 87.8

1,609 463 445 255 101 100 100 5,750 280,000 511.4 3.1

= _ 

1/ Urea is valued at $154 per ton (ex-factory plus transportarion), TSP at $140 per ton, DAP. at $240 per ton, and
NPK at $140 per ton. To avoid double-counting, the total does not include distribution and gas.



TABIL 2L3

CENEr AND DISTRIBUTION. CONSTANT 1976 

Total pro1ect 1976 1977 1978 1979 1980 1981 Employment K/L, S Output, Output K/O Remarks
cost, $m. on completion 000 tons Sm. 2/

Indocement, Unit III 100 10 40 40 10 0 0 400 1,000

Cibinong, Unit II 27 16 11 -0 0 0 0 300 500

Padang, Indarung 11 86 10 40 40 6 0 0 300 600

Baturaja 76 15 25 30 6 0 0 300 500

Tonasa Extension 91 20 30 36 5 0 0 300 500

Gresik Extension 95 40 40 10 0 0 0 400 1,000

Kupang, Timor 90 0 1 2 15 27 36 300 500

Nusantara, Cilicap 70 25 25 7 0 0 0 300 600

Cirebon 70 0 14 21 28 7 0 300 500

Total, 9 projects above-listed 705 136 246 186 70 34 36 2,900 243,000 5,700 342 2
0A

Projects completed in 1976 l 100 30 0 0 0 0 0 600 1,000
New project, beginnidng 1978 so ° ° 16 24 32 8 300 500
New project, beginning 1979 80 0 0 0 16 24 32 300 500
New project, beginning 1980 80 0 0 0 0 16 24 300 500
New project, beginning 1981 80 0 0 0 0 1 16 300 500

Grand Total 1,125 166 246 202 110 106 116 4,700 240,000 8,700 522 2

1/ Cibinong 1, Indocement II
2/ An ex-factory price of 560 per metric ton has been assumed.



Total project PI¢IBOCHIU4ICAL, STKIL. IDlUSTI'AL 9JASAT AND SMAR
Tor~~~~~~1 project ~~~~~~~~~~Output,

PETROCKEMICALS cost, 1976 $m. 1976 1977 1978 1979 1980 1981 Output 1976 t Employment 1;/o K/t. 1976 $

Pertamina INC, Arun,Aceh ) 1/ n.a. 400 40 0 0 0 )9
1,550 ) 800 x 10 350 m. - 1,000 3.7-4.4 1,550,000

Pertamina LNC, Badak, East ) n.a. 200 190 0 0 0 ) Cfy 420 m.

ealimantan )

7 LNG tankers 700 n.a. 200 200 0 0 0 350 2,000,000

Dow (Pertamina) Olefin Complex, 1,100 0 0 157 169 205 240 250 m. 800 4.4 1,375,000

Aceh

Mobile Condensate PVant, Arun, 300 n.a. 150 0 0 0 0

Aceb_

Total 3,650 n.a. 950 587 169 205 240

1/ According to Bappenas. Figure includes cost overrun of $460 W.

STEEL

Krakatau 1,800 n.a. 200 430 180 30 0 250 m. 6,000 7.5 300,000

INDUSTRIAL ESTATES

Polo Gadung, Jakarta 46 6 6 6 5 5 0

Surabaya 18 4 4 4 4 2 0

Medan, N. Sumatra 18 0 0 4 4 4 4

Ujung Pandang, Sulawesl 18 0 0 4 4 4 4

Total 100 10 10 18 17 15 8

SUGAR

Six new sugar -ills, COI 480 80 160 160 80 0 0 450,000 90m.-180m. 2.7 to 5 133,000
tons

Rehabilitation works (13 units) 140 45 45 45 0 0 0

Total 62Q 125 205 205 80 0 0

2/ According to whether one takes a price of $200 or $400 per ton.
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Table 2.5

APPROVALS AND IMPLEMENTATION OF INVESTMENT PROJECTS IN THE
CHEMICAL INDUSTRIES

Implementation as of December 31, 1975
In Under Under

Approvals Production Construction PreparatLon Inactive
Year of No. of
Approval projects Amount No. Amount No. Amount No. Amount No. Amount

A. PMDN. Amounts in millLons of Rupiah.

1969 1 1,425 1 1,425 - - - - - -
1970 3 2,576 2 2,461 1 115 - - - -
1971 2 1,380 1 880 - - 1 '500 - -
1972 8 6,735 4 891 1 222 2 5,237 1 385
1973 13 51,658 6 5,962 2 3,439 4 41,827 1 430
1974 10 14,350 2 960 5 9,010 3 4,380 - -
1975 35 387,316 3 7,885 6 152,902 25 223,529 1 3,815

Total 72 465,440 20 20,464 15 165,688 34 275,473 3 4,625
Percent (100%) (28%) (21%) (47%) (4%)

B. PMA. Amounts in $ m.

1968 1 29.0 1 29.0 - - - - - -
1969 2 101.3 2 101.3 -
1970 2 3.3 - - - - 1 2.8 1 0.5
1971 7 112.8 3 77.0 1 11.3 - - 3 24.5
1972 3 3.5 2 1.5 - - 1 2.0 - -
1973 5 73.3 5 73.3 - - - - - -
1974 12 314.8 1 0.5 4 91.0 7 223.3 - -
1975 7 29.3 - - - - 7 29.3 - -

Total 39 667.3 14 282.6 5 102.3 16 257.4 4 25.0
Percent (100%) (36%) (13%) (41%) (10%)
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Table 2.6

APPROVALS AND IMPLEMENTATION OF INVESTMENT PROJECTS IN THE
METALS AND MACHINERY INDUSTRIES

Implementation as of December 31, 1975
In Under Under

Approvals Production Construction Preparation Inactive
Year of No. of
Approval projects Amount No. Amount No. Amount No. Amount No. Amount

A. PMDN. Amounts in millions of Rupiah.

1968/69 16 22,940 15 22,863 - - - - 1 77
1970 33 17,189 25 11,542 - - 2 3,944 6 1,703
1971 39 41,387 32 40,066 3 675 1 422 3 224
1972 26 15,227 19 11,281 4 3,265 1 355 2 326
1973 29 36,471 22 31,210 4 3,897 3 1,414 - -
1974 14 23,360 11 21,025 2 2,034 1 301 -
1975 2 810 2 810 - - - - - -

Total 159 157,384 126 138,797 13 9,821 8 6,436 12 2,330
Percent (100%) (79%) (88%) (8%) (6%) (5%) (4%) (8%) (2%)

B. PMA. Amounts in $ m.

1967 1 0.5 - - - - - - 1 0.5
1968 6 24.8 4 22.5 - - - - 2 2.3
1969 9 9.5 8 8.5 - - - - 1 1.0
1970 22 39.3 14 33.4 1 1.2 - - 7 4.7
1971 15 21.1 6 9.8 1 0.5 1 0.6 7 10.2
1972 14 19.3 11 17.0 2 1.0 - - 1 1.3
1973 23 69.3 14 37.4 4 22.2 4 4.4 1 5.3
1974 17 232.6 3 15.9 5 134.3 5 72.8 4 9.6
1975 9 25.0 1 1.7 1 2.1 7 21.2 7 21.2

Total 116 441.4 61 146.2 14 161.3 17 99.0 24 34.9
Percent (100%) (100%) (52% (33.1%) (12%) (36.5%) (14.7%)(20.7%)(20.7%) (8%)
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Table 2.7

APPROVALS AND IMPLEMENTATION OF INVESTMENT PROJECTS IN
THE TEXTILE INDUSTRIES

Implementation as of December 31. 1975
In Under Under

Approvals Production Construction Preparai:ion Inactive
Year of No. of
Approval projects Amount No. Amount No. Amount No. Amount No. Amount

A. PMDN. Amounts in milLions of Rupiah.

1966 41 13,611 34 10,616 - - - _ 7 2,995
1970 65 21,768 56 17,150 - - - - 9 4,618
1971 68 26,748 58 21,768 2 519 1 266 7 4,170
1972 63 47,843 35 19,543 7 5,706 9 13,469 12 9,116
1973 113 202,345 47 101,025 14 18,604 6 5,718 46 16,998
1974 39 74,211 14 31,768 11 20,329 10 14,153 4 7,961
1975 31 68,413 1 2,176 12 25,945 18 40,292 - -

Total 420 454,930 245 204,064 46 71,103 44 73,898 85 105,865
Percent (100%) (100%) '58.3% 44.9% 11% 15.6% 10.5% 16.2% 20.2% 23.8%

B. PMA. Amounts in $ m.

1969 4 62.6 4 62.6 - - - - - -
1970 9 103.2 7 101.7 - - - - 2 1.5
1971 11 167.2 9 164.4 1 2.5 - - 1 0.3
1972 11 96.4 7 81.5 2 10.2 - - 2 4.7
1973 15 290 8 250.1 2 18.9 - - 5 21.0
1974 14 285.4 5 88.5 3 35.6 2 83.7 4 77.6
1975 1 1.9 - - - - 1 1.9 - -

Total 65 1,006.7 40 748.8 8 67.2 3 8.5.6 14 105.1
Percent 100% 100% 61.5% 74.4% 12.3% 6.7% 4.6% 8.5% 21.6% 10.4%
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Table 2.8

APPROVALS AND IMPLEMENTATION OF INVESTMENT PROJECTS IN
HANDICRAFTS AND MISCELLANEOUS INDUSTRIES

Implementation as of December 31, 1975
In Under Under

Approvals Production Construction Preparation Inactive
Year of No. of
Approval projects Amount No. Amount No. Amount No. Amount No. Amount

A. PMDN (Domestic Investment Project). Amounts in millions of Rupiah.

1968/69 53 14,096 41 11,121 6 1,470 - - 6 1,505
1970 112 20,237 59 11,562 9 1,820 10 2,190 34 4,665
1971 118 31,580 72 18,046 24 7,353 5 748 17 5,433
1972 267 67,947 147 41,783 74 18,101 28 8,490 18 9,573
1973 282 102,610 127 48,104 111 38,027 10 13,277 14 3,202
1974 199 111,620 83 39,409 80 43,204 30 15,161 6 2,546
1975 121 80,516 30 20,056 36 22,684 54 36,553 1 1,233

Total 1,152 428.606 559 190,381 340 132,659 157 76,419 96 29,147
Percent 100% 100% 48.5% 44.4% 29.5% 31.0% 13.6% 17.8% 8.3% 6.8%

B. PMA (Foreign Investment Projects). Amounts in $ m.

1967 5 5.3 5 5.3 - - - - - -
1968 11 13.7 9 11.7 - - - - 2 2.0
1969 18 18.8 14 15.1 - - 1 0.4 3 3.3
1970 34 50.3 20 32.4 3 4.3 1 1.1 10 12.5
1971 17 24.0 14 22.3 - - - - 3 1.7
1972 40 56.3 23 29.7 2 2.8 11 20.6 4 3.2
1973 53 108.2 24 54.8 13 29.8 11 20.4 4 3.2
1974 34 72.4 14 32.4 11 23.8 6 11.8 3 4.4
1975 11 38.5 5 19.0 2 4.3 4 15.2 - -

Total 223 387.5 128 222.7 31 65 34 69.5 30 30.3
Percent 100% 100% 58% 57% 14% 17% 15% 18% 13% 8%



TABLE 2.9

PHASING OF INVESTMENTS IN THE CHEMICAL SECTOR

Year of implementation/ 1976 1977 1978 1979
Description of projects

PMA, U.

Projects under construction as of
end 1975 5 6 - - -

vroJtt' - -under preparation as of
end 1975 - 50 60 60 54

Projects Vapproved in first ten
months of 1976 - - 20 20 35

Total, PMA n.a. 56 80 80 89

PMDN, Rp. billion

Projects under construction as of
end of 1975 4 4 4

Projects 1/under preparation as of
end 1975 - 20 25 25 22

Projects 1 approved in first 10
months of 1976 - - 10 12 10

Total, PMDN n.a. 24 29 37 32
in $m. n.a. 58 70 89 77

Total, PMA and PMDN, $m. n.a. 104 150 169 166

/ Excluding projects which have been included under the large-scale projects,
e.g. cement, fertilisers, etc.



TABLE 2.10

PHASING OF INVESTMENTS IN THE METAL AND MACHINERY INDUSTRIES

Year of implementation/ 1975 1976 1977 1978 1979
Description of ProJects

PMA, $m.

Projects under construction as of
end 1975 54 54 54

Projects under preparation as of
end 1975 - 33 33 33

Projects approved between Jan. 1 and
Oct. 30, 1976 - 10 20 10

Total, PMA n.a. 87 87 53 10

PMDN, Rp. billion

Projects under construction as of
end 1975 5 5 -

Projects under preparation as of
end 1975 - 2 2.5 2

Projects approved between Jan. 1 and
Oct. 30, 1976 - 0.5 0.5

Total, PMDN n.a. 3 2.5
in $m. n.a. 7 6 _

New projects, guesstimate, $m. 30 50

Total, PMA and PMDN, $m. n.a. 94 89 60



TABLE 2.'

PHASING OF TEXTILE INVESTMENTS

Year of implementation! 2197 1976 1977 1_78 1979

Description of pro.ects 
(guesstimate)

PMA, $m.

Projects under construction as of
end 1975 33 33 _

Projects under preparation as of

end 1975 - 35 35 15

New projects -0 0 0

Total PMA n.a. 68 35 15

PMDN, Rp. billion

Projects under construction as of
end 1975 23 23 23 -

Projects under preparation as of
end 1975 - 20 25 25

Projects approved between Jan. 1

and Oct. 30, 1976 - 10 15

Tot ', PMl 1a.t. 43 54u

Total PMDN, $m. n.a. 104 140 96

Total, PMA and PMDN, $m. n.a. 172 175 111 150



TABLE 2.12

PHASING OF INVESTMENTS IN HANDICRAFT AND MISCELLANEOUS INDUSTRIES

Year of implementation/ 1975 1976 1977 1978 1979
Description of proj.ects

PMA, $m

Projects under construction as of
end 1975 33 33 - -

Projects under preparation as of
end 1975 - 35 35 _

Projects approved in first 10
months of 1976 - 30 33

Total, PMA n.a. 68 65 33

PMDN, RP. billion

Projects under construction as of
end 1975 66 67 -

Projects under preparation as of
end 1975 - 38 39

Projects approved in first 10
months of 1976 - 10 30

Total PMDN n.a. 105 49 30
in $m. n.a. 253 118 72

Guesstimates of new projects, $m. - - 60 200

Total, PMA and PMDN, $m. n.a. 321 183 165 200



- 93 -

Table 3.1

Sources of Investment Funds

(Billions Rupiah; 1973 Prices)

1974 1980 1985

1. Total Investment 1,439 2,644 4,491

2. Source of Funds

a. Domestic Savings 1,091 2,085 3,573

(i) Government 1/ 594 1,171 2,110

(ii) Private 497 914 1,463

b. Foreign 348 559 918

Source: Laporan Proyek., op. cit., Table III.13B.

1/ Including revenues from oil, gas, and coal but excluding interest
payments and insta].lment payments on foreign loans.
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Table 3.2

Sources and Uses of GDP, 1971

% of
1. Sources Million Rps. GDP

Wages and Salaries 1246432.47 29.2
Operating Surplus 2662851.61 62.4
Depreciation 227842.71 5.3
Indirect Taxes 133272.00 3.1
Gross Value Added 4270398.79 100.0

2. Uses

Private Consumption 3177589.92 74.4
Government Consumption 323208.07 7.6
Gross Fixed Capital Formation 937361.27 22.0
Change in Stocks 68303.63 1.6
Exports (f.o.b.) 570292.04 13.4
Imports (landed cost) - 806356.14 - 18.9

Total 4270398.79 100.0

Source: Derived from BPS 19-Order Input-Output Table.
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Table 3.3

1971 Distribution of Value Added by Major Sectors

Percent

1. Primary (i.e. agriculture, forestry, fishing) 35.0

2. Secondary
a. Mining (incl. oil) (8.8)
b. Manufacturing (10.6) 19.4

3. Tertiary (i.e. Lncl. construction, utilities,
transport, communications, trade, services) 45.6

Total 100.0

Source: Derived from BPS,,19 order Input-Output Table.



Table 3.4

INDONESIA

Industry in 66 Order Input-Output Table

(1) (2) (3) (4) (5)

Wages and Imports (at
Salaries as Value added landed cost

Wages and Salaries % of value as % of do- as % of do- Imports as Z of
as % of Total Cost added mestic output mestic ouLtput Value Added

21 Logging and sawmills 14.2 20.0 70.8 -

24 Coal and metal ore mining 17.4 24.9 69.8 1.8 2.6
25 Petroleum and natural gas mining 2.5 2.7 94.0 .5 .5

26 Other mineral quarrying 42.6 48.9 87.2 4.9 5.6

27 Processing and preservation of food 4.4 17.7 25.0 69.3 277.2
33 Beverages 11.3 31.2 36.3 8.8 24.2

34 Cigarettes 4.5 13.8 32.7 - -

35 Spinning industries 10.9 36.8 29.6 83.0 280.4
36 Textile, leather, apparel 12.0 38.3 31.4 14.9 47.4
37 Wood and wood products 12.2 43.1 28.4 5.0 17.6

38 Paper and printing 18.7 34.4 54.5 69.9 128.2
39 Fertilizers and pesticides 13.4 49.6 27.0 632.4 2,342.2

40 Chemicals 10.9 29.7 36.8 74.6 202.7

41 Petroleum refining 3.3 9.8 33.5 4.7 14.0
42 Rubber products 9.7 27.8 34.9 46.5 133.2
43 Non-metallic mineral products 16.4 29.1 56.3 28.5 50.6
44 Cement 7.7 25.3 30.3 53.6 176.9

45 Iron and steel 10.2 39.3 26.1 691.0 2,647.5
46 Non-ferrous metals 2.2 6.1 36.7 36.7 105.4
47 Prefabricated metal products 12.8 35.2 36.4 52.9 145.3

48 Machinery (electrical and non-electrical) 22.1 50.2 44.1 1,774.7 4,024.3
49 Manufacturing and repair of transport equipment 17.1 32.2 53.0 31.3 59.0

50 Other manufacturing 15.9 41.8 38.0 80.3 211.3

All Sectors 10.2 29.2 35.0 7.1 203.3
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Table 3.5

Backgrounct and Forward Linkages in Indonesian Ind'ustry

Backward Forward
No. Name of Industry Linkage 1/ Linkage 2/

21 Logging and, sawmills .29 .57
24 Coal and metal mining .30 .37
25 Petroleum and natural gas .06 .37
26 Other mineral quarry .13 .84
27 Processed food .75 .43
33 Beverages .64 .65
34 Cigarettes .67 .09
35 Spinning industries .70 .95
36 Textile, leather, apparel .69 .30
37 Wood and wood products .72 .53
38 Paper and paper products .46 .62
39 Fertilizers and pesticides .73 .99
40 Chemicals .63 .54
41 Petroleum refining .66 .66
42 Rubber products .65 .91
43 Non-metal minerals .44 .89
44 Cement .70 1.00
45 Iron and steel .75 .93
46 Non-ferrous metals .64 .68
47 Prefabricated metal products .65 .68
48 Machinery .56 .09
49 Transport equipment .47 .50
50 Other manufacturing .62 .32

Source: Derived from BDP 66 Order Input-Output Table

1/ Backward Linkage is the ratio of intermediate purchases of inputs
to total inputs.

2/ Forward Linkage is the ratio of intermediate sales of output
to total domestic production.
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Table 3,6

Backward and Forward Linkages in Industry 1/

High Backward-High Forward

No. 35 Spinning Industries
39 Fertilizer and Pesticides
41 Petroleum Refinery
42 Rubber Products
44 Cement
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.

1/ Dividing Line Between High and Low = .65

Source: Derived from BPS 66 Order Input-Output Table.
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Table 5.1

SELECTED EXAMPLES OF THE INDONESIAN CUSTOMS TARIFF

BTN Import
Chapter Products Import Sales Remarks

Duty Tax

16-22 Food Products 0-80 5-20 Range for whole group

Examples:

16.02 Tinned corned beef 80 10
17.04 Sugar confectionary 60 10
18.05 Cocoa powder, unsweetened 60 10
19.03 Macaroni, spaghetti and

similar products 50 10
20.03 Fruit preserved 50 20
21.05 Soups and broths, etc. 50 20

25 Earths & stone, etc., cement

Example:

25.25 White po:rtland cement Rp.5,500 Rp.1,103
per m.ton per m.ton

28,29,31 Chemicals & fertilizers 0-40 0-10 Range for whole group

Examples:

28.02 Sulphur:
For tire industry 0 0
For pharmaceutical

industry 5 5
Other 10 5

29.01 Hydrocarbons 15 5
31.02 Mineral or chemical

fertilisers (including
urea) 0 0

40 Rubber & rubber products 10-50 5-10 Range for whole group

Examples:

40.08 Rubber flooring material 50 10
40.11 Tires for cars & trucks Rp.100/kg Rp.32/kg Depending on size

42 Leather products 10-60 10 Range for whole group

Example:

42.02 Leather travel goods 60 10
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BTN Import
Chapter Products Import Sales Remarks

Duty Tax

44 Wood products

Example:

44.15 Plywood, laminboard, etc. 50 10

47-48 Paper making material,
paper 0-60 5-10 Range for whole group

Examples:

47.01 Pulp 10 5
48.01 HVS and duplicating paper 60 10

54,55,56 Various textile products 0-140 0-10 Range for whole group
60,61

Examples:

51.01 Yarn, man-made fiber, not
for retail sale 15 5

55.05 Yarn, cotton, not for
retail sale 15 5

60.01 Knitted or crocheted
fabrics, not elastic
or rubberized 50 10

61.01 Women & girls outer
garments:
A. Sarongs, cotton 120 10
B. Other 80 10

73-76 Various base metal
products 5-70 5-10 Range for whole group

Examples:

73.17 Tubes & pipes of cast
iron, small 40 5

73.28 Expanded metal, of iron
or steel 20 5

74.12 Expanded metal, of copper 40 5
75.02 Wrought bars, rods etc. of

nickel 20 5
76.02 Wrought bars, rods etc. of

aluminum 20 5
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BTN Import
Chapter Product.s Import Sales Remarks

Duty Tax

84,85 Non-electrical & electrical
machinery 10-100 5-20 Range for whole group

Examples:

84.06 Internal combustion piston
engines:
A. Aircraft, tractors,

etc. 10 5
B. Motorcycles 40 10

87 Tractors, automobiles,
trucks, etc. 0-200 0-20 Range for whole group

Examples:

87.02 Specialized vehicles Minister of Finance
(ambulanices, hearses, may grant excemption
etc.)

Passenger cars, CKD 50 10
Passenger cars, built-up 200 20
Delivery vans, CKD 40 10
Delivery vans, built-up 70 20

87.08 Tanks, other fighting
weapons, etc. 0 0

94 Furniture

Example:

94.01 Chairs, ot:her seats, etc. 50 10

Weighted average (approximate) /a 32 6

/a Weights according, to 1976 import data (Jan - July period.).

Source: Republic of Indonesia, Department of Finance, Directorate General of
Customs and Excises, Customs Tariff, 1974.
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Table 5.2

Bank Credits by Sector, 1972-1976 /a

(Rp bill.)

1976
1972 1973 1974 1975 I Oct.

Agriculture 62.4 87.0 116.4 220.2 247.8 284.0
(9.2) (8.2) (7.4) (7.9) (7.7) (8.0)

Mining /b 6.9 8.1 10.7 760.4 1,000.0 1,054.4
(1.0) (1.0) (1.0) (27.4) (31.1) (29.7)

Manufacturing 177.5 277.6 358.9 718.8 783.7 901.6
(26.1) (26.2) (22.8) (25.9) (24.4) (25.4)

Trade 299.0 428.1 626.8 766.3 811.5 890.1
(44.0) (40.4) (39.8) (27.7) (25.3) (25.1)

Services 47.5 78.9 121.7 171.6 219.4 224.0
(7.0) (7.5) (7.7) (6.2) (6.8) (6.3)

Other 86.6 /c 179.5 /c 339.9 /c 133.9 248.2 195.4
(12.7) (16.9) (21.6) (4.8) (7.7) (5.5)

Total /d 679.9 1,059.3 1,574.3 2,771.2 3,212.6 3,550.4
(100.0) (100.0) (100.0) (100.0) (100.0) (100.0)

Notes:

/a Figures in brackets are percentages.

lb In 1974 and 1976 includes credit to Pertamina for repayments of foreign
borrowings.

/c Includes credit in foreign exchange for agriculture, mining, manufactur-
ing industry, trade (other than exports and imports) and services for
which a disaggregated classification is not yet available.

/d Includes investment credits, small-scale investment credits (KIK), and
permanent working capital credits (KMKP).

Source: Bank Indonesia, Laporan Mingguan, 3 December 1976.


