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I. UNDERSTANDING THE MANAGEMENT PROBLEM 1H

A. Introduction and Objectives

1.01 This study was initiated when the Government of Indonesia requested
aid agencies to investigate possible means to accelerate the development of
its managerial manpower. For some time now, the government has been keenly
aware of the serious national shortage of trained managers in the public and
private sectors. While some aid agencies have provided specific management
training over the past decade, both the government and aid agencies recognize
the urgent need to develop a broad strategy for management education and
training within a clear policy and institutionaL framework. Given the diffi-
culties often encountered in such efforts, development aid agencies also
concluded that an overview of the problem and a deeper understanding of its
complex nature was necessary prior to any further long term commitments. The
limited understanding of the problem, the diversity and uncertainty of
possible options, and the environmental constraints to sustaining isolated
interventions further highlight the need for a comprehensive and coherent
strategy.

1.02 The objective of the study was to identify policy issues and stra-
tegic choices for management education for government consideration. This
objective was expanded as the study proceeded; management education and train-
ing had to be seen in the context of the broad policy and institutional
environments which have strongly influenced management and institutional
development and performance. A more comprehensive definition of the
timanagement problem" emerged from discussions with hundreds of Indonesian
policy makers, managers and educators.

1.03 The "management problem" is thus defined as the deficiencies in
managerial skills, practices, and systems and the incompatibility of these
with the requirements of modern organizations and future challenges. This
relatively broad definition incorporates environmental factors which hinder
manageriaL development, including the development of appropriate managerial
technology. It also includes the national development (macro) managment sys-
tems and institution's which govern the formulation and implementation of
economic policy reforms, mobilization and allocation of financial and human
resources, and interactions between government and business. It takes a
"holistic" approach which cuts across individual managerial functions and
emphasizes the impact of the excernal environment on managerial performance.

1.04 The study does not prescribe final solutions to any specific
problem; rather, it explores options for building a sustained national capa-
city for institutional and manageriaL development. It seeks to promote a
deeper understanding by Indonesia as well as the Bank and other donors of

1/ For details see background paper on "Understanding the Management
Problem", by Nagy Hanna.
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present managerial practices, environmental constraints, and future chal-
lenges. This should lead to an improved dialogue on management policies and
systems (with both the public and private sectors), more effective technical
assistance and institution building efforts, and inducing a nacional movement
to develop the fuLl potential of Indonesia's managerial resources.

1.05 This report seeks to understand the basic nature of the problem, as
a first and crucial step towards enabling Indonesian managers to improve their
own systems and practices. If the report appears, on occasion, urduly
critical, it is because it seeks to address difficult problems and slowly
changing traditions, not to praise accomplishments which have been signifi-
cant, nor to propose "ready made" solutions, which would be impractical.

B. Organization of the Report

1.06 Chapter 1 defines the management problem as perceived domestically
by key groups in both the public and private sectors, and also by foreign aid
agencies. Chapter 2 identifies the key factors and common practices that con-
tribute to the problem. Chapters 3 to 6 define the needs, demand, and supply
constraints to management training and development in the Government and
enterprise sectors. Chapter 7 analyzes the key factors in the education
system which hamper the quality and relevance of management and public admini-
stration education. Chapter 8 integrates the broad elements of sectoral stra-
tegies into a coherent long term strategy, and recommends priorities for
immediate attention and processes for their planning and implementation.
Chapter 9 links the proposed strategy to technical assistance for institu-
tional and management development.

C. The Study as a Process

1.07 As the study represented the first attempt to investigate management
development on a national scale, the experience of the review team provided
important insights into the national capacity to research and analyze the
problem, and to evaluate present policies and ongoing programs. The short
term involvement of international experts, with diverse experiences, meant
that a uniform perspective on the problem, let alone a consensus on the solu-
tions, was unlikely. Yet, diversity of perspectives was important in under-
standing the problem an averting excessive reliance on the experience of one
nation or institution.2 The full time participation of Indonesian staff on

2/ Team members were drawn from the following schools of management
thought. American, British, French, Indian, Japanese, and ASEAN; staff
members of multilateral agencies represented developing country
experiences more generally.



the study team was soughy, but was not feasible due to the heavy commitments
of possible candidates.3

1.08 Given the nature of management development needs, an iterative and
learning process was adopted. Extensive interviews and group discussions were
undertaken with diverse Indonesian groups, including policy makers, admini-
strator educators, business managers and leaders, trainers, and opinion
makers. Their tentative conclusions and proposals were set out in a series
of background papers and then were followed up with subsequent discus-
sions.5 An action program was formulated and presented to the Minister of
Administrative Reform in January 1983. This provided a forum for dialogue
between the Bank and concerned Indonesian managers and policy makers. This
process also involved foreign technical assistance personnel who were already
engaged in management training and institutional development efforts in
Indonesia. This report, and the proposed long-term strategy are the product
of that interaction.

Lack of Forums and Research Capacity

1.09 Two broad issues emerged from this procey: there is neither a
national forum for discussing management problems - nor a national capacity
to research and monitor management issues.

1.10 While managers and policy makers were eager to discuss the problem,
there were no viable forums to voice these concerns or support managers in
their individual efforts. Similarly, technical assistance personnel believed
that management training was constrained by many policy and systemic factors,
beyond the control of individual managers and trainers. There was no way to
channel institution specific experience into broad policy changes or to disse-
minate such information to other similar institutions.

1.11 The lack of a national forum to address management concerns has
several consequences. First, broad policy and environmental constraints
cannot be pursued consistently. As a senior official put it, "the management
problem is everybody's problem but nobody's responsibility." Second, manage-
ment issues are conceived along very narrow lines. The growing interest of
employers and policy makers in promoting specific management development has
not been translated into priority activities of national significance. Not
surprisingly, the team found limited consensus on the definition of the

3/ An exception was LPPM which participated in the study through its survey
of pubLic enterprise training facilities (background paper).

4/ About 1,000 interviews in total.

5/ See Annex 1 to this chapter for a list of these papers.

6 However, the team was hosted by the (then) deputy chairman of development
administration and selected managers from several national agencies and
eiiterprises.
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problem, as well as on priorities and options. Third, regional needs and
perspectives, including those of provincial governments and universities, are
not adequateLy reflected in the centraL administrators' perceptions. Fourth,
despite the concern of some leading universities with professionaLizing
management, there is little opportunity for potential employers and practicing
managers to influence university curricula. Fifth, provincial educational and
training centers are isolated and leading ualiversities do not serve as
national centers for developing scarce resources, such as teachers and teach-
ing materials, for other training centers. Finally, in the absence of a forum
to reflect on this problem, there is a strong tendency to search for "quick
fix" imported models as the ultimate solution.

1.12 The present lack of a national capacity to research and analyze
management issues is due to several factors. First, Indonesia has Little ex-
perience with alternative approaches to management development. Second,
business circles and educators have not yet attempted to evaluate the
effectiveness of present approaches. Third, the present data base for long
term national planning of managerial resources is extremely poor. As compared
to other categories oS manpower, management is the least homogeneous and most
difficult to define.7' Managers have extremely diversified career patterns.
Requirements relating to their educational background, practical experience
and training are very different. The diversity of traditions and cultures in
Indonesia adds further difficulties. Reliable and detailed data are not
available on the present number of managers or their training needs, nor s
any research been done on the main factors affecting future requirements.-
Similarly, basic statistics relating to training facilities in Indonesia are
not avaiLable.

1.13 Research on management issues is constrained by lack of incentives
and resources. There are no national priorities or funds for long term
research on management. Large businesses have employed outside, primarily
foreign, consultants to solve specific short-term management problems, but
seem reluctant to commit resources to longer-term research and development of
Indonesian management practices. Hence, we know very little about which
managerial styles and organizational structures will be effective in the
Indonesian setting.

71 See Milan Kubr "Trends in Coordination and Planning of Management
Education", Management International Review, No. 1, 1974.

8/ A study on business management education in Indonesia has been just com-
pleted independently by the Lembaga Management, University of Indoesia;
it provides the first field survey of supply and demand of enterprise
managers. While its definition of managerial categories, and hence the
magnitude of supply and demand, differs from this report, the findings of
both studies confirm that the highest unmet demand is for managers with
higher education level and that the shortages are especially felt in the
modern sector of the economy.



1.14 Certain socio-culturaL factors may have also limited research on
management and public administration issues. Most Indonesian writers on this
subject have taken a formalistic or Legal approach and avoided objective
analysis and evaluation of sensitive problems of public sector management.
Meanwhile, outside researchers have had limited access to empirical investiga-
tions. Yet the strength and uniqueness of Indonesian culture warrants such
research.

1.15 Practicing managers in some countries have sometimes undertaken
research themselves; this does not occur in Indonesia. The valuable experi-
ence of successful Indonesian organizations remains untapped, as practicing
managers are preoccupied with immediate problems. As few educators have had
careers in management, and few managers have been exposed to sufficient mid-
career management development programs, there is little interaction between
theory and practice.

1.16 In the course of this study, the need to research and plan for
management development became apparent. Given the complexity of the
situation, the limited data and research base, and incomplete understanding of
the subject, the study has drawn upon the perceptions, preferences and
insights of various concerned groups. But it did so in ways that would ailow
the use of this study as an aid in further understanding the problem, and
conceptualizing what future actions should be taken. This process should
continue and should be institutionalized by Indonesian managers, educators,
and policy makers.

History of the Problem

1.17 Concern over the lack of quaLified management in government and
business dates back to the late 1960s when the New Order Government was at-
tempting to controL inflation, increase the productivity and efficiency of
state enterprises, and stimulate foreign and domestic investment. At that
time, high ranking government officials encouraged some aid agencies, such as
the Ford Foundation, to investigate "the management problem". At that time
all organizations in government and the private sectors faced management
shortages. Given the challenge of creating a disciplined bureaucracy, a
stabLe economy, and a viable private sector, management issues were properly
seen as pervading all aspects of organized activity.

1.18 A series of studies by the Ford Foundation in 1969-70 arrived at the
following conclusions:

(a) There were grave deficiencies in all areas of management. Qualified
managers were lacking at all levels of government and business.
Effective managers were noc being developed by the country's
educational and training programs.

(b) There was no concerted attack on the above problems.

(c) Better education and training alone would not improve public
management; policy reforms were also required.



(d) It was important to improve business management, given the
reLationship of business enterprises to economic development, social
stability, the major role of state enterprises, and other important
national objectives.

1.19 Since then, major achievements have been realized in overall econo-
mic development including macroeconomic management and the education sector.
Nation building efforts have brought unity and stability. In the late 1960s,
the National Planning Agency and the annual budgetary process were reformed,
bringing inflation under control and discipline to public investment deci-
sions. Administrative reforms increased the efficiency in the civil service
and public enterprises. In 1974, a comprehensive civil service law consoli-
dating some 172 separate statutes, several of which dated back to Dutch
times. The first computerized census of all public employees was also comple-
ted in 1974. Polici'es and regulations on civil service training and perfor-
mance, and departmental organization were also formulated during this
period. Other majo*r pieces of legislation were enacted in 1979 and 1980 to
simplify the annual budgeting process and modify public procurement to promote
local construction and consulting indistries.T Major reforms and substantial
expansion were also undertaken in the educational system. The regional
planning boards (Bappedas) were created and a framework for devolving certain
development functions uas put in place. Successful programs such as INPRES
(decentralized planning, financing, and implementation of small deveLopment
projects) and Family Planning were launched. Some indigenous entrepreneurs
have emerged as leaders of modern corporations.

1.20 Despite these achievements, however, Indonesia's management poten-
tial has not yet been fully exploited. In addressing this issue, it is impor-
tant to underline some of the historical and environmental changes which may
have contributed to management development lagging behind other achievements.

1.21 First, in the context of the rapid economic growth during the 1970s,
accompanied by substantial expansion and diversification of development pro-
grams and organizational structures, in both the public and private sectors,
the development of educational institutions and managerial potential could not
keep pace. In the public sector management constraints were partially allevi-
ated by the active role assumed by the military in running governmental
organizations and public sector enterprises. The 1980s present a very
different context (Chapter 2), during which every opportunity to profession-
alize and expand managerial resources should be exploited.

1.22 Second, during the oil boom, high investment rates and timely
utilization of available financial resources took precedence over management
and institutional development. Foreign consultants were used to supplement
the strained capacity of public and private organizations. Agriculture and
infrastructure rehabilitation were t..e main focus of public management; simple
technologies and managerial skills were required for most of these

9/ Presidential Decrees 44 and 45 of 1974 and 14, 14A, 18 and 20 of 1979 and
1980.



activities. Senior managers and leaders were preoccupied with immediate
problems and with only a few skilled administrators and relatively unskilled
staff they had to impose standard, rigid procedures to maintain a modicum of
coordination in the delivery basic needs.

1.23 Third, solutions to management problems were perceived in simplistic
terms, such as introducing rigid systems and procedures and then training
people to operate and maintain them. Education and training tended to focus
on maintaining existing systems and practices rather than preparing leaders
and senior managers to think of systematic reforms and macro-institutional
change. However, such solutions ignore fundamental environmental constraints
to management development (chapter 2), and the need to build indigenous
capacity for systems development and continuous adaptation.

1.24 Fourth, managerial skills and systems are closely interwined with a
country's history and culture. While Indonesia could import capital goods and
modern technology, it could not easily import suitable and effective manage-
rial technology. There is no universal management theory or consensus on a
basic management education model. Thus, with only limited capacity to
research and adapt foreign management techniques, the formation of managerial
skills and improved systems lagged behind other activities. Some pilot acti-
vities were initiated, sometimes with notable success (e.g. LPPM), but they
were not adapted and replicated on a sufficiently large scale to have a broad
impact.

1.25 Finally, no single agency could be assigned exclusive responsibility
for management deveLopment. Management development requires broad and con-
tinuous involvement of leaders and managers in the diagnosis and the search
for appropriate solutions. Isolated or externally imposed interventions could
not be effective or sustainabla.

1.26 Despite these constraints, significant progress was made in some
specific organizations, ministries and enterprises. Among the leading
examples in public enterprises are PUSRI (fertilizer) and PLN (electricity),
and in ministries, Finance and Public Works. Most organizations, however,
still look to formal educational institutions, ad-hoc and "packaged" solutions
provided by outside experts, or the long and inefficient process of uncoached
on-the-job experience. Moreover, even those organizations which initiated
their own management development systems could have made greater progress in a
more conducive environment.

D. The Management Problem Viewed by Aid Agencies

1.27 Aid agencies' perceptions of Indonesia's management problem may be
classified into those which relate to project preparation and implementation,
to operation and maintenance (O&M), and to technical assistance for
institutional development.

1.28 Most problems commonly observed during preparation and implementa-
tion are due to weak planning and rigid budgeting, complex implementation
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procedures (such as land acquisition and procurement policies, particularly
those governing the construction industry, and consultant recruitment),
excessive centralization, weak coordination, inadequate civil service
policies, and poor monitoring and evaluation.

1.29 Whereas construction can be performed by outside (i.e., foreign)
contractors, the operation and maintenance of new facilities must usuaLly rely
on local skills and management. Inadequate maintenance and poor operational
performance are particularly apparent in irrigation systems, hospitals, educa-
tional institutions and public enterprises. The budgetary process and civil
service compensation systems favor investments in new projects over the
provision of adequate funds for full utilization and adequate maintenance of
existing capacity. Maintenance allocations tend to be consumed in overhead,
and other non-maintenance costs, with the result that often less than half of
the originally allocated amount remains for actual maintenance.

1.30 The impact of new facilities is often below expectations. Benefits
are lost as potential users are not involved in planning and implementing the
project. In irrigation schemes, for example, there is little coordination
among local governments and the Ministries of Public Works, Agriculture, and
Home Affairs to ensure the development of effective water user associations
and extension services. Utilization of new health facilities is less than 50
percent of capacity. In general, a significant part of the benefits of new
investments remains unrealized, particularly when mobilization of demand or
users' involvement is required.

1.31 Aid agencies usually focus on the constraints which affect their
projects directly, often ignoring the overall policy environment,with the
result that their diagnosis of "management weaknesses" is usually in superfi-
cial terms. Institutional development projects (or components of projects)
suffer from greater implementation difficulties than tne physical facil-
ities. The most fundamental constraint to successful technical assistance for
institutional development has often been the weak commitment and capacity of
senior management of the target institution and the inadequate adaptation to
on-going processes and cultural factors. (Chapter 9 discusses some of the
common factors influencing technical assistance performance for institutional
and management development.)

Cost of Inefficiencies and Lost Opportunities

1.32 Substantial gains could result from prompt completion of projects,
proper maintenance of facilities and machinery, higher operational efficiency
and fuller use of human capitaL. Implementation delays can be especially
costly. At present, implementation delays (vis-a-vis apprai87l estimates) in
World Bank assisted projects add some 20% to project costs.- Implementation
delays also postpone benefits, in terms of forgone output, employment and
incomes. Implementation delays can tie-up expensive capital and foreign
exchange in slow-moving projects, slow disbursements from committed project

10/ World; Bank., World Development Report, 1983.
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aid, and generally, slow future commitments of external assistance. It is
likely that non-aided projects suffer even greater delays. The costs of poor
quality implementation (i.e., poor construction, inappropriate software) may
be equally great.

1.33 Poor maintenance leading to costly rehabilitation of infrastructure
is another area of concern. Investments of about $2 billion dollars were
required to rehabilitate Java's irrigation systems and road network during the
1970s. Benefits lost in earLier years from poorly maintained structures were
substantial.

1.34 Obviously, gains in operational efficiency save not only running
costs and benefits (output) but aLso capital investments. Low utilization of
transport facilities such as Locomotives and ports is common. Lost produ:ti-
vity in ndonesian enterprises can add 30% to 50 to total operating
costs. 1 Capacity underutilization is a frequently observed feature of many
firms, particularly those using new capital intensive technologies. These may
lie idle or underutilized for long periods due to poor planning of other
inputs (including knowhow).

1.35 In industry, operational efficiency is critical to competitiveness
and hence to future growth. Although the work force appears well disciplined,
overall productivity is generally poor due to inadequate training, and ineffi-
cient assignment of Labor, poor operating practices, and a dearth of effective
supervisors. The quality of products is often low, and where quality control
is applied there is a high level of rejects. In manufacturing, the lack of
managers with engineering backgrounds often constrain the development of an
indigenous capacity for research and development of new products and for
increasing the local content of assembled ones. Overall, management systems
for production and inventory control, cost estimating, etc. are at an early
stage of development, even in fairly large companies. Hence, most indigenous
companies lack the systems necessary to determine their own competitiveness,
to adjust effectively to market conditions, and to capture new opportunities.

1.36 One of the least appreciated aspects of productivity is human
capital, particuLarly "knowledge workers", i.e., managers, planners, resear-
chers, and other professionals in staff functions, all of whom represent a
high social. investment. With the increasing complexity of the economy, the
proportion of these workers in the labor force will increase. Despite their
high opportunity cost, this is the least analyzed of all factors of producti-
vity. Highly centralized management structures and systems do not utilize
management talents at lower levels, waste scarce resources, and distract top
managers from their strategic functions.

1.37 Management is concerned not only with efficiency but with effective-
ness, e.g. bringing an organization closer to the full realization of its

11/ For example, during the evaluation of plants in the engineering
industries, the factor of poor management was identified as the main
source of inefficiency (called x-inefficiency).
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potential. In this context, managers are entrepreneurs who must focus on
setting institutional objectives, and identifying and exploiting opportunities
as they arise. Effectiveness involves institution building, and the
continuous exploitation of the comparativ2 Tdvantage. This task is particu-
larly important for a developing society.-2

1.38 Ineffective management is immensely costly, to enterprises, to
consumers, and to nations. Failure to define appropriate goals and strategies
of the enterprise may lead to its complete extinction, indeed, the extinction
of an entire industry, within a very few years. If protected from outside
competition and the consequences of mismanagement, enterprises become a burden
on the government and the consumers.

1.39 Improvements in efficiency and effectiveness are critical not onLy
to economic growth, but also to equity. Inefficiency consumes resources in
bureaucracies and nonessential activities and hence competes against vitaL
public services and basic needs programs. Ineffectiveness results in not
providing the most appropriate mix and standards of public services to the
most needy. The consequences of inefficiencies are felt most by the least
powerful and most needy consumers - the poor. In Indonesia, they also have
the most impact on those regions with the least developed managerial resources
and public institutions - the potentially rich, but less populated Outer
Islands.

E. Indonesian Perceptions of the Management Problem 13/

1.40 Extensive interviews with Indonesian government officials and
businessmen were conducted to ascertain their perceptions of management con-
straints. The basic themes that emerged from these interviews were: (i) the
powerful influence of external (environmental) constraints on management

12/ Ensuring effectiveness, as a key management task, goes beyond making the
right allocatiave decisions. In the history of entrepreneurship, whether
in the USA, Japan or other countries, success stories of industrializa-
tion indicate that enterprise managers do not merely react to economic
developments. As Peter Drucker put it: "Managing aLso implies responsi-
bility for attempting to shape the economic environment, for constantly
pushing back the limitations of economic circumstances on the enter-
prise's ability to contribut".

13/ Management problems are multi-dimensional and proposals for solving them
require intimate familiarity with the institutions and goals of the
society. Outsiders' attempts to study this issue in Indonesia have often
suffered from the uncritical application of Western management
principles, without adequate consideration of the unique character of
indigenous institutions. Hence, this study adopts a collaborative
approach and attempts to reach a "shared" definition of the problem.
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performance; (ii) the essential role but inadequate promotion of entrepreneur-
ship; (iii) the crucial role of management development in Indonesia's future;
(iv) the diversity of management and management of diversity; (v) the role of
education and training in management development; and (vi) the transferability
of Western management practices to Indonesia.

Macro Constraints

1.41 Perhaps the most pressing issue, as seen by Indonesian managers, is
the prevailing constraints to management development and performance in the
Indonesian environment. The Indonesian manager operates with poor information
and support systems in an uncertain environment over which he has little
control. Many business leaders and top administrators believe that a proper
diagnosis of management weaknesses must go beyond individual performance and
address the underlying factors in the broad policy and institutional environ-
ment. For example, while the central guidance agencies have substantial
regulatory power, they are limited in their ability to assess the impact of
their policies. Meanwhile, managers of implementing agencies are hard pressed
to cope with these reguLatory burdens under conditions of limited support from
the central agencies.

1.42 Other constraints are the budgetary process, civil service policies,
and the hierarchical orientation and centraLized authority at all public
institutions. Budgeting procedures are too detailed, centralized and compart-
mentalized, and impose an excessive administrative burden on managers. These
procedures have not accommodated the growing need for flexibility and local
coordination, or promoted capabilities at lower government levels. Civil
service policies are perceived as instruments for regulating behavior rather
than management tooLs for motivating staff and rewarding performance. The
centralized authority within ministries makes inter-agency coordination
extremely difficult, except at the very top management levels.

1.43 Senior bureaucrats often view the external constraints faced by
private managers either as necessary to achieve other poLicy objectives, or
inevitabLe for a developing country. Thus, they feel managers should learn to
cope with external constraints and tend to view opposing views by entrepre-
neurs as pretexts for absolving businesses from their sociaL responsibili-
ties. Not surprisingly, these bureaucrats are perceived as unsympathetic to
private sector concerns. This contrasts sharply with formal government
policy which espouses partnership between the Government and business. Pri-
vate enterprises, particularly indigenous ones, would like to see government
support for business development including promotional efforts for potential
overseas markets. A similar gap in perceptions exists between public enter-
prises and their supervising ministries.

Entrepreneurship

1.44 There is a strong concensus that the development of entrepreneurial
talent is essential to the development of the private sector, to broad based
industrialization, to the creation of off-farm employment opportunities, and
to a more equitable sharing in the benefits of development. Some opinion
makers see the entrepreneur as the supplier of venture capital, and more



-12 -

importantly, of innovation; he is thus the essential link in bringing avail-
able resources and "potential" investment opportunities together. They sug-
gest that historicaL experience indicates that a society, which lacks entre-
preneurial motivation at a certain point in its history, can fairly quickly
change its orientation whereby the entrepreneurial function is transmitted
rapidly throy out society, as was the case with Japan through the Meiji
Restoration.- The challenge is then to devise programs that would channel
the drive and energy of nationalist movements into entrepreneurship and inno-
vation. Mass education and media could support government policies in provid-
ing the medium for change. Education would be reformed to prepare graduates
to become "job creators" rather than "job seekers."

1.45 While there is a strong consensus on the need to mobilize the
resources, skills and ingenuity of the broadest possible spectaum of society,
there is much less concensus on how to support and broaden the present pool of
entrepreneurs. With little exposure to basic management concepts and skills,
most small businessmen tend to have a fairly parochial outlook, unaware of how
vitally managerial practices can influence their businesses. Some business-
men, see protectionist measures and expanded credit facilities as a means to
give them a fair chance to learn and grow. Some see a useful role for subcon-
tracting between the modern large scale enterprises and the vast majority of
indigenous enterprises which are very small, Labor intensive and have limited
capital and skills. They believe that new managerial skills and attitudes
could result from establishing "father-son" relationships between the large
and small enterprises. This group also believes that entrepreneurship can be
transmitted through the "role models" of experienced and successful entrepre-
neurs. Another group, composed of educators and some senior officials with
entrepreneurial aptitudes, expect to secure indigenous (pribumi) leadership of
business in the future through advanced management education, modelled after
the most elite Western schools of business.

1.46 A number of leading economists attribute the shortage of entrepre-
neurs to over-regulated and distorted markets. With market liberalization,
private sector growth could generate adequate opportunities for potential
entrepreneurs. However, business leaders see historical and cultural factors
at the root of the problem. Market forces may not redress the handicaps faced
by pribumi entrepreneurs. For them, the issue is how to develop an effective
business culture, competitive skills and learning opportunities. They expect
that special training programs and public campaigns could nurture motivation,
risk taking and attitudinal changes. They criticize indigenous enterprises
for their short term orientation and reluctance to invest in the Long term
development of their staff. They recognize that "achievement motivation"
courses and basic skills do not produce successful entrepreneurs, unless sup-
ported by other conducive environmental conditions. They pointed to the need
to go beyond classical macroeconomic tools and develop social processes to
support and reward achievement, to disseminate information and increase the

14/ Suparman Sumahamijaya, "Wiraswasta Enterpreneurship: The Key to Develop-
ment and Progress", Asian Regional Seminar on the Contribution of Science
and Technology, 4-6 October, 1978.
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ability to identify economic opportunities, and to increase the predictability
of economic relations.

1.47 Concern with entrepreneurship is closely associated with the predo-
minance of the small firms and small communities as the basic units of econo-
mic and social organization. Some 80 to 90X of all private nonagricultural
firms are famiLy owned, family controlled or family managed and 80% of the
population live in small villages. Values, practicew ond the family culture
are largely transferred from the family to the firm. In this setting, the
entrepreneurial qualities of the family leader are clearly critical; he pos-
sesses virtually all decision making authority in the firm. A similar role is
played by the leaders of the villages and small towns.

1.48 Almost none of those interviewed included managerial styles, struc-
tures, and incentives as determinants of entrepreneurial "spirit" within the
larger and modern organizations. In contrast, research elsewhere emphasizes
the role of conamunication systems, decentralized structures, adaptive plan-
ning, incentives for professionalism and innovation, and responsiveness to the
clients iq shaping entrepreneurship, particularly in medium and large enter-
prises.16 1 Furthermore, recent research also suggests the importance of
autonomy, tolerance for risks in experimentation, nurturing of "champiln7",
internal competition, and shared values in promoting entrepreneurship. 7
Similar processes and incentives are necessary to provide an entrepreneurial
and service orientation to public agencies.

Management Role in Future Development

1.49 There is a growing but uneven awareness among officials and business
leaders that managers will face severe challenge in the coming years in moder-
nizing the bureaucracy and industrializing the economy. Business managers
realize that technology is changing management systems and practices at a fast
rate and that learning through trial and error alone is costly and slow.
Technology will help them manage their complex and growing organizations only
to the extent they are skilled in tapping its potential. Those who compete in
international markets or high technology fields are most concerned about
improved management. Within the civil service, public enterprise managers,
have a relatively clear "bottom line" measure of performance. Among the state
enterprises, the state banks seem to be the most concerned about management
development, particuLarly since the recent financial reforms. With the

15/ This is true for Southeast Asia in general. See Gabino Mendoza, "The
Transferability of Western Management Concepts and Programs, An Asian
Perspective," in Education and Training for Public Sector Management in
Developing Countries, Rockefeller Foundation, 1977.

16/ See Danny Miller, "the Correlates of Entrepreneurship in Three Types of
Firms", Management Science, Vol-29, No. 7, July 1983.

17/ For example, see Thomas J. Peters and Robert H. Waterman, Jr. In Search
of Excellence, Harper & Row, New York, 1982.
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exception of top administrators of central and local governments, the bulk of
managers in the civil service are not particularly concerned with management
development, as they view themselves as overseers of rules and regulations
rather than decision-makers or promotors of change. Management wkanesses in
service-oriented sectors, such as health, are particularly acute.-

1.50 There are also significant variations in "management consciousness"
corresponding to different levels of competence. However, most of the well
educated and/or younger managers believe that weak management is a primary
constraint to future development; they are also convinced of the need to adopt
new technologies, penetrate new markets and maximize returns on assets.

1.51 Perceptions of the management problem also depend on how the
management function is conceived. Some Indonesian intellectuals and policy
makers see managers as a major "social force" and feel that the leadership of
the private sector must therefore be indigenized. They view management,
rather than economic forces, as the engine of economic and social develop-
ment. They underline the role of managers as institution builders, resource
mc,bilizers, social innovators and value shapers. They see a key role for
managers in making administrative structures and procedures more responsive to
social and economic change. "Administrators fare required] who realize that
in a rapidly changing society, with a rapidly increasing population, and aLl
the additional social changes following from it, administrative procedures
should be capable of continuous adjustment to demands and needs arising from
those changes, and from W greater political awareness of larger parts of the
population than before." -

1.52 Many of those who participated in shaping Indonesia's successful
macroeconomic policies have emphasized that the implementation of many recent
policy reforms will depend on the capacity of institutions to adapt and com-
pete. They appreciate the need for continued adjustment to the rapid economic
and technological changes in the international environment; but they also
recognize that present managerial and institutional capacities are not suffi-
ciently developed to ensure that, once formulated, an appropriate policy
framework can be implemented and can elicit adequate responses. Often, well-
intended policies are poorly understood and implemented at the lower levels of
the bureaucracy. The private sector has tended to take a short-term view of
opportunities and risks, to expect high protection and extremely short pay-
back periods (i.e., very high financial rates of return), and to concentrate
on trade and speculative activities (e.g. in land and real estate).

1.53 Some business leaders are keen to undertake management development
efforts as expeditiously as possible, given that the "making" of top managers
is a slow process, generally requiring 10 years or more. In Indonesia,

18/ Indicated as the highest priority in a speech by the Minister of Health,
the Indonesia Observer, July 28, 1983.

19/ Soedjatmoko, "National Policy Implications of the Basic Needs Model",
Prisma, Indonesian Journal of Social and Economic Affairs (March 1978).
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learning strategic management is more difficult than functional management,
since many of the skil s ,needed for top managers are less technical and more
behavioral and social;2 such skills are difficult to transfer, take longer
to mature and are often ignored in management training programs.

1.54 The priority attached to management development is highest among
managers with an outward looking, long term perspective and a belief in their
own ability to shape the future. The highest levels of government are gener-
ally optimistic about influencing the future. Unfortunately, this view is not
shared adequately at lower levels of government and management, where managers
may have little autonomy and motivation to influence "today" much less the
future.

1.55 Officials of the Ministry of Education have identified management
capacity as the highest constraint confronting the education sector. Yet,
they are faced with competing public and faculty demands for expansion in
various disciplines, and -.ence may not be able to give management education
the priority it deserves. It is certainly true that Indonesia tacks trained
professionals in many fields. However, since the effectiveness of all pro-
fessionals depends not only on personal education and experience, but also on
on overall institutional efficiency, the institution's managerial competance
is clearly crucial. Hence, investment in management education would permit
all other professional areas to realize significantly greater productivity.

Management of Diversity

1.56 In the course of preparing this study, one theme that recurred
frequently was the incompatibility between the volicies and programs that are
centrally designed and uniformly implemented on a national scale, and the
diversity of needs and capabilities in various regions and institutions. The
imposition of uniformity over diversity may be due to the desire for national
unity anj equity, and the scarcity of skilled management at the local
levels.- There are few opportunities for local administrators to learn from
each others' diverse experiences. This isolation reinforces the dependency of
local governments on the uniform solutions of central administrators.

1.57 For example, neither local government training, nor management
education reflects local differences. The quality of education declines sub-
stantiaLly in more remote provinces, but the curricula and content of training
are surprisingly uniform. Few central government staff posted in the regions
receive training in field-oriented skills and whatever they receive is not
adapted to the specific needs of their regions. Because of the high concen-
tration of good training resources in Jakarta, large enterprises usually send
their trainees there for short courses. Local universities are thus isolated,
not only from international developments in the management field, but also
from the involvement of potentially sophisticated users in their regions.

20/ The skills of delegating, organizing, coordinating, motivating,
controlling and developing people.

21/ The state logo is "Bhineka Tunggal Ika" or unity in diversity.
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1.58 There is great variety 2i7 Indonesia's local institutions, managerial
cultures, and leadership styles. _ Similarly, the attitude towards manage-
ment and business vocations among Indonesian ethnic groups varies greatly.
The entrepreneurial spirit of the Bataks, Bogenese, and Chinese is well
known. This has important impLications for management education and for iden-
tifying management styles that can effectively accommodate ethnic diversity
among subordinates. Similarly, the traditions and attitudes of various local
administrations are heterogeneous, despite attempts to unify the civil service
on a national scale. Business cultures and dominant enterprise characteris-
tics also vary significantly among regions. No research has yet been done on
the types of managerial approaches which would respond to these different
socio-cultural and institutional contexts; and thus this remains a critical
dimension of the management problem.

The Role of Education and Training in Management Development 23/

1.59 The expectations for management education vary between younger and
older managers, modern and traditional enterprises, and educators and
employers. Older owner-managers and those who rose from the ranks are often
more skeptical about the role of universities in management development than
the better educated younger generation. Large companies, particularly those
in advanced technological fields and competitive markets, are particularly
keen for more educated managers, especialLy with combined degrees in engineer-
ing and business. However, some sophisticated large private enterprises
question the quality of university graduates, including those from the busi-
ness programs of the leading universities.

1.60 A common misconception among educators, employers and students is
that university management programs can produce managers who can "walk into"
managerial positions directly, without undergoing a long period of apprentice-
ship or planned experience. The lack of line managers' involvement in the
development of their subordinates and the absence of management development
programs within the user organizations perpetuate this expectation and may
lead to disappointments and perhaps total rejection of the role of universi-
ties in preparing potential managers.

1.61 One senior company executive who had recruited business graduates
commented: "It is sad but true. The typical graduate has read and copied
from books for his thesis; he has no conclusions of his own. Nor does he have
any notion of how he could apply his ideas in practice". A leading public
administration educator commented, "the bureaucracy does not want adminis-
trators or managers who think independently, who want to take initiative or
who can entertain imaginative solutions. The university program is intended

22/ The population of 156 million (1983) comprises over 50 ethnic groups and
over 300 language groups. For appreciation of diversity among regions,
see World Bank, Selected Aspects of Spatial Development (forthcoming).

23/ See Annex 2 for definitions of emerging concepts of management training
and development.
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to teach civil servants to be patient, behave properly, and not upset
anyone." Although most educators acknowledge the deficiencies in present
management education, no adequate remedial action has thus far been taken on a
national scale.

1.62 Equally strong concerns were voiced about the quality and relevance
of public administration education. University based administrative training
is considered too broad and theoretical, while training within departments is
viewed as too narrow, and limited to the administration of existing rules and
methods. Despite increased civil service training in recent years, there is
doubt about its effectiveness. The role of training in addressing specific
organizational performance problems in unclear. Many of those interviewed
felt that civil service training reinforces attitudinal problems and centra-
lized control, when it should be encouraging new attitudes and behaviors.

Transferability of Management Practices to Indonesia

1.63 Indonesian educators and managers are faced with whether to borrow,
adapt, or innovate improved management practices. A common concern among
practicing managers is the development of an Indonesian style of management,
which is bound neither by traditional practices nor by Western management
fads. Concepts which are relevant to Indonesia should be researched and
developed.

1.64 Many Indonesian managers believe they could benefit from the
experience of other Asian countries in public administration and management
education. Japan may provide a relevant model for business management prac-
tices. Many emphasize the unique features of an Asian context of management;
the experience of leading management institutions such as the Asian Institute
of Management are often cited as relevant, and a few Leading Indonesian com-
panies have recently employed management trainers from ASEAN countries. Des-
pite their concerns with the relevance of borrowed concepts, the majority of
managers expressed a keen interest in learning from the experiences of otner,
especially n3ighboring, countries. Their criticism of imported management
concepts is targeted more at the expensive short seminars on new management
tools that are conducted by "fly by night" foreign management consultants, and
at business schools of state universities which have failed to adapt their
curricula to Indonesian conditions. Such criticism is also a reaction to
common practices or foreign management consultants who focus on problems and
weaknesses but ignore future opportunities, and fail to build on present
cultural and institutional strengths.

1.65 The feasibility of transferring management practices depends on the
nature of management tasks, the culture of the "receiving" organizations, and
technological intensity. For example, personnel management practices are the
least susceptible to transfer and their ramifications the most difficult to
anticipate. Lower level management and supervisory functions are more influ-
enced by traditional practices and socio-cultural norms than higher levels.
Local government administrators are bound by the deeply rooted traditional
culture of the local population. Central government may be more open to
imported management concepts than most local administrations but less so than
public enterprises; central agencies are strongly influenced by historical
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traditions and have distinctive administrative subcultures. In turn, public
enterprises are still more influenced by civil service norms and practices
than the private sector. And within the private sector, joint ventures and
export-oriented enterprises are the most likely to experiment, accommodate, or
initiate modern management practices. Finally, technology imposes its own
demands on management practices. While traditional industries such as tex-
tiles might perform relatively effectively with traditional management
methods, more modern industries, such as petrochemicals and electronics, have
sought more modern management tools. Transferability is more promising in
sectors that are technology-intensive than in sectors that are people-inten-
sive, where cultures and values determine receptivity and adoption.

1.66 Thus, different degrees of adaptation of foreign concepts will be
required by various sectors and organizations. This underlines the danger of
"imposing" an imported management modeL uniformly on Indonesia. Some obser-
vers have reacted to this prospect by turning inward, advocating sole reliance
on traditional management practices as the "Indonesian way" of doing business
or managing. Yet, some accommodation to international business practices will
be necessary, at least for modern export-oriented enterprises. This process
is necessary even for industrialized societies, as Japan has demonstrated and
as the USA is now learning. Other observers underestimate the importance of
adaptation and point to the relatively effective use of foreign management
practices to certain types of firms. There is no ready made model for other
Indonesian organizations. More research on this issue is clearly required.
The transferabiLity of people-oriented qualitative management practices, in
particular, should remain an important issue to be systematically addressed in
future technical assistance (paras. 9.16 to 9.18).
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CHAPTER II. THE MANAGERIAL ENVIRONMENT 24J

2.01 Management performance, in any country, depends on many factors
beyond formal education and training. HistoricaL, cultural and social consi-
derations are major determinants of the society's perception of how institu-
tions (both in government and industry) are organized and what properly con-
stitutes the "managerial function." Thus these bear directly on the design
and implementation of management policies, systems and tools.

2.02 In Indonesia, many environmental factors are not especially condu-
cive to managerial development and performance: the centralization of autho-
rity, buttressed by a complex mix of procedures and regulations; fairly
mechanistic planning, budgeting and monitoring systems; inadequate personnel
management and civil service policies; and centralized and limited capacity
for organizational change. Achieving the attitudinal modification and policy
improvements to overcome these factors will be much more difficult than imple-
menting the educational and training reforms recommended elsewhere in this
report. Meanwhile, better understanding of cultural strengths and identifica-
tion of effective Indonesian styles of management could accelerate this
process.

A. Cultural Factors

2.03 Indonesian culture is characterized by a marked element of paternal-
ism/authoritarianism in most relationships and a strong desire to avoid open
conflict and its consequent loss of face. Closely related to these are other
important cultural traits, including decision making patterns based on peer
group consensus (not necessarily reflecting total consensus throughout a
hierarchy), group cohesiveness, a relatively high tolerance for ambiguity,
general disapproval of obviously competitive behaviolg widespread symbolism
and a high regard for self-control and orderliness.' Taken together these
factors have important implications - some negative, some positive - for
management styles:

24/ For details, see background paper to the study on "The Managerial
Environment" by Nagy Hanna.

25/ For background research see Hofstede, Culture's Consequences:
InternationaL Differences in Work-Related Values, Beverly Hills, CA.,
USA, SAGE Publications; and Geertz, The Religion of Java, Univ. of
Chicago Press, Chicago, 1960. Most of these cuLtural traits are
specifically Javanese; they constitute the majority ethnic group. The
bureaucracy, particularly of the Central Government, has strongly assumed
these Javanese characteristics.
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(a) There is a marked tendency toward centralized and paternalistic
authority in both modern and traditional organizations. Superiors
often assume a "father" like role;

(b) Conflict avoidance carries with it a built-in tendency towards main-
taining the status quo and protecting vested interests, particularly
those at higher Levels. Contentious policies may be instituted but
not always enforced. Disagreement or criticism is usually manifest-
ed in delay or evasion;

(c) The circulation of information between superiors and subordinates is
severely limited; as a result, decisions are often made without the
fullest possible information. Feedback and evaluation are discour-
aged;

td) Disapproval of competition discourages innovation and risk taking in
favor of conformity; there is little tolerance for those who take
initiative and then fail;

(e) There is more emphasis on the externals of office-holding, i.e. the
ceremonies and status that go with it, than on actual performance.
Management tools and courses are introduced and ritualized, with
little attention to their practical impact; this may actually
encourage their misuse.

2.04 Further development of management practices should incorporate the
strengths of cultural factors. For example, paternalism provides a sense of
security for subordinates and might be used to induce superiors to take
greater responsibility for developing their subordinates, while its authori-
tarian aspects might be diminished by promoting democratization of work
relations. Moreover, the role model (symbolic) of senior managers and leaders
can provide a powerful tool for creating new norms and shaping the behavior of
3ubordinates. A tolerance for ambiguity may delay problem solving and forma-
tion of coherent policies, but creates room for compromise. The need to main-
tain face and group loyalties couLd be harnessed to improve group perfor-
mance. Decisions reached by peer consensus may be time consuming, but once
agreement is reached, smooth implementation is more likely; some management
tools could be used to streamline this process and broaden participation by
including lower management. There are other sources of strength which may be
subtle for outsiders to detect. For example, some religious values seem to
provide spiritual support to managers under a great deal of stress and uncer-
tainty. Management research should seek further understanding of these
cultural factors to better adapt management tools to indigenous practices and
build on cultural strengths (see Chapter 9, paras. 9.09-9.10 and 9.16-9.19).

B. Historical Factors

2.05 During the Dutch colonial period, Indonesians were restrained from
positions of economic or administrative power. Attempts to develop a local
education system were limited as the colonial power was mainly concerned with
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ensuring an adequate supply of cheap labor. A deliberate effort was made to
maintain the status quo in the social system which divided society on the
basis on ethnic origins and social scatus, with predetermined educational
routes for each group. The maintenance of this system foreclosed higher edu-
cational opportunities to all but the aristocratic classes. Clearly such
colonial /omination discouraged the development of an entrepreneurial
spirit 26 In fact, many Indonesians seem to feel that colonialism fostered
passive attitudes, sapped initiative, and created resencment among the indige-
nous Indonesians against non-pribumi economic power.

2.06 Following independence, amid considerable political instability, the
task of building local administrative and entrepreneurial capabilities was
extremely difficult. The administrative vacuum was filled by freedom
fighters, the student army, religious leaders and lower ranking clerical per-
sonnel. Throughout the 1950s-60s, the Covernment apparatus expanded rapidly
as politicians strove to create jobs and balance many competing interests. At
that time, the problems of Indonesia's bureaucracy - u wieldy, underpaid,
poorly skilled and undisciplined - seemed insoluble.27 Under the New Order
Government, in the late 1960s, the military assumed significant political
power and some fundamental civil service reforms were enacted to streamline
the bureaucracy. The armed services were subsumed under the civil service
which consequently took on a command style of leadership, reinforcing the
notion of centralized authority.

C. Indonesian Management Concepts And Practices

2.07 Cultural and historical factors, and public policies strongLy influ-
ence the Indonesian manager's perception of his function. In turn, commonly
held managerial beliefs and professional norms condition the evolution of
future managerial systems and policies.

2.08 Any assessment of managerial or institutional effectiveness cannot
be very precise since it involves a considerable element of judgment about
many abstract and interdependent concepts that do not lend themselves to

26/ See also Philippe Lasserre, A contribution to the Study of
Entrepreneurship Development in Indonesia, INSTEAD, 1979; Wilfred and
Neill, Twentieth Century Indonesia, Columbia University Press, New York,
1973; Twentieth Century Indonesia, Columbia University Press, New York,
1973; and Burhamzah, A Survey of Economic Development in the Outer
Provinces of Indonesia, Institute of Developing Economies, Tokyo, 1971.

27/ For understanding the historical roots of present Indonesian bureaucracy
see: (1) The Making of a Bureaucratic Elite by Heather Sutherland,
Heinemann Educational Books Ltd., Singapore, 1979; (2) The Indonesian
Bureaucracy by Theodore Smith, Ph.D. thesis, 1971; (3) The Indonesian
Civil Service and its Reform Movements by Djunaedi Hadisumarto, Ph.D.
.hesis, 1974.
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direct measurement. In Indonesia, such judgments are particularly difficult
given the paucity of research in this area, and the following observations are
thus only tentative. In the absence of international standards, Indonesian
practices are contrasted against recent rescarch on thl89ost successful
management practices in a number of cultural settings.-

2.09 There is considerable variation in overall managerial competence and
practices across Indonesian organizations, often depending on the age, size,
technology, products (services), and the immediate task environment of the
agency or enterprise. Present practices have also evolved through time and
therefore should be viewed with an historical perspective. Moreover, the fol-
lowing discussion does not imply that these problems are unique to Indonesian
managers. In fact, most are commonly observed features of managers in many
developing (and sometimes developed) countries.

2.10 Indonesian management concepts and practices are organized here
around the following dimensions: (a) the role of managers and administrators
(style); (b) organizational structures and practices (structure); (c) decision
making systems (systems); (d) personnel policies and practices (skills): and
Ce) orientation to market, service and environment (strategy).

The Role of Managers and Administrators

2.11 Indonesians commonLy view the managerial function as the process of
administering procedures, controls, and restraints. Management is associated
primarily with budget power and authority, and less with responsibility and
contribution. Stability and regularity take precedence over change and entre-
preneurship.291 Senior public managers do not view themselves as "managers",
a term which they reserve for businessmen, but as bureaucrats or
administrators.

2.12 The historical, cultural and socio-political factors discussed
earlier have contributed to this view of the managerial role, and this has
important implicaticns for the distribution of authority and responsibility,
allocation and integration of tasks, and reliance on controls and regula-

28/ Most of available research on the subject, however, reflect effective
management practices in American or Japanese settings; only two excep-
tional studies were completed recently on successful management in devel-
oping countries: Samuel Paul, Managing Development Programs: Lessons of
Success, Westview Press, Colorado, 1982; and David Korten, et al, Bureau-
cracy and the Poor: closing the Cap, McGraw-Hill lnternational, 1981.
For lessons fror successful programs also see World Development Reports,
World Bank, 1980 and 1983.

291 This contrasts with management writers' definitions of management (such
as Peter Drucker and William Siffin). These definitions emphasize the
effective creation of objectives, opportunities and changes. Management
"is a function which remains when all else has been subjected to rules
and specification" (William Siffin).
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tions. This view also constrains the development of subordinates, the per-
formance of top management, the capacity to support and promote, and the
relevance of management education.

2.13 Managers and Supervisors in Indonesian organizations are often per-
ceived as father figures. This tends to reinforce the hierarchical relation-
ship as the primary source of authority and of thie "flow" of actions. Subord-
inates usuaLLy do not see alternative sources of aunLority (e.g. expertise,
professionalism) as legitimate, and seldom will they initiate any action,
however important, without direct instructions. Similarly, subordinates 1 re
seen as general assistants who only act on a supervisor's instructions.-

2.14 Of the various modes of coordination and control, Indonesian
managers in small-scale organizations, tend to rely heavily on direct
supervision and, within large ones, on standardization of work processes.
With a relatively unskilled bureaucracy, senior managers have had to break
down complex tasks into the smallest possible components to reduce skiLl
requirements (horizontal specialization). They have relied on direct
supervision for coordination. Similarly, performance of work had to be
separated from controlling or administering it (vertical specialization).
Over time, as public organizations expanded, their work processes became more
formalized and standardized, thus reducing the role of middle and lower level
managers. When standardized activities were not possible, detailed
programming and budgeting was used to prescribe the specific actions to be
carried out, thus reducing the autonomy of lower level management and further
centralizing authority and information in large organizations.

2.15 There is an overwhelming predominance of centralized controls and
authority throughout the economy - at all levels of government, between
government and business, and within individual enterprises. Frequently, this
tends to generate uniform and rigid prescriptions for diverse needs and situa-
tions. The central agencies become preoccupied with formulating regulations,
and administering detailed budgets and multiple controls. Administrative
solutions are sought in situvtions where policy or skill improvement measures
would be more appropriate. As deviations occur, senior managers often impose
even more controls and regulations (a vicious circle occurs).

2.16 In such circumstances promotional and supportive efforts are totally
eclipsed by the preoccupation with controls. Excessive regulation puts severe
strain on local officials and field managers, often impeding tl.-ir ability to
respond to specific field situations. Meanwhile, there is little central
capacity to support weaker institutions and lagging regions. Business
managers are similarly preoccupied with interpreting bureaucratic regulations
governing their operations. Such controls distract both enterprise managers
and public administrators from efforts to develop the private sector. This
situation further increases the communications gap and breeds mistrust between
the public and private sectors.

30/ For an application of these general patterns to a case stud- see: Skill
Profile Analysis for Management Training, LAN, IBRD/UN Project, 1979.



- 24 -

2.17 The view that management's function is limited to control also con-
tributes to the twin condition that top management is overburdened, while the
development of middle and lower level management is neglected. Top managers
do not focus on developing their subordinates' capacity for problem solving.
Tasks assigned to subordinates are often urgent with tight deadlines, thus
permitting no time for coaching or learning. Responsibility and authority are
not delegated because superiors consider subordinates incapable, and, in turn,
subordinates are not capabLe because they have virtually no experience wiih
authority and responsibility. This is summed up as the "authority trap".31/

2.18 This view has also narrowed the scope of middle and lower level
managerial jobs and the functions, skills, and growth prospects associated
with them. Often even senior managers feel that their jobs permit very little
non-routine decision making. Yet given the limited pool of competent managers
at this time, senior executives ought to assume greater responsibility for
developing the human resouces of their organizations and push for effect;ve
delegation.

2.19 Recent management thinking emphasizes the role of managers as insti-
tution builders, capable of stimulating creativity and self-development among
their staff. Successful large organizations in some more developed countries
tend to delegate managerial decisions as far down as possible, to tap and
develop the largest possible pool of managerial resources. Research also
emphasizes the important roles for managers as shapers of institutional pur-
pose, as providerS 7f "transcending" values for their staff, and more gener-
ally, as leaders.32 An effective organizational culture will impart clearly
stated values, commitment to high standards of performance, and positive
reinforcement. Effectiveness, especially in people-oriented development
programs, may depend essentially on "leaders skilled in creating new vi3ons
of the possible and in guiding actions towards their accomplishments."'

2.20 This view of the manageriel function has important implications for
management education and training. Present public administration education
focuses on managing institutions as they are, rather than examining their
objectives and possible options for improving their structures and systems.
Imported management education models often introduce new concepts for decision
making that may have no relation to local practices. Yet research suggests
that training of development managers should stress leadership skills, incLud-
ing the ability to relate to subordinate staff and beneficiaries. It also
underlines the need to develop "system managers" who can initiate structural

31/ See Theodore Smith, The Indonesian Bureaucracy (UnpubLished dissertation,
1971).

32/ See In Search of Excellence (1983), The Art of Japanese Management
(1982), and Theory Z (1981) and earlier works by Warren Bennis, Phillip
Selznick, and Chester Barnard.

33/ See David Korten et aL., op. cit.
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adaptations, while elizeting broad commitment to the overall objectives of
development programs.3

Organizational Structures and Practices (Structure)

2.21 The rapid growth of the bureaucracy after independence and of the
economy during the 1970s, have permitted little time for systematic organiza-
tional development. Many organizations were created "by decrees," but had
relatively littLe substantive capability. 5 This phenomenon was described by
a leading Indonesian educator as being "over-organized and yet under-institu-
t-ionalized." Impatience with the slow process of developing existing institu-
tions and the strong preference for direct control have often encouraged the
establishment of new organizations, and hence further fragmented the functions
and resources of existing institutions. Organizational improvements are often
limited to changes in formal structures, with little impact on the quality of
actual decision making and other internal processes.

2.22 The organizational structure of most agencies and enterprises
reflects the recent history of fast growth, the scarcity of managerial resour-
ces and the propensity toward centralized authority. Hence, it is common to
observe relatively large organizations with a very narrow middle management
link. The hierarchy is the dominant factor in all relations; this frustrates
coordination and communication at lower levels which cut across vertical lines
of authority.

2.23 The collective impact of environmental constraints and the lack of
supportive infrastructure encourage a particular mode of task organization,
called the center periphey or "hub-and-wheel" pattern of managerial organiza-
tion (or communication)."° Complex tasks are reduced to a set of rudimentary
and specific instructions, which the central administrator or LOp manager can

34/ David Korten, op. cit. Also see World Bank, World Development Report,
1980.

35/ A contrast between the institutional development patterns of the
institutes of administration of Indonesia (LAN) and Malaysia (INTAN) may
illustrate this point. LAN was created with a comprehensive mandate and
extensive authority over the management of civil service training, but
did not acquire the necessary capacity and resources to fulfill this
role, with consequent disappointments. By contrast, INTAN started with a
limited program of activities and better cadre of highly-motivated full-
time trainers, and built demand for its services by its demonstrated
successes in priority tasks. While INTAN serves a civil service the size
of which is one-tenth that of Indonesia's, its cadre of trainers and
training materials exceeds LAN's.

36/ See Jon Moris, "The Transferability of Western Management Concepts and
Programs, An east African Perspective," in Laurence Stifel et al,
Education and Trairing for Public Sector Management in Developing
Countries, Rockefeller Foundation, 1977.
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then pass to each subordinate individually, each of whom knows little of the
total task and bears only limited responsibility for the final product. This
process does not require much LateraL communication. The central administra-
tor personally does all the managerial integration needed for the task comple-
tion. Subordinates seldom know whether and how their inputs contribute to the
central manager's decision. Industrial production is often organized in the
same pattern, even within large enterprises.

2.24 Research suggests that this pattern of task organization is perhaps
the most efficient form for uns ructured groups and simple tasks requiring
mainly one-way communication.37' It may also be inevitable where skills are
scarce and very unevenly distributed. However, as a long term basis for task
performance it has many weakneses. ALl the experience, authority and satis-
faction accrues to the center. The motivation and involvement of subordinates
remain low. Moreover, planning and coordination skills remain personal; they
are not institutionalized. This structure does not do well in large-scale
activities, nor, in uncertain situations requiring two-way communication and
adaptation. It may be one of the main factors contributing to low producti-
vity in large organizations in Indonesia.

2.25 Although little research has been done on informal organizations,
knowledgeable observers suggest that Indonesians, like other East Asian cul-
tures, tend to feel uncomfortable in large, impersonal, formal organizations
and seek comfort in patron-client ties and narrow social groupings. Informal
groupings are particularly important as channels of information that either
supplement or distort more formal lines of communication. They are also
influential in setting members' values, goals, and perceptions. The need to
sense unity and avoid open controversy often results in "side negotiations",
intricate "avoidance" procedures, and the use of "trusted" outsiders as "go
betweens". Tasks are organized and carried out fairly independently of formal
structures and decision making processes at middle and senior level management
seem to be ad-hoc. These practices place high demands on the average Indone-
sian manager and require integrative and process skills that are uncommon even
in industrialized societies.

2.26 The intricacies of the informal organization and decision-making may
appear non-rational and unintelligble to the outsider. Ceremonial articula-
tion of the decision is often confused with the actual decision process.
Indonesian managers are aware of the importance of the informal organization
to the functioning of their organizations. However, this importance is
neither adequately reflected in management research and education nor taken
into account in the introduction of modern management systems.

2.27 Perhaps the most consequential aspect of organizational design
practices is the rigidity of present organizational structures in the public
sector and the centralized authority for any reorganizing within government
departments. Line managers, particularly in the public sector, view organiza-

37/ H. J. Leavitt, Managerial Psychology, University of Chicago Press, 1964,
pp. 228-41.
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tionaL structures as relatively immutable. Partly in response to past abuses,
the government has developgd a relatively uniform structure for all government
departments and agencies.- _ While this uniformity has the merit of
simplicity and clarity, it has not accommodated the particular requirements of
some departments, such as the need for chief engineers and other functional
streams at technical departments such as Public Works. The Ministry of Admi-
nistrative Reform has the authority for reorganization, but is limited by its
capacity to experiment and evaluate alternative organizational designs. Mean-
while, the departmental units of Organization and Methods (OEM) are usually
limited to passive administration of existing structures. Hence, there is
little room for institutional managers to experiment with even marginal
organizationaL changes.

Decision Making Practices and Support Systems (Systems)

2.28 Decision makers are concerned more with means, inputs, and budgets
rules than with objectives, benefits and outputs. This results in weak man-
agement support systems,- poor horizontal coordination, limited vertical commu-
nication, onerous reporting requirements, inadequate monitoring and evalua-
tion, lack of performance-oriented budgeting, and planning which is short-term
and rigid. This preoccupaticn reduces the operational autonomy of middle and
lower level managers while overloading top management and displacing important
managerial responsibilities such as the development of strategic controls and
the clarification of institutional objectives. In contrast, research on out-
standing organizations spggests that they emphasize the task of objective
setting at all levels.-9

2.29 There is a scarcity of managerial support systems partly reflecting
the fact that central authorities design such systems to meet their own needs
but seldom to build the problem solving capacity of lower levels of manage-
ment. Thus, scarce managerial talent is wasted. Decision support systems are
also underdeveloped as traditional managers tend to rely on personalized and
intuitive styles of decision making.

2.30 There is relatively good horizontal coordination at senior
management levels within each public agency but little below and among agen-
cies. The more important factors contributing to weak horizontal coordination
are the monetary incentives attached to line control over project budgets (and
hence the tendency to segment projects into mini-projects with separate bud-
gets for the various implementing agencies), the strong patron-client rela-
tionships, and the "hub-and-wheel" task organization. Weak coordination often

38/ For example, all ministries, DCs, and lower subdivisions can have only up
to a maximum of 5 unit groupings (divisions). This follows the princi-
ples of the "span of control," regardless of the diversity, complexity
and interdependence of the tasks within a unit.

39/ A clear statement of objectives gives a manager the means of developing
himself and measuring his con-ributions to the organizations. See
Drucker, Management, Harper's College Press, New York, 1977.
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results in fragmentation and duplication in programs and overlapping functions
among agencies. Funds, directives, information, and reports flow up and down
individual chains of command in segregated channels. Only a few people out-
side each vertical chain, such as ministers or governors, have the status and
authority to ensure coordination among agencies.

2.31 Upward Communication systems are underdeveloped. As a predominatnly
"oral culture", Indonesians indicate a strong preference for oral over written
communication. Communication systems (and institutional memory) remain highly
personalized and informal. Such communication patterns maintain a "personal
touch" and carry messages in subtle ways; however, they are inadequate for
large bureaucracies, where substantial information processing is needed at
different levels of aggregation for different levels of management. Lacking
such systems, large organizations tend to be slow in learning, and in respond-
ing and adapting to environmental change and feedback.

2.32 Several ministries have established a series of sequential weekly
meetings, starting with the Minister, going all the way down to section
heads. These meetings are intended to transmit information from the Minister
to the working level, to receive the reports of subordinates on task accom-
plishments and problems, and to resolve differences. This series of meetings
provides an excellent forum for downward flow of information. However, it
appears that problems are often raised and settled outside the formal meeting
in dyad or small group encounters. Introduction of the information in the
formal meeting could thus be for formal purposes only. Similarly, problems
are not usually brought into these meetings that do not have prior clearance.
Information is sifted out and aggregated in such a manner as to minimize any
potential embarrassment for the reporting unit.

2.33 Reporting systems are usually voluminous and overlapping and their
benefits are often not commensurate with the administrative burden involved.
They are seldom designed to highlight options for decision making. Lower
level managers see littLe benefit from such reports since superiors are too
burdened to pay attention to them and if they do, it would be for detailed
control purposes rather than guidance and support. Lower level staff seldom
participate in the design of information and reporting systems, and hence have
no opportunity to make them relevant to their own decision making needs.
There is an impressive amount of orderly coLlection and recording of data at
the lowest levels of the organization but its potential for decision making is
not tapped adequately.

2.34 Information on performance is not shared within or among government
agencies. Supervision and evaluation are interpreted in a narrow way, "accor-
ding to the letter of the law", and peformance is evaluated against compliance
with the rules rather than achievement of objectives. The absence of meaning-
ful and reliable performance indicators reduces accountability, efficiency and
institutional learning. In contrast, research demonstrates the importance of
appropriate evaluation and wide dissemination of information on performance to
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ensure responsiveness to the intended beneficiaries and public /acountability
and ultimateiy, to develop effective decision making systems.

2.35 The budgetary process has a fundamental impact on many aspects of
decision making in Indonesia. Annual budget authorizations for development
projects are prepared in detail. Lacking criteria for measuring performance,
accountability is limited to budget urilization. Development problems are
viewed in terms of specific, isolated and short-term (one year) budget
interventions. In this context, it is exceedingly difficult to get managers
to think in terms of policies, strategies and plans to address development
problems. Budgeting is seldom viewed as a management tooL that would link
desired results to available means, communicate priorities and set standards
for performance.

2.36 Planning is fairly mechanistic as past trends are merely extended
into the future. This may partly reflect a cultural orientation which empha-
sizes the past. For many departments and enterprises, planning means little
more than preparing an annual budget, which is seen as a legal and binding
document. Managers thus fail to see the benefits of longer term planning as a
guide to daily decisions or future opportunities. Under such circumstances,
decision making becomes myopic or reactive.

2.37 An important strength of Indonesian tradition is its emphasis on
defining the problem before deciding on a solution or implementation. What
may seem to outsiders a slow process of extensive discussion is often a
necessary period for building consensus across agencies which can greatly
facilitate subsequent decisions and implementation. This process is usually
viewed as similar to the "ringi" process in Japanese organizations. Both
emphasize cooperation, compromise, harmony and collective decision making.
There seems to be one main difference between the two processes, however. The
'ringi" process initiates proposals and reaches consensus from the "bottom-
Up"; this amounts to de facto decentralization of the task without decentrali-
zation of formal decision-making authority. The "mushawarah" and "muafakat"
process in Indonesia seems to rely more on peer consensus at the top, follow-
ing which decisions are passed down through the hierarchy.

Personnel Practices (Skills)

2.38 The "father figure" role assigned to superiors and group cohesive-
ness have interesting implications for personnel practices. The relationship
between employer and employee is not purely economic but also moral and inter-
personal. Entrepreneurs have strong obligations towards their relatives, as
evidenced in many family-owned businesses in Indonesia. Moreover personal
contacts take precedence over functional or market relationships. Transac-
tions in the traditional sectors are based not only on market relations but
also on stable connections between suppliers and customers, built on personal
trust over time. The relationship between superiors and subordinates is one

40/ An example of the use of information to improve decision making is in the
Indonesian family planning program (paras. 2.73-2.74).
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of specific mutual loyalty, often leading to "patronage." These patterns are
a potential source of strength, which could be used to build a "humanistic"
management style. On t'.e other hand they are also a potential source of abuse
of power, and a hindrance to the establishment of merit-based personnel
policies.

2.39 Task assignments and the utilization of human resources are highly
dependent on management style and level of trust superiors have in their sub-
ordinates. When job descriptions and divison of labor remain unclear, subor-
dinates' functions are solely determined on the superior's perceptio.. In
general, when a superior trusts a subordinate, he rewards him with many tasks
and frequent contact. Subordinates are not expected to provide advice unLess
asked. The question of professional competence is one for the superior to
determine and not for the subordinate to assert.

2.40 Among the most important problem areas in current personnel
practices are the weak incertives for outstanding performance and full-time
commitment to a job, and the inadequate attention given to the systematic
development of managers. In practice, promotion in the civil service depends
almost exclusively on personal loyalty and seniority. Since basic salaries
are low, civil servants generate adequate incomes only by dividing their time
among many jobs and institutions. The administration of benefits becomes an
intricate and cumbersome process, subject to the arbitrary authority of the
immediate superior. Career planning and professional staff development
systems are also at a very early stage of development in public and private
organizations. Career paths are fairly short and agency specific. These
practices are particularly inadequate to the professionalization and
development of management.

2.41 There _.s a growing conviction among progressive executives, particu-
larly in the private sector, that the above personnel practices limit the
effective utilization of manpower and stunt professional growth. Such prac-
tices have tended to encourage conformity and conservatism, while discouraging
individual and group responsibility. While these practices may have been
necessary to maintain harmony and relative stability, the challenge now is to
adapt them to promote the entrepreneurship, innovation and performance
necessary for the future environment. This is particularly critical for the
managerial cadre.

2.42 Recent research has emphasized that the single most important
determinant of an organization's performance is its st ZU (especially man-
agerial and profesional), their skills and motivation. In general, the
ingredients of successful personnel policies in modern organizations
include: opportunities for taking initiative and assuming responsibility,
positive reinforcement through a variety of incentives, and information on
comparative productivity for self-evaluation and peer comparison.

41/ See In Search of Excellence and the Art of Japanese Management, op.cit.
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2.43 It might be usefuL to highlight the need to take cultural factors
into account in designing personnel policies. For example, it is difficult to
foster individual initiative if peer presaures are against competition. On
the other hand, group-oriented behavior and symbolism might be incorporated
into the design of personnel policies, using non-material incentives and
rewarding team performance. Obviously, reforms are difficult and experimenta-
tion is necessary but improvements are possible. Indonesia's Family Planning
Program demonstraces that appropriately adapted personnel incentives can be
devised and can contribute substantially to program success (para. 2.73-2.74).

Orientation to Market, Service and Environment (Strategy)

2.44 Managerial practices have tended to create inward looking and less
responsive organizations. There are many examples to illustrate this orienta-
tion and its consequences. Within the bureaucracy, there is a tendency to
take the user or beneficiary for granted. In health services, there is a
dearth of information about the users' needs and preferences, and about con-
straints to access or effective usage. There is little research or monitoring
of target group behavior. Departmental service units, such as training, tend
to compete with line functions or program units for resources and their pro-
grams are seldom evaluated from the user's viewpoint. Industrial extension
services and other public programs to support business are designed with
minimal input from the intended beneficiaries. Such programs seldom include
monitoring and evaluation components or channels to ensure feedback, without
which government agencies are unlikely to understand or respond to the needs
of businesses.

2.45 To varying degrees, the lack of an environmental or marketing
orientation is common to all bureaucracies. In contrast with enterprise
management, performance criteria for public management are less clear; clien-
tele are generally unsophisticated, and the demand for services may be
difficult to mobilize. Moreover, traditional public administration education
and research have tended to look at the structure and efficiency of organiza-
tions quite apart from the process of implementation and "marketing" of public
goods and services. However, strategies for the delivery and utilization of
public services can be as important as their production. This is particularly
true in Indonesia, with its extremeLy heterogeneous regions and cuLtural
groups and geographical spread.

2.46 Enterprise managers, partiquiarly in the public sector, exhibit
similar attitudes towards marketing.' They are more inclined to measure
production levels, costs, and short-term profits than quality, optimum pric-
ing, and long-term growth prospects. Standards for services, quality and
reliability tend to be poor. Public enterprises, in particular, have weak
incentives for quality and service. They are unlikely to adopt aggressive or
innovative marketing. For example, state banks seldom develop their natural

42/ The very small enterprises may present an interesting exception, since
the small entrepreneur is keenly aware of the needs of his particular
nich and is intimately close to his customer.
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markets by seeking out the average customer. In manufacturing enterprises,
marketing departments seldom provide user feedback to their design and prod-
uction units. The potential for product improvement resulting from customer
feedback remains unexpLoited.

2.47 Organizational learning through experimentation and systematic
monitoring of the environment is relatively limited. This is manifested in
the tendency towards conformity, blueprint planning, and the reluctance to
engage in experimental programs. The expansion of small projects into
national programs frequently involves the imposition of uniform designs and
standards. There is little research on the implementation of on-going
development programs; action research is almost unknown. Formal planning and
implementation systems are not designed to handle uncertainties. Although
development programs do change over time to meet new needs and respond to past
implementation problems, feedback cycles relating to program redesign are
often too long. Policy impact analysis is often neglected and there is a
tendency to promulgate new regulations before their effect on management
behavior and productivity is thoroufhJy thought out. Similar tendencies are
prevalent in the enterprise sector.42 Mechanisms to support experimentation
are often neglected, particularly in the large public enterprises. The common
ideal for business managers is a stable and protected market 44 proposition
that is becoming less tenable in "the age of discontinuity".-

2.48 The bureaucracy's introvertedness has significant implications for
its reLations with public and private enterprises, and voluntary and community
organizations (Non-Government Organizations, NGOs). It precludes an effective
partnership between the Government and the private sector. For example,
despite the major role that the private sector plays in the delivery of educa-
tion and health services, there is little analysis and even less systematic
promotion of this role. Similarly, it limits the effectiveness of multi-
agency programs such as watershed management and transmigration; these pro-
grams require managers to align the objectives and activities of their indivi-
dual agencies to those of other agencies and local organizations. Finally, it
distances local offices of central government agencies from their immediate
environments and grass roots organizations. Regional offices of the central
government see themselves more as extensions of headquarters and less as pro-
viders of local services. The more than 30,000 branches oL the Agricultural
Bank (BRI, the People's Bank) throughout the country are viewed more as admi-
nistrative channels or post offices than as local commercial institutions.

2.49 While ambitious development programs and excessive regulations may
have overloaded the public sector, administrators are nevertheless reluctant
to delegate or share the burden with the private sector and NGOs. Some
administrators view non-government organizations as competitors for the

43/ Again, small enterprises present the exception as they strive to create
new services and to protect their niches.

44/ See Peter Drucker, The Age of Discontinuity (1969) and Managing in
Turbulent Times (1980).



- 33 -

loyaLty of the community. The inward orientation of the bureaucracy further
presents the danger that the bureaucracy wouLd expand in a way that would
displace rather than support non-bureaucratic institutions and community
organizations. This would be unfortunate since Indonesia is endowed with many
potentially viable (but often fragile) grass-roots organizations such as water
user associations, cooperatives and credit societies.

2.50 Recent research wggests organizational requirements that are common
to social sector programs.- These include planning and decision making
systems that are based on adequate knowledge of the beneficiaries and their
environment, and means to ensure the strengthening of local staff and commu-
nity for needs identification and service delivery. Research also suggests
the need to break down barriers to collaborative action and develop linkages
among interdependent institutions, particularly in addressing poverty
problems.

2.51 Similarly, recent findings suggest that the most successful corpora-
tions maintain close involvement with their customers in product (service)
development, support experimentation, .r)d more generally, develop a rich set
of interactions with the environment.4' Their managers emphasize commitment
and incentives for quality, maintaining a long-term view of service, tailoring
services to specific needs, and generally, listening to and working with the
users. The most innovative organizations are those who understand their
customers' needs.

D. Dominant OrganizationaL Configurations

2.52 Organizations in Indonesia tend to cluster around two pZe ominant
configurations, the simple structure and the machine bureaucracy. 7 The
simple structure is dominant among enterprises in Indonesia. It is character-
ized by the use of direct supervision as the prime coordinating mechanism.
Decision making is centralized in the hands of the chief executive. Support
systems, and financial controls tend to be rudimentary. Strategy formulation
is highly intuitive and centralized. There are no "staff" units (technostruc-
ture), little specialization and only an insignificant middle management.

2.53 While many enterprises throughout the world assume this simple
structure during their formative years, most private sector Indonesian enter-
prises characterized by their small scale, young age and owner-management,

451 See, for example, Bureaucracy and the Poor, op. cit.

46/ See, for example, "In Search for Excellence".

47/ For detailed background on research on these structural configurations
and others see Henry Mintzberg, the Structure or Organizations,
Prentice-Hall, Englewood Cliffs, 1979. Other contributors to research in
this area include Joan Woodward (1965) and Burns and StaLker (1966).
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typically maintain-this structure indefinitely. During crisis periods this
structure may be most efficient in effecting urgent reforms.

2.54 The simple structure has both strengths and weaknesses. Under
certain conditions this structure provides flexibility and adaptibility, a
sense of mission and adequate coordination. It is cowgatible with available
entrepreneurial talents and Low skilled labor forces.- On the negative
side, the simple structure is risky, hinging on the survival and whims of the
top man. As organizations grow in size and their tasks are diversified (while
maintaining their simple structure), excessive centralization could lead to
rigidity and slow response, and to confusion between strategic and operational
issues. The simpLe structure becomes a Liability when the chief executive is
not ready for structural change. Most craft and small entrepreneurial organi-
zations fail to make the transition that growth requires; the "span of
control" of their chief executive usually increases to the point of overload
and thus the enterprise fails to grow or survive.

2.55 The machine (control) bureaucracy is the common feature of the civil
service and most large public enterprises. The dominant features of this
structure are: standardization of work processes; fragmentation of tasks;
proliferation of regulations and formal reporting; centralized power for
decision making; and detailed operational planning. Middle line managers are
preoccupied with enforcing rules and procedures and disseminating instructions
down-the-Line. Senior managers and the central guidance agencies are
primarily concerned with devising effective controls and fine tuning the
machinery.

2.56 This structure has proved a natural fit to the conditions that pre-
vailed since independence: a strong desire for economic development together
with a very Large but unskilled bureaucracy to carry out most of this task.
When a set of simple repetitive tasks must be performed on a very large scale
and in a very stabLe environment, the machine bureaucracy seems to be the most
efficient structure. Several disadvantages of this structure seem to be
emerging, however. First, it does not mobilize and develop its human resour-
ces effectively. It generates morale problems at the lower levels. Second,
it pushes coordination problems up the hierarchy and leaves little room for
lower level managers for communication and mutual adjustment among agencies.
Third, it causes adaptation problems for top management since information
passes through many layers, with major losses due to aggregation and inten-
tional distortion. Top management becomes overloaded with details to the
detriment of strategic planning.

48/ Its potential contribution to overall structural flexibility of the
economy could be enhanced if larger enterprises (including large public
enterprises) were to develop subcontracting and trade arrangements with
small scale enterprises. Similar structuraL flexibility could be gained
if the burea'icracy was to link itself to NCOs. The Nucleus Estate-
Smallholder (NES) model is an example of successful Indonesian structural
innovation which builds on the strength of both small and large
enterprises.
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2.57 Some qualification must be made to the above characterization. The
machine bureaucracy seems to be an ideal to which many senior Indonesian
managers aspire to increase order, ensure accountability and reduce variabil-
ity and uncertainty in performance. The realities of large pubLic sector
organizations often fall short of this ideal, however. Controls tend to be
more apparent than real; regulations are often vague and, when they encounter
resistance, are left unenforced. The proliferation of controls and the over-
burdening of top managers often result in "leakage of authority", and
"coordination from below." While managers control choice making, they (de
facto) have much less control over the information waherers, their advisors,
the authorizers above him, and the executors below.- Thus, while managers
strive to centralize and maximize formal controls, they often operate with
poor information and support systems in an uncertain environment over which
they have little control.

2.58 Additional factors also seem to moderate the realization of a
machine-like bureaucracy. First, informal organizations and cultural norms
tend to promote treating people as "persons" rather than "means" and to modify
the strictly hierarchical s.ructure of the machine bureaucracy. Second, top
managers usually succeed in changing the machine bureaucracy by reverting
temporarily to the more flexible simple structure in times of crisis. More-
over, task forces and project management units are often used to alleviate
coordination problems in priority areas. Third, the bureaucracy is relatively
young and its technostructure is small and hence rules and regulations are
often not fully elaborated or enforced. Finally, the diversity of regional
and ethnic groups is likely to moderate the desires of central administrators
to perfect the mcahine features of the bureaucracy.

E. Public Sector Financial and Personnel Management

2.59 There are two public sector policy areas which have a pervasive
impact on civil service and public enterprise management. These are:
(a) planning, budgeting, monitoring and evaluation (financial resource
management); and (b) civil service policies (human resource management).

2.60 During the early years of the New Order Government, systems were
developed for both the annual budgeting and longer term, i.e. five year
planning exercises. The primary concerns at that time were to establish
economic stability, centralized control over public expenditures and metho-
dologies for economic project appraisal for the then inexperienced and
undisciplined implementing agencies. OveralL, these systems introduced
substantial financial accountability, and gradually implementing agencies
began to improve their own detailed annual budgeting. As the number of pro-

49/ The decision process may be viewed as a number of steps: (a) collecting
information; (b) processing and presenting of information as advice to
the decision makers; (c) making the choice (determining what to be done);
Cd) authorizing the action, and (e) executing what is decided to be done.
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jects increased (over tenfold in the last decade), pressures were built up for
simplification, flexibility and decentralization of the annual budget and some
improvements were introduced in 1979/80.

2.61 Similarly, some important civil service reforms were introduced
during 1970s. These measures aimed at ameliorating the colonial legacy and
the abuses of an earlier era: highly fragmented personnel systems, unskilled
and underpaid staff, strong political patronage, and young and overstaffed
bureaucracy. The size of the bureaucracy was reduced, and thereafter success-
fully controlled. Compensation was improved and partly rationalized. And
policies were formulated for personnel management and the reorganization of
ministries. The Government indicated its commitment to these reforms by
creating the Ministry of Administrative Reform and by substantially increasing
the authority of the National Planning Agency.

2.62 Nevertheless, the Government continues to be concerned with the
performance problems of the civil service and with the effectiveness of public
investment planning and implementation. The following section summarizes the
most critical problems in managing the financial and human resources of the
public sector, with particular emphasis on those policies that affect the
deployment, performance and development of public managers.

Planning, Budgeting, Monitoring and Evaluation.

2.63 Financial management of Government agencies are characterized by the
following problems:

(a) despite the 1979/80 improvements, the annual budgetary process is
still too complex, detailed, and project-oriented. This distracts
senior managers' attention from the longer term objectives of pro-
gram and institutional development. Medium term financial planning
and investment programming and capacity for anticipation and
adaptation thus remain underdeveloped.

(b) A significant part of civil servants' income is funded through
development projects; as a result, civil servants are preoccupied
with generating projects out of routine functions, adding a consi-
derable administrative burden in budgeting and excess paperwork.
Moreover, this system has contributed to a substantial proliferation
of special project management units, which has detracted institu-
tional development efforts from the overall problems of the line
departments;

(c) Allocation of resources between routine and development budgets is
heavily skewed to the latter. Incentives (including compensation)
favor investments in new projects over routine expenditure (for
effective utilization and maintenance of existing facilites).
Foreign aid often reinforces this bias. This results in common
shortages in critical inputs (drugs, educational materials and spare
parts) and a lack of maintenance. However, there are encouraging
signs to rederess the balance between routine and development
expenditur starting by 1985 budget. The present distribution of the
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financial and managerial responsibility between the central and
local governments often results in Local governments not being given
adequate funds for operation and maintenance. THe short horizon of
public expenditure planning precludes a systematic examination of
recurrent cost implications of alternative project designs and
program strategies.

(d) Except for foreign-aided projects, project planning and appraisal
systems are rudimentary and do not extend beyond the annual cycle.
Most sectoral plans consist mainly of project lists, with little
assessment of alternative sector strategies or broad priorities;

(e) For local governments, planning and budgeting is further 8 mplicated
by the fragmented funding for most development projects.5-
Packaging funds from different sources, in order to carry out a
single projects is unnecessarily time cnsuming and the subsequent
administrative burden of accounting and reporting separately to each
source is significant.

(f) With few exceptions (such as PLN), investment programs of large
state enterprises are not subjected to comprehensive evaluation.
Many issues regarding corporate strategy, financial management, and
borrowing alternatives are not scrutinized, even in those enter-
prises that depend on the national budget for investment funds.
Financial reporting by public entreprises (and their subsidiaries)
is at an early stage of development. Government funding of public
enterprises is decided on an annual basis and is seldom examined in
the context of longer-term corporate strategies.

(g) Present systems for monitoring key indicators of economic perform-
ance, such as private investment, industrial and agricultural
production and expo511 and import trends is fragmented, cverlapping,
and underdeveloped;'

50/ A series of studies of these budgetary systems for several sectors are
contained in seven volumes under the title, Central-Local Financial
Relations Review, by the Development Administration Group, Uriversity of
Birmingham.

51/ The Government is planning an ambitious computerization program for the
major national agencies to support planning activities. To avoid costly
mistakes, it is advisable to promote consultations among these agencies
and provide technical assistance to the national working group on auto-
mation of the state apparatus (BAKOTAN) to facilitate the technology
transfer process.
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(h) Ex-post evaluation of public expenditures conb'.st solely of checking
against authorizations, yielding li§2,e useful information on how to
maximize the impact of investments;-

(i) The duplication, fragmentation and complexity of reporting systems
often result in overloading field officers, distracting them from
their primary tasks. Project officers often complain that they send
many reports but receive only little and late feedback, if any.
Proposals for new information and evaluation systems have tended to
be overdesigned, usually by foreign consultants, without the
involvement of managers who are actually going to use them;

(j) Public managers seem unfamiliar and/or unconcerned with modern man-
agement information systems particularly those which might make the
planning process more adaptive and responsive; this may partly stem
from present preoccupation with detaiLed annual budgets and blue-
print planning.

Civil Service Policies and Management

2.64 The following policy areas are constraining staff perform 7 ce and
development, in general, and managerial competence, in particular.5

(a) despite past improvements pay scales are inadequate; a piece work
payment system, designed to provide supplementary income has led to
complex, superfluous and time consuming administrative procedures.
Furthermore, inadequate remuneration encourages multiple job holding
and the resuLting "part-time" view of civil service employment
undermines commitment to the job and the institution.

(b) rigid assignment and transfer (across departments) policies reduce
options for advancement, underutilize scarce skilled staff, and
reduce the chance that managers will develop a broader view of
public service;

(c) the present civil service structure has no functional positions or
career streams for specialists in key areas. This has a detrimental
effect on civil service training programs (Chapter 3), and on the
optimal use of scarce professional staff (e.g., accountants).

52/ The Ministry of Finance has established an implementation evaluation
center recently with the technical assistance of HIID. This is the
result of a successful experience with implementation research studies on
four national development programs. These studies were carried out by
HIID, in collaboration with some local universities.

53/ For details, see Donald Warwick, "Civil Service Reform in Indonesia,
Problems and Possibility," HIID, 1978; and CLive Gray, "Civil Service
Compensation in Indonesia," in Bulletin of Indonesia Economic Studies,
Volume XV, No. 1, Australian National University, March 1979.
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Relatedly, job descriptions are not adequately specific regarding
professional and technical requirements, thus severely hindering the
identification of training needs and career and manpower planning;

(d) most civil servants have little formal education; about 90% have
only a high school education and 3% have completed a university
degree (Sarjana). Yet, compensation and promotion policies do not
provide adequate incentives for improved performance which might
generate demand for continuing education for civil servants.

2.65 One unique feature of civil service practice in Indonesia is that
those who occupy certain managerial positions are recognized as "structural"
or "echelon" staff. They receive a monthly "structural job" premium, which
can reach an additional 100% of the position's salary. Similar "functional
premium" applies to certain functional categories such as university teachers
and judges. This may be seen as arbitrary and sometimes become a cause for
discontent and low morale.

2.66 Existing civil service policies also generate particular problems
for regional and local government where skill shortages are severe and promo-
tion prospects limited. Although national policy encourages rotating central
staff to regional postings, it is difficult to recruit high caliber staff to
the regions, since many justifiably feel that such assignments may cause them
to miss opportunities for career advancement, in the absence of a strong
central assignment office and clear career development patterns.

2.67 The national civil service office (BAKN) and the personnel offices
at the ministries and local governments tend to passively administer existing
regulations. The status and career prospects of personnel administrators in
both public and private enterprises are low; their policy analysis and man-
power planning capabilities are very limited. Personnel development issues
are commonly regarded as administrative matters rather than management con-
cerns. Yet, there is considerable research wnich suggests that senior manage-
ment should be actively involved in establishing their institutions' personnel
philosoph34 7nd examining the managerial and personnel implications of national
policies. As a start, the policies governing the managerial cadres,
usually the most expensive human resources in a developing society, may be
given a first priority in future reforms.

F. Towards Improved Concepts and Practices

2.68 There are significant Jariations in mnagement concepts and prac-
tices among managers of different ages, educational levels, ethnic groups,
and experience. Many of these practices are changing, slowly but signifi-

54/ For experiences in other countries see, Selcuk Ozgediz, "Managing the
Public Service in Developing Countries: Issues and Prospects", World
Bank Staff Working Papers No. 583, 1983.
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cantly. Some were a natural response to historical on cultural conditions.
Others resulted from an earlier (and legitimate) preoccupation with national
unity and stability, and the concern to prevent abuse of power. Many of these
practices reflect the scarcity of managerial, technical and pLanning skills.
While many of these practices may have been logical responses to historical
conditions, they may not be optimal in the future.

2.69 Improved understanding of the prevailing attitudes and practices is
a prerequisite to the formulation and appropriate use of more effective
management systems and structures, management development policies, educa-
tional models and professional standards. Managers themselves should examine
the problems and conditions under which they operate and search for possible
remedies. Such self-examination should raise awareness of the need to improve
present practices among thoughtful practitioners and their associations.

2.70 Collective attempts to improve managerial standards should be based
on a "shared understanding" of common problems, and on systematic search for
effective "home grown" managerial practices. Professional associations cold
assist in these efforts as well as in establishing and publicizing improved
management standards. Such a process could broaden public support for the
development of an effective managerial culture and could help internalize the
new standards (provided by progressive and competent leaders) against which
managers can measure their performance.

2.71 There is increasing concern among some Indonesian managers that a
basic reassessment of traditional practices and imported models is necessary.
Indonesia's growing awareness of management constraints is the resuLt not only
of accelerated changes in the environment the demands for structural adjust-
ments, but also of changes in the perceptions of Indonesian managers and their
expectations about the future. The continued success of Indonesia's develop-
ment efforts will increasingly depend on whether its leadership and management
cadre can lead the process of institutional change, including the improvement
of otherwise outdated managerial practices.

G. Development Programs Management: Lessons of Success

2.72 Thus far, this chapter has focussed on factors which determine or
hinder management performance and development. However, obstacles are by no
means insuperable, as demonstrated by two highly successful Indonesian devel-
opment programs, the Family Planning Program and INPRES. Both these programs
were carefully conceived and have been very capably managed by Indonesians for
some years. These programs provide models of excellence in their strategic
management, decentralized and evolving structures, performance-based decision
making, orientation to clients' needs, and their ability to learn from their
own experiences.
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2.73 Indonesia's Family Planning Prograg es regarded as one of the most
successful population programs in the world.-5 Much of this success stems
from its reliance on decentralized initiative, careful progress reporting and
adaptation over time. From its i. ception, it has enjoyed strong political
support. Its coverage and targets have been realistically phased over time.
Its management has combined central guidance, relative autonomy from the
bureaucracy and decentralized implementation.

2.74 The program illustrates the importance of advanced planning, effec-
tive monitoring and quick feedback. A computerized central data system moni-
tors program performance on the supply of contraceptives. The head of the
Family Planning Board (BKKBN), the ministers and provincial governors are col-
lectively responsible to the President for achieving overall program targets.
But actual implementation is primarily delegated to local staff and community
leaders. In Bali, the traditional community council has been harnessed to
promote program objectives. Similarly, traditional local herb vendors have
supplied contraceptives to remote villages and urban areas. The program is
thus designed to give credit for success to local managers, to tailor means to
local needs, and to foster local initiatives and experimentation.

2.75 INPRES programs, particularly INPRES Kabupaten (decentralized fund-
ing to district governmq7 Es for simple infrastructure rehabilitation and
development projects),' have successfully improved rural infrastructure and
helped to meet national targets for delivery of basic needs (rural roads,
schools, health centers), tbas distributing development benefits and generat-
ing employment. Perhaps more importantly, these programs have had a signi-
ficant impact on the administrUtive development of local governmencs. In
contrast to most developmenc rrojects in Indonesia, which have been financed
and implemented directly Fy the central departments, INPRES programs have
relied primarily on provincial, district and village efforts for project
identification, planning, and implementation. INPRES Kabupaten, in particu-
lar, has shaped and developed the administrative and technical capacities of
district level agencies in rehabilitating roads, irrigation, and other rural
infrastructure. Projects have been small and simple, thus matching planning
and implementation requirements with skills at the lowest administrative
levels. Centralized financial controls have been combined with decentralized
decision making. Funding and implementation procedures have been designed to
support, but not replace, local efforts. Procedures and community needs have
been updated annually. Such progress may now permit even more decentralized

55/ World Bank, World Development Report, 1980, and Samuel Paul, Managing
Development Programs: Lessos of Success, op. cit.

56/ For a detailed description assessment of INPRES Kabupaten, see
R.A. Richards, "The Kabupaten Program and Administrative Reform",
INDONESIA, Cornell University, 1978.
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control of these programs to match t e growing administrative capacity and
expectations of local governments.57

2.76 Some important lessons, can be drawn from the experience of these
two programs. First, they have both evolved over time, and only diversified
(INPRES) and expanded (Family Planniag) as local capacities were developed.
Procedures of INPRES programs have permitted flexible adaptation to local
conditions. Their decentralized structures were responsive to the diversity
and uncertainty of their environment and to the need for beneficiary partici-
pation. Future institutional and management deveLopment assistance might
consider incorporating similar learning and experimencal approaches to test
different administrative tools, and to promote innovation.

2.77 Second. the small size, and simple design and implementation proce-
dures of projects uzder the INPRES programs allowed maximum delegation and
participation by local governments and hence intensified learning at the local
levels. Under these circumstances, management development and training could
be combined with "learning by doing" and could become a primary responsibility
of local implementing organizations. Planning and implementation systems thus
evolved in conjunction with and in support of local capabilities. This pro-
cess could be accelerated if public administration training could become more
field- and action-oriented and thus reflect the diversity of regional needs
and the field conditions faced by local managers (Chapter 7).

2.78 Third, the Family Planning program has developed management systems
and personnel policies that have encouraged the entrepreneurial talents of
public managers. Among the more effective aspects of these policies have been
improved management information systems, decentralization, setting clear
objectives, timely reporting and feedback to local managers on k5 y performance
indicators, and pubLic recognition of outstanding performance.-58

2.79 Fourth, for people-oriented programs, there is a particular need to
simplify management tasks and to promote community Learning and client-orien-
tation. In these two instances, local governments' capability to supervise

57/ There are still many lessos to be uncovered from research on implementa-
tion of these programs. INPRES Sekolah Dasar (for elementary schools)
has successfully constructed a massive number of schools throughout the
country and in a relatively short period. Less is known, however, about
the qualitative aspects of program success. One common implementation
problem arises as a result of sharply divided responsibilities between
the central and local governments for the construction and operational
phases, and for funding different educational functions. Similar prob-
lems are observed in INPRES Puskesmas (community health centers), as well
as in many infrastructure projects (e.g. water supply enterprises) where
construction is carried out by contractors or the central government and
then handed over to local government for operation and maintenance.

58/ For details on some of these principles, see World Development Reports,
World Bank, 1980 and 1983.
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contractors (INPRES Kabupaten), and the participation of local private enter-
prises and traditional institutions (family planning) facilitated this
process.

2.80 The lessons from these two programs suggest the need to strengthen
the research capabilities of planning agencies and management education
institutions. Multidisciplinary research on implementation issues could
provide valuable lessons for designing future programs and improving the
performance of on-going programs. It could also provide a better basis for
identifying management development needs and for preparing local case studies
for management education.

H. Future Challenges

2.81 Indonesia's development prospects depend to a significant degree on
improving its managerial systems and skills in the shortest possible time.
Keeping pace with a rapidly changing international environment and ensuring
adequate domestic growth in employment 'and incomes will require certain
transformations in its economic structure and institutions.

2.82 Future development is likely to depend not so much on the overall
level of investment as on how investment is used, on the efficient use of
national rH2 urces and on the identification and exploitation of new sources
of growth.- The future flow of external capital (including official aid) to
developing countries is unlikely to increase. Meanwhile, the evolution of the
world oil market remains uncertain. The Indonesian Government is fully aware
of the implications of these chw8nes on its economy, and has initiated major
structural adjustment policies.6° Investment programs have to be carefully
managed, investments in human resource development and regional and social
equity have to be protected, and program implementation has to accelerate.
With increasing financial constraints facing the public sector, the private
sector will be called upon to play a larger role in development, including
capital formation and program implementation. Public enterprises will have to
improve their operational efficiency, to generate adequate surpluses for their
own investment programs. Financial institutions will have to play a more
effective role in mobilizing and allocating domestic resources, in a less
regulated environment. Trade policies will have to be reformed to stimulate
efficient industrial production and competitive non-oil exports, especially in
manufactured goods. These policies will have to be accompanied by changes in
attitudes and practices, in technologies and skills, in systems and
procedures, and in managers' capacity to adapt and exploit new opportunities.

591 During the 1970s, growth performance in most developing countries was
more closely related to efficiency of investment than to rates of
investment (background research for the World Development Report, 1983).

60/ For details see: Indonesian Policies and Prospects for Economic Growth
and Transformation, World Bank 1984.
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2.83 The development of Indonesia's manufacturing sector will face stiff
competition from several very dynamic neighboring Asian countries. The rela-
tively easy stage of import substitution (in consumer goods), supported by
high protection and subsidized capital, has now been fully exploited. Firms
should should now be forced to compete in domestic and export markets without
the aid of subsidies and trade barriers. This will require new management
tools and organizations, more advanced technoLogies, a better educated and
trained workforce, and highly professional management, able to identify and
create new markets and to shift resources quickly towards these new opportuni-
ties. There will be a need for continuous reassessment of competitiveness and
comparative advantage, thus placing more emphasis on developing strategic and
entrepreneurial planning and adaptive and learning systems. Accelerated
change and competition will require continuing education, retraining and
planned on-the-job experience for all staff, but especially for managers.

2.84 A competitive industrial sector implies new capabilities and rela-
tionships between Government and business. There will be a need for enhanced
capacity to formulate national strategies that emphasize international compe-
titiveness, to evolve coherent policy frameworks, to target assistance and
promotion to promising,6 chnologies and industries, and to actively adjust and
transform the economy.- Future business leaders should be trained and
selected for their role in guiding innovation and shaping national priori-
ties. Government would seek to promote market forces. Incentives should be
devised to encourage employers to invest in staff development; such staff
should then be allowed and rewarded for exercising more initiative and respon-
sibility. Efforts to promote small business development and industrialization
will require a responsive bureaucracy. There will be a need for new organiza-
tional arrangements to bridge the gap between government agencies and business
culture, to facilitate active adjustment and encourage the emergence of new
enterprises. Similarly, there will be a need for public forums and institu-
tions which would be capable of generating broad consensus about business
role, economic transform-ition and bureaucratic adaptation.

2.85 Technological change is likely to accelerate, generating new threats
and opportunities for managers and imposing new pressures for adaptation.
Information technology, and the possibility of linking the satelite communica-
tion system to the growing network of computers across the country could gene-
rate new options for both centralization and decentraLization of different
aspects of development programs and businesses. Modern data processing capa-
bilities and deregulation of financial institutions are aLready causing a
major revolution in financial services in many countries, including Indonesia.
Advanced production systems will accelerate the development of large and
complex organizations which, in turn, will require complex managerial skills
and systems. Modern technology is likely to generate a change in the composi-
tion of the work force, with a higher proportion of managers and specialists.
Demand for skills in research and development of new products, processes and

61/ For a discussion of global changes and a provocative program for economic
renewal, see Robert B. Reich, The Next American Frontier, Times Books,
1983.
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services will increase. These changes will require managers who are versed in
technology. They will also require managerial practices that stimulate
innovation and entrepreneurship and seek staff co tment and involvement as
the key to productivity and quality improvements.6

2.86 Management education is at present not sufficientLy responsive to
these challenges. Demand for qualified managers has been increasing and is
likely to accelerate. Unless the supply of managers is substantially
increased, turnover rates of senior executives will increase (already a
widespread phenomenon in Indonesia), and domestic companies, public and
private, will probably lose their best talents to the multinational and joint
ventures. Senior public administrators and promising young managers with
professional training may leave the public service for the private sector;
this may delay human resource development programs. Apart from aggregate
supply, the education system does not provide adequate opportunity to combine
technical and managerial skills. Engineering and technology schools generaLly
have almost no management content in their curricula. Meanwhile, industry is
not yet adequately involved in management and technical training or applied
research. First hand exposure to good management practices is at a premium.
Yet, only few enterprises have initiated their own management development
systems.

2.87 As with their counterparts in business, managers of public service
institutions will encounter increasingly complex tasks, including poverty
alleviation, employment generation, human resource development, and the
development of the Other Islands. Meeting these objectives will require policy
analysis and planning frameworks that are sitive to the beneficiaries and
the diverse conditions of various islands.- New management technologies to
ensure incorporation of community inputs to the bureaucracy_ decision process
and the development of local leadership should be devised.-4 Project design
and budgeting processes will need to be sufficiently flexible and location-
specific to allow action to be guided by the preferences and knowledge of the
intended beneficiaries. Government agencies may needl to be restructured over
time in ways that would make it possible for their staff to facilitate, rather
than suppLant the development of the capacity (for choice and action) of the
communities they serve. Programs requiring inputs from several agencies will

62/ This is the basic philosophy behind the Quality Circle and productivity
movement in Japan. it is also reflected in the managerial style of what
William Quchi called "Type Z Companies" in the USA. In Sweden, a school
is created to teach entrepreneurship to employees as well as corporate
managers, with the idea of reversing the inertia in many large organiza-
tions by developing the inside entrepreneur.

63/ For examples of these planning frameworks and managerial technologies
see: David Korten and Felipe Alfonso, Bureaucracy and the Poor, op. cit.

64/ Such as publishing information on the performance of cooperatives, public
enterprises, schools, hospitals and public programs, and making this
information accessible to the local communities served.
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need to develop linkages to ensure coordination. incentives and evaluation
systems also need to be reoriented to measure results (rather than activi-
ties), to incorporate accountability to the beneficiaries, to give explicit
recognition to successful capacity building within the communities they serve,
and to improve public access to information on performance.

2.88 The above demands suggest that public managers and development
institutions regard the beneficiaries not simply as passive consumers of
services, but as another resource to be mobilized. They should constantly
assess the environment for resources that they can harness for their programs
and spot opportunities for mutually profitable linkages with other agencies.
The role of middle level managers (local administrators) will need to be
redefined and upgraded. The skills and orientations of public managers will
need to be deveLoped to promote entrepreneurial and service perspectives and
to increase their ability to collaborate with other organizations. The role
of management development institutions would be to help senior managers and
local leaders better understand the nature of this new leadership role.
Management institutes would also work directly with agencies engaged in making
their own structural changes in response to future challenges. FinalLy, this
role should not be limited to micro-institutional changes; it should promote
and facilitate change in the overall managerial environment.

2.89 In summary, the future environment is expected to be less predic-
table (unstable), more complex and diverse, and increasingly competitive.
Accelerated technological and market changes will contribute to uncertainties.
New facilities and services will increase in complexity and sophistication
(e.g., moving from expansion of basic education to higher education pro-
grams). Social and economic transformation will require increased diversity
in public services, while further development of the Other Islands and inte-
gration of the domestic market will require differentiation of marketing and
delivery strategies among regions. This future environment will require that
the simple organizational structures of enterprises evolve into highly
flexible production systems and corporate structures and that the machine
bureaucracy become more professional and responsive.

2.90 Future challenges suggest that management development will be a
critical dimension of Indonesia's development. Preparing managers and devel-
oping management systems to meet the challenges and accept the uncertainties
of adaptation are central to policy reforms, institutional development and
economic transformation. Moreover, they suggest an urgent need to reconceptu-
alize the role of management in development. Fulfilling this role will
require changes in managerial structures, systems, attitudes, skills and
practices, and in the policies and institutions that determine their develop-
ment and performance. OnLy through such mutually reinforcing interventions
will sustainable changes be brought about.
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CHAPTER III. CENTRAL GOVERNMENT MANAGEMENT DEVELOPMENT 651

3.01 This chapter focuses on managing the human resources for the 17
departments and 26 agencies which constitute Indonesia's central government
apparatus, their combined requirements for management education and training,
and for administrative change. It assesses the magnitude of the government's
management needs and examines the role and quality of in-service management
training provided by the National Institute of Administration (LAN), and by
the PUSDIKLATs, the training centers of the departments (ministries) and
national agencies. Finally, the broad elements of a management development
strategy are proposed. A detailed organizational development strategy for LAN
is presented as an annex to this chapter (Volume III, Annex 3 to Chapter InI).

A. Central Government Management Needs

3.02 The need for public sector management training is determined by the
need for changes in prevailing practices and administrative systems
(Chapter 2), the characteristics of the present stock of managers (to be
discussed below,) ano the quality and projected output of the education system
(Chapter 7). The effective demand for quality management training is also
influenced by national policies on training, their links to personnel policies
and their integration with socio-economic strategies. Finally, effectiveness
of training is influenced by the status of the personnel function, and the
administrative culture of the government.

3.03 The central government plays a dominant role in directing develop-
ment and investment activities in Indonesia. Public policy formulation is
almost totally concentrated at this level. Most of the development budget is
managed and implemented by the central departments, which also influence the
production policies of public enterprises, and monitor local governments, the
private sector, and cooperatives to ensure their compliance with relevant
government policies.

3.04 Within the central government, there are approximately 3 million
employees and 300,000 managers and supervisory staff, basically equivalent to
Echelons I-V (top management to entry-level management/supervisory, respec-

65/ For detailed analysis of needs and recommendations, see following back-
ground papers to the study: Rolf Lynton "Management Development Programs
in Central Ministries;" Robert Boynton, "The Role and Future of the
National Institute of Public Administration;" Carlos Ramos, "Management
Environment and Suggestions for Improvements with Special Reference to
Infrastructure Ministries," and Inderjig Khanna, "Project and Program
Management."
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Table 1: The DISTRIBUTION OF ECRELON I, II, AND III MANAGERS
AMONC THE DEPARTMENTS, AGENCIES AND IN THE RECIONS

A. Departments

Echelons

Insituitionst Tot4ls B 0W7 No. x Na.

1. Rome Affairs 722 19 ( 2.6) 76 (10.5) 627 (86.8)
2. Foreign Affairs 248 15 ( 6.0) 43 (17.3) 190 (76.6)
3. Defense and Security - - - -
4. Justice 1,430 13 ( 0.1) 177 (8.2) 1,300 (90.0)
5. Information 749 14 ( 1.9) 70 ( 9.3) 665 (88.8)
6. Finance 955 17 ( 1.7) 126 (13.2) 812 (85.0)
7. Trade and

Cooperatives 1,026 14 (1.4) 95 (9.3) 917 (89.4)
8. Agriculture 670 22 t 3.3) 103 (15.4) 545 (81.3)
9. Industry 651 13 ( 2.0) 73 (11.2) 565 (86.8)
10. Mining and Energy 165 11 ( 6.7) 28 (17.0) 126 (76.4)
11. Public Works 279 11 ( 3.9) 44 (15.8) 224 (80.3)
12. Communications 781 16 ( 2.0) 97 (12.4) 668 (85.5)
13. Education and

culture 1,480 594 (40.1) 93 (6.3) 793 (53.6)
14. Health 1,004 13 ( 1.3) 117 (11.7) 874 (87.1)
15. Religion 735 113 (15.4) 60 (8.2) 562 (76.5)
16. Manpower and

Transmigration 1,060 12 ( 1.1) 116 (10.9) 932 (87.9)
17. Social Affairs 389 12 ( 3.1) 56 (14.4) 321 (82.5)

Total Departments 12.344 909 ( 7.4) 1.314 (10.6) 10.121 (82)

B. National Agencies

1. State Secretariate 288 58 (20.1) 130 (45.1) 10n (34.7)
2. Sec. Of People's

Assembly 21 2 ( 9.5) 5 (23.8) 14 (66.7)
3. Sec. of Supreme Advisory

Council 33 1 ( 3.0) 9 (27.3) 23 (69.7)
4. Sec. of Parliament 51 2 ( 3.9) 6 (11.8) 43 (84.3)
5. Supreme Court 26 1 ( 3.8) 6 (23.1) 19 (73.1)
6. Attorney General 518 4 ( 0.8) 54 (10.4) 460 (88.8)
7. Financial Auditing

Office 197 4 ( 2.0) 70 (35.5) 123 (62.4)
8. Agency for State Code 27 1 ( 3.7) 12 (44.4) 14 (51.9)
9. Civil Service

Administration
Agency (BAKN) 38 1 ( 2.6) 10 (26.3) 27 (71.1)

10. Nat. Inst. of Admin. (LAN)46 1 ( 2.2) 9 (19.6) 36 (78.3)
11. Civil Aeronautics 9 - ( 0.0) 2 (22.2) 7 (77.8)
12. Council on Telecomm. 6 1 (16.7) 2 (33.3) 3 (50.0)
13. Nat. Aeronautics

Admin. 47 2 ( 4.3) 11 (23.4) 34 (72.3)
14. Intelligence Agency 97 2 ( 2.1) 28 (28.9) 67 (69.1)
15. Agency for Science

and Technology 135 5 ( 3.7) 25 (18.5) 105 (77.8)
16. Atomic Energy Agency 60 3 ( 5.0) 9 (15.0) 48 (80.0)
17. Bureau of Statistics 65 4 ( 6.2) 9 (13.8) 52 (80.0)
18. National Planning Agency 38 6 (15.8) 26 (68.4) 6 (15.8)
19. National Archives 27 1 ( 3.7) 10 (37.0) 16 (59.3)
20. Survey and Mapping

Agency 14 3 (21.4) 1 ( 7.1) 10 (71.4)
21. Family Planning

Agency 478 6 ( 1.3) 43 C 9.0) 429 (89.7)
22. Investment Agency 36 4 (10.5) 6 (15.8) 28 (73.7)
23. Council on Defense

and Security 32 6 (18.8) 16 (50.0) 10 (31.3)
24. Agency for

Development of
Technology 44 2 ( 4.5) 7 (15.9) 35 (79.5)

25. Agency for Pancaslla 21 5 (23.8) 7 (33.3) 9 (42.9)
26. Agency for Logistlcs 66 8 (12.1) 16 (24.2) 42 (63.6)

Total Agencies: 2,422 133 ( 5.5) 529 (21.8) 1.760 (72.7)

Source: Civil Service Adzinistration Agency, September 1981.
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tiveLy) in the civil service categories.66/ Top and middle level managerial
positions (Echelons I, II, and III) appear to be concentrated in a few
agencies and centraL departments. Table 1 shows the distribution of these
positions by institution and by level; Table 2 summarizes these data by
departments, agencies and provinces. Echelon I includes 1,040 institutional
and inter-institutional managers. Most of the 2,830 Echelon II managers are
multi-program or major program managers. Echelon III includes 13,550 program
and major project managers and supervisors of major administrative systems.

Table 2: DISTRIBUTION OF STRUCTURAL POSITIONS BY ECHELONS
AND BY DEPARTMENTS, AGENCIES AND PROVINCES

Echelons
Totals I II III

Institutions No. Z No. Z No. Z No. X

Departments 12,344 74 909 7 1,314 11 10,121 82
Agencies 2,422 15 133 5 529 22 1,760 73
Provinces 1,861 11 - 0 198 10 1,671 90

Totals 16,627 100 1,042 6 2,033 12 13,552 82

Source: Table 1.

3.05 The combined Echelon I, II, and III positions represents 62 of the
supervisory/managerial work force (1:18) and 0.6% of the total civilian
government work force (1:156). The overall picture which emerges from these
data is a very small managerial cadre supervising a very large government
bureaucracy. The ratio of middle (Echelon III) to lower management (Echelons
IV and V) at 1:22, is especially low, and contrasts with 1:8 (or less) in most
industrialized countries. It suggests thac middle management is thinly
staffed, and that, under these conditions, adequate preparation for promotion
to the rather different and strategic functions of top management is unlikely.

3.06 As Table I demonstrates, there are fairly wide variations among
departments and agencies in the ratios of top to middle management (i.e.
Echelons I and II to III). In general, the smaller central guidance agencies
and non-depar-mental agencies show proportionately smaller ratios of top to
middle management. In addition, those institutions with significant policy
formulation/implementation roles (e.g. BAPPENAS, State Secretariat) appear to

66i Inaccurate job descriptions and position classifications make it
impossible to give a precise figure, See Annex 1 to this chapter for a
detailed description of civil service categories, grading and promotion
criteria.
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possess a relatively higher top management ratio. The Department of Education
and Culture shows by far the largest top manangement force presumably due to
the large size of the department, the high grades of rectors, deans in
universities, and the administrative nature of the sector.

3.07 Table 2 indicates that 90% of top and middle level management
positions are within the central government. There are no Echelon r positions
in the provinces, and most (90%) of top management positions of the povinces
are at the lower middle management level (Echelon III). Even the top manage-
ment positions in district governments command relatively low status and
salaries by general government standards. Thus, senior managerial positions
are concentrated within the central government.

3.08 An overwhelming managerial challenge confronts these central depart-
ments and agencies. The vast majority of managers and first-line supervisors
(about 180,000) have had no university education. Among the remaining
120,000, only 83,000 have Bachelor's degrees or above, and physicians and edu-
cators make up one third of this group. Although there are broad prerequi-
sites (educationaL level, training courses, experience) for public sector
management positions, these have been established over time, and therefore
have not been met uniformly by many senior practicing managers. 0 7 igh pro-
portion of managers at Echelons I and II are close to retirement.- Thus
promotion from Echelons II and III will be unusually heavy during the Sixth
Five-Year Plan. Echelons III and below, particularly at local goverment
levels, have the highest percentage of managers with relatively poor academic
qualifications and no exposure to administrative and management training.
Thus, many practicing managers in governmert service have never been exposed
to basic management education.

3.09 Managerial skiLl shortages in the central government are as much
qualitative as quantitative. The generally low quality of secondary education
is compounded by the frequently poor quality of many post secondary programs.
Many potential managers receive their higher education from one of over 100
departmental institutes and schools offering degree programs; the quality of
these programs varies greatly and many have been openly criticized by informed
administrators.

Patterns of Needs

3.10 The core agencies which together shape the regulatory environment
and management systems for the overall economy share a similar pattern of
managerial needs. These ministries and agencies are responsible for: devel-
opment policy, administrative reform, policy analysis, interagency coordina-
tion, development supervision, and management of scientific, economic and
administrative research; they include: the National Planning Agency
(BAPPENAS); the coordinating Minister for Economy, Finance, Industry and

67/ For example, the average ages of directors of production and marketing in
public agricultural estates is close to 50 and of the top managers, about
52 (in 1981); retirement age is 55.
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Development Supervision (EKUIN); the Economic Cabinet; the Ministry of Finance
(including the Central Bank); the Ministry for Administrative Reform (MENPAN);
the National Civil Service Agency (BAKN); the Institute of Public Administra-
tion (LAN); the Central Bureau of Statistics (BBS); the Investmen; 8oordina-
ting Board (BKPM); and the National Institute of Sciences (LIPI).-'

3.11 Many of these institutions need to improve their capacity for policy
analysis, planning, monitoring and evaluation to match cheir expanding respon-
sibilities in an increasingly complex economy. Most decisions are made by a
few capable, but overburdened, policymakers and are often based on poor data.
Management support systems are underdeveloped and decision processes tend to
be ad hoc and highly personalized. Many authorized positions cannot be filled
because of the shortage of staff competent in policy analysis and strategic
planning: moreover, incentives and functional streams in these areas are
inadequate.

3.12 Given the day-to-day pressures of government, top management tasks
are often neglected. Perhaps with the exception of the Ministry of Finance,
the core agencies do not appear to have paid adequate attention to developing
their institutional capacity or managerial cadre. The likely future demands
on these agencies will require a new generation of managers and staff who
would be capable of strategic management of development programs in the
context of an increasingly complex and demanding environment.

3.13 Technical departments and agencies face critical shorcages in
managerial staff. The management of technical organizations is expected to
be carried out by professionals with both technical and managerial skills.
However, organizations are often reluctant to deplete their scarce technical
staff, who in any case, are not anxious to assume managerial positions which
they perceive as outside their normal competence. Morever, practicing techni-
cal staff rarely acquire any relevant experience that might prepare them for
managerial responsibility. The technical departments therefore suffer simul-
taneously from a narrow management perspective and a loss of their most able
technical staff to administrative responsibilities, for which they are not
suited.

3.14 Management weaknesses in the social sectors (health, education and
manpower, urban and ruraL development) are widespread. They are particularly
apparent in poor operation and maintenance of physical facilities, and in low
utilization and productivity. In addition, these "people-oriented" sectors
require special managerial skills which are seldom recognized by present
management education and training curricula. They also require more developed
management systems at the lower and field levels. For example, the outcome of
educational programs depends crucially on field managers, such as principals,
supervisors and regional administrators and on decentralized decision making
and various support systems. Yet, the management structure of the Ministry of
Education is highly centralized, with only rudimentary skills at the middle

68/ For detailed descriptions of these organizations see background paper by
D. Kayran.
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and lower levels. The special management needs of these sectors require sen-
sitivity to local culture and behavioraL aspects that wiLL ensure the involve-
ment of ultimate beneficiaries and the relevance of the delivery system.

3.15 The demand for managers at all levels of Government wiLl continue to
grow for the foreseable future. A Long term health plan calls for an additio-
nal 48,000 health managers by the year 2000, or about 2,500 annually. The
Ministry of Public Works has immediate plans to recruit 2,000 additional mana-
gers. Yet many existing managerial posts cannot be filled. Public works had
over 400 vacancies for project managers in 1981, while it sought to recruit
some 13,000 supervisors. Other ministries are in similar positions. Overall,
the projected recruitment for management positions is estimated at 15% annu-
ally or about 45,000 managers. For top managers, a 20% rate is more realis-
tic, in view of likely heavy losses to retirement in Echelons I and II in the
next five years. The approximate distribution of this annual demand will be
about 350 for top, 1,600 for middle, and 43,000 for lower and entry level
managers.

3.16 The public service wilL face increasing competition for competent
managers from the private sector, particularly for top Level managers. Since
the available pool of qualified management candidates is small, the only
medium term alternative to direct recruitment is to develop the present cadre
and prepare managers to assume higher responsibilities. The task of managing
these human resources and of developing the managerial cadre is made even more
difficult by the general absence in most government departments and agencies
of any meaningful estimates of manpower requirements or assessment of training
needs. Meanwhile, as the array of required managerial and technical skills
evolves over time, in response to changes in development programs, the struc-
ture of the economy and technological advances, the lack of forward-looking
systems for educational and manpower planning could be extremely costly.

3.17 In general, the Indonesian bureaucracy is not adequately guyportive
of management development nor does it effectively utilize training.69
Training assignments are commonly viewed more as a prerequisite for promotion
than an input to individual or organizational development. Promotion to mana-
gerial positions is frequently based on personal influence rather than merit.
Newly trained individuals are seldom encouraged to apply their skills. The
overall administrative culture and personnel policies are not performance
oriented and hence do not stimulate a genuine demand for training.

69/ Recent studies document the decisive influence of "organizational
climate" on training effectiveness. See for example, "Management
Education, Company Climate and Innovation," Journal of General
Management, No. 4, 1976/77, pp. 17-26. At Matsushita, training is a key
top corporate function and in-service training is "a way of life" for all
employees, especially managers (see The Art of Japanese Management).
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B. The National Institute of Administration (LAN)

3.18 LAN is the leading institution for public administration train-
ing-0/ With a broad mandate to provide standards for management training in
all government agencies, LAN engages in a variety of training activities. LAN
prescribes departmental training requirements and supervises administrative
training by the larger departments and agencies. For the smaller departments
and agencies without the resources for independent management programs, LAN
provides this training directly. LAN staff are frequently seconded to depart-
mental training centers to conduct specific programs. LAN is expected to
review all departmental training plans and activities. LAN alsu offers
undergraduate and graduate public administration degrees.

3.19 LAN's principal activity so far has been the provision of management
training to senior government staff. In this regard, it has developed a four-
tiered program, SESPA, the Administrative Staff College, for upper management;
SEPADYA, for Upper Middle Management; SEPALA, for Lower Middle Management and
SEPADA, for Supervisors. As Table 3 indicates, the total hours of instruction
and their administrative content increases with the higher levels of manage-
ment. At present, LAN offers an "Inter-departmental SESPA" and delegates to
the various departments the authority to conduct SESPAs, with the "guidance
and pattern" provided by LAN. The other lower tiers are offered by the
departmental training centers, with some participation of LAN's training
staff. Participants for these programs are selected from civil servants
currently in grades which would make them eligible for promotion to one of the
five supervisory or managerial echelons. Course content focuses on informa-
tion relevant to passing the required grade promotion examinations.

3.20 As a result of LAN's efforts, government departments and agencies
have begun to focus on management concerns, including the need for training,
although the level of commitment varies among departments. However, there is
considerable scope for improving LAN's operations, and making training more
relevant to the particular needs of a given department.

3.21 LAN's organization of training programs along hierarchical Lines
coinciding with the structural positions of managers (Echelons I to V), rather
than by subject matter or other sectoral criteria is problematic in several
important respects. There is considerable duplication in the curricuLa among
the four programs. Perhaps because of this, the overall program requires an
excessive amount of training (2,100 hours, or more than a man-year). Yet, it
does not reach the top level (Echelon I) and offers relatively limited
training opportunities for first-line managers or supervisors. Curricula
stress formal descriptive knowledge relevant for promotion examinations, but
give little attention to developing skills or attitudes relevant to a given

70/ LAN is discussded in greater detail in Annex 3 to this chapter. Another
background paper ;by Ragaa Makharita "LAN: Five-Year Development Plan,
1979-84" has examined detailed plans for LAN in greater depth, based on
existing organizational structure and strategy.
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department, whose primary needs are therefore not met. The course content is
too theoretical and often irrelevant to common practical administrative prob-
lems. The training programs deal with sectoral distinctions in management
environments and activities only in a cursory way and do not integrate the
functional or technical material with the more general administrative
concepts. Project and program management and field conditions are seldom
addressed. General bureaucratic and managerial procedures (such as principles
of organization, organization and methods (O&M) services, and personnel admin-
istration) are heavily emphasized, while significant topics such as the poli-
tical, sociological, and behaviorial aspects of public management are
virtually ignored. Moreover, recent developments in the public administration
field such as policy analysis, organization development and information
systems are not adequately reflected in the curricula.

3.22 Perhaps the most fundamental criticism of LAN is its limited
capacity to produce noticeable results. This is partly a consequence of
courses which do not emphasize practical and relevant issues. Moreover, LAN's
staff, already overcommitted, cannot spend much time in follow-up activities,
which might otherwise help to make future programs more relevant. There is a
recent commitment however to change this situation with the appointment of the
new chairman of LAN.

Table 3: LAN-APPROVED MANAGEMENT TRAINING FOR STRUCTURAL POSITIONS
BY EFFORTS, LEVELS OF PARTICIPANT AND TOTAL HOURS OF

CENERAL VS. DEPARTMENT-ORIENTED INSTRUCTIONS

Hours of
Level of Participant Z of instruction instruction

Type of (Grade) (Echelon) Adminis- Adminis-
Training Current Eligible trative Functional trative Functional

SESPA /a 900-
IVa-IVd II 100 - (810)/e (90)/e

SEPADYA/b IIIx-IVv III 80 20 400 100
SEPALA/c IIIa-IIId IV 70 30 280 120
SEPADA7T IIc-IIIb V 60 40 180 120
TOTALS 1,760 340

(1,670)/e (430)/e

/a SESPA = Administrative Staff College.
7T SEPADYA = School of Upper Middle Managers.
7- SEPALA = School of Lower Middle Managers.
T7 SEPADA = School of Supervisors.
7e SESPA's offered by the departments may contain 10 percent of departmental

material.

Source: LAN and mission estimates.
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3.23 LAN also provides advisory (research) services to the government on
administrative development, and management consultancv services to public
agenci: and enterprises. These are by far the weakest aspects of its opera-
tions., However, the pressing need for strengthening chese capabilities
within the government may stimulate LAN's improvement in these areas.

C. Departmental and Agency Training Programs

3.24 All departments and most agencies have training centers,
PUSDIKLATS,72/ where administrative and management training programs are
conducted, along with other (mainly technical) training programs. Management
programs within these centers were organized into the same four-tiered
structure as LAN's training programs.

3.25 In 1981-82 the Government's totaL training budget was some
Rp 17 billion, of which only 3% was alLocated for management and supervisory
training. This is disproportionate given that 10% of the service is comprised
of managers and supervisors, many of whom have very inadequate pre-service
preparation in managerial skills. In 1980-81, about 2.630 individuals parti-
cipated in 78 courses for a total of 660 manyears of training. In addition,
it is estimated that more than twice as many individuals participated in the
shorter technical and administrative courses offered by the departments and
agencies. How does this level of effort relate to the total training require-
ments of the civil service? Estimating the total instruction at 800 manyears
for supervision and management, and some 300,000 individuals requiring
training, the average training per manager was only 0.6 days per year or 3
days in every 5 years training cycLe. This seems inadequate for Indonesia's
civil service in its present stage of development.73

3.26 Even at this modest level of training there are wide variations in
the amount and type of management training offered by different departments
and agencies. Some have fairly specialized programs (office administration,
statistics); others offer only very general courses; and still others offer no

71/ Annex 3 to this chapter analyzes the reasons for the underdeveloped
state of these functions with LAN.

72/ Four of the larger departments have elevated the training function to the
level of a Directorate General, where training centers are called BADAN
DIKLATs.

73/ Although no comprable data exist for other developing countries, examples
of other norms or indicators may illustrate the point. In the US and
Japan, nearly 25% of the federal public employees receive training every
year, despite their relativeiy mature and slow growing civil service.
All IBM managers get at least 40 hours of mandatory training a year, in
which the major emphasis is on issues of "people management".
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management training at all. This discrepancy implies that the importance
attached to management issues, and, by implication, performance standards in
general, differs markedly fom one department to another. In some departments
performance levels are relatively weLl defined and formally accepted; in
others, social relationships (and "networking") seem to provide the principal
basis for recognition and reward. En general, the infrastructure and tech-
nical departments appear to be more performance oriented than the social and
human resource departments.

3.27 There appears to be considerable scope for strengthening the
PUSDIKLATs' organization and operations. Most PUSDIKLATS come under a depart-
ment's general administrative services division or are independent divisions
similar to other line functions. They have no link with other personnel
management functions and no coordination with other organizational development
efforts. Neither the staff of PUSDIKLATs, the personnel offices or the O&M
units of central departments seem equipped to plan human resource development
or managerial career paths. With few exceptions, departmental training
centers are poorly financed and managed.

3.28 Most PUSDIKLATs, like LAN, tend to organize their courses along
hierarchical, rather than functional, lines. This tends to dilute the rele-
vance of most courses to the participants and their departments.

3.29 The PUSDIKLAT's tend to program their annual training cycle in
relative isolation of their clients. The proposed program is usually based on
management training programs mandated by LAN, some vague ideas about skill
needs, and continuation of last year's programs. Detailed itemized budgets
are prepared for each course, through which approval of these courses, usually
through the development budget, is sought. The identification of the
Ministry's priority needs and the gap between such needs and present skill
levels generally receives much less emphasis. Requests for new courses are
not usually articulated sufficiently and often are presented with such urgency
that the PUSDIKLAT is forced to short-change any possible interactive process
with its clients. Management within the Ministry and LAN usually react to the
proposed program in a formalistic way, and the budgets are negotiated and
finally approved with little examination of the objectives and the means of
these programs.

3.30 Most training programs suffer from a number of deficiencies due to
their dependence on project financing. They tend to emphasize formal class-
room courses since these are the easiest to cost and budget for and usually
include supplemental income for trainers. In addition, training is treated as
a discrete and "temporary" rather than an ongoing activity. To accommodate
part-time instruction by multiple specialists, courses are often fragmented,
repetitive, and superficial. Most of these "travelling" instructors deliver
set lectures, with little adaptation to the participants or departments. The
demands of their other jobs take precedence over proper educational practices
such as pre-class preparation, demonstration, action learning methods, adapta-
tion to participants' skills and needs, and course evaluation and follow-up.
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3.31 Some promising management training programs hav 74 een introduced on
a project basis with financing from foreign aid agencies.- These projects
attempt to introduce new training methodologies, materials and concepts with
the assistance of foreign consultants. They could provide important vehicles
for experimentation and adaptation and could contribute to training materials
and case development for wider replication. However, institutionalization of
these programs is constrained by the overall civil service policies and incen-
tives influencing training.

3.32 These departmental centers have small staffs. In the absence of
functional positions and career ladders, trainers in the civil service are
organized along administrative lines, and generally consider themselves
primarily administrators. In fact, many of the staff are not qualified to be
trainers. Given the estimated training needs of their present staff and the
likely annual recruitment over the next five years, the PUSDIKLATS need about
1,700 full-time m5nigement trainers, compared to an estimated 240 part-time
staff at present. 5

3.33 The shorter courses conducted within the line divisions themselves
seldom look to the PUSDIKLATs for trainers, but rather to their own practicing
technical/managerial staff. While this system has certain advantages, (e.g. a
strong practicaL focus), these courses are deprived of qualified trainers who
would be effective communicators and aware of necessary preparation and
follow-up activities.

3.34 Appropriate training materials are in short supply. Most materials
used have been developed by outsiders and funded by development projects with
little attempt to adapt them to Indonesia's specific requirements. Even under
exceptional circumstances, where teaching materials were developed under
foreign-aided projects, their full potential is often lost due to inadequate
dissiminatiog1 budgeting and other follow-up measures after project
completion.7- Moreover, monetary rewards for producing or translating
training materials are very low. And finally, there is very little evaluation
of training programs or participants' performances in such programs. This
condition is the direct consequence of goals and objectives not being clearly
stated, and not relating the selection of participants to any specific
objective.

74/ Such as USAID-assisted management training programs for managers in seven
large central departments and for trainers for local government training
centers.

75/ For details, see Annex 2 to this chapter.

76/ Training manuals were developed under Bank-assisted projects for LAN.
Regrettably, no local funding was provided for translation and dissemina-
tion of the manuals after project "completion".
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3.35 The total cost of training public administrators has grown substan-
tially during 1970s and has already become quite large. Budget allocations
for this purpose cover only a fraction of the total cost, which is subsumed
under project budgets. When the participant's salaries, training stipends,
forgone income from other jobs, and allowances are included, the total annual
cost of training would be about 10 times greater than the training budget (or
about $15 million, 1981 prices).77/ Even more revealing is that trainees'
costs (total incomes of managers) are about 15 to 20 times the trainers'
costs. This suggests that substantial salary increases for good full-time
professional trainers might be the most cost effective way to economize on the
training time for managers, the scarcest resource.

3.36 In summary, the training activities carried out within the depart-
ments and agencies do not meet the needs of these institutions for educated
and trained supervisors and managers. The training centers are Limited by the
low priority given to their activities, by a lack of central planning and
financing of training, and by a Lack of full-time qualified and motivated
instructors. Without the latter, there is little hope for ever developing
effective training programs.

D. Strategy for Management Development for Central
Government Departments and Agencies

3.37 The broad elements of the proposed strategy are: improvement of
government-wide training policies and related personnel planning and manage-
ment systems; organizational development of LAN including the development of
its administrative research and management consultancy services and strength-
ening management training programs by the central departments and national
agencies. With a new leadership and recent reorientation, LAN seems ready for
substantial organizational development effort to lead the process of reform in
civil service training.

3.38 Policy improvements should aim at coherent planning for public
management development, mechanisms for inter-agency guidance of this process,
a data base on skill requirements, and incentives for improving the quality
and relevance of in-service training. The Ministry of Administrative Reform,
MENPAN, assisted by BAKN and LAN, may guide the process of reforming training
policies. They might be assisted by a council comprised of representatives
from the major departments and agencies, which could also help to disseminate
successful innovations and comparative experiences in developing and imple-
menting training programs (see para. 8.05). The commitment of government
officials and line managers to management development programs may be enhanced
by well designed study tours to neighboring countries with successful expe-
riencws. Training policies and programs should become an integral component
of government economic policies (e.g., export promotion drive), social deve-
lopment strategy (e.g., the expansion of education and health facilities, the

77/ For details, see background paper by Rolf Lynton, op. cit.
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development of the Eastern and Outer Islands) and administrative reforms
(e.g., administrative decentralization).

3.39 It will be crucial to provide full-time positions and career ladders
for management trainers. A core staff of trainers/consultants should be
developed through augmented programs for advanced training, including study
abroad. The budgeting process for training should be reformed to ensure
continuity in funding for training programs. The most successful management
development programs that have been established on an ad hoc basis in several
departments (usually with foreign assistance) should be institutionalized.
Research is needed to clarify the tasks and training requirements for adminis-
trators. LAN, in collaboration with selected departments may initiate studies
to identify the specific needs of managers in various positions and depart-
ments. Incentives for research and preparation of Indonesian training
materials on public administration should be strenigthened as a high priority.

3.40 LAN should concentrate its direct training activities on in-service
public administration training, for senior level staff (i.e., the Staff
College); otherwise, its training function should be limited to advice and
guidance. In addition, it should develop its capacity for management consul-
tancy and administrative policy research. LAN may focus on areas that are
beyond the scope of an individual department but are crucial to government-
wide performance. This would require research into Indonesian management
practices, including implementation successes and failures. LAN may develop
the channels necessary for publishing and disseminating management cases,
research, and teaching materials as widely as possible, regardless of whether
such materials are developed in-house or by other departments. LAN should
also ensure that relevant departments, agencies and universities participate
in such research activities. In promoting more effective management of
training and particularly of management training, LAN might initially work
with a few departments to improve systematically both the design and delivery
of their management development programs. These programs should serve as
models for other departments and agencies. LAN's direct management training
may then focus on multi-level and inter-sectoral programs, and on top
executive (Echelons I and II) development programs. Finally, LAN's training
and policy advisory roles can be effective only to the extent they are coupled
with its consultancy and research activities. Its leadership would be also
enhanced by contributing more effectively to the planning and evaluation of
public administration training in the central departments and agencies.

3.41 A realistic strategy for LAN should balance its major role in public
administration education with the increasing public sector demands for admin-
istrative research and advisory services. This strategy should also assess
LAN's ability to serve these needs vis-a-vis the )&M and R&D centers of the
central departments and agencies, especially those of BAKN and the Ministry of
Administrative Reform, with LAN playing a coordinating role. Accordingly, LAN
should be given the resources, incentives, and autonomy necessary to build up
its corps of researchers and consultants (see Annex 3 to Chapter 3).

3.42 As it devolves its present responsibilities for direct training
(except for top executives) and graduate education in public administration,
LAN can gradually build its capacity for management consultancy and adminis-
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trative research. LAN's research and consultancy should focus on those areas
which would contribute to the development of its training function, the
trainers and teaching materials. It may reorganize its structure, programs,
and research funding so as to benefit from interaction of training, consul-
tancy and research activities and establish adequate continuity and coherence
of its administrative research and services. To avoid duplication and estab-
lish a core of research expertise, LAN may also concentrate on the institu-
tional and managerial implications of the government's new development poli-
cies and regulations, and avoid undertaking substantive poLicy reform of a
technical nature. A selective approach to LAN's future development in this
area is more likely to be viable in ensuring quality research and advice and
in building effective demand for its services.

3.43 Other options for building a central capacity for administrative
research and consultancy services may be considered by the Government. While
LAN appears to be the obvious choice, given its mandate and core staff, this
role may prove counterproductive to its training responsibiliites. Adminis-
trative research and consuLtancy services may lead, invariably, to criticism
of existing structures and systems and to changes that are painful, if not
threatening to incumbents. To protect its cooperative and mutually beneficial
relationship with government agencies, LAN may have to employ other means
(e.g., staff exchanges, joint-research projects, etc.) to keep itself informed
about management practices and institutional developments. Under this option
the Ministry of Administrative Reform may develop this consultancy capability
directLy for the civil service. LAN may still develop certain research and
consultancy capability in areas where conflicts with its primary role are not
likely to arise. Finally, while a central capacity may be necessary for
formulating comprehensive administrative reforms and for economizing on the
limited professional resources in this area, there is a need to build
gradually some capacity for systems and organizational development within the
major departments themselves, perhaps within their O&M, training, or R&D
centers.

3.44 Intensive development of management training programs at the central
departments and agencies may start with a few departments (such as Education
and Finance) in order to test new organizational arrangements and teaching
methods. This training shouLd include all the managers who are relevant to
key performance areas. It should also build a critical mass of trainers and
managers in the selected departments; this would enable managers and trainers
to create an organizational climate that would sustain the new norms and
performance standards. As indicated above, LAN may play an advisory role in
this process. The broad lines of change wouLd require departmental training
centers to become top management's arm for executive development. Each
department should undertake an assessment of its critical management needs and
plan the training center's activities accordingly. Then, trainers may be
recruited and/or trained to formulate and implement these activities; their
functional positions should be ensured. Line managers should be involved in
the process of identifying needs, evaluating training and encouraging trainees
to use their new skills and experiences. The emphasis of training programs
should be on expanding on-the-job and near-the-job management development
opportunities.
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3.45 In pursuing the above strategy, the complementarity between
managerial and technical training, between formal training and on-the-job
experience, and between training and other institutional development
activities should all be taken into account.

3.46 Technical and managerial training should be viewed as complemen-
tary. The appropriate combination will vary from one department to another
and should be based on skill gap analysis.-7 The existing pattern suggests
that both pre-service education and in-service training tend to focus on early
specialization and narrow technical training, and to neglect the managerial
dimension. This pattern reinforces fragmentation of activities and segregates
concerns of the various organizational units within departments from one
another. Managerial craining should also be adapted to the technical and
contextual conditions of various sectors. To be effective, such synthesized
technicaL-managerial training should be accompanied by careful trainee selec-
tion schemes and systematic organizational and manpower development programs
to assure the fullest utilization of the human resources thereby generated.

3.47 In the field of management, formal training must be accompanied by
structured learning experiences, on-the-job and in various noncourse contexts.
The active involvement of superiors in the development of their subordinates
cannot be overemphasized. The combination of formal training and programmed
on-the-job experience will vary according to the findings of skill gap analy-
sis and the nature of change in development tasks. It should be also tailored
to the immediate responsibilities and career objectives of the trainees.

3.48 For management development to have the fullest impact on institu-
tional growth, it should be integrated with other elements of an organiza-
tional strategy. Hence, institutional development should combine organiza-
tional and systems improvement with training activities. Trainers and their
professional associations and institutions should be involved in management
consultancy and research activities relevant to their organizational problems.

78/ An application of "skill gap analysis" technique to one Directorate
General wichin the Ministry of Education suggests that managers tend to
have educational background in their substantive areas (in this case, as
teachers) but lack educational background and experience in planning and
management, particularly at the sector and subsector levels. For details
on the application of skill gap analysis and its results for the Ministry
of Education, see Skill Profile Analysis for Management Training, LAN,
IBRD/UN Project, 1979.
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CHAPTER IV. LOCAL COVERNMENT KANACEMENT

A. The Administrative Environment 79/

4.01 Regional government operates at four levels in Indonesia: provinces
(of which there are 27), regencies/municipalities (of which tgaee are 245 and
49 respectively), subdistricts (3,500) and villages (58,000).2-' The Ministry
of Home Affairs (MHA) within the central government has overall supervisory
responsibility for provinciaL and local governments. Except for the subdis-
tricts, these levels are partially "autonomous" in that they have some Law-
making powers (subject to approval of the next higher authority), they have
their own budgets and can levy certain taxes and charges. At each level there
is an administrative head who is both chief executive of the regional author-
ity and representative of the central government with coordinating powers for
all government services. Each chief executive is assisted by a secretariat.
Since 1980, the responsibilities and staffs of provincial secretariats have
been expanded to keep pace with the general growth in provincial responsibili-
ties and to strengthen their developmental capabilities, especially in the
areas of regional and rural development, infrastructure development, produc-
tion planning and population and environmental management.

4.02 Provincial and local governments have been major, though regulated,
actors in the achievement of national integration. Along with the growth in
government development programs has come an increasingly heavy implementation
burden for local administrations. Despite the stated intention to decen-
tralize authority, the central government continues to exercise fairly tight
controL over lower level administrations. Investment programs, although
implemented at the local level, are highly directed and planned in consider-
able detail with specific quantitative targets, by central ministries. For
implementation purposes, these programs are disaggregated into a very large
number of component projects whose execution involves the whole hierarchy of
local government agencies.

4.03 There appears to be a growing consensus that the size of the
government's development program has now outstripped the capacity of central
ministries to prescribe, design and mana"I individual projects. This explains
the development of programs like INPRES - which emphasize local diagnosis
and project seLection within broad central guidelines. There is also a
growing awareness that highly centralized planning and management puts a
severe strain on the morale and loyalty of local officials.

79/ For details, see background papers to the study on local Government
Management Training by Kenneth Davey, G.W. GLentworth, and P.N. Mawhood.

80/ Annex 1 to this chapter describes the system of provincial administration
in detail.

81/ See Annex I to this chapter.
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The Quality of Regional Management

4.04 What is the quaLity of local government's managerial capability?
Given the size of Indonesia, the complexity of regional governments and the
inheregi,difficulties of measuring quality, we can only give some broad judg-
ments.-

4.05 Firstly, the managerial capacity of local government is severely
underestimated. A system which has built schools for 15 million children in 9
years, and which has initiated and successfully carried out, in Jakarta, the
world's largest slum improvement program, is not lacking in drive or adminis-
trative skill. CentraL bureaucrats always have a vested interest in under-
rating their regional counterparts; provincial level officials are just as
critical of regency capacity as central civil servants are about the
provinces.

4.06 Secondly, although the professional manpower situation in local
government is stilL deficient, it has improved significantly over the past
decade.

4.07 Thirdly, much of this professional capacity, particularly at the
regency level, is severely underutilized or misdirected. Regency level
veterinary officers, for example, typically have only enough vaccines, travel
expenses, etc. to occupy them for a fraction of the year. Some development
activities such as the Provincial Development Program (PDP) have generally
gone well because qualified staff have welcomed the rare opportunity to
utilize their skills fully. The widely held view that local governments have
more money that they can spend is often reLated to bottlenecks in a province's
BAPPEDA (Planning Board), to the limited capacity of the construction
industry, or to rigid central procedures.

4.08 Fourthly, professional and technical staff are very dependent upon
the arbitrary personal preferences of those who allocate funds, i.e. normally
the governors or the chairman of the BAPPEDA. For instance, a doctor can only
repair his community health centers if the district officer is interested in
medical services.

4.09 Finally, much of what is classed as Local mismanagement is really
due to factors beyond the control of local managers. For example:

(a) in order to ensure timely implementation of small local infrastruc-
ture projects there is a stipulation that only 10% of an INPRES
project budget may be carried over to the next fiscal year; some-
times, however, local agencies do not receive funds until almost
half the budget year has passed, which can lead to inadequate design
and testing prior to implementation. This happens particularly in
road projects where design, soil testing and material selection is
often hastily and inadequately done;

82/ These are based upon surveys which have covered seven major sectors and
included visits to 21 provinces.
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(b) the proliferation of projects, arising partly from the remuneration
system, substantially inflates the paperwork associated with design,
appraisal and execution, causing major bottlenecks;

(c) the process of financial authorization is too elaborate; detailed
estimates of expenditure are authorized in the budget, for example,
and then reproduced in various forms that go backwards and forwards
between operating departments and central bureaus;

(d) higher levels of government prefer to finance specific projects
(rather than block grants or program subsidies to local govern-
ments), thereby retaining control over both planning and execution
of essentially local schemes. As a result, projects are often
designed and contractors controlled far from the field site; and

(e) funds, directives, authorizations, and requests travel over vast
physical distances. Central government officials travel widely in
the provinces, and provincial officials spend much time in
Jakarta. Long chains of command undoubtedly distort messages, and
problems of physical supply can be acute; the frequent insistence on
central procurement exacerbates the situation.

4.10 The conclusion is clear. More or better management training can
help to improve the effectiveness, the self-confidence and the image of local
government staff. But it is unrealistic to expect that it will be a suffi-
cient solution to the managerial problems of local government. More funda-
mental problems relate to the centralized yet fragmented funding system within
which local government operates, the complexity of the procedures imposed upon
local officials, the distortions of the remuneration system and the very
unpredictable and personalized style of regional leadership.

B. Management Training Needs of Provincial and Local Administrations

4.11 Provincial staff fall into four categories: administrative staff,
managers of technical agencies, planning staff (mainly BAPPEDA) and financial
management staff. There are approximately 400,000 regional civil servants
(excluding primary school teachers) of whom (very roughly) 30,000 could be
classed as managers/supervisors. Provincial staff must devote much of their
time to routine or regulatory tasks, which depend LargeLy on technical capa-
cities in the sense of carrying out set procedures, transferring land titles,
vaccinating cattle, collecting taxes, etc. Even so, management skills are
involved in budgeting, supervising, balancing workloads, and maintaining good
relations with the clientele. Detailed specifications of the training needs
of such a large and diverse group is impossible in this report. However, a
few priority issues are discussed below.

4.12 Lateral Communications. The fragmentation and vertical compart-
mentalism of Indonesian administration suggests the need to improve lateral
communication between agencies. The content of training courses should stress
integrative processes and overall regional development program performance -
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mutual awareness, exchange of information, and willingness to collaborate and
consider joint action. The membership of a given course should, whenever
possible, represent a range of agencies and/or hierarchial positions within
the same region to broaden managers' understanding of their own and other
agencies and thus promote local communication.

4.13 Management of New Programs. Implementation of development programs
is increasingly dependent on the joint performance of several agencies.
Multi-agency training courses or seminars should be set up whenever a new
program is launched which involves such inter-agency, or inter-level cooper-
ation, e.g. a new INPRES program, a geographical extension of the PDP, or a
new transmigration settlement. At present, when such training is given, it is
often limited to the line agency with primary responsibility, excluding other
interested or potentially involved agencies. Proposed courses would not only
explain the purposes and procedures of the program, but would also permit par-
ticipants to discuss its implications for them and to indicate what outside
resources and cooperation they might need.

4.14 Management Techniques. Adapted and simplified management techniques
could prove valuable to regional staff. For example, development of bar-
charting techniques couLd be useful in establishing realistic timetables for
project design and execution. Most staff would gain from some grounding in
statistical analysis; the objective, however, should not be to teach people
how to estimate correlations, but to introduce them to the existing range of
relevant data (e.g., the census, the agricultural census, the SUSINAS survey)
and to explain how to use these data most profitably.

4.15 Planning and Budgeting of Maintenance. Maintenance is greatly
neglected. There has been a huge expansion of infrastructure (roads, drains,
irrigation, health centers, schools, etc.) but it is deteriorating for want of
regular maintenance. Training is needed in how to cost and program a regular
cycle of maintenance, and incorporate this into the budgeting of funds and
staff time.

4.16 Developmental Diagnosis and Project Selection. Techniques in plan-
ning, budgeting and project analysis should be viewed as tools within the
larger context of the regional management. Training courses should develop
the ability to diagnose major trends in the local environmenc, to assess the
needs of various target groups, and to identify appropriate development oppor-
tunities. Such training would be valuable, not only for the planning staff of
BAPPEDA, but also for the administrative cadre, which allocates locally dis-
posable funds, and for the local heads of technical agencies to broaden their
perspective and sensitize them to the costs and benefits of alternative
investments. Training in formal cost-benefit analysis should be limited to
planning staff, but the whole managerial group needs some grounding in the
concept of cost-effectiveness and in the need to take a long term view of
expenditure.

4.17 Advocacy and Local Leadership. The Indonesian style of administra-
tion puts a premium upon the skills of advocacy. Few officials have the full
resources at theit disposal to independently carry out their tasks or ideas:
selling one's proposal to the governor, the BAPPEDA, the director general, the
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development banks and then to the farmers, the chamber of commerce or the
cooperative, is an essential and continous task. This puts such a premium on
skills in communications and advocacy that they need heavy emphasis in
training of all kinds. Local administrators also need to acquire the
necessary skills for engaging local communities and beneficiearies in the
development and delivery of local services.

4.18 Educational Backgrounds. Training needs to be adjusted to the
specific educational backgrounds of participant groups and the level of
development of local administration in various regions. In some cases,
training will have to include remedial coverage to compensate for previous
educational deficiencies. which may detract from the primary training objec-
tives in the short run. Also the greatest volume of training may have to be
available in the least developed and more remote provinces, and at the regency
and lower levels where deficiencies may be most marked.

C. Supply of Management Training for Provincial
and Local Administrations

4.19 This discussion focusses on in-service administrative training of
regional management staff grouped according to the institutions supplying it:

(a) Ministry of Home Affairs and provincial administration;

(b) Other government departments.

Management Training Provided by MHA and Provincial Administrations

4.20 Cadre Training - APDN and IIP. The main program to train the cadre
of generalists holding political or administrative authority in regional
government takes place on two successive levels - the lower level Akademi
Pemerintahan Dalam Negri, or APDN, and the higher level Institute Ilmu
Pemerintahan, or IIP. Together these two institutes accommodate only a very
small and select group of regional government staff. Both institutes offer
degrees; while these are not recognized by the Ministry of Education, since
few if any of these graduates will ever leave provincial service, this is not
an important factor. Competition for entry into these programs is very keen,
since, despite the lack of an accredited degree, participants have a much
greater chance of eventual promotion to the top ranks of provincial service
than do their colleagues without such training. In fact, for certain posts,
at or below the subdistrict level, by ministerial instruction, priority should
be given to APDN graduates.
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4.21 APDNs, tocated in virtualIh,all provinces, recruit promising
candidates from within the service,- especially from officials working at
the regency Level or below. The 3-1/2 year program focuses mainly on general
subjects of government and public administration. In addition, specialized
Akademi Agraria also exists in some provinces, providing training in the
survey, valua-ion and allocation of land for officials of MHA's Directorate
General Agraria; these are technical rather than management-oriented. While
no comprehensive data are available, it appears that the failure rate in
APDN's is relatively low, 10-20% in some cases, near zero in others. Curri-
cula at all APDNs are standardized by MHA, with only minor local variations -
e.g., teaching of the Sundanese Language at Bandung. Subjects tend to be
treated in a legal or descriptive fashion, and fragmented into numerous small
components. The training focuses upon administering an existing system,
rather than adapting it to deal with changing demands. Library materiaLs are
old and rarely used. There is only limited treatment of development questions
or practical problems arising from local administrative work such as family
planning, public health, education and housing. A particular gap in the
curriculum is the lack of any comparative study of local administration in
other countries. The local administrators and the directors of APDNs them-
selves, should be allowed more flexibility in deciding what is taught.

4.22 Teaching staff at the APDNs are mainly generalists with Bachelors'
degrees or below. Part-time guest lecturers are brought in from government
and universities to teach the wide range of technical subjects - estimated at
52 - in the curriculum. The status of full-time APDN staff, apart from the
directors, is unsatisfactory. Like other trainers eLsewhere in government
service, they possess no career structure or specific promotion arrange-
ments. Their own access to training is limi.:ed to an occasional place at LAN
for a one month "training-of-trainers" program, or a short special subject
course at a university. Training places could be increased even under the
present system, but only if the regional budget paid for them and regional
budgets allocate very minimal funds for staff training.84

4.23 The IIP located, in Jakarta, gives a two year program (Bachelor's
equivalent) to senior level provincial administrators. A minor and irregular
activity is to provide short courses (5 weeks) for chief executives of
regencies/municipalities and BAPPEDA chairmen.

4.24 Intakes for the two year course are allocated between provincial
government and central departments. Many entrants are APDN graduates. About
40% at present are sub-district officers (i.e. head of third tier provincial
units); the remainder come mainly from the regency/municipality level. A
majority of students are in their early 30s, and very few are women - only 25
out of the 1,100 now in residence.

83/ The Pontianak APDN recruits virtually all of its entrants directly from
school or university; thus it is more prope-ly regarded as post-entry,
but pre-service.

84/ Estimated at less than 1% of the provincial budget.
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4.25 The IIP is organized into six teaching departments: government,
administration, politics, land, development administration and local
finance. The curriculum is controlled by MHA and is revised every three
years. The core subjects of government, administration and politics run
throughout the program and there appears to be considerable duplication of
such material. As with APDN, subjects are taught in a legalistic or descrip-
tive way and are divided into numerous small components. There is less of a
practical or problem-solving emphasis than at the APDNs; staff take the view
that making the course too practical would sacrifice its academic quality.
Although the course is appropriate for the administrator's legitimate task of
regulating many aspects of society, it does not address issues of change and
development, which require sensitivity to local demands and assessment of con-
straints and opportunities.

4.26 The teaching staff, mostly with university degrees, have little
access to in-service training themselves, and promotions are slow. Only the
rector is in Echelon I, and the vice rector and the secretary are Echelon II.
Most activities are considered covered by the basic salaries and IIP staff
have relatively little chance of earning additional fees. In addition to
about 40 full-time staff, there are typically 70-80 part-time guest lecturers
on each course for technical instruction.

4.27 SELAPUTDAs. There are five local government in-service training
schools of general administration (SELAPUTDAs) throughout the country. While
they exist only above the provincial level, they are not properLy regional
=enters since their coverage is not comprehensive or targeted to contiguous
provinces. The Kalimantan provinces for example do not have a SELAPUTDA, but
rely on access to the ones in Java. All SELAPUTDAs are controlled by MHA, and
because of their administrative location they tend to be somewhat isolated
from regional administrations.

4.28 SELAPUTDAs are primarily intended for training regency/municipality
staff, but this practice varies considerably from one school to another, as do
the size, the level of activity, the number of courses, and the quality of
instruction. While a potentially significant source of management training,
SELAPUTDAs at present are somewhat of a hybrid and would require considerable
investment and upgrading to fulfill this potential.

4.29 At present, the most active and best run of these schools is the one
at Yogyakarta. It offers three month general management courses for middle
level regency/municipality staff (which qualify participants for possible pro-
motion); three and nine month courses in economic and social planning (the
nine month course includes six months on-the-job experience) for BAPPEDA
staff; special three month courses in financial administration for officials
in less developed areas (which are particularly job focussed), and 2-week
orientation courses in planning for non-BAPPEDA staff.

4.30 The general management courses, which represent the main activity of
the Yogyakarta SELAPUTDA, discuss management in a broad sense: general admin-
istration courses, including finance and personnel, and a functional element
developed by MHA, covering various areas of government activity which has been
developed by MHA. Only about 15% of the course time is allocated to dis-
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cussion, seminars and field projects. Curricula could be improved by greater
responsiveness to locaL needs and a larger eLement of practicality. Moreover,
the library requires substantial improving.

4.31 Most of the teaching staff at the SELAPUTDAs have Bachelors'
degrees, but no access to further training themselves. Most have had one year
of service in a subdistrict. Teachers have no career development plan, salary
levels are relatively low, and promotion prospects and outside incomes quite
limited. The SELAPUTDAs lack instructors with economics, engineering, plann-
ing and other technical backgrounds.

4.32 SELAPUTDAs have the potential for providing far more training for
middle and lower management in regional administrations. Courses not specifi-
cally related to qualifying for promotion, e.g. program design and practical
economics, could strengthen the local administrations' capacity for planning
and coordination.

4.33 Other Provincial/MHA Management Training Three other training
sources deserve a brief mention. Most provinces maintain a PUSDIKLAT, i.e. a
local training center funded from their own budgets. These are not recognized
by the central government as training centers, but rather, are "shell" insti-
tutions usually amounting to a building, with some boarding facilities. They
are designed to respond to small current demands and, as such, maintain no
permanent teaching staff.

4.34 BAPPEDA sponsors a number of courses for its staff. Training
concentrates mainly on planning; however, as attention focuses more on imple-
mentation, management issues are becoming more important.

4.35 Finally the in-house training center for MHA, its BADAN DIKLAT,
located in Jakarta, occupies a central role in the organization of all types
of training for MHA staff, including regional and BAPPEDA staff. It has con-
siderable potential for stimulating training in management and planning. The
study team however has considerable reservation about conducting training and
designing curricula for regional consumption in Jakarta; rather it feels that
the best role for BADAI DIKLAT would be to actively involve its staff in
running courses at regional training centers, using such field work to develop
curricula, teaching materials and the teaching skills of the regional training
centers' staff. This effort should encourage, not obscure, regional centers'
initiative and involvement in formulating course content.

Management Training Provided by Other Departments

4.36 Three central ministries - Finance, Education, and Transmigration,
offer some, albeit limited, management training.

4.37 Like other "technical" departments, the Ministry of Finance has its
own training organization, employing a fairly large full time staff. Most of
its activities, and all of its long term courses take place in Jakarta but are
open to its regional staff; some of these offer "degrees" similar to APDNs and
IlPs and some are promotion courses. Other more specialized, short term
courses are offered in Jakarta and in regional centers.
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4.38 The Ministry of Education runs a part-time program in administration
which is open to employees of all government departments who meet minimum edu-
cation and service requirements. It is a two-year program and includes
subjects such as government, financial administration and personnel adminis-
tration; it is available in most provincial headquarters tcwns. This seems to
be a small but valuable contribution to middle and lower management training;
unfortunately it is only available to the minority of staff posted in
provincial capitals.

4.39 The Ministry of Transmigration, whose responsibilities include much
"management" work in the regions, offers 2-3 month courses in Jakarta in
planning, project management, cooperative extension, personnel management,
treasury and storekeeping. There is no in-service training at the province
level for staff.

Evaluation of Regional Management Training

4.40 In quantitative terms, training for regional administration appears
roughly sufficient for the small select cadre stream, i.e. APDN, followed by
IIP. But, for the large number of non-cadre managers, training opportunities
are very insufficient.

4.41 The quality of training at all institutions, although obviously with
degrees of variation, is subject to a similar set of criticisms:

(a) teaching is too theoretical with too little emphasis on practical,
probLem solving techniques;

(b) course content is imposed by a central authority with Little appre-
ciation of regional variations;

(c) subject matter is fragmented among many courses with few opportuni-
ties to examine a broad issue in any depth;

(d) the status and pay of management trainers throughout government but
particularly at local government levels are too low, so that
qualified people are difficult to recruit.

4.42 If management courses for regional government are to be expanded and
improved, the impetus for change will have to come from central authorities
since regional authorities have very limited control over the allocation of
resources.

D. A Strategy for Reform

4.43 This report proposes a strategy for reform and development of
management capabilities in local governments on four broadly stated levels:

(a) strengthening the leadership role of MHA's training center;
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(b) a gradual process of decentralization and regionalization of
training, including the establishment of perhaps 6-7 autonomous
regional training centers; and

(c) closer ties among the provincial governments, the regional training
centers and leading provincial universities;

(d) streamlining central-local government financial relationships, with
progressive decentralization of development administration to the
provincial and district governments.

4.44 Measures to strengthen MHA's BADAN DIKLAT's management function
(i.e. planning, programming and evaluating training in the regions) and to
improve its capacity as a central institution to serve local governments
should include:

(a) manpower planning and training for MHA's central training staff;

(b) curricula and materials development for the regional centers;

(c) medium term planning and programming of training and management
development activities and monitoring of these activities;

(d) training of trainers;

Ce) research on the administration of regional development; and

.F) support and collaboration with university training programs to
ensure they are responsive to local government needs.

4.45 However, BADAN DIKLAT's role should be confined to providing leader-
ship and overall guidance. It should avoid detailed prescriptions of local
training needs. This should be the function of local governments who are best
able to assess the strengths and weaknesses of their local staff.

4.46 Thus, in the context of gradual decentralization, it is proposed
eventually to establish some six or seven autonomous regional training
centers. These would integrate induction training and mid-career management
development. They would thus inherit the SELAPUTDAS, APDNs, provincial
PUSDIKLATs, BAPPEDA courses, and other administrative training in the
provinces. Their management should be guided by advisory boards representing
MHA and provincial governments within their region. Locating such centers
close to a prestigious university and establishing reciprocaL visiting
lecturer arrangements would have obvious benefits for both institutions.

4.47 MHA may wish to outline the essential elements of these courses, but
the manner of presentation which suits the educational level of students, and
the appropriate mix of these subjects, including those of special local rele-
vance, should be left to che regional training center. Courses should be as
practical as possible, geared to local needs, with frequent use of case
studies and problem solving exercises; they should focus on developmental
issues, emphasizing increased sensitivity to the local socio-economic environ-
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ment. Mid-service programs shouLd particularly aim at being flexible in
meeting a wide variety of local and often short term demands; whenever
possible they should be addressed to a variety of agencies and staff leveLs to
facilitate lateral and vertical communication. They should also be economical
in their time requirements to minimize the period away from operational
duties.

4.48 Staffing for these training centers is clearly crucial. Success may
depend on upgrading the status and remuneration of instructors, who ideally
should be experienced administrators with good quality university degrees.

4.49 The simultaneous establishment of all of these regional centers
would be precipitous at this stage. Thus it is recommended to initiate one,
on a pilot basis to serve as a model for subsequent phased development of the
remaining centers. Upgrading of the Yogyakarta SELAPUTDA to the level of a
regional training center might be considered as the pilot project.

4.50 There is considerable scope and benefit in establishing closer
contacts between universities and local government training institutions.
Universities might be encouraged to expand non-degree short term courses to
meet specific local needs. Participants in such courses would be mature and
experienced officials, who would have as much to offer as to gain from their
teachers. Moreover, universities might gain some useful insights on how best
to formulate undergraduate public administration programs from such courses.
In this context, serious consideration should be given to shifting all MHA's
degree programs in public administration to selected universities. This would
strengthen MHA's activities by focusing them on non-academic, in-service
training and augment the universities' public administration programs to serve
the needs of local government.

4.51 Finally, it must be stressed that while better management training
can help to improve the performance of local government, it is not a
panacea. Training is not a substitute for the more fundamental reforms in
policies and systems for decentralization which are stiLl necessary. Improved
regional management capability will be a necessary iagredient in achieving
these goals. Decentralization is thus viewed as a gradual process of streng-
thening local governments and organizations, particularly their managerial or
financial capabilities. This process should be carefully nurtured by the
central GCvernment; training, incentives and national forums may be used to
reorient the central bureaucracy away from control and toward guidance and
support. Senior administrators would be called upon to lead their line
agencies in changing their centrist attitudes and pLanning and designing their
own programs for decentralization.
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CHAPTER V. PUBLIC ENTERPRISE MANAGEMENT 85/

A. Structure and Role

5.01 Public enterprises (PEs) constitute an important part of Indonesia's
economy, particularly its modern industrial sector. Their combined annual
investment is about Rp 3,000 billion (1981/82), or about 25% of GDI, and 43Z
of public investment. There are 222 public enterprises at the national level,
and a large number of smaller enterprises owned by the regional governments.
The national level enterprises are among the largezt in Indonesia, and are
distributed by sector as follows: agriculture (25Z), industry (20%), trans-
portation and communication tl6X), and banking and other services (39%). They
comprise the government's largest revenue and export earning activities and
claim a large and growing share of the budget. In addition, nonfinancial
public enterprises are major borrowers and/or recipients of foreign aid and
they were re q7nsible for almost 90% of all domestic credit outstanding in the
early 1980s.-

5.02 PubLic enterprises not only control strategic industries and
services, but, in addition, are charged with implementing some national
policies, such as price stability, and pioneering economic activities where
private initiative is lacking. They are also vehicles for developing entre-
preneurship and stimulating employment. While most PEs pay lip service to the
profit motive, their social objectives, assigned by government policymakers,
are often conflicting, and are sometimes used as an excuse for inefficient
operations.

5.03 The standards for managerial performance, and, hence, for management
training and development, are much weaker in public than in private enterpri-
ses. Based on past experience, it is assumed that the government will "bail
out" any firm in trouble. A recent study of public enterprises by the
Ministry of Finance indicates that overall profitability has declined from 41
in 1979 to 2.92 in 1983.

35/ For detailed analysis see working papers: Sharshar, A.M., The Indonesian
Experiment in Performance Improvement Programming, LAN, 1981; Powell,
V.G.E., Management Training and Development in Indonesia, 982; Bicheron,
Management Training and Development in Indonesian Agricultural Enter-
prises, 1982; Lembaga Pendidikan dan Pembinaan Manajemen (LPPM), Survey
on Management Education in Indonesia, 1982; Butterworth, J., Public
Enterprises Management Training and Development in Indonesia, 1982.
These papers were prepared as background for this report.

86/ Pertamina, PLN, and agricultural estates are major borrowers from the
domestic and international banks. Major revenue generating activities
are oil, LNG, minerals and forestry. Oil alone constitutes 70% of
government revenue and 60% of exports.
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5.04 Thus, there is growing concern in Indonesia over the PEs' generally
poor performance, the causes of which are largely rooted in management
deficiencies. Other factors, beyond the control of individual PEs, relate to
the overall structuraL problems of national planning and control systems and
policy issues, principally relating to pricing and trade (Chapter 2).

5.05 The poor performance of certain strategic PEs supplying basic inputs
or services clearLy affects other public and private firms. Some examples
are: steel products (reflecting high costs and protected production), finan-
cial intermediation (reflecting the slow processing of credit applications and
lack of entrepreneurial orientation at the state banks), and transportation
(especially rail and sea). Morever, financially weak public enterprises have
often had preferential access to state banks and Government credit sources,
and thus limiting private sector access to capital. These inefficiencies
operate to the ultimate detriment of the domestic consumer and the nation's
export performance.

B. Public Enterprise Environment

5.06 There appear to be four environmental factors of particular concern
to the management and operation of public enterprises: (a) inadequate deter-
mination of corporate objectives and plans; (b) deficient systems for monitor-
ing and evaluating performance; (c) personnel policies which fail to develop
and reward managers; and td) insufficient mechanisms for periodic rationaliza-
tion of the role of public enterprises.

5.07 Corporate planning is misunderstood and practiced rarely: corporate
objectives and plans are not adequately formulated. Managers are rarely sub-
jected to the discipline of critically examining their enterprises' objectives
and strategies. Recent attempts to introduce corporate planning in some pub-
lic enterprises have encountered several difficulties. First, there is vir-
tually no communication between the enterprises and supervising ministries in
determining the lacter's goals; externally imposed targets are limiced to pro-
duction levels, and pay little heed to technological changes, quality improve-
ments, market opportunities, diversification, or options for cost reduction.
Second, there is no mechanism for adapting or updating such plans. Data col-
lection is not organized to feed meaningful and timely information into a
continuous planning process. Critical assumptions are hardly examined or
tested. Not surprisingly, under such conditions, plans lose their credibi-
lity. Third, the planning units of public enterprises are relatively weak,
and unable to anticipate future changes and generate alternative strategies.
They receive little attention from top management or assistance from the
supervising ministries. Fourth, the boards of directors are not equipped to
take responsibility for objective setting. Board members are not usually
selected on their managerial competence, or their ability to counsel top
management.

5.08 Lacking strategic objectives and a clearly understood operating
framework, enterprises are controlled externally through detailed and ad hoc
interference in areas which should be the prerogative of internal management.
The procedures governing the formulation and approval of public enterprises'
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annual budgets virtually precludes Long term financial planning. Moreover,
this focus on annual budgeting and excessive control has discouraged strategic
corporate planning and absolved enterprise managers from responsibility for
determining broad objectives for their enterprises.

5.09 The second area of concern is the absence of monitoring and evalu-
ating systems of pubLic enterprise performance, based on objective measurement
criteria and a regular and reliabLe flow of information. With few exceptions,
accounting systems are underdeveloped and not oriented toward decision making
and internal accountability. The shortage of accountants and the lack of uni-
form accounting standards and managerial auditing compounds the problem.
Information on performance is extremely scarce and unreliable. There is no
effective cegmal body with a broad overview of the performance of public
enterprises.- Despite considerable apparent public concern, there is no
effective consumer council to mobilize pressure for increased accountability
of public enterprises.

5.10 The third area of concern is the lack of personnel policies for
developing managers and rewarding their performance. The present system of
assignment and promotion does not emphasize either manageriaL competence or
systematic career planning. Management development programs within enter-
prises are almost nonexistent. The lack of performance incentives is often
reflected in the poor quaLity of training programs, a lack of interest by the
participants, and the failure to implement new concepts suggested in training
programs. The present problem of management succession, combined with the
recent growth and diversification of public enterprise activities, highlight
the need for succession schemes, management development programs and manpower
planning. Managers at all levels should be encouraged to view the development
of their subordinates as an essential responsibility and to engage them in
identifying and solving management constraints.

5.11 The last area of concern is the need to periodicalLy review, in a
macroeconomic context, the role of public enterprises. At present, public
enterprises are charged with many extraneous activities resulting from histor-
ical accidents. In addition, the pressure to diversify exports and expand the
industrial base may be placing unregistic demands on the present managerial
capabilities of public enterprises.- The National Basic Guidelines (GBHN,

87/ Recently, a central audit office has been established with the responsi-
bility for overseeing both the Government apparatus and its enterprises.
It is expected to provide guidance and establish standards for audit. It
could be u;ed as a vehicle for reforming the accounting systems and
establishing appropriate standards for accounting practice. It may be an
important tool for improving managerial performance, especially if its
mandate is broadened to icnlude managerial audit.

88/ There are signs that this is already occuring in some agricultural
estates, especially in enterprises that are engaged in NES activities in
many remote areas. Some of these enterprises have lost many of their
middle management teams through transfer and promotion to other agricul-
tural estates in a too short time to allow for regeneration.
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1978) indicate that in sectors where private enterprises can effectively
operate, the government is expected to leave these sectors gradually to the
private sector by selling its shares. This principle argues for gradually
rationalizing the roLe of public enterprises in the economy. Meanwhile,
public enterprise activity should be seLectively pursued, based on comparative
advantage.

C. Performance Problems and Management Needs

5.12 A survey of public enterprises in Indonesia has indicated that the
majority of managers considered the most important performance criteria to be,
in order of priority: (1) produch47n levels; (2) fulfillment of the
customer's needs; and (3) profit.- It is interesting to note that profita-
bility which presumably depends, inter alia, on the output of the enterprise
and meeting customers' needs, ranked lower than the other two objectives.
This may be partly due to the present dependency of many public enterprises on
the state budget for their investment requirements. "ae PEs tend not to be
market oriented, whether in terms of innovation, cost, or quality, because of
the quasi-certainty of government funding and protection from competition.

5.13 The same survey identified factors affecting performance, as
perceived by managers and educators. The most important external factors were
reported to be the lack of decision making power, a poor policy framework, the
lack of employee motivation, external interference, constraints on pricing and
sales, insufficient demand, and strict application of government procedures.
Internal factors included poor planning, lack of skilled and motivated
managers, and bureaucratic culture. The managerial deficiencies were found to
be: limited appreciation of environmental constraints, and limited ability to
identify new opportunities (strategic planning), the lack of functional skills
(marketing, finance, personnel, production), the lack cf understanding and
committment to clear objectives, inadequate delegatiGn and inability to
motivate (personnel policies).

5.14 Performance problems in public enterprises were examined in a
governzm nt sponsored Performance Improvement Program workshop held in 1979-
1980.90° This was an effort by managerial staff in seven public enterprises
(in the fields of banking, insurance, mining, aircraft manufacturing, rail-
ways, postal services, and a regional water board) to identify performance
constraints. About 602 of the reported problems fell within the purview of
competent management; 20Z were related to government regulations, and thus
could be solved only by external action; and 20% resulted from environmental
constraints (see Table 5.1). Several of the problems which could be handled

89/ The results of this survey are described in detail in the article
"Curriculum Development for Education and Training of Public Enterprise
Managers" by Dr. Buchari Zainun, in Training Public Enterprise Managers,
Gabriel Iglesias, et. al., (editors), APDAC, KuaLa Lumpur, 1980.

90/ See Sharshar, A.M., op. cit.
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Table 5.1: LIST OF PUBLIC ENTERPRISE PROBLEMS AND TREIR SOURCR
AND AMENABILITY TO SOLUTION THROUCI TRAINING

Areas
where

Areas where training
traiinir for per-

for sonnel
Enterprise of Control
managers Agencies

can can con-
Problem Internal External contribute tribute

1. Conflicting enterprise objectives X X X X
2. Lack of performance evaluation

criterion X X X X
3. Inadequate planning X X X
4. Lack of Information X X X X
5. Inadequate decision-making X X
6. Uncoordinated supervision

(financial audit) X X
7. Uncoordinated regulations and policy X X
8. Inadequate external supervision X X
9. Excess capacity X X
10. Poor quality X X
11. Budgeting procedure X X X X
12. Absence of financial plannlng X X
13. Liquidity and cash flow X X
14. Capital obsolescence X X
15. Organizational stagnation X X
16. Ineffectiveness of commissioners X X
17. Inadequate financial resources or

capital shortage X X X X
18. Outmoded management techniques X X
19. Lack of infrastructure support

from other sectors X X
20. Spatial dispersion of activities X X X X
21. Attitude of directors X X
22. Lack of delegation of authority X X
23. Poor PR job X X
24. Frauds and corruption and lack

of integrity X X
25. Poor relations with clients X X
26. Complex work procedures X X
27. Arbltrary and ad hoc changes in

government regulatlion X X
28. Poor internal control X X
29. Ouality of managerial personnel X X
30. Employment procedures X X
31. Material management X x
32. Ouality of technical staff X X
33. Shortage of experienced and

trained personnel X X
34. Apathy and negative attitudes X X
35. Apathy of public X X
36. Lack of training and personnel

development X X
37. Recruitment problems X X X X
38. Inadequate incentives X X
39. Lack of career development X X
40. Shortage of materials X X
41. Dues rate collection prjblems X X
42. ompetitlon X X X
43. Low salaries x
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by manageriaL action are also common to private enterprises in Indonesia.
These include: inadequate decision-making, shortage of experienced personnel,
poor product quality, absence of financial planning, inadequate financial
resources, outmoded management techniques, inability to delegate authority,
poor internal controls, inadequately trained personnel, liquidity and cash
flow problems.

5.15 The apparent failure of management to solve these problems is due as
much to the critical shortage of skilled managerial staff in the PEs as to the
shortcomings of existing managers. This is manifested in the multiplicity of
jobs, tasks and positions held by many senior managers. The result is that
full time positions are, in effect, held by part time staff. Consequently,
only certain tasks - the most immediate (and often short term) tasks dealing
with internal emergencies, or external demands and inquiries of supervising
authorities - are usually done. Under these circumstances, managers are
unable to adopt a long range perspective.

5.16 As previously stated, public enterprises do not generally practice
corporate planning. Recently, medium term planning techniques were introduced
at several agricultural estates; this produced a large volume of data and
lengthy plan documerts. However, such plans did not define corporate objec-
tives or strategies. The production targets for each enterprise, as set by
the central planning agency and the Ministry of Agriculture, were linked
neither to the managerial and technical capacities of individual enterprises
nor to their financial positions. Consequently, the proposed plans had little
relation to the actual performance and implementation problems of these
estates. The planning process was conceived too mechanistically. It was
limited to projections of past trends, excessive manipulation of data, and the
production of detailed blueprint plans. The process did not generate any
definition of mission, alternative strategies, realistic objectives, or
standards of performance. The plans were produced for the consumption of the
central authorities while the estates were inclined largely to ignore them and
go about their business as usual.

5.17 This is unfortunate, as some PEs have undoubtedly developed some
planning capability. However, it is now necessary that realistic planning,
reflecting implementation constraints, be viewed as an essential management
function of all public enterprises.

5.18 Some ministries have established a tradition of conducting annual
workshops to review the targets and implementation problems of their annual
plans and to draw up new action programs for the following year. The Ministry
of Finance is usually represented by low level staff at such forums. These
workshops could provide a forum for consideration of the total planning
process, and for acquainting central planning officials with the realities of
running public enterprises. They could also be used to expand and deepen the
involvement of enterprise managers in the planning process of their super-
vising ministries. This could be the beginning of a meaningful two way
communication between the enterprises and supervising ministries, not only for
setting production targets, but also for discussing important issues such as
technological change, quality improvement, diversification and cost
reduction. Such discussions could eventually aim at encouraging longer term
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planning, reducing unnecessary external controls, and increasing the overall
efficiency of public enterprises' performance.

The Quantitative Cap

5.19 In the absence of reliable basic data, the survey team made a rough
estimate of present demand for managerial training based on international
norms. It is estimated that the present stock of managerial and sgyrvisory
personnel now employed in the PEs amounts to about 96,000 person
Table 5.2 describes the distribution of these managers by level._ -
Information regarding the basic characteristics (age, education, experience,
etc.) of this stock of managers does not exist.

5.20 Almost three jSjrters of senior PE managers are scheduled to retire
in the next five years._ Experience in similar developing countries
suggests that about 80% of managers in PEs need some training to upgrade their
knowledge and skills. Assuming that a 15% annual addition to the present
stock of public enterprise managers is required to satisfy replacement and
growth demands (including possible creation of new enterprises), total annual
demand for managerial training would be almost 9,000 persons; if supervisory
traininR is included, the total demand would triple. Distribution of this
annual demand is given in Table 5.3.

Table 5.2: THE ESTIMATED PRESENT STOCK OF MANAGERIAL AND SUPERVISORY
PERSONNEL IN INDONESIA PUBLIC ENTERPRISES (1982)

No. of Estimates of
Enter- Total No. of managers

Categories prises Employees Senior Middle Junior Total

Agriculture 55 1,005,800 200 12,300 12,500
Non-agriculture 167 348,500 350 3,500 12,200 16,050

Subtotal 222 1,354,300 550 15,800 28,550

Supervisors - - - - - 67,650

Grand total 96,200

91/ Typically, in large and medium public enterprises in developing countries
managerial and supervisory personnel make about 4.6 and 5% of total
employment respectively. For agricultural enterprieses, however, a team
field visits have indicated that an estimate of 1.2% of total employment
as managerial staff would be more appropriate for the agricultural
sector.

92/ Ratios for various levels follow the international experience in
deveLoping countries, see background papers by Powell and Bicheron.

93/ See background papers by Bicheron and Powell, op. cit.
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Table 5.3: ESTIMATE OF DEMAND FOR MANAGEMENT TRAINING AND
DEVELOPMENT IN INDONESIAN PUBLIC ENTERPRISES (1982)

Annual upgrading Annual Growth & Total
demand (15Z) of replacement annual

Categories present stock (15%) demand

Managerial Personnel:
Agricultural 2,000 2,000 4,000
Non-agricultural 2,560 2,440 5,000

Supervisory Personnel:
All enterprises 10,840 10,160 21,000

Total 15,400 14,600 30,000

5.21 This annual demand for managerial training is more than double the
supply capacity of sectoral training centers, estimated at I,000 annually,
which must also accommodate their supervising ministries.9 When demand is
disaggregated by sector, supply gaps become much higher for several key
sectors such as industry, mining, and transportation. The addition of super-
visory training needs magnifies the inadequacy of present training capacity.
However, the quantitative gap only highlights the macro shortage of sectoral
training facilities; detailed needs assessments are required for all PEs to
determine the precise nature of these gaps and to design appropriate
training. The follow ng analysis provides a qualitative assessment of needs
by level of management.

Patterns of Need

5.22 Management training requirements for public enterprises fall into
three categories: (a) basic training for new entrants, who will be recruited
over the next few years; (b) upgrading or refresher training for existing
managers (including potential candidates for promotion to top management); and
(c) training for supervisors recently promoted to management positions.

5.23 New entrants. In addition to the zeed for good basic and pro-
fessional eaucation for new entrants, there is a need for planned experience
on the job. Planned work experience in industrialized countries is usually
obtained under the tutelage of a supervisor; however, in Indonesia, where ?E
managerial shortages at all levels are endemic, practical experience is much

941 For details of the estimates, based on a sample survey, see Working Paper
by LPPM, 1982.
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more difficult to obtain.

5.24 Furthermore, since management standards are low, the concept of
management development, that is, the acquisition of experience and judgment
through the successful application of managerial skills and techniques within
the enterprise, is little understood or practiced. Extensive interviews with
public enterprise managers, as well as university teachers, indicate that the
managerial development is conceived almost exclusively as attending lectures,
seminars, workshops, etc, with virtually no on-the-job exposure.

5.25 Practicing managers. There is a very large demand for short term
in-service training for managers, both from public and private enterprises.
In large part, these services are supplied from outside the firm, by univer-
sities and training institutes (Chapter 7) and sectoraL training centers. Few
Indonesian companies, public or private, have in-house training programs.
Neither do they have the capabiLity to assess their own managerial needs or to
plan their management training and development programs accordingly. The
training function within the PEs generally has low status, and for this
reason, line managers are not adequately involved in the planning, management
or delivery of training for their subordinates. Where training centers do
exist .t the large enterprises, they are often staffed with less able
managers.

5.26 In contrast, PE managers usually regard outside management training
very highly. While perhaps less popular with the public enterprises than with
private firms, short courses focussing on functional management areas given by
institutions such as the Management Institute at the University of Indonesia
and the Institute for Management Education and Development (LPPM) enjoy
considerable patronage from the PEs.

5.27 Supervisory Personnel. In the last ten years, Indonesian industry
has grown significantly. The size of enterprises, particularly those bene-
fitting from association with joint venture partners, has significantly
increased the importance of the management level closest to actual production,
namely supervision of the work force. Yet little attention has been paid to
preparing employees for this important responsibility. Few, if any, of the
management trainers in the universities and management institutes have worked
in a factory or other type of enterprise; and very few have had any exposure
to supervisory training programs. This is a clear area of need in both public
and private enterprises.

D. Sources of Training

5.28 Management training for pubLic enterprises is supplied by the
universities, private management institutes, the sectoral training institu-
tions, and in-house training.

5.29 University training (Chapter 7) includes both undergraduate training
in business administration and short courses for practicing managers. The
undergraduate programs, even at the best c-iversities, are fairly weak.
Despite expanded graduate management programs in many universities, the compe-
tition between PEs and the private sector for the very limited number of
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graduates is keen. The present low levels of compensation in PEs suggest that
PEs are unlikely to be able to attract a sufficient number of competent
candidates. Short courses at the University of Indonesia are well patronized
by PE managers and the quality of courses appears to be good. Other univer-
sity management institutes offer only limited alternatives.

5.30 A critical issue is whether university management departments can
provide relevant management training for the PEs. For many enterprises they
are presently the only source, but they are necessarily general in their
orientation. Management departments occasionally present "tailor-made"
courses aimed at sectoral needs, but course designers and teachers usually
lack any direct experience in the sector.

5.31 There are few private management institutions which provide quality
short-term training to practicing managers. LPPM, which raises much of its
income from such courses, is an exception (Chapter 7). Public enterprise
managers comprise about 15Z of recent LPPM course participants. Most of its
training combines technique and theory courses with "supervised project
work." Building on the LPPM model, private management institutions could play
a significant role in training PE managers, provided that they acquire a
critical mass of qualified faculty.

5.32 The sectoral training centers are generally quite weak. They focus
usually on technical and vocational training. When management training is
offered, it is mainly provided by part-time trainers drawn from university and
government, who frequently have little or no business experience. Most (90%)
of the "career" training staff hold only undergraduate degrees. Training
materials are often irrelevant to the real needs of the managers, with the
result that participants often regard such courses largely as a waste of
time. Nevertheless, there is a real need for these centers, and potentiaL for
their improvement. Most enterprises are too small to develop their own in-
house training. Thus, sectoral training centers constitute a major component
of the present limited supply capacity.

5.33 An example of how sectoraL training centers could better serve their
clients is provided by the Agriculyral Training Institute, (LPP), which trains
agricultural enterprise managers.9 This center is close to its client insti-
tutions, and designs it courses to reflect reaL-life operating problems. The
trainers are full time, and are adequately paid. The center is funded by the
client enterprises, which helps ensure the relevance of its programs. Possi-
bilities for replicating the LPP model in other sectors should be actively
sought.

5.34 Furthermore, sectoral training centers could become an appropriate
cliert group for the university management institutes. The latter could
become the major providers of software (teaching materials, research findings,
training of trainees, etc.); while the former would do the actual teaching.

95/ For an in-depth case study of LPP, see background paper by Bicheron,
op. cit.
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In the context of a nationaL training system, universities would engage in
"wholesale", while sectoraL training centers would provide the "retail",
training function. Accordingly, there would be a gradual shift of training to
these centers, which are cLoser to the needs of the PEs.

E. Strategy for Development

5.35 A strategy to develop PE management should have the following objec-
tives. First, it would strengthen the capacity of PEs to formulate their own
performance improvement programs, to assess their training needs and to design
appropriate manpower, career and management systems. Large enterprises would
focus on introducing management development programs and strengthening in-
house management training. It is important to include an experiential element
in training to give new entrants an opportunity to build experience under
adequate supervision. Supervision would have to come from the most experien-
ced top managers, who, at present, do not generally regard training as part of
their responsibilities. Reversal of this atticude is essential to improving
the performance of the public enterprises. A clear policy statement by the
government emphasizing the importance of improved management, and according
management development top priority within the public enterprises, would be an
important step in this direction.

5.36 Second, the sectoral training centers would become the main supp-
liers of management training, consultancy and research for PEs in their res-
pective sectors. The thrust of their development should be on upgrading their
trainers, providing them with adequate incentives, and ensuring that these
centers become responsive to the needs of their client PEs. The successful
experience of LPP could provide the basic principles for these reforms.

5.37 Third, universities and private institutes would supplement and con-
plement the role of sectoral centers. Leading universities wouLd be encour-
aged to meet the software needs (training of trainers, teaching materiaLs,
research) of sectoral training centers (who would provide direct training and
client-tailored management development programs). Universities could also
play a catalytic role in promoting cross-fertilization of management develop-
ment experience across sectors and among public and private enterprise
managers.

5.38 Finally, whiLe all levels of PE management need further development,
priority may be given to the top management and supervisory levels which have
been neglected so far.

5.39 One important ingredient of this strategy is to maintain the freedom
of PEs to choose among aLternative suppliers of training. Under appropriate
Government policies, different sources would be expected to meet different
types of needs and develop different comparative advantages over time.
Universities and private management training institutes are likely to provide
more generic, conceptual and technique oriented courses while sectoral
training centers are better positioned to provide sectorally adapted and
action Learning oriented courses. The availabiLity of different types of
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courses would allow PEs to select the most appropriate blend for their diffe-
rent levels of development and managerial backgrounds. More important, this
policy would maintain an adequate degree of competition which would be neces-
sary to maintain quality. The return on government investment in sectoral
training centers (and public universities) would be more adequately secured
through a less regulated market for training, provided that the management of
these public institutions would operate under an incentive system which makes
them responsive to the public enterprises.



- 85 -

CHAPTER VI. PRIVATE ENTERPRISE MANAGEMENT 96/

A. Role and Structure 97/

6.01 The Government accords a high priority to the private sector,
including small scale enterprises (SSEs) and cooperatives, in promoting indus-
trialization, exports and employment. Medium to large-scale enterprises
dominate the private sector in terms of value added (about 80% of the total),
while small-scale industries account for over 85% of manufacturing employ-
ment. Medium and Large enterprises are expected to be the primary carriers of
technological and managerial innovations and to lead the industrialization
process. If properly linked to the small enterprises, the large enterprises
could also provide technical and managerial assistance and market opportuni-
ties for the small enterprises. The promotion of SSEs is expected to create a
significant share of future non-farm employment, and help bring about geogra-
phical dispersion of industry, more equitable distribution of income, and thus
help to meet basic needs. Cooperatives have similar objectives, and though
they presently deal mostly with agriculture and fishing, as Indonesia's level
of development rises, they are likely to move int gmanagement of agro-proces-
sing and other types of industries and services.9

6.02 With the recent fall in oil revenues, and the consequent reduction
of government investment in many large industrial projects, has come an
increased emphasis on the private sector which is expected to take up some
projects formerly intended for state ownership. The desired expansion of
exports has generated a search for ways to rcduce or eliminace certain subsi-
dies. In April 1983, it was announced that regulations governing private
industry would be relaxed. The resulting business environment - more competi-
tive and less regulated - will increasingly demand sound professional
management.

96/ For background on case studies which contributed to this chapter see:
K.R.S. Murthy, "Management Education in Indonesia: Private Sector
Needs", 1982, background paper to this Study.

97/ For a description of the sectoral structure of the industrial sector see
Selected Issues of Industrial Development and Trade Strategy, Annex 1,
World Bank, 1980.

/98/ President Suharto underlined the importance of cooperatives in an address
to Parliament in January 1982. The movement is one of Ithe largest in
the world, comprising nearly 21,000 cooperatives, 6,000 of which are
rural village-based, and 15,000 of which are product-based (milk,
fisheries, etc.) or seziice cooperatives (credit, consumer). The 6,000
village cooperatives, which collect and process rice, have a; membership
of about 6 million.
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B. Private Enterprise Environment

6.03 There is a strong national emphasis on stimulating indigenous busi-
ness and entrepreneurship to share the burden of development with the govern-
ment. However, policy makers and business leaders face a complex set of
environmental constraints, including: (1) historical and cultural factors and
a colonial legacy; (2) pervasive administrative controLs which distort
markets; (3) a centralized administrative apparatus; (4) bureaucratic inertia
and poor support services, including banking; (5) weak private sector organ-
izations for management development and policy dialogue; and (6) historical
isolation of the bureaucracy from the private sector.

6.04 Historical and cultural factors have played a dominant role i
constraining the development of entrepreneurship in Java. Siregar's 99
observations regarding Javanese society include a strong preference for an
official over a business vocation (safer and more prestigious), Limited time
horizons, and the absence of a strong need for material achievement. Many
Indonesians who were interviewed by the team have stressed the ngtive
influence of colonial domination on the entrepreneurial spirit.- However,
there are signs that some of these attitudes are changing. Future management
development efforts should address this issue and experiment with behaviorally
based and achievement motivated approaches to promote entrepreneurship.

6.05 Private enterprise generally views the regulatory environment as
overly complex with a high degree of uncertainty. Partly for historical
reasons, there is a tendency to use direct rather than indirect intervention
in economic affairs. While many regulations originally aimed at developing
indigenous entrepreneurs, and ensuring regional dispersion and "orderly"
industrialization, over time a rather complex system of regulations has grown
up. Administrative procedures for obtaining import and export licenses, and
investment permits, together with other regulations have had a substantial
disincentive effect, and have restricted competition, the creation of new
businesses, and the efficient growth of the industrial sector. With the legaL
basis for many of these regulations not very clear, new investors perceive the
system with considerable uncertainty. The ambiguity of many regulations
increases the personal discretion available to officials. It also shortens
the time horizon of investors, encourages the search for quick yielding activ-
ities and discourages risky long term developmental activities. Managerial
skills are subordinated to the ability to deal successfully with the
bureaucracy.

99/ Arifin Siregar, Indonesian Entrepreneurs, American Association for the
Advancement of Science, 1967.

100/ See also Philippe Laserre, A Contribution to the Study of Entrepreneur-
ship_Development in Indonesia, INSEAD, 1979; Wilfred and Neill, Twentieth
Century Indonesia, Columbia University Press, New York, 1973; and
Burhamzah, A Survey on Economic Development in the OUter Provinces of
Indonesia, Institute of Developing Economics, Tokyo, 1971.
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6.06 The present regulatory environment often riminates against the
small, inexperienced and "economically weak" firms. The government
acknowledges the major role of smaLl enterprises in generating productive
employment and has therefore introduced several measures to protect them. In
practice, however, the organized sector has been more effective in diverting
such measures to their own advantage. Since the bureaucracy apportions licen-
ses, contracts, credit and other facilities, the more powerful businessmen and
clients of the bureaucracy have sometimes sold concessions to foreign busi-
nessmen rather than used them to establish indigenous ventures. Small indige-
nous businesses lack the resources and organization to ensure that the imple-
mentation of government regulations would work to their advantage - as
intended - or remain at least neutral.

6.07 The legal system offers little support to small business develop-
ment. Small and even yedium sized businesses have only Limited access to
effective legal aid. -2± Company litigation is very costly, protracted, and
only infrequently produces adequate redress. The resulting higher risks to
the small businessman distort his assessment of growth potential, inhibit the
expansion of business outside the extended family, and reduce the applicabil-
ity of many modern business methods.

6.08 A third factor inhibiting the development of entrepreneurship and a
healthy growth of the private jector is the overcentralized administrative
apparatus. A majority of entrepreneurs interviewed by the study team felt
that while government poLicy intended to foster an environment favorable to
the development of indigenous entrepreneurs, it had in fact generated a set of
excessively bureaucratic procedures which limited competition and promoted

101/ As an example, many small businesses, accounting for a large proportion
of total manufacturing employment, do not register with the Ministry of
Industry, and thus do not qualify for many assistance programs, ranging
from credit to consulting services. Registration itself is a complex
undertaking, necessitating dealing with many different officials. Most
small entrepreneurs simply cannot spare the time to wait in the various
offices. Then, too, once the small business is registered, it may become
the target of harassment by petty officials, who may find many sorts of
technical violations of regulations, and who may require payments to
overlook them. There may be more serious types of interference with the
operation of small businesses, once these become officially "known".
Small businesses often exist near the domiciles of their owners, or near
sources of materials, markets, or both. Recently some small businesses
were forcibly removed from their locations and relocated in industrial
parks. This was done to fill up the parks, regardless of the effect on
the businesses.

1021 For cases such as: contract enforcement, debt recovery, fraud prevention,
patent protection, and the recovery of misappropriated or stolen
property.
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unfair practices.-031 A centralized system with complex regulations, demands
more decisions than it can supply; it tends to concentrate on preventive
controLs rather than promotional assistance, and, in so doing, accords certain
officials considerable power. Meanwhile, top officials are overburdened and
isolated from the lower levels of the bureaucracy who, lacking any significant
responsibility, frequently view their jobs with disinterest. Business is thus
tempted, if not forced, to "s1jeed up" the administrative process through
corrupt practices, which generate "invisible costs" and reduce the competitive
position of Indonesian enterprises.

6.09 The weak state of government support services, including financial,
technical, and training facilities, further hinders privace enterprise
development. Government departments, particularly the Ministries of Industry,
Trade, Cooperatives and Banking, play a critical role in regulating and
promoting industriaL development. Yet, their administrative culture, is very
different and perhaps insensitive to entrepreneurial concerns. Extension
workers and loan officers are not encouraged to seek out new entrepreneurs.
Often Lacking business and managerial skills themselves, they have LittLe to
offer the intended beneficiaries. The Government's Limited promotional
programs are fragmented and lack any meaningful input from the business
sector.

6.10 The state banking system is critical to the private sector,
particularly small enterprises. Most entrepreneurs, however view banking
procedures as too complicated and bankers as unresponsive. The small entre-
preneur is not in a position to meet these procedural requirements without
assistance. Bankers, on the other hand, regard the small businessman with
caution, given his Lack of training and financial discipline. Thus the
banking system must be conservative given the lack of an entrepreneurial
culture, but this, in turn, discourages entrepreneurial development. This
situation is particularly apparent in the banking system outside Jakarta.

6.11 There are unfortunately no strong private sector associations in
Indonesia to offer policy advice to the Covernment on matters of long term
development in general, and managerial development, in particular. There are
many professional management and management training associations, and many
organizations that represent the private sector. However, none of these have
yet developed the capacity to influence government policy. KADIN, the
Indonesian Chamber of Commerce and Industry, has the greatest potential for
eventually becoming a strong advocate for private sector interests. At
present, however, its local offices, mainly engaged in training and counseling
activities, need strengthening. Its policy outlook, which thus far has
focused on protectionism, needs to be broadened to ensure fair competition and
press for a responsive bureaucratic apparatus.

6.12 Historically, the bureaucracy has been isolated from the private
sector. There has been no significant movement between public and private
sectors which could have exposed public administrators to new ideas and first-

103/ See Lasserre, op. cit., p. 26.
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hand experience in business problems and management techniques. Isolation has
built distrust on both sides, and has reinforced the perception of complexity
and uncertainty of the reguLatory environment. The government has not been
able to assess the effectiveness of its intervention in a timely fashion, 104/
or adequately explain or clarify new policies.

6.13 The above constraints sap Indonesia's managerial and entrepreneurial
resources and they strongly imply thac the pursuit of management development
must be complemented by efforts to "retool" the bureaucracy to improve its
understanding and support for private sector development. In general, this
promotional role demands a new outlook from the bureaucracy that seeks an
active dialogue with business and community groups including their involvement
in policy and program formulation. However, ultimately, development of the
private sector and its managerial capability remains the primary responsibil-
ity of business leaders themselves and thus their efforts in establishing
self-help organizations and ensuring adequate collaboration with the govern-
menc will be crucial in promoting a poLicy environment conducive to the devel-
opment of managerial resources.

C. Performance Problems

Medium and Large-Scale Enterprises

6.15 Medium and large-scale enterprises suffer from a number of perform-
ance problems related to weak management.

6.16 Production Management. Production facilities tend to be poorly
organized. Production scheduling and inventory control are vircually non-
existent, although this is sometimes due to exogenous factors such as unreli-
able shipments, or customs clearance problems. Machine maintenance is often
neglected, and is seldom planned to coincide with breaks in production. Pro-
duction planning appears to be well done in large enterprises with continuous
process production, but in the multi-product facility or small job shop, pro-
duction planning, scheduling and control are poor. This results in inflated
costs and poor quality.

6.17 Quality Control. This problem is widespread, obviously lessening
market acceptability, and reducing export possibilities. Two examples are
smoked rubber sheets, and plywood - both are important products, with a clear
competitive advantage, but in each case poor quality constrains the volume of
exports, as well as the ability to command a premium price. Unfortunately,
investment in imported machinery and raw materials or components does not
guarantee the absence of quality problems in the finished products. Poor
quality results from many factors - inadequate production methods, shortage of
skilled labor, poor machine maintenance, a lack of national standards, and a

104/ For examples of such consultation and liaison mechanisms, see Ezra Vogel
Japan as Number One, Harvard University Press, 1979, and M.Y. Yoshino,
Japan's Managerial System: Tradition and Innovation, MIT Press, 1968.



- 90 -

lack of knowledge of quality control management techniques.

6.18 Materials and Procurement Management. This problem is also comnon
among most Indonesian firms, except for a handful of very modern companies,
and it is most often observed in the production process or in transportation
and distribution. Clearly, poor materials and inventory handling, and weak
management increase wastage, production time, in-process inventories, and
losses through theft.

6.19 Domestic procurement by larger firms of components and other
materials, could serve as a powerful stimulus to entrepreneurship and small
scale industry development. But the quality of Indonesian components is often
inferior. The development of a professional purchasing function in Indonesian
firms would mean enabling the purchasing dLpartment to call on assistance from
engineering and other departments, to develop good Indonesian sources of
supply. Although this is a major aim of the government, at present it is
being done by only a few joint ventures.

6.20 Financial Planning and Management. Despite the recent progress of a
few select firms in developing their financial staff, overall accounting,
finance, and management information systems are not well developed in
Indonesian firms. Entrepreneurs remain reluctant to permit outside scrutiny
of their financial position, although this resistance is being tempered by the
desire to obtain state bank loans. Moreover, as the banks themselves become
better managed, they will require better record-keeping and financial manage-
ment from their medium and large scale clients. The new tax reforms and
improved collection procedures should also encourage this process.

6.21 As with public enterprises, many large private enterprises do not
engage in medium term financial planning. Most financial managers see their
role as ensuring that the enterprise is supplied with adequate funds; they are
much less concerned with securing such funds on the most favorable terms.
They often lack long term borrowing strategies and cost consciousness. The
most efficient use of funds within firms is often difficult to assess, given
the lack of qualified accountants and project appraisal capabilities.

6.22 Marketing techniques and research are largely ignored by most
Indonesian firms, with the exception of foreign and joint ventures. Promotio-
nal strategies, product development and innovation are rarely undertaken.
Domestic markets tend to be narrowly defined with well entrenched distribution
patterns, constraining market penetration by new producers. Lack of familiar-
ity with foreign markets and consumers renders export development a nearly
insurmountable task for all but the very largest indigenous firms.

6.23 Under such circumstances, there is always a threat of foreign
penetration of the Indonesian market, at the expense of local firms. Several
years ago, some indigenous firms (e.g. shoe polish and soft drink producers)
were driveTrut of business because of a combination of quality and marketing
problems.-0

6.24 Personnel Management. At present, this function is viewed primarily
in administrative terms; only a few progressive enterprises are aware of the
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recent advances in human resource management. Traditional personnel practices
have tended to encourage conformity and conservation and to discourage
innovation and entrepreneurship. The status of personnel management and other
related functions such as training is relatively low. Indonesian enterprises
have almost no management development programs. Even fairly large enterprises
do only limited manpower and career planning.

6.25 Technology Management. Technological change in Indonesia is bound
to accelerate, given its present low base of industrialization and the rigors
of international competition. The ability to manage technological resources
at both national and company levels will have to be developed. Moreover,
modern technology is profoundly changing the nature of managerial decision
making, incLuding R&D, information, marketing and production. The transfer
and adaptation of this technology to Indonesian conditions will have to be
guided carefully. At present, there is virtually no experience with nego-
tiating suitable technology transfer arrangements with foreign sources, and
the competence of local institutions to effectively utilize such technologies
is extremely scarce.

Small-Scale Enterprises

6.26 There is an extremely high mortality rate for indigenous SSEs. The
primary factors contributing to this are inadequate capital and poor financial
management. For example, many small Indonesian entrepreneurs do not under-
stand that carrying inventory implies a cost. Some are not even able to cal-
culate the equity in their business. The smaLl entrepreneur generally is
unable to understand or predict shifts in his market and fails to use even
simple advertising techniques. While many performance problems affecting SSEs
are similar to those faced by larger firms, such problems can often force the
smaller enterprises out of business. The potential for improving their opera-
tions through the introduction of simple accounting, costing, production and
marketing techniques is thus enormous.

6.27 Cooperatives. Poor management - financial and otherwise - has
substantially increased the cost of the cooperative program to the govern-
ment. The cooperatives handle a large volume of agricultural inputs and pro-
ducts. But their storage, inventory and accounting systems are very weak, as
is their managerial capability.

6.28 While the government considers the cooperatives to be in the private
sector, they are largely controlled by the bureaucracy, with the result that
the program often is viewed as a system generated and imposed by an external
authority. A better balance that would ensure local initiative and commit-
ment, and would help to identify local talent for management development,
would better serve the cooperative movement.

105/ This is not meant to suggest that trade barriers should be erected to
protect inefficient firms, but that quality and marketing improvements
are imperative.
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D. The Quantitative Gap and Patterns of Needs

The Quantitative Cap

6.29 Indonesia's strong economic growth during the late 1970's high-
lighted the shortage of adequately trained and experienced managers throughout
all types of enterprises, but especially in the large companies competing
internationally, such as the high-technology sectors. Signs of shortages are
the frequent corporate piracy of experienced managers, the relativeLy high
turnover of promising or competent managers, and the relatively high salaries
they command. Our estimate is that there are some 160,000 private enterprise
managerial positions (excluding the traditional and handicrtgg sectors) in
Indonesia, and that this may be increasing by 102 annually. - There are
about 11,500 places annually for formal management training in universities
and private institutes, some of which are reserved for public enterprises and
civil servants. The leading institutions offering management training to the
private sector have only limited capacity which is generally fillei by employ-
ees of a few leading companies. Thus management training for the majority of
enterprises is quite rare. In contrast, in most developed economies, managers
undergo some sort of training almost every year in the context of continuous
career deveLopment.

6.30 Managers of small-scale enterprises generally do not have access to
management training, though a few courses have been presented for their bene-
fit, notably by KADIN. There could easily be 500,000 such managers and
entrepreneurs who could benefit from managerial training tailored to smaLl
enterprises.

6.31 In the cooperatives there are 21,000 local managers, 80,000 unit
heads and 130,000 directors. In addition, there are about 94,000 employees of

106/ Assuming 5Z annual growth, 5% replacement, and 5X managerial ratio in the
modern sector work force, the following table shows estimates of the
numbers of present managerial positions by sector:

(1) (2)
Sectors TotaL employees Estimated modern segment No. of managers

(millions) (millions) (2)=(l)xO.05

Manufacturing 4.4 0.9 45,000
Mining 0.4 0.1 5,000
Utilities 0.1 0.1 5,000
Construction 1.6 0.9 45,000
Transport 1.5 0.7 35,000
Financial 0.2 0.2 10,000
Agrobusiness - - 15,000
Total 160,000



- 93 -

the Ministry of Cooperatives in Jakarta, the 27 provincial offices, and the
300 district offices. Out of this total manpower of 325,000, the training
target (1982) was 17,000 persons, or 5%.

6.32 Each of the three segments of the private sector exhibits special
patterns of management needs.

6.33 Medium and Large Enterprises. The various management levels within
medium and large-scale enterprises have specific needs. At the senior level,
these include functional skill appreciarion (permitting managers to understand
the roles and management techniques of their subordinates); organizational
effectiveness (business policy formulation), goal-setting, corporate planning;
personnel management (manpower and career planning, motivation, human
resource) and international business policy (trade matters, international
marketing and production sharing).

6.34 As local corporations grow in size and sophistication, senior
managers will require the ability to formuLate business policies, and strate-
gies. At present, top managers devote much time to operational problems, but
little time planning for changes in the business environment. One explanation
for this short term focus is managers' inability to delegate, given the signi-
ficant gap in skills and experience commonly found between top managers and
their subordinates.

6.35 Middle management needs to develop functional skills in the basic
areas of finance, marketing, production, and personnel management.

6.36 Supervisory personnel need to learn babic management tools as they
move from a worker to a first line managerial position. Some of these con-
cepts may be easily acquired, but others are bound up with the fabric of
Indonesian social relations. An important area for research is to learn more
about the culture of the workplace in Indonesia, and about how supervisors
react to and exercise authority.

6.37 Small-Scale Enterprises. Adequate data concerning the precise
training needs of the small enterprise sector do not exist. However, it seems
Likely that improved marketing, cost control, and production planning could
have an immed4ate impact on the profitability of many enterprises. Moreover,
training should focus on practical, "hands-on" methods as the small entrepre-
neur generally does not perceive academic training as relevant to his needs.

6.38 Currently, small entrepreneurs have no channel of communication with
government agencies responsibLe for their assistance. Some of these agencies
appear to duplicate each others' responsibilities, especially in the
production of training materials.

6.39 Cooperatives. The government has started a crash program to upgrade
the cooperatives; it has recruited 3,500 managers, and some 12,000 to 15,000
business unit heads and accountants to meet a severe Lack of trained persons
in the local units. Clearly, this will create a huge need for management
training. Presently, the government plans only a two-week training course for
each new recruit.
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6.40 Among the more important training needs are accounting, financial
control, managing the relationship with cooperative membership and Boards of
Directors, report writing, and personnel management.

E. Supply of Management Skills

Medium and Large-Scale Enterprises

6.41 Private institutes constitute the principal source of management
training for medium and large scale firms; in general, the quality of such
training is poor with the notable exception or the Jakarta Institute for
Management Education and Development (LPPM). All Indonesian private companies
interviewed were satisfied with the LPPM's training. Many state universities
also offer short courses through their management institutes. Those at the
University of Indonesia are of good quality, while other universities vary
from fairly good to poor.

6.42 The quality of university graduates hired for entry-level management
is not generally well regarded. The impression of many private enterprises is
that the quality of business education is poor and course content does not
address the needs of practicing managers. One prominent businessman suggested
that successful managers be invited to teach. A fundamental reason for the
inadequacy of such training is the relative isolation of management education
from the business community (Chapter 7).

6.43 A few busi7esses may send very promising young managers to expensive
foreign programs.]

6.44 Companies' self-generated management training and development is
negligible. The concept of management development, that is, the acquisition
of relevant experience, through structured on-the-job exposure to demanding
situations, uider the guidance of superiors and trainers, is unknown. Manage-
ment training courses do not exist except in the largest joint-venture compa-
nies, where management planning, training and development is a top level
concern. For example, in PT Astra, training activities are the responsibility
of a general manager for recruitment and manpower planning. At PT Unilever,
training is carried out by a professional staff under a general training
manager. Many multinationals and most joint ventures, however, rely on
training their local managers at the headquarters of the parent companies.

6.45 Small-Scale Enterprises. There are a large number of institutions
intended to provide managerial assistance and training to small businesses.
The most important are the Directorate General of Small Scale Industries
(DGSSI) in the Ministry of Industry, and the Ministry of Manpower. DGSSI
offers training and advice through a national extension program (BIPIK), while
Manpower has recentLy initiated a program to promote self-employment of the

107/ At AIM, IMEDE, INSEAD, and the Arthur D. LittLe Management Education
Institute. See Chapter 9 and background paper by LPPM on foreign sources
of training.
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graduates of vocational training centers. In addition, LPPM offers both 12
month and 3 month training programs fir consultants to small enterprises.
Finally, vocational and technical training (secondary) schools remain a major
source for potential entrepreneurs.

6.46 None of these initiatives appear successful. The DGSSI extension
agents are underpaid, poorly motivated, and inexperienced. A training program
has been created through the efforts of DGSSI and UNIDO; but low compensation
levels remain the primary constraint to performance improvement. Under the
BIPIK program, nine provincial training centers have been established, and
some universities have been contracted to provide training programs directly
to small businessmen. These have proved unpopular as materials and teaching
methods tended to be theoretical, and the teachers had little appreciation of
small, business problems. The Ministry of Manpower program lacks relevant
materials, and trained teachers, and its centers are not responsive to pros-
pective employers or market needs. Although the LPPM program produces well
trained and motivated consultants, there is no employment niche for them in
the system, either in the Ministry of Industry (whose low salaries are an
effective obstacle), or in the state banks- Vocational and technical schools
suffer from similar quality problems as the Ministry of Manpower centers,
although some improved schools could provide a more promising base for the
development of entrepreneurial skills.

6.47 In addition to being fragmented, government assistance to small
enterprises is also centraLized, designed at the national level by various
ministries. Given the variety of needs of SSEs, as well as their geographic
dispersion a centralized strategy for the design and delivery of solutions is
clearly inappropriate. Yet there has been no cent:al support for the
initiatives of many local universities and institutes to provide management
training and services to these enterprises.

6.48 Cooperatives. The Ministry of Cooperatives has established divi-
sions for business development, organizational deveLopment, development pro-
grams, extension services, and guarantees for cooperative credit. In addi-
tion, it has established one centraL and 27 regional training institutions. A
program to train trainers began in 1981 with ILO assistance, and it is hoped
ultimately to have about 400 fully qualified trainers. Standard training
materials have been developed for local cooperative managers, supervisory
board members, bookkeepers, and the field personnel of the Ministry who over-
see the channeling of government funds to the cooperatives. At present, the
program is encountering difficulties in recruiting and motivating the train-
ers. Future efforts should address this problem and evaluate the relevance of
the standard training materials to the special management development needs of
rural cooperatives.

6.49 Management ConsuLting. Management consulting, still in its infancy
in Indonesia, is carried on by private firms and also by institutes attached
to university faculties. Much of the work to date has consisted of project
feasibility studies; Indonesian business firms are not accustomed to using
consultants to provide expertise on operating problems. However, the
experience of such organizations as LPPM and the Management Institute of East
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Java which have done consulting work in the areas of production, marketing and
personnel management, indicates that this is beginning to change.

6.50 Given the scarcity of good managers, professional consultants could
make an important contribution to economic development and the success of
public and private enterprises. They couLd offer a variety of management
services which even large companies might find difficult tc generate inter-
nally. They could be important agents in adapting imported techniques to
Indonesian institutions. For this to happen, however, there should be a
significant strengthening of the profession and improvements in the national
policies governing its development.

6.51 A first step in strengthening the consulting Yro ession is the
development of a strong professional association which should set
standards of performance and ethics, and enforce them. The association should
be encouraged and broadly developed to represent most of the profession. The
general level of consulting skills could be raised through training offered by
professional associations, through the provision of fellowships for overseas
studies, and through incentives for quality services. Procedures for
allocating government work to management consultants and leading management
education institutions should emphasize higher standards for consulting firms.

F. Strategy for Business Management Development

6.52 An appropriate strategy for developing private sector management
capabilities should focus on educational and environmental cernsiderations.
Firstly there is a need to improve and diversify managemenc training and
development institutions to make them more capable of transferring and
adapting new techniques which are responsive to the diverse needs identified
above. Actions may include the creation of centers of excellence in manage-
ment education. These would set standards for quality improvements for the
entire business management education system including software and faculty
development; in addition they should have the capability to undertake research
on a broad range of issues which are important to the business community and
disseminate the findings of such work as appropriate. Private sector financ-
ing of these centers will be critical to their ability to respond to business
needs and to maintain quality and innovation. Other actions may include
incentives for quality improvements in private management education and
management consulting.

6.53 While the primary focus of management development institutions is
expected to be on medium and large enterprises, some experimentation with

108/ INKINDO, (the Indonesian National Consultants Association) is the most
likely vehicle for strengthening the profession, but it needs some
fulltime managerial and support staff to permit it to expand its
activities into promotion of consulting and control of professional
ethics. The Consultancy Development Team (TPPK) is the likely forum for
formulating policies for professionalizing and developing management
consulting.
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"outreach" programs and correspondence courses may be necessary to address
some of the common problems facing the large pool of small enterprises.
Assistance for small scale enterprises will require imaginative solutions and
experimentation. Programs for managerial and technical extension and support
services should be as decentralized as possible. Small business management
consultants could be trained (at LPPM, for example) and then placed at the
state banks that are handling the small credit programs. Local and regional
organizations, including those in the private sector should be involved.
Local coordination of financial, technical, training and other inputs of
national programs. For cooperatives, there is an urgent need to review
present personnel policies, including the recruitment and training of
cooperative managers. The objective should be to ensure management from the
bottom up that would bring cooperatives closer to a business management
culture. Cooperative training institutions and teaching materials would be
reoriented and strengthened accordingly.

6.54 The strategy should devise measures to make the business environment
more supportive of management performance and to mobilize in-house and self
help management development activities. Recognizing the difficulty of entrus-
ting a single body with policy and program responsibility for management
development, this report proposes various linkages among existing institutions
to address these needs.

6.55 It will be important to encourage a national movement for management
development which could stimulate self-help and support initiatives at various
levels and in various forums. This movement would be closely linked to any
national effort for productivity improvement. Policy and promotional forums
for management development should be encouraged and supported (see para. 8.09-
8.11). A national philosophy of management may be articulated over time and
based on research on succe8;5ul management practices and commitment to
explicit social purposes. - This philosophy may provide a normative force
for the national movement, promote atcitudinal changes in managers, and gener-
ate a shared understanding of the field conditions under which Indonesian
managers operate. Annex I to Chapter 8 provides some examples on the role of
a national movement and philosophy for management. Annex 2 to Chapter 8
provides a synopsis of Japan's experience with developing a national movement
and philosophy to guide and stimulate mass participation in modernizing
management practices, borrowing and adaptation.

109/ The importance of such a national philosophy on management may be
appreciated from such works as Francis X. Sutton et al, The American
Business Creed, Harvard University Press, 1956 and M.Y. Yoshino, Japan's
Managerial System, Op. cit. Sutton defines business philosophy or
ideology as a "system of beliefs publicly expressed wich the manifest
purpose of influencing the sentiments and actions of others" (Ibid,
p.2.). It is to be shaped in relation to cultural heritage and awareness
of future challenges.
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CHAPTER VII. FORMAL EDUCATION FOR MANAGEMENT DEVELOPMENT 110/

A. The Structure of Higher Education

7.01 Formal management education is provided by the universities, public
and private, mostly at th undergraduate level, and by management academies
in the private sector.11__

7.02 Indonesia in recent years has accomplished significant progress in
broadening access to education at all levels. Nevertheless, despite its pre-
sent annual growth of 15%, post secondary enrolLment now totals only 500,000,
or about 4% of the population between 19 and 25 years of age. This, together
with the age structure of the population, i.e. 30% under 10 years of age, sug-
gest that rapid expansion of tertiary education will be necessary for at least
another decade to begin to meet Indonesia's manpower requirements. The pre-
sent university output is projected to meet only about one-fourth of high
Level manpower needs in the 1980s in engineering, science, economics and
management. The present total output of Masters' and Ph.D. graduates could
not meet even half the teaching staff required f y2 ;he currently projected
expansion of universities between 1984 and 1994. .-

7.03 The Directorate General of Higher Education (DGHE) is the government
body responsible for overall supervision of higher education, including policy
formulation, curriculum development, and performance evaluation for all public
universities. In these efforts it is assisted by consortia, established for
each major discipline, consisting of representatives of government and acade-
mia (but not the private sector) whose particular responsibility is curriculum

110/ For detailed analysis to this chapter, see Nagy Hanna, the Educational
Environment and H.C. de Bettignies, Management Education and Training,
both background papers to this study.

111/ For a description of the system of higher education see D.A. Tisna
Amidiai. An Overview of Higher Education in Indonesia with Special
Emphasis on Science and Technology, 1982. The public education
institutions include 30 universities, 14 institutes, 7 Academies of Arts,
and 6 Polytechnics. For private institutions, see J. Tolhurst. "Private
Higher Education in Indonesia", Discussion paper prepared for the World
Bank, May 1983. Private institutions (1980/81) include 64 universities,
34 institutes, 69 colleges, and 190 academies and the number of such
institutions is growing each yeart these include institutes of higher
learning set up by government departments other than the Department of
Education. Their degrees or diplomas are not officially recognized by
the Department of Education.

112/ Assuming 15% annual expansion during 1984-94; about 80% of graduates with
advanced degrees will go into university teaching; and only 1% attrition
rate of present faculty.
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planning, to be reviewed and revised every two to three years. University
participation in these consortia tends to be somewhat passive, and the absence
of representation by potential employers tends to isolate curriculum develop-
ment from the requirements of end-users. Moreover, DGHE in general is managed
by university staff on temporarv secondment with Little or no management or
sector planning experienced. These factors obviously weaken the process of
sector planning, curriculum development, and accountability.

Sectoral Constraints

7.04 Despite impressive progress in the education sector as a whole,
there are a number of sector level constraints to improved management and
development of the university system, with important implications for
management education.

7.05 Educational planning and policy research are relatively weak. One
factor contributing to this is the limited capacity to identify employer's
needs and to adapt accordingly. Comprehensive and reliable system of data
collection for performance analysis at the sector level is lacking. There is
considerable duplication and waste in the data collected by various branches
of the Ministry, and the processing of such data is usually rudimentary and
without reference to the requirements of its ultimate users. Similarly, the
planning, budgeting and funding processes tend to be fragmented, oriented
toward the short term, and seldom examine alternatives for qualitative
improvements.

7.06 Given the 1 ie of this sector, its decision making structure is
highly centralized.- 3 Centralization has tended to discourage local
initiative and responsibility and has limited horizontal coordination at the
regional level and collaboration among educational institutions. At the same
time, the central systems have not been able to provide the necessary support
to weaker institutions or lagging regions.

Constraints at the University Level

7.07 Salaries offered to university teachers are very low. This clearly
affects the caliber of people attracted to the profession. In addition, uni-
versity staff often find it necessary to hold other jobs to supplement their
incomes, leaving little time for class preparation and student contact. More-
over, with stringent financial constraints facing most universities, teaching
materials, library facilities, laboratories and textbooks are frequently of
poor quality and outdated.

113/ The Ministry of Education has responsibility for 1.5 million out of
Indonesia's 3.0 million civil servants; it has the largest development
and routine budgets of any miniscry; and it has the planning and
management responsibility for 150,000 organizational units (schools and
universities). Given the imperative for education sector expansion and
present productivity and quality constraints, this ministry is a prime
candidate for ministry-wide institutional and management development
effort (see Chapter 3).
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7.08 In addition, the management of most universities suffers from three
important weaknesses: lack of experience and continuity among managers, poor
coordination among faculties, and inadequate performance data. First, the
universities' administrative staff are generally seconded from the regular
academic staff for a limited period, during which they carry modified teaching
loads. Rectors and deans are changed every four and three years respectively,
disrupting continuity in administration. Thus, there is a need for a cadre of
permanent, professional managers to organize and supervise university resour-
ces (e.g., examinations, student records, personnel, physical facilities, man-
agement information) and provide administrative continuity and consistency.
Second, the lack of coordination between faculties and subject departments
gives rise to duplication of services, inconsistencies in academic and admin-
istrative standards, and inefficient use of resources. There is a clear need
for accountability and rationalization of services. Finally, universities
lack information to monitor and evaluate the implementation of different
policy measures and to feed information into planning and monitoring at the
DGHE level. Significant efforts are underway to address some of these
constraints.

7.09 While perhaps common to all disciplines, these constraints have a
particularly negative impact on management and public administration education
since this type of education needs to be adapted to the Indonesian environment
and linked to the real problems facing practicing managers to be effective.
It also requires multi-disciplir.ary approaches, experimentation, and highly
entrepreneurial faculty and administration.

B. Business Management Education

Assessment of the Gap

7.10 The gap between the demand for and the ability co supply management
education is difficult to quantify. However, there are many signs to suggest
that potential and actual demand for management education far exceeds the
present supply capacity. Applicationsito good economics faculties (most of
which end up in the business management program) far exceed admission levels.
In 1980, about 6,000 candidates applied for admission to the Faculty of Econo-
mics at the University of Indonesia; only 250 were admitted. Graduates of
good management schools command about twice the average salary of a university
graduate at their entry-level. Management needs, as discussed in Chapters 5
and 6, are quite pervasive, while the percentage of managers in large enter-
prises with management education is extremely low in comparison with other
Asian countries. As the management profession matures from its present
nascent stage and as the enterprise sector grows, demand is bound to
increase. On the supply side, virtually all qualified, management educators
are overextended, as their workloads often include teaching at several state
universities, public and private institutes and perhaps even at technical
schools.
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Management Education at Public Universities

7.11 There are no separate faciLities offering business/management
education in the 22 state universities. Instead, these programs are offered
under an overall Faculty of Economics, along with development economics and
accounting. Some social science or public administration faculties also offer
business administration programs at the same universities. The most common
degree awarded in business management in Indonesia is the Bachelor's. The
majority of business administration students from public and private univer-
sities, and institutions graduate with a diploma based on a junior college
type program. Through 1983, there were no graduate degrees awarded in busi-
ness administration. In that year, Master's programs were begun at the
Universities of Indonesia and Gajah Mada, and MBA programs are planned for a
few other state and private institutions. Few faculties of engineering and
medicine offer courses or degrees in industrial management or public health
administration.

7.12 Many faculties of economics at state universities have management
institutes, set up to provide consulting and training services to businesses
and government. The stronger universities offer a good variety of short
courses and consulting services. The Management Institute at the University
of Indonesia is one of the strongest; many of its staff have graduate degrees
from foreign institutions. However, as the faculty is drawn from the regular
university instructors, with Little or no business experience, outside busi-
nessmen are frequently used as guest lecturers. The clientele for these
training courses includes civil servants, and public and private managers.
Its consulting (and research) work emphasizes short term, income producing
activity, mainly feasibility studies for government funded projects. There
are management institutes at about 18 other state universities; most of them,
however, are extremely weak.

7.13 The state university management institutes are oriented towards
public service and, as such, will often charge lower fees for government con-
sulting or research work. In turn, the government steers much of its work
toward the institutes. These management institutes are thus relatively user-
oriented, compared to most of the university's other business activities.
These institutes offer perhaps the main source of income for the faculty and
are thus essential to retain some good faculty members in the more advanced
unversities.

Productivity, Quality and Relevance

7.14 The productivity of the system is extremely low. With a total
enrollment in business programs of over 92,000 students in 1980, only 1,840
were graduated. Public universities attained an average internal efficiency
of about 7% (defined as the ratio of graduates in any one year to total
enrollment) while private universities attained only 1%. The followingl4tale
shows efficiency ratings for public and private universities (in 1980)..L'±

114/ See Annex 1 to this chapter for details.
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7.15 The time spent in obtaining a first degree in business is too
long: it generally s about eight years to complete a five year under-
graduate curriculum. A severe difficulty faced by many fifth year
students is completing the dissertation requirement, as they often have never
done research, or written any paper other than an examination, since they
entered the education system. In addition, professors are rarely available to
help students design a proposal, or advise them during writing.

7.16 There are wide variations in productivity between universities and
even among faculties within the same university. Where business management
programs are offered at more than one faculty within the same university,
productivity and quality are usually higher in the economics faculty. Quality
tends to be much lower outside the few leading universities and at
universities in less developed regions outside Java. Research into the
reasons for these variations is needed to formulate specific reforms.

Table 7.1: ENROLLMENT, OUTPUT AND EFFICIENCY OF UNIVERSITIES
IN MANAGEMENT EDUCATION (1980)

Internal
University EnrollmeAt Output efficiency

(Z)

Public 18,901 1,288 o.8
Private 73,164 554 0.8

Total 92,065 1,852 2.0

Source: Mission Estimates and Ministry of Education.

7.17 Unlike most academic areas, professional management education has to
be experientially based. Management candidates have to be exposed to case
work and other teaching materials that reflect the real life problems they
will encounter on the job. Teaching materials must reflect local conditions
and teacher3 should be familiar with the business environment outside the
university. As yet, these conditions do not exist in Indonesia, where manage-
ment teaching has been essentially transplanted from foreign sources, without
adequate adaptation. Virtually no local research has been undertaken to
bridge this gap. Without sufficient adaptation to reflect the realities of
Indonesian management, a student's knowledge of the behavioral and social
sciences remains abstract. The isolation of management education from the
problems of Indonesian environment often leads to an uncritical acceptance of
Western management principles, or a rejection of local realities.

115/ With the introduction of a credit system and four-year (SI) program, the
average time spent is expected to be shortened to 6 or 7 years.
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7.18 In general, management Eeaching methods in Indonesia are not action
oriented. The classroom based and lecture dominated methods of management
education have deeper roots in the prevailing methods of teaching throughout
the education system. The bad habits of work Learned in the early stages of
schooLing - overdependence on rote memorizing, intelLectual passivity, the
uncritical acceptance of presented facts, and failure to link concepts to real
life situations - tend to stay with the majority of students throughout their
formal education. These are reinforced through methods of examinations and
teachers training. Teachers cannot easily unlearn skills, attitudes and
learning habits they developed in their own study. Moreover, senior faculty
tend to resist curriculum changes, particularly if they involve demands on
their time or their re-education. With an increasing student body and limited
full-time faculty, the lecture method is the only way to accommodate demand.

7.19 The shortage of supplemental instructional materials reinforces the
inclination of teachers towards the Lecture method and rote learning.
Business education departments have limited and mostly foreign reference
materials. Individual study and use of printed materials to supplement class-
room work are therefore not generally a part of the learning process.

7.20 Since they are administered under the Economics Faculties, business
management curricula are heavily quantitative and technique oriented, and
dominated by economic courses. Techniques and quantitative methods, unlike
behavioral aspects of management, can be transferred with little or no
adaptation. Business curricula neglect social and behavioral sciences as well
as attitudinal changes. More emphasis needs to be given to "integrated"
courses covering business policy and strategic planning. This may be partly
due to the orientation of the economics consortium, which is responsible for
setting the curricula for business management. Little attention has been
given to improving the business curriculum, despite the overwhelming number of
students enrolled in such programs.

7.21 The relevance of management education to the actuaL problems of
Indonesian managers is often questionable. There are no mechanisms in place
to analyze the diverse markets and needs for management skills and assess the
quality of the present output in light of these needs. The economics consor-
tium, as presently structured, is inadequate for addressing the special needs
of management education or representing the diverse interests of potential
employers. Finally, since all public universities do not have independent
faculties of management, appreciation of the qualitative difference between
other academic disciplines and management programs is not adequate.

7.22 The relevance of education (at all levels) to the development of
small businesses and entrepreneurship is of special national significance in
Indonesia. A sample survey indicated that a majority of Indonesian respon-
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dents believe that entrepreneurship can be taught.l16/ Respondents, however.
did not believe that Indonesian primary education encouraged the development
of entrepreneurial qualities. Within the secondary public school system, only
vocational and technical schools offer courses dealing specifically with
entrepreneurship. Teachers' responses to a questionnaire in che same survey
indicated above average risk aversion - they preferred a small and secure
present income to a large but uncertain future one. At the university level,
most graduates of business management choose to work in public administration,
public enterprises or large (foreign and joint-venture) private enterprises.
This suggests that this education focuses on managerial techniques and con-
cepts that are relevant mainly to large or bureaucratic organizations.

7.23 University level constraints (particularly teachers' incentives for
quality teaching and weak mechanisms to ensure relevance of educational pro-
grams to Indonesian development problems) have special and more serious impact
on management education than on other academically based disciplines. Effec-
tive management education requires process oriented teaching, adapted teaching
materials, i.itensive student teacher contact to solve practical problems, and
research on Indonesian management practices. Yet, the abundant opportunities
available to management educators for routine consultancy and teaching have
sapped the management profession of the indigenous intellectual resources
necessary to meet the requirements for effective management education and
quality research. Some of the ensuing vicious circles are depicted in
Figure 7.1.

Management Education at Private Universities and Institutes

7.24 As of 1980, 52 private universities and academies offered some
management and accounting programs. Most of these are quite small but a few
have enrollments of 7-10,000 students. It is estimated that about ten of
these institutions are fairly strong in terms of standards. faculty qualifi-
cations, and output. At present, faculty members are almost all part time
(from the state universities and government bureaus) but some institutes are
now trying to recruit full time faculty. The private schools share many of
the same problems as the state schools. but they are not constrained by civil
service salaries, and they are better able to experiment with curriculum.
(Private university programs must however be approved by the DCHE in order to
be accredited.)

7.25 The Institute for Management Education and Development (LPPM)
demonstrates what a private management institute can accomplish with adequaLe
front-end investment. Established in 1967, with some support from Ford
Foundation and other aid agencies, it offers a ten month, full time program in
management for fresh graduates of Indonesian universities. Student pay no
tuition fees, but are sponsored by private companies at a cost of $4.500 each
(1983). In addition, LPPM offers 37 different short management courses, which
are extremely popular with private and public enterprises. LPPM's faculty of
72 is well compensated and full time.

116/ Lasserre, Philippe: Op. cit., pp. 42-46.



-105 -

Figure 7.31
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7.26 The Management Institute of East Java (MIEJ), located in the indus-
trial city of Surabaya, started in 1971, attempted to replicate the success of
LPPM with support from private enterprise, regional public enterprises and the
civil service. Recent management changes and declining activity suggest this
institute has yet to reach its potential. A new management institute in the
Sumatran city of Palembang, begun in 1983, to serve local small businesses
also shows promise. Its initial activities appear to be entirely market-
driven. All faculty training is taking place at LPPM. Similar initiatives
are reported in Udjung Pandang, in Sulawesi and in Medan, Padant, and Bandung.

7.27 There are several new initiatives to promote graduate level
management education at three private institutes: the Institut Manajemen
Prasetija Mulya, funded by the Chinese business community, now offers one year
MBA program with materials and teaching in Indonesian; the Indonesian
Foundation for Management Development, founded in 1982, supported by the
Minister of Cooperatives and the local business community, has just started to
offer a one year MBA program in English; and LPPM is planning to offer a one
year MBA program in Indonesian, in 1985.

Financial Issues

7.28 Most private management institutions have great financial
problems. Their operating expenses are financed entirely from tuition fees
which are insufficient to meet their investment requirements. Moreover, they
do not have access to external funding for their faculty and facility
development as do leading state universities. Most private universities thus
lack a critical mass of student and faculty to allow economies of scaLe in
providing quality education.

7.29 The Government does not provide private institutions with any
significant subsidies, despite their accounting for more than half of total
university enrollment. In contrast, public universities recover less than 15Z
of recurrent costs through tuition fees. One potential source of funding for
private institutions is the commercial banks, which, thus far, have not
generally viewed private universities as good commercial risks.

7.30 The private sector in Indonesia has demonstrated its willingness to
finance management training. Both LPPM's short and longer term courses have
heavy enrollments. The Indonesian Foundation for Management Development has
raised over $2 million from private companies for its proposed MBA program.
Despite this commitment, government financial support will be necessary for
top quality training and for development of future management teachers and
trainers in Indonesia.

7.31 Several options exist for financing management education.
Assistance to a few selected private institutions (through direct grants for
subsidized loans) may be more economical than increasing reliance on state
universities. Encouraging the business community, including multinational, to
finance management education should be pursued. Tax incentives could be
provided. A national management movement could be used to encourage such
commitment. However, private funds alone are unlikely to be abLe to finance a
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broad-based top quality management education, especially if such institutions
are to benefit public enterprises and hopefully other public institutions.

7.32 Other financing options include raising tuition fees in state
universities while providing loans to ease the burden on poor students.
Scholarships and loans could also be directed to promote enrollment in fields
with particular manpower shortages, such as management teachers.

C. Public Administration Education

7.33 There is a growing need for public administration education.
Government programs and institutions have grown in number and complexity,
while the majority of civil servants has had no training in public administra-
tion. The bureaucracy now requires more professional and analytical skills to
carry out necessary reforms. The present supply capacity at state universi-
ties is extremely low, and private institutions do not offer many public
administration courses. Effective demand has been strongest where students
are already civil servants with guaranteed employment and where their fees are
paid by their employers. Annex 2 to this chapter provides a case study of the
leading and oLdest public administration program in Indonesia, at Gajah Mada
University.

7.34 Faced with such supply constraints, most ministries have created
their own educational and training institutions or relied on the Institute of
Public Administration (LAN). Moreover, the Ministry of Home Affairs still
provides degree programs in public administration for its employees: the
provincial academies, APDNs, offer diploma level courses, and the Institute of
Government Science, IIP, offers Bachelor degrees.

7.35 This situation has created several problems. First, students at the
degree granting institutions such as IIP and LAN have been deprived of the
discipLinary base and academic environment of the universities. The existence
of degree programs .n public administration outside the university system may
also have contributed further to the fragmentation of such scarce resources as
full time faculty. Second, departmental in-service training in public admin-
istration lack qualified trainers, and relevant teaching materials. LAN and
the universities, already overwhelmed by their present assignments, could not
provide Jh7 necessary intellectual inputs to these departmental training
centers.-11t Third, the focus on remedial in-service training has reinforced
the theoreticaL orientation of public administration training. Finally, with
degree programs provided by the departments, many civil servants receive all
their post-secondary education at a departmental academy, move directly into
the department, spend all their working years in that setting, and if they
receive any in-service training at all, it is through courses conducted by the
same department. This reinforces civil service fragmentation.

117/ Such inputs may take many forms, such as case studies, training of
trainers, teaching and library materials, and continuous research into
the specific administrative problems of Indonesia.
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Productivity, Quality and Relevance

7.36 The productivity of public administration education is low (about
5Z), etyrially in the private sector (about 1X), as shown in the table
below. - This reflects the fact that the majority of students enrolled in
private institutions terminate with a diploma (Sarjana Muda), rather than a
Bachelor's degree (Sarjana). Some leading faculties have established Ph.D.
programs in public administration, but with inadequate research facilities
they are generally of poor quality.

7.37 The quality and relevance problems of university public administra-
tion courses are similar to those of university business management courses
discussed above. Public administration training suffers from the isolation of
educational institutions from employers, the lack of adaptive research,
fragmentation of faculties, and the absence of collaboration among educational
institutions. Some additional factors specific to public administration are
worth mentioning. Public administration programs are taught by faculties of
social sciences, political sciences, law and/or public administration. They
are thus fragmented among more faculties than even business management.
Prevailing public administration thinking is preoccupied more with controls
and maintenance, than wich motivation and development. Independent evaluation
of public programs and research on implementation are discouraged, as the
bureaucracy is, by tradition, closed to outside scrutiny and empirical
research, thus reinforcing the gap between borrowed theory and practical
problems. Important, but sensitive issues such as corruption, are not
examined. There is also a high level of "in-breading" within faculties,
(especiaily with the availability of in-country Ph.D. programs) in public
administration. Finally, pubLic administration education has focused only on
national issues and neglected regional administration problems; Brawjaya
University has the only faculty in the country with a degree program in
regional administration.

Table 7.2: ENROLLMENT, OUTPUT AND EFFICIENCY OF UNIVERSITY
PUBLIC ADMINISTRATION EDUCATION (1980)

Internal
University Enrollment Output efficiency

(z)

Public 7,048 624 8.8
Private 8,127 79 1.0

Total 15,175 703 4.6

Source: Annex 1.

118/ For details zee Annex 1 to this chapter.
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D. Rationale for a Strategy

7.38 The primary issue that must be addressed in formulating a strategy
for developing mar.agement education is how to manage qualitative changes in
such a large education system? Qualitative changes are complicated by the
nature of the teaching profession and the unity of the education system which
make them resistant to top down reforms and short-term interventions.

7.39 New teaching methods involving new aims, skills and attitudes will
be ineffective unless they are understood and accepted by each teacher as his
own in his "closed" classroom. Without teachers and administrators having
both the interest and freedom to experiment, no real changes will occur in
classroom practice. Qualitative improvements require changes in organiza-
tional climate and norms. To support qualitative changes, it will be
necessary to develop incentives to seek professional excellence, sources for
new ideas, and leaders to guide them to a promised land of new practices.
Other measures may include training of work teams or a sufficiently critical
mass of a faculty at a time, and building networks of mutually supportive
institutions (which may involve teacher training institutions, and
professional and employers' associaticns) to sustain behavioral changes.

7.40 Chan-es in classroom practice, in particular, require substantially
different skills, structures and strategy for sector management. They require
an experimental and learning strategy, and intensive efforts in defining
qualitative objectives, in measuring progress towards them, and in evaluating
innovations. They also require sustained follow-up to the initial inputs
(e.g., new curricula), exposure of teachers to the example and scrutiny of his
colleagues, better communication, and supporting forums. Teachers will need
encouragement to accept new practices by involving them - through their pro-
fessional organizations - in the design of improvement programs, and by giving
teachers sufficient incentives for quality teaching and research. Finally, a
movement for reform will require not only influencing the new generation of
teachers through pre-service training, but also reaching out to support them
in their practice.

7.41 What do these requirements imply for the future administrative
structure and management of this sector? They would require an administrative
style that stimulates initiative and commitment in individuals of varied
abilities, and devolution of authority and resources to give institutional
managers adequate means to stimulate local innovation and experimentation.
Pilot projects and centers of excellence may be used to pioneer improvements
and to provide sufficient autonomy to bring about innovations. Yet, pilot
projects and leading centers need to be planned within an agreed long term
strategy that would address national priorities, test promising innovations,
and disseminate successful practices. This implies a central management
capacity to identify successful innovations, whether as a result of private
initiative or official stimulation, and then to experiment with their
transplantation and diffusion.
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7.42 The above suggests the need to establish a proper balance between
central drive and local initiative. Without a coherent strategy and clear
evidence that national policymakers are intent on bringing about change,
individual teachers and institutions are unlikely to change present practices
and strike out boldly on their own. In turn, adequate incentives and autonomy
to the pioneers are needed to enable them to explore and experiment within the
broad line of advance, to respond to diversity, and to sustain commitment.

7.43 The broad elements of a strategy for developing management and
public administration education may be suggested; they will be detailed in
Chapter 8. First, there should be an intensive effort at developing centers
of excellence to lead adaptation and quality improvements. Annex 3 to this
chapter reviews the experience of the Indian Institute of Management as a good
example of a center of excellence for management education in a developing
country. Second, there should be a long term effort to create a broader base
of institutional capability at state universities to provide for the necessary
quantity of trained candidates for managerial jobs. Third, professionaliza-
tion of management calls for a movement toward post graduate management
education, and the separation of that education from the economics faculty.
Fourth, there should be recognition of the importance of the role of private
management educational and training institutions in solving the problem;
accreditation and selective support for the most promising of these
institutions would be cost-effective. Finally, qualitative changes call for
experimentation and innovation, for collaboration among management development
institutions, and for managerial systems and supervisory styles that promote
and support innovation and excellence in education.

7.44 In building its centers of excellence, Indonesia should avoid some
of the pitfalls of American business schools (narrow technical and discipli-
nary orientation, quantitative bias, inadequate attention to interpersonal
relationshimand short term view) and define its own terms of excellence and
relevance.11 Leading educational centers should aim at producing graduates,
not for multinationals, but for Indonesian organizations. The leading centers
should act as agents of change by training future faculties of management,
developing the software for Indonesian management education (research, case
studies, teaching materials) and establishing management consultancy and
research standards. They should attempt to influence managerial practices
directly through action research, developing outreach strategies to improve
management in the less organized (informal) sectors, and orienting management
consultancy towards enhancing the capacity of organizations to learn and
adapt.

7.45 The university-based management and public administration programs
should complement the autonomous leading centers through a gradual improvement
in both quantity and quality of graduates. Upgrading programs should create a
critical mass of motivated faculties at selected universities and develop the

119/ For a critique of American business schools and proposed reforms, see
Jack Behrman and Richard Levin, "Are Business Schools Doing their Jobs?",
Harvard Business Review, Jan-Feb, 1984, No. 1, pp. 140-147.
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necessary conditions (incentives, independent faculties of management) to
sustain a learning oriented organizational environment. Upgrading efforts
should also reflect the diverse needs of different regions and segments of the
economy. Selected universities' programs should be developed to focus on post
graduate programs (Master's level) for more mature and experienced candidates.
Selective support to private educational institutions should aim at supporting
grass roots management development efforts and promoting experimentation with
programs of national significance such as training of management consultants
for small enterprises.

7.46 The curricula of management and public administration education
should aim to equip potential managers with experience and skills that are
relevant to Indonesian managerial problems. Students should develop better
study habits, and research skills; they should acquire a personal commitment
to continuing education and development. Curricula should elicit and promote
a leadership role for management; future managers should see their roles Less
as regulators, and more as shapers of norms, institution builders and
motivators.

7.47 These reforms imply new roles for teachers and deans, and changes in
faculty recruitment, motivation and development. Teaching areas should be
coordinated so that professors can remove their disciplinary blinders and
begin to think in policy and strategy terms. Graduate programs for teachers,
should develop management scholars who have broad appreciation of the business
environment and business policy and strategy as well as of the theory and
tools. Faculty may be given leave (sabbatical) to work in industry and
government offices and to conduct research on Indonesian management problems.

7.48 FinalLy, employers should assert their needs and develop mechanisms
to ensure that management education institutions are responsive to these
needs.
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VIII. A STRATEGY FOR MANAGEMENT DEVELOPMENT 120

A. Conclusions From Previous Chapters

8.01 The preceeding chapters have analyzed the managerial environment,
and its common problems, along with management education, training and devel-
opment policies and institutions. From this analysis, five broad conclusions
emerge:

(a) certain historical and cultural factors, and dominant management
practices tend to inhibit the development of effective
entrepreneurs, maiiagers and management systems;

(b) there is a significant imbalance between the economy's need for
qualified managers and its present capacity to develop such staff;
only a very few organizations have management development systems or
succession schemes; there are also major deficiencies in the quality
and relevance of management education and training now offered at
universities and in-service training institutions;

(c) local management consultancy and research capabilities are quite
weak;

(d) policy reforms, (especially in the areas of planning and budgeting,
civil service policies, and government regulation of business and
industry) are required to improve managerial performance, the
effective utilization of trained managerial personnel, and the
quality of management education and training; in general, there is
little capacity within the bureaucracy to design and monitor
administrative reforms;

(e) nevertheless the potential exists for significant managerial,
institutional, and environmental improvements given a strong
national commitment and an appropriate policy framework.

8.02 Based on these conclusions, this report proposes a comprehensive
strategy for management development in Indonesia. Given a sufficiently strong
national commitment to improving Indonesia's managerial capability, this
strategy aims at achieving near self-reliance in management education and
training, reforming key administrative structures and significantly improving
managerial systems and practices, all within a ten year period. This is an
ambitious but feasible target for Indonesia.

8.03 The planning and coordination required to implement the interdepen-
dent elements of this program may at first appear onerous. To facilitate this
task, we suggest various organizational measures, including various forums and

120/ For details, see background paper "A Strategy for Management Development
in Indonesia" by Nagy Hanna and Samuel Paul.
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task forces, decentralized implementation, support for local initiatives, con-
tinuous review of progress, and phasing of actions. An Action Plan is
proposed later in this chapter (Section D); it comprises those elements of the
overall strategy which can either be implemented immediately and have the
potential for significant near term benefits, or which must get underway
quickly as they are necessarv precursors to other proposed measures.

B. A Strategic Approach to Management Development Over the Next Decade

8.04 The proposed long-term strategy takes account of past experience
with administrative reforms and institutional development, the existing
institutional framework in Indonesia, and comparable international experience
in management development. The latter suggests the need for representative
policy forums, visible political commitment, and broad participation of policy
makers and top managers in shaping the environment and incentives for
management development. In addition, environmental and policy changes will be
necessary for substantive antd sustainable institutional improvement.
Complementary public and private (self-help) actions will both be required.

8.05 The proposed stralm may be viewed as a long term change process in
large-scaLe social systems. - Both readiness (namely the attitudinal and
motivational energy for change) and organizational capacity for change are
needed to carry out this process. The kinds of changes needed include:
(i) changes in managerial skills, styles and attitudes; (ii) changes in the
way managers are developed within their own organizations and formal external
education institutions; (iii) changes in the relationships between educational
institutions and their clients, between the central guidance agencies (the
designers of administrative systems, procedures and policies) and the
technical departments, and more generally between organizations and their
environments; and (iv) changes in the reward and information systems and in
resource allocation and regulatory policies as they influence management
performance and deveLopment.

8.06 The proposed strategy relies heavily on senior managers and other
leaders, who can take the lead in raising public awareness of management
issues and developing their own organizations. Various measures are suggested
to create a climate for change, including national workshops, a public
campaign, and a national movement for productivity and management develop-
ment. Intensive development of a few key educational institutions is also
proposed to provide models of excellence in education and research and to
become national resource centers for other management development efforts.
Pilot projects, experiments and research will be important ingredients in
exploring alternative options. Given the impracticality of imposing a long
term blueprint for management development, especially for such a large
country, an on-going process of review and adaptation of prevailing managerial
practices is recommended. Institutions which influence the broad administra-

121/ For a review of strategies for change in large social systems see Richard
Beckhard, "Strategies for Large System Change," in Sloan Management
Review, Winter 1975, Volume 16, No. 2.
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tive environment and those whose leadership is ready and committed to improve-
ment should be singled out for early assistance. Other measures whose imple-
mentation could get underway fairly quickly include overseas training for
selected university faculty, assistance to promising new management insti-
tutes, study tours abroad to expose poLicy makers and business leaders to
successful management development efforts in other countries, and the develop-
ment of professional associations. In addition, an early review of compensa-
tion policies, in both the public and private sectors, might be undertaken.

8.07 This process should be managed insofar as possible by the target
organizations themselves and by their senior managers who critically influence
their organizations' managerial styles and systems. When and as necessary,
such managers may wish to engage outside institutions with special expertise
in management training, consultancy and research.

8.08 This strategy envisages the creation of management forums and task
forces to induce commitment, mobilize resources, and study and recommend
administrative reforms and policy measures, as appropriate. It proposes
selective assistance to a few educational institutions to reorient and reform
management education, and to develop management consultancy and research
capabilities. While in-service training for lower Level management should
focus on developing the skills necessary for operating existing managerial
systems, top-level management development should aim at preparing leaders to
intiate and manage structural and policy changes. Supporting efforts are
proposed to develop scarce key resources: faculty, teaching materials,
appropriate pedagogy, and management consuLtants and researchers. Other
support programs are intended to generate commitment at the highest levels of
management through exposure to models of excellence abroad or to promote mass
involvement in management development. Finally, the strategy proposes a
process for reforming key public systems and policies to improve managerial
and institutional performance in the public and private sectors.

8.09 The four basis elements of the proposed strategy are:

(a) Forums and Processes to Guide and Promote Management Development;

(b) Assistance for Management Development Institutions;

(c) Support Programs to Facilitate Management Development; and

(d) Policies to Improve the Managerial Environment.

Figure 8.1 highlights the interdependence among various components of this
strategy, their phasing, and the key institutions and actors involved.

(a) Forums and Processes to guide and Promote Management Development

8.10 Government has a preeminent role to play in building the country's
managerial capability through policy formulation and support to institutions
engaged in management development activities. Business leaders and
policymakers play a similar role in influencing private sector management. The
following four areas therefore warrant early attention.
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(i) National Forums on Management Development

8.11 To provide a forum for discussing priorities in public adminis-
tration education and promoting policies and administrative reforms in support
of management development a National Advisory Forum for Public (civil service)
Administration Development is proposed. Specifically, its functions should
include:

(a) advising government on all policies and pLans concerning public
sector management education and training to support administrative
reforms and development policies;

(b) providing a forum for assessing the impact of other public policies
and incentives on management performance and development;

(c) promoting research and experimentation in education, training and
improved managerial practices, and disseminating such to concerned
organizations;

'd) facilitating and reviewing the implementation of the proposed
strategy for management development in the public sector.

8.12 This Forum could consist of up to twenty members drawn from policy
makers and senior representatives of the central guidance agencies (MENPAN,
BAPPENAS, BAKN, LAN, Finance), major ministries, local governments, management
educators, and perhaps, public enterprises. The Forum may be responsible to
the Minister of Administrative Reform, the Minister of Planning or to an
Inter-Ministerial Committee established to oversee public sector management
improvement. Appointment to the Forum might be limited to three years. The
Forum should be serviced by a full time technical secretariat. LAN and BAKN
would provide staff resources.

8.13 The Forum should be a promotional and advisory, rather than a
regulatory, agency. Its effectiveness in this regard will depend as much on
its style of Leadership, as its knowledge of improved managerial practices.
It would need strong political support. To promote broad participation and
avoid the creation of a large body, the secretariat may generate ideas pri-
marily through external groups and sponsored studies rather than through its
own staff. The Forum and its secretariat would encourage consideration of
critical issues, organize national workshops, promote cooperative programs
among concerned institutions and encourage senior managers to develop their
juniors and organizations. The primary responsibility for planning and
implementation of specific organizational development programs would remain
with the ministries and enterprises employing managers.

8.14 A separate effort should be made to support appropriate forums for
Enterprise Management Development to focus o& promoting management development
in public and private enterprises. The membership of these forums would
consist mainly of business leaders, top managers and commissioners of major
public enterprises, and business educators. They would advise the Minister of
Planning, Finance, the Economic Coordinating Minister, or the chairman of a
small inter ministerial committee. The Ministry of Finance, as the principal
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shareholder of public enterprises, has a vested interest in improving
management skills and systems in these enterprises. The banking system should
have a similar interest in private enterprises. The Chamber of Commerce,
KADIN, and major industry and trading associations and the Professional
Managers Association, PERMANIN, may plan an important role as independent
policy forums for promoting management development.

8.15 These forums could play a significant role in promoting a national
management development movement. They could help to faster a national
dialogue on the policy environment and its impact on management performance
and development and provide useful feedback to government policy makers. They
coluld commission research on effective Indonesian models of management and
promising managerial technologies, and then disseminate such information
widely. They might also organize or support national conferences,
professional journals, and outreach programs. As advisory and promotional
bodies, these forums would neither impose topdown coordination of management
development activities nor parcel out management training activities. Rather
they should stimulate diversification and competition between institutions in
management development as a spur to innovation and to ensure full coverage of
management development needs.

8.16 Communications between these various enterprise forums and the
public management council would promote cross-fertilization of management
development experience between public administration and business cultures.
Some overlapping membership would acknowledge the influence of public adminis-
tration practices and policies on the performance of enterprise managers,
public and private, infuse the bureaucracy with "management consciousness" and
"business-like culture", and enable the private sector to view their concerns
with a macro perspective.

(ii) Public Sector Capacity for Administrative Change

8.17 There is an urgent need to build the capacity of the core agencies
to design and institute modern managerial systems, appropriate incentives and
improved practices both within their own organizations, and government-wide.
The institutional framework for developing this capacity is already estab-
lished in Indonesia; what is needed now is to provide this machinery with the
incentives, skilled staff and overall strategy for change. The Ministries of
Finance, Administrative Reform (MENPAN), and Home Affairs along with BAPPENAS,
the National Civil Service Agency (BAKN), and LAN constitute the core agencies
which guide the development of administrative policies (paras. 3.10-3.12 and
3.41-3.43). The Ministry of Finance influences managerial systems in the
public enterprises, while the Ministry of Home Affairs has a similar roLe with
respect to local governments.

8.18 Each agency might establish its own agency-wide working team or task
force to plan for its institutional development and to improve its capacity to
induce institutional reforms at the public institutions under its influence.
Such plans might include building a critical mass of staff skilled in systems
analysis and design, administrative policy formuLation, methods and
procedures, organizational development, process consultation, personnel
management and management information systems. The relationship between such
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staff and top management and their career ladders will be critical to their
effectiveness. At the early stage, these task forces may be assisted by
qualified outside experts and management development institutions.

8.19 Similar task forces or steering committees may be organized in the
technical ministries to improve their own policy formulation, resource
allocation, personnel and information management, and methods and
procedures. These efforts should be led by senior management and should
engage all managers in proposing organizational improvements. The Secretary
Ceneral of each Ministry might chair the task force, drawing on his own staff
units (O&M, personnel, planning, finance, training, and R&D), and on outside
assistance from the central guidance agencies, management development
institutions, LAN, local consulting firms and/or aid agencies. Each task
Eorce should determine the priorities and phasing for its activities. It
should provide a nucleus capacity for administrative change within its
ministry. If assistance to task forces were to be phased, priority should be
given to those ministries where senior management is committed to organiza-
tional and managerial improvement. However, the key role of the Ministries of
Education, Finance and Home Affairs in administrative development suggest a
strong case for intensive and early action.

8.20 It is important to understand the rationale behind the choice of
working teams or task forces for managing the process of change at specific
institutions. First, the task forces would be under the control of the
ministers or agency heads and thus vested with the authority to formulate and
implement their own action plans. The National Advisory Forum for Public
Administration Development could play only a facilitating role. Second, the
task forces would ensure participation of the line managers and hence the
commitment of the affected parties in formulating and implementing their own
organizational development programs. Third, they would encourage a shift in
the discussion of complex problems of organizational performance from the
general to the specific. Similarly, they would help break down major issues
of organizational change into manageable tasks. Fourth, they would facilitate
the provision of "process consultancy" by the core agencies (LAN, MENPAN,
etc.) and/or outside technical assistance (resource groups), while ensuring
that the senior line managers remain in charge of the change process.
Finally, each task force would provide the basis for developing a permanent
institutional capacity within its ministry or agency to respond to its
changing environment.

(iii) Promotion of Management Development

8.21 As policies and priorities are formulated, government and
enterprises could take a more active role in promoting management education,
training, consultancy and research. Concerned ministers, business leaders and
the national forums could initiate a public campaign to highlight management
issues and increase "management consciousness" in the society at large and
thus induce more effective and relevant management development activities.
This should create a supportive environment, including social reinforcement
and nonformal channels of learning for management development. Positive
incentives, such as improved compensation, public recognition for outstanding
administrators and management educators, and offering tax write-offs or direct
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subsidies for management training expenditures might be considered. The
national forums and professional associations might propose other promotional
measures.

(iv) Resource Mobilization and Allocation

8.22 The upgrading and expansion of management training facilities will
be costly. It is imperative that adequate public resources be allocated for
investment and recurrent expenditures. To suppLement domestic resources, the
assistance of foreign aid agencies might be enlisted; this might be a topic
for consideration at a forthcoming Aid Coordination (ICCI) meetings. It is
essential that there be adequate planning and coordination of the utilization
of these scarce resources to ensure consistency with national priorities.
These measures should be complemented by incentives and policies to mobilize
private resources.

(b) Assistance for Management Development Institutions

8.23 A viable network of institutions to develop managerial skills and
systems is clearly the foundation of a long-term strategy. The following five
considerations are particularly relevant:

(a) Development of appropriate curricula, and teaching materials and
methods - without these institution building efforts by themselves
cannot generate quality education;

(b) Choice of institutions to be supported - given the scarcity of
resources, initial efforts shouLd focus on leading institutions with
a potential demonstration effect;

(c) Creation of incentives and management structures conducive to
institutional development - factors such as facuLty motivation,
decentralized management, and autonomous operation are all vital
inputs to institutional viability;

(d) Differentiation and specialization of educational and training
institutions - some measure of specialization is essential to take
account of the particular requirements of the various categories of
demand within central and regional governments, large scale public
and private enterprises, small scale enterprises, and cooperatives
(Chapters 3 to 6). Sectoral specialization is also needed, given
the magnitude of the demand and the diversity of the technology and
managerial cuture of various sectors and industries.

(e) Creation of new programs or institutions to focus on leadership and
management systems development, as distinct from general management
education and training - while the majority of management education
institutions will continue to be primarily concerned with middle and
lower level management skills that are necessary to operate present
systems and procedures and to manage more effectively within present
structural constraints, there is a clear need for institutions or
programs that would develop the leadership qualities of senior
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managers and provide forums and research and advisory services on
macro-institutional or large system changes. Such institutes should
be concerned with developing in-country capacity for macro adminis-
trative change (as distinct from micro organizational changes). Top
managers of the future should see themselves in leadership roles,
and not only as overseers of rules and procuredures.

8.24 The following paragraphs recommend measures to strengthen university
level education and in-service training offered by business and government,
and to support and encourage the development of private institutes for
management development.

University Management Education

8.25 Faculties of Enterprise Management and Public Administration should
be established at the major public universities (para. 7.20). Correspon-
dingly, one independent consortium for enterprise management education and one
for public administration should be established. There is a clear need to
separate enterprise management from Economics Faculties (and, where appli-
cable, integrate all other business programs that may exist under other
faculties) to professionalize management education, to address its unique
requirement for experiential learning, and to reorient curricula and teaching
methods. Similarly, public administration programs under various faculties
should be integrated under one independent faculty at each major university.
These efforts should be supported by university personnel policies (regarding
faculty qualification, compensation, career development and performance evalu-
ation) designed to attract the highest possible caliber staff.

8.26 Undergraduate programs in management should place much greater
emphasis on practical and relevant issues, in contrast to their present
theoretical orientation. Functional competence in areas such as marketing and
finance should be stressed.

8.27 Larger universities should be encouraged to institute Masters' Level
programs in enterprise management and public administration. ?articipants
selected for this program should be mature and competent, prefezibly with some
work experience. Such students are more likely to benefit from at. inter-
disciplinary, real world focus than others -with only an abstract notion of
managerial issues. These programs should reflect an inter-disciplinary
approach, integrating conceptual with experiential learning, through the
development of problem solving skills. Courses should combine classroom
learning with field work, and tap any relevant prior experience of the
participants. The aim of the program should be to turn out action oriented
people with an integrated view of management functions.

8.28 It is certainly rz'cognized that such programs cannot meet the needs
of all the young professionals who aspire to managerial careers; thus, essen-
tial elements of management education should be offered in the graduate
curricula of other professionaL schools including technical, engineering,
education, agriculture and medicine. Engineering schools, in particular,
should introduce a management dimension into their curricula, as a critical
step in increasing industrial efficiency. Moving toward sectoral specializa-
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tion, faculties of agriculturaL and industrial management might be created at
IPB and ITB (Bogor's agricultural, and Bandung's technology institutes,
respectively). These faculties would take advantage of the two institutes'
competent management and their respective reputations as centers of
excellence.

8.29 In order to ensure communication between the 2eqdemic community and
business and Government, universities should encourage their faculties to
undertake short term consultancies with enterprises and government, and should
offer short term training courses for practicing managers. Some of the lead-
ing universities might encourage management development activities, including
consultancy and research, and combine them with training to provide integrated
management development programs tailoted to specific sectors or organiza-
tions. However, faculty involvement in outside, albeit related, jobs or
consultancies needs careful monitoring to ensure that the primary task of
education is not neglected and that consultancy assignments contribute to the
institution's priorities in teaching, research and professional development.

8.30 Careful planning for, and selective investment in curriculum devel-
opment can have a significant impact on the success of all of the measures
recommended above. Given the premium on financial and human resources, some
economies of scale might be exploited by related university departments
sharing faculty and teaching materials in certain core subjects, such as
economics, accounting, behavioral sciences and quantitative analysis. Experi-
ments in combining courses in business management and public administration
might yield fruitful new training designs.

8.31 Finally, university education in certain fields interrelated with
the study of management - especially accounting, economics, and behavioral
sciences - also needs considerable strengthening, since these skills all
influence an organization's mangement capability.

8.32 Clearly, assistance to university will have to be on a selective
basis, especially at the outset or the program. Only the country's best uni-
versities, already operating promising programs in business management or
public administration and capable of showing some near term improvement should
be selected. Over the course of the strategy's ten year time frame, it would
seem feasible to assist about fifty percent of the public universities and
about 10% of the private institutes. Immediately, it would seem appropriate
and feasible to begin with three universities in Java (perhaps two puolic and
one private) and two in the Other Islands (perhaps one in Sumatra and one in
Sulawesi). The institutions selected for assistance should reflect a careful
assessment of the quality of existing programs and regional priorities. (A
study of the requirements for upgrading/reorganizing the existing departments
should be undertaken.) A staz.dard pattern of upgrading will, in all
likelihood, not be appropriate as one institution's needs for improvement will
probably not correspond with another's. Suitable foreign collaboration should
be enlisted as necessary.

8.33 For universities not selected for direct assistance, both management
consortia and the national forums could play an educative function in
disseminating relevant information on successful adaptations in other domestic
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universities and new developments from abroad which could assist them in plan-
ning their own future training requirements, curriculum development, etc.

In-Service Management Training

8.34 Systematic in-service training for those already employed and
planned on-the-job experiences will be essential in building a national cadre
of capable managers. In some developed countries, Japan and the USA for
example, industries are now spending more on management training than the
combined budgets of their nations' universities. A manager in one of these
countries can expect to receive some form of training approximately every four
years, whereas his counterpart in Indonesia probably receives training no more
than once in twenty years on average.-22 Indonesian government agencies,
both central and regional, and public and private enterprises must now face
this important task of upgrading management capabilities through expanded in-
service training opportunities.

8.35 Training should be reoriented along the following lines:

(a) from ad hoc short-term courses based on available offerings at
supply institutions to demand-directed training based on long-term
management development programs;

Cb) from classroom instruction to field-oriented training;

(c) from use of artificial examples/cases to action learning and real-
world problem-solving;

(d) from an emphasis on knowledge transfer towards inducing desirable
changes in attitude and skills;

Ce) from the study of individual techniques, towards an analysis of
policy and environmental contexts where techniques are applied
selectively;

122/ This is a rough estimate based on the data given Chapters 3 to 7. The
stock of managerial and supervisory level personnel in Indonesia in the
public and private sectors (including central and local governments, but
excluding the unorganized small industry sector) is estimated at 450,000
(Government: 300,000, enterprises: 160,000). A total of 23,000
managers (universities/private institutes: 11,500; LAN and departmental
training institutes: 8,000; others 3,500) receive some form of formal
management training (in-service) annually through short programs
organized by universities, private institutes, LAN and other government
training centers, and enterprises. This does not include the orientation
courses or purely on-the-job training that many enterprises/government
agencies may provide to their managers. The ratio between the two totals
is 19.6. The estimate will be much more unfavorable if the stock of
managers in the small scale sector is added.
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(f) from the focus on individuals or a single layer of management.
towards linking training to overall organizational development that
cuts across organizational layers;

(g) from uniform approaches to experimentation with different training
methods; and

(h) from standardized programs towards modular or custom-made packages
prepared with the participation of clients and trainees.

8.36 Government In-Service Management Trainina. LAN and the departmental
training bodies (BANDAN DIKLATs or PUSDIKLATs) are the key central government
training agents; the Ministry of Home Affairs' BANDAN DIKLAT, together with a
proposed network of regional centers, are the key provincial training
agents. Training at all these centers should seek to improve the quality,
relevance and effectiveness of in-service training for government
administrators/managers. In this context, LAN and the MHA could take the lead
in generating qualitative improvements in training, and building a capacity
for administrative research, advisory and consultancy services to serve the
central and local governments respectively.

8.37 LAN should play a promotional and supportive role to departmental
in-service training institutions. Its direct training should be limited to
developing senior managers through an improved staff college, and "training of
trainers" programs for other institutions. It should encourage innovation and
experimentation in curricuLum design, pedagogy and training materials. LAN
could provide specialist assistance to the departmental training bodies of key
ministries in areas such as the management and evaluation of training
programs, management information systems, skill needs analysis and case method
development. LAN may continue to deliver administrative training programs to
the smaller departments or national agencies on a very selective basis.
Adoption of the foregoing measures would calL for a restructuring of LAN and
the creation of career streams for trainers and researchers within LAN; these
should get underway as soon as possible. LAN should begin to phase out its
enterprise management activities and its degree program in public administra-
tion, perhaps devolving these responsibilities to the Ministry of Finance and
the universities, respectively. INTAN of Malaysia might provide a useful
model of a successful public institution for in-service training, although its
mandate is modest relative to LAN's. (Detailed recommendations on the
institutional development of LAN are proposed in Annex 3 to Chapter 3.)

8.38 To heLp mitigate leadership succession problems, which most agencies
will face in the near future, LAN should establish a senior executive
development program for Echelon I and upper Echelon II staff, perhaps in
collaboration with the Defense Staff College and a reputable foreign public
management school. This might also facilitate interagency coordination,
promote a national view of the civil service, and generate high level
commitment for management development programs. Such a program should convey
the skills necessary for initiating reforms and large-scale organizational
changes. If successful, this program could be institutionalized as a national
senior staff college.
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8.39 A central government capacity for administrative research and
consultancy services is needed. LAN might serve this role as the Government
think tank", and, as such, should develop its policy analysis capability and

undertake research useful to the Ministry of Administrative Reform, BAPPENAS,
BAKN and other central guidance organizations. LAN should also expand its
consultancy services so that its staff can accumulate experience and
understanding of actual administrative and managerial problems in ministries
and in the field. The research agenda for LAN might include public planning
and budgeting, decentralization and development of regional administration,
strategic management of development programs and implementation issues.
Research priorities should be determined on the basis of their potential con-
tribution to the quality of civil service training, the effectiveness of major
development programs, and the mobilization of local managerial resources.
Should certain research topics (such as broad administrative reforms that
would encounter bureaucratic resistance) be deemed necessary, but conflict
with LAN's primary training role, capacity for initiating such reforms may be
developed directly within MENPAN, Ministry of Finance, and BAKN (para. 8.17
and 8.18).

8.40 The departmental training centers, of key development ministries
should be strengthened and their administrative development programs
reoriented towards the primary needs of their ministries and specific
development programs (Chapter 3). Upgrading these training bodies implies
development of competent trainers, creation of full time positions and career
ladders for trainers, improving the quality of training materials and peda-
gogy, and improving the planning, programming and management of training. Of
the existing departmental in-house training centers, those of the Ministries
of Finance, Home Affairs and/or Education may be selected for initial
intensive development. These ministries play key roles in influencing the
efficiency of other central ministries, public enterprises and local govern-
ments. Development of the management training programs of selected ministries
should be combined with overall organizational development programs and
involve top and line managers of these ministries.

8.41 In-service training efforts for local government personnel, should
concentrate on strengthening the Ministry of Home Affairs' BADAN DIKLAT as the
central institution for planning, programming and evaluating regional training
needs (Chapter 4). Specific areas for improvement include manpower planning
and training for MHA's central training staff; curriculum and materials
development for the regional training centers (para. 8.27); medium term
planning and monitoring of regional training programs; training of trainers;
advisory and management services to improve local government management
systems; research on regional management development; and collaboration with
university training programs to ensure that they reflect local governments'
needs.

8.42 It is also proposed to establish, in association with leading
universities, a small number (6 to 7) of new autonomous regional training
centers which would integrate all existing in-service training, including mid-
career management development, for regional government staff (Chapter 4). The
managing board of each center would represent MHA, major technical ministries
and guidance agencies, and the provincial governments to be served by the
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center. These regional centers would manage the SELATPUDAs, APDNs, LAN's
regional centers, provincial PUSDIKLATs, BAPPEDA courses, and other
departmental management training courses in their provinces. Of the existing
local government in-service training institutions, the Yog-akarta's SELATPUDA,
seems to have the potential to be upgraded to serve this purpose, given
adequate and intensive development (possibly in association with Gajah Mada
University and the MHA). This endeavor shouLd be seen as a learning
experience which would provide useful lessons for developing the other
proposed regional training centers.

8.43 In-service Management Training for Public and Private Enterprises.
The indigenization of management in Indonesia will require considerable
expansion of in-house training facilities and the creation of management
deveLopment systems within public enterprises. The pace should be set by
large enterprises. The creation of in-house management training facilities
may be a feasible target for all major public enterprises to achieve in the
next five years. Few of them already possess some management training
capability, but with generally poor quality instruction.

8.44 As a first step, public enterprises' training facilities, especially
in priority sectors such as construction, banking, communications, trade,
energy and industry, should be evaluated in terms of their contribution to
overall organizational performance. In addition, sectoral training insti-
tutions should be evaluated and strategy formulated for their long term devel-
opment. Major public enterprises should create human resource development
divisions, under a sufficiently senior executive, to integrate and upgrade the
functions of training and personnel management. An active dialogue should
develop between these divisions and the sectoral training institutions
(Chapter 5).

8.45 The agricultural training institute (LPP), serving the estate
sector, already offers some promising managerial training courses. The key
factors which have contributed to LPP's success include its relative autonomy,
dependence on client enterprises for generating its operating budget (by
selling relevant services), and full time, well paid trainers. As these may
be relevant for other public enterprises' sectoral centers, LPP might be
selected for early intensive assistance, on a pilot basis, with possible
subsequent replication in other sectors. In addition, LPP might eventually
accept participants from private agricultural enterprises, and public
enterprises in interrelated fields such as agro-processing, marketing, and
distribution/transport of agricultural inputs and outputs. Other priority
sectoral centers are those of industry, energy, and communications.

8.46 Many large private enterprises in Indonesia should be capable of
setting up management development programs, the essential elements of which
should include an organizational development strategy, which has the full
support of top management, an in-depth needs analysis leading to a set of
integrated programs at all levels, and effective monitoring of the program's
overall progress. Private enterprises should be actively encouraged to insti-
tute such programs, through public campaigns and financial incentives. At
least 50X of large companies should aim to establish in-house management
training facilities within the coming 5 years.
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8.47 Programs aimed at developing managerial competence in small scale
industry, cooperatives, and other less organized sectors warrant special con-
siderations. Government institutions now addressing these areas seem inade-
quate to deal with, and relate to the "business cultures" of their clients
(Chapter 6). A decentralized approach is necessary to address the diverse
needs of these enterprises. Government might offer incentives to educational
institutions and large enterprises to participate in outreach training
programs to serve small business development and place small business manage-
ment consultants at the state banks. It might also consider sponsoring some
autonomous agencies and Non-Governmental Organizations (NGOs)to initiate pilot
training schemes adapted to the specific needs of various groups in this
sector. Government may also encourage state banks to recruit graduates of
small business consultancy courses (such as those offered by LPPM) as an
important complement to their staff.

Private and National Institutes for Management Development

8.48 Given the limitations of the university system, the scant resources
of most private management institutes, and the need to create models for
innovation in the management field, it is proposed that as a long term
objective up to three semi-autonomous management institutes be established or
developed under joint public/private auspices. These centers should set
standards of excellence and introduce innovative concepts which could have an
impact on other institutions, and the economy in generaL. The centers should
be located in different regions of the country, preferably in proximity to
industrial and growth centers.

8.49 For the short term, however, emphasis should be given to support the
emerging new institutes (such as Prasetija Mulya, Foundation for Management
Development) or the promising private institute, LPPM. In principle, existing
institutions which are positioned to take such a leadership role outlined
below (para. 8.51) should be supported over the creation of new ones. Public
and private enterprises should support these institutes. The Government,
donor countries, and multinationals could also assist in developing them into
leading centers with a critical mass of full-time faculty and Long-term com-
mitment to excellence in education, consultancy and research.

8.50 The national institutes may emerge out of further development of
these private institutes or out of substantially reformed and upgraded
faculties of management of few leading public universities. For phasing
purposes, these national institutes should focus first on issues of management
education, training, research and consultancy relevant to enterprises.
Subsequently, as they gain experience and in-depth knowledge of public
institutions, greater attention could be given to public administration. This
suggested phasing reflects the fact that there is generally greater knowledge
and experience with "enterprise management" and less with "public management",
particularly the transfer of "public management" education models across
countries. It also reflects a realistic phasing of institutional development,
taking into account the desire for excellence and diversification, whiLe
responding to public sector needs and Government role in economic and social
development. Similarly, these institutes would initially focus on the needs
of medium and large enterprises and only subsequently on small business
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development and outreach programs, as a critical mass of skilled managers and
educators become available.

8.51 The envisioned role of such national institutes of management is not
only to provide management education and training, but also co spearhead the
process of improving the managerial environment. They should attempt to
influence managerial systems and practices directly through action research
and consultancy services. They should undertake in-depth research on problems
of Indonesian management. They should encourage future managers to see
themselves less as regulators of existing institutions and more as change
agents, institution builders and systems developers. They might sponsor
national workshops for senior policymakers and managers to promote environ-
mental changes.

8.52 These institutes should be prepared to lead other educational insti-
tutions in research and experimentation with new training materials, curricu-
lum designs and teaching methodologies, such as case study and action
training.

8.53 The institutes should offer graduate level programs to practicing
managers, perhaps eventually including a doctoral program for management
educators and researchers (para. 8.57). Some may also specialize in a sec-
toral (agribusiness, industrial) or functional (financial management and
accounting) dimensions of management. A critical mass of faculty will be
necessary to support this and other activities of the institutes. Each
institute should be managed with a high degree of autonomy and should seek
financial support from multiple sources, including government, public and
private enterprises, and its own earnings.

8.54 The experience of the Indian Institute of Management (summarized in
Annex 3 to Chapter 7) may be relevant as a vision of what role such national
institutes might fulfill and of what measures might be necessary to enable
some of the promising existing institutions to evolve towards such a role.

(c) Support Programs to Facilitate Management Development

8.55 Improving Indonesia's management capability will require a number of
important supporting programs to facilitate the process and broaden its
constituency. These programs would also service a national network of manage-
ment institutions, in addition to those selected for intensive development.
Government may assist user organizations in implementing many of these
measures.

Faculty Development

8.56 Foreign institutions will be the primary source of training
university management faculty and in-service training instructors for some
time to come. Thus, degree programs and shorter training courses at overseas
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institutions should be provided on a fairly wide scale initially.L23_1 The
foreign institutions should be carefully selected and there should be a built-
in provision for trainees' to evaluate these centers and other mechanisms, to
ensure that programs and research are relevant to Indonesia's needs. Group
training of work teams would help to sustain and institutionalize the new
learning and teaching norms.

8.57 Over the longer term, indigenous management faculty training should
be strengthened. Some National Institutes of Management, or selected
universities might offer Ph.D. programs. However, this should be pursued only
after a Masters program has been solidly established, and the capability to
pursue and supervise quality research exists.

8.58 Given the present understaffing of many educational in-service
training institutions, recruitment efforts should be expanded. Meanwhile, to
alleviate the existing constraint, visiting foreign professors and trainers
might assist in faculty and student instruction. Suitable public administra-
tors and public enterprise managers, facing retirement in the coming five
years could serve as interim trainers. In addition, incentives might be
developed to attract successful line managers to serve as full or part time
trainers in the course of their career development.

8.59 In the long run, faculty development in state universities and
central and local government training institutions will be crucially dependent
on adequate compensation policies, status and career prospects, and other
incentives (see paras. 3.32 and 7.22). As a guideline, a ratio of two full
time to one part time trainer seems appropriate. A study should be commis-
sioned as soon as possible regarding compensation and career development of
management facuLty in universities and trainers in departmental and sectoral
training centers.

Development of Training Materials and Methods

8.60 Development of local training materials will require a well trained
faculty and appropriate incentives. Teachers and trainers sent overseas
should be encouraged to undertake field work, develop cases on Indonesian
problems and write Indonesian teaching materials. The new institutes of man-
agement should become increasingly involved in such efforts through pubLi-
cations, organizing workshops on case development and process-oriented
teaching, and experimenting with new training methods. Different institutions
might specialize in different teaching materials and methods, consistent with
their skills, location and resources. A national clearing house for local and
foreign training materials could be set up as a resource center. Special

123/ Lack of foreign, especially Engilsh, language skills may constitute a
serious constraint to participation in overseas training. Therefore,
there is an urgent need to improve English and other language training
facilities and general English language competence to implement this
component and other support programs requiring overseas training and
study tours.
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programs to develop Indonesian materials for target groups such as small
businesses may be sponsored by Government at selected institutions, such as
LPPM. To the extent that secondary (and post-secondary) technical and
vocational education may continue to contribute to Indonesia's managerial and
entrepreneurial resources, basic managerial and entrepreneurial skills may
also be introduced through curricuLa and experimentation with new teaching
methods and materials.

8.61 Regional training centers might experiment with new training models
and methods particularly relevant to their local circumstances. This implies
a relaxation of detailed prescription by the apex institutions (MHA and LAN)
of curriculum content. Instead, these institutions can play a useful role in
promoting innovation, monitoring performance, providing specialist support,
and disseminating replicabLe ideas among institutions.

8.62 Other possibilities for innovative training should be explored.
This might include senior level management development programs and "action
learning" programs for practicing managers, whereby they collectively attempt
to solve their common operational problems. ILO has implemented "action
learning" programs for public enterprises in some developing countries; UK
and several European countries have also utilized this approach for practicing
managers. INTAN of Malaysia has experimented with action training in public
administration. As Indonesian institutions gain experience with practical
training, successful innovations may be disseminated through the management
movement and various associations and forums (see also paras. 8.70-8.71).

Strengthening Linkages with Clients

8.63 Institutions engaged in management training must maintain an active
dialogue with client organizations to ensure the relevance of their curri-
cula. A number of steps are proposed here to promote this dialogue. First,
all autonomous institutions should have govcrning boards in which client
groups are well represented. The management and public administration consor-
tia and/or university faculties could have advisory councils, consisting of
government officials, businessmen and professional managers are members.
Government training institutions, particularly LAN, might liase with an inter-
departmental training committee in which user ministries/agencies are repre-
sented. The regional training centers should be governed by a committee
representing provincial governments and regional universities. Second, man-
agement development institutions should be made dependent for part of their
income on selling their training, consulting and research services. Third,
training needs should be assessed in consultation with client organizations.
A training program in "managerial skill gap analysis" should be initiated for
selected government departments and national institutions in association with
LAN. This should yield a more reliable assessment of organizational training
needs and provide a basis for planning new senior management development pro-
grams. Fourth, field work by faculty, relevant consultancy assignments, and
the use of visiting faculty from government and industry should be promoted to
forge client linkages. Last, training programs could be reviewed by the line
managers or employers or participants as Malaysia has done in its central
government training institution, INTAN.
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Development of Indigenous Consultancy Services

8.64 As management development activities grow, the need for consultants'
services wiLl also increase. Since this field is at present dominated by
foreigners, special efforts will be necessary to develop indigenous firms.
Overseas training, in concert with reputabLe international consulting firms,
and organizations such as ILO and UNIDO, may be used to train a select group
of Indonesian consultants.

8.65 The faculties of the proposed National Institutes of Management
should help establish professional standards in the field of management con-
sultancy. INKINDO, the association of consulting companies, may be further
strengthened to serve its members and promote quality and professionalism in
this field. LPPM has initiated a program for training management consultants
for small enterprises which should be encouraged. Appropriate policy measures
should be taken to ensure that state banks and extension programs targeted at
small busines development could employ the gradutes of such training
programs. Some university management faculties may selectively develop their
own consultancy centers. Existing Indonesian technical and accountancy
consulting firms may be encouraged to move into management services also.
Government should establish quality control procedures in its selection of
consultants and device promotional poLicies to encourage local consultants to
deveLop a broad range of quaLity management services. The Ministry of Finance
and LAN may develop consultancy capabilities in financial management, and
organizational and systems development, respectively, to serve government
agencies.

National Fund for Management Research

8.66 The unique historical and cultural factors that have conditioned
present Indonesian management practices argue for a priority research agenda
to examine the strengths and weaknesses of present practices. This agenda
should examine the issue of transferability of significant management
techniques to the Indonesian context. In addition it should review the
managerial styles of some successful and respected public and private managers
or institutions, to identify the ingredients of effective "home grown" manage-
ment practices. Research efforts may also reflect sectoral issues (e.g., in
industry or education) or other topics of national priority, such as how to
improve business and public administration education, and how to implement
continuing education for managers. The national research agenda may be formed
and reviewed through a national forum such as a professional body, or a
national research foundation. The national fund may be financed from public
and private sources and aid agencies.

8.67 A national research forum may also encourage the utilization of
management research findings, whether funded through this forum or through
other regular channels. Dissemination efLorts may include sponsoring a
journal (that translates research outputs into managerial language), and
encouraging management education institutions to publicize research findings
using the "action research" approach. Seminars and conferences may be
organized to bring academics and managers together to discuss research find-
ings and issues. The fund might finance management research in user organiza-



- 131 -

tions direclly, when these organizations encounter issues of wider national
relevance.-

8.68 In addition, there is a need to improve the organizational climate
for research and the present mechanisms for funding management research
through the regular channels of the national development budget. The existing
budgetary process militates against multi-year funding required by fundamental
research, and provides no mechanism for quality control. Moreover, there is
little staff development of researchers. Private and public enterprises and
local governments have little influence on management research activities,
partLy because they do not usually fund such research directly. Hence, the
national forum should explore various approaches to improve the research en-
vironment within the educational institutions, promote financial contributions
from potential users of research, fund overseas education to form a cadre of
management researchers, and provide public recognition for excellent research.

Exposure to Improved Managerial Practices

8.69 Broadening the exposure of top officials in government and industry
to better managerial practices through study tours abroad should be a basic
ingredient in building commitment to an improved managerial environment.125
Study tours should be organized for senior policy makers to visit other
countries which have in recent years restructured their training policies and
institutions, or reformed their civil service policies, particularly in
relation to compensation and career development. The experiences of Malaysia,
Singapore, and the Philippines, and probably Japan offer useful lessons.
Likewise, teams of business leaders and top managers from public enterprises
might visit developing and developed countries to observe good examples of
managerial systems and practices and examine training practices and management
development systems; these tours could be arranged jointly by Government and
the Chamber of Commerce and Industry. In-company training, use of external
training institutions, new methods of training, use of consultancy services,
and integration of training and other personnel poLicies and management
systems improvements are subjects they could explore. Companies and organiza-
tions to be visited should be chosen carefully. Countries which have con-
siderable experience in this field are India, Japan, the Philippines, France,
the UK and the USA. Reports on these visits should be prepared upon return

124/ For detailed background on the role and options for management research
see Roger Bennett, Management Research, ILO, 1983.

125/ In Japan, many top administrators and promising managers are sent on
study tours abroad, searching for examples that could be usefully
emulated at home, and for guiding the acquisition of managerial knowledge
of special interest for their organizations. In Indonesia, where culture
and history have emphasized the role of authority and paternalism, top
managers should lead changes in managerial practies, and support the
development of their juniors. Moreover, Indonesian managers are
generally keen to learn from the experiences of other countries and are
able to synthesize from the best models and practices.
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and widely disseminated through seminars and workshops; the mass media may be
used to report on the findings of these study teams.

Sponsorship of a National Management Development Movement

8.70 A sufficient number of managers and trainers now exist in Indonesian
enterprises and government to organize local management associations, which in
turn could be federated into one or several national organizations. These
associations could fulfill several important functions. They wouLd provide a
local forum for raising pertinent management policy issues and problems. A
national network would be readily available for distributing useful
information, studies and reports to local chapters. The associations could
organize, on a Local or national level, short training seminars and workshops
where senior managers could share their knowledge and experience with younger
managers. The associations could seek assistance with training materials and
technical assistance from universities. The movement could be enhanced by
government incentives and national awards for excellence in manageriaL
performance and productivity. But it should be seen as a practitioner's self-
help movement, and not as an institution created and sustained only by
government.

8.71 The movement may use various cultural traditions, symboLs, channels
of communication and incentives to promote self-help activities and grass
roots involvement in management development. It may sponsor a national pro-
ductivity program, jointly with the Ministry of Labor's National Productivity
Center, focussing on in-company training of supervisory-level staff. The
movement may build upon the Javanese tradition of mutual help (Gotong Royong)
and organize local chapters to introduce simple management tools. Concepts
which utilize a broad-based involvement in management and organizationl
development should be employed; examples may include Quality Cir gT CQC),
Total Quality Control (TQC); and Management by Objectives (MBO).2 A
philosophy of management development may be promoted whereby "ever manager
should be a trainer." A national association of professional managers may
give "non-graduate" managers a graduate status by qualifying for membership
based on experience, demonstrated performance, and post-experience training
(including correspondence courses). Many other measures would be developed by
the associations that could promote this movement. Annex I of this Chapter

126/ A Quality CircLe (QC) is a small group of employees doing similar or
related work who meet regularly to identify, analyze and solve product-
quality and production problems and to improve operating practices. It
is usually led by a supervisor and organized as a working unit. Total
Quality Control (TQC) expands QC concept to raise the level of quaLity
and productivity of every activity of the organization. TQC uses QCs,
involves all levels of management and may involve the suppliers tothe
company and exchange of experience on QC activities nationwide. It is a
group process and involves team problem solving, training, and continuous
examination of ways to improve the organization. For details see Joel E.
Ross and William C. Ross, Japanese Quality Circles and Productivity,
Reston Publishing Company, Prentice Hall Co., USA 1982.
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provides further deEails on the potential role of such a movement in fostering
a climate for broad-based managerial improvements. Annex 2 to this Chapter
gives a synopsis of the Japanese experience in promoting a national management
productivity movement and transplanting modern management practices.

(d) Policies to Improve the Managerial Environment

8.72 Thus far, the proposed strategy for mangement development has
discussed measures which wouLd either impact directly on management education,
consultancy and research, or facilitate particpation in and build commitment
for managerial improvements. The recomnendations is this section focus on the
broader issues of development administration. Priority areas for improvement
are: civil service policies; decentralization; pLanning and budgeting;
information and evaluation systems; and the regulatory policies for
enterprises.

8.73 International experience suggests that broad administrative and
environmental reforms are feasible only with the actual invoLvement and full
commitment of government and business leaders. Experience also suggestst hat
fundamental reforms should be conceived within a comprehensive and long-term
perspective, but implemented through an incremental, experimental andlearning
process that adapts to the unique historical, cultural, and political settings
of the country.

8.74 The following recommendations for improving key public policies and
systems should be seen in this light. They are presented here only in Lerms
of broad directions for change. Detailed design of these programs and plans
for their implementation should reflect consensus on objectives, priorities
and directions among the top leadership. Interdepartmental work teams or task
forces could then be organized to deal with priority areas and foreign
technical assistance or resource groups be tapped if and when this is deemed
appropriate.

Civil Service Policies

8.75 Civil service policy improvements are necessary to professionalize
government service in general and management in particular. These wilL call
for effective performance evaluation and that rationalization of civil service
compensation policies to reward good performance. Promotion to managerial
positions should be brought under guidelines governing all agencies which
should provide for promotions across agencies above a specified level. Civil
serve policies for teachers and trainers should be reformed as a high
priority. Selective salary increases tied to performance and rationalization
of compensation to control "multiple-job holding" might be undertaken
immediately. Annex 3 to this chapter suggest the key issues to be addressed
in a study to reform compensation policies in the public sector.

8.76 Personnel management in local governments could be improved by
granting greater discretion and professional support to heads of regions in
appointment placement and grading of staff, and long term manpower planning.
Each province should be encouraged to draw up a long term recruitment and
staff development plan which could be coordinated with the local Five-Year
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DeveLopment Plan; central controL over this exercise may be limited to broad
policy guidelines.

8.77 An internship/secondment program might be established on an
experimental basis among the central guidance agencies. This should enhance
managerial skills, promote interagency communication, and encourage a unified
view of civil service managemenc. One critical component of this internship
program may involve staff exchange between BAPPENAS and BAPPEDAs.

8.78 The above changes suggest the need to strengthen the civil service
management system and the possible establishment of a commission on civil
service reform which could translate broadly stated objectives into culturally
relevant policies (see paras. 2.03, 2.04). The national civil service office
(BAKN) needs to strengthen its capacity to formulate and evaluate policies, to
experiment with reforms, and to monitor implementation. The personnel offices
of the ministries and local governments need to improve their manpower
forecasting, devise staff development plans and aid line managers in the
development and motivation of their staff. As a first step, a review of
organization and staffing of personnel offices should be undertaken and an
action plan should be drawn for their development.

Decentralization

8.79 The analysis of managerial practices in Chapter 2 argues a strongly
for further decentralization of government authority regarding resource-
allocation and program management. This could have a number of beneficial
implications:

(a) increase the ability of higher level (central) managers to deal with
the broader and longer term issues;

Sb) mobilize and develop more middle and lower level managers and
prepare them for more responsibility later in their careers;

(c) make national development programs more relevant to local
priorities, constraints and resources, while strengthening Local
coordination;

(d) reduce impLementation delays and promote responsiveness by bringing
detailed planning and implementation decisions under the authority
of those most informed on the details; and

(e) ultimately contribute to broader participation in development
activities by developing self-reliance, local initiative and
accountability.
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8.80 A government task force might ?7 ,rganized to recommend specific
functions suitable for decentraLization;-7 these might fall within the
following broad areas:

(a) further "deconcentration" or transfer of specific responsibilities
from the central government to the field units of the central
ministries (Kanwils) in projects/programs now controlled by central
authorities: a phased program should be formulated by each ministry
on the exact functions that would be "deconcentrated", along with
any measures required to 3trengthen the the field units, including
possible redeployment of central staff developmental,support
systems; and rationalization of central controLs; -

(b) further "devolution" of responsibilities to the provincial and
district governments: the Ministry of Home Affairs, together with
Finance and BAPPENAS might draw up phased pLan for transferring spe-
cific functions regarding resource mobilization and allocation,
management and implementation public expenditure to subordinate
Levels of government. Some complementary meaures may be necessary
for implementing such a program; these should be specified. They
might include a phased increase in the level of central grants to
local governments, along with expanded local authority to raise
revenues. Such measures may need to be accompanied by effective
central monitoring, support and guidance. Complementary measures
should aim at systematic development of the BAPPEDAs and the Local
government services (DINASes). In this context, the relationship
between the KANWILs and DINASes should be clarified, to improve
coordination within each sector while promoting decentralization;

Cc) introduction of new decentralized "functional" programs in priority
areas: these programs should draw on the lessons of rNPRES and PDP,
particularly in developing local management systems and planninb
processes. Some consolidation of the more mature INPRES programs
may also be necessary to rationalize and integrate funding sources
for key local government functions. These programs should be
continuously evaluated; a national center for implementation
research capability is now under development wt4ch may suggest n w
avenues for administrative decentralization.129

127/ The present steering committee on Central-Local Government financial
relations or the Institutional Development Task Group on Implementation
Problems, appropriately modified and strengthened may serve as the basis
for this task force.

128/ The experience of the Ministry of Public Works in progressive dtconcen-
tration of its program functions in highways, irrigation and urban
development is worth reviewing.

129/ A new national center for research on implementation is under development
by the Ministry of Finance and HIID.
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(d) many district governments of large and medium urban centers are
presently capable of assuming increased responsibilities. Indeed,
many factors suggest the imperative of more rapid d7 centralization
in the management of urban development programs:130 fragmented
funding of urban services among various central programs and
ministries requiring fairly complex coordination; interdependence
among various urban systems and investments; the administrative
maturity of urban governments (Kotamadyas); and the relatively
higher potential for local taxation (property taxes, cost recovery
of services).

(e) systematic review of the financial and personneL management and
policies of local governments and their relationships to central
government systems: Policies governing central-local government
financial relations are under review; their improvement should have
a significant impact on the capacity of local governments to respond
to local priorities and improve coordination, efficiency and
accountabillSy/in managing local services and development
activities.- / Similarly, personnel policies for local governments
should be reviewed with a view towards increasing local discretion
over personnel management and manpower budgeting, within a broad
central policv framework and annual ceiling. Annual manpower
budgeting may be linked to the regional development plans.
Increased staff mobility between central and local governments would
be an important step in unifying the civil service, broadening the
horizons of local administrators, and providing central managers
with a field-perspective.

Ce) delegating more responsibility to project managers: the selection,
training and development of project managers by centraL and local
governments should be improved in line with progressive increases in
these managers' responsibilities. Responsibility for procurement,
reporting, supervision, and the annual operational guidelines of the
director general should be reviewed in order to promote initiative,
performance and accountability at the project level;

(f) To the extent possible local community groups adn other private
organizations should be involved in implementing development
programs: this would involve building capacity within local
communities to influence the delivery of various government
services. Training of local leaders and support to user
associations (such as water-user associations), are among the

130/ See INDONESIA Country Economic Memorandum, 1984, Part II, and Indonesia
Urban Services Report, 1984, World Bank.

131/ The recent series of studies on "Central-Local Financial Relations" by
K.J. Davey and his colleagues of the University of Birmingham provide a
detailed basis for a rationalization program.
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possible positive measures. More generally, a policy of
debureaucratization may promote the role of NCOs in facilitating
development programs and build upon the strength of traditional
local institutions.

8.81 Some broid,guidelines could help to ensure the effectizeness of
decentralization. 2

(a) the appropriate speed of decentralization is ultimately conditioned
by perceptions and attitudes of political Leaders and their view of
whether certain aspects or types of decentralization promote or
threaten national unity. As Indonesia has already undergone a
successful process of nation building, and a substantial evelopment
of its economy and mass communication, it is favorably disposed
towards further decentralization. Present systems and attitudes tha
constrain effective decentralization may be reviewed to ensure that
the become responsive to increasing complexity, urbanization and
industrialization;

(b) As an incremental process of capacity building, decentralization
succeeds to the extent it is carefully planned and implemented
within an appropriate time horizon. This process has to be
selective and experimental and should have a buiLt-in mechanism for
learning from successes and failures. Improved information systems
at the local government and communication with the central agencies
are important elements of this process. A selective approach to
devolution of more managerial functions to the stronger provinces
may help mobilize local managerial resources and allow the central
authorities to focus on assisting the weaker and less developed
regions or agencies.

(c) devolution should be accompanied with increased capacity of the
central government to monitor overall progress and to provide
central support and guidance to local administrators. It is
important that central guidance on broad policy and resource
allocation de cisions be maintained. Central monitoring and
evaluation may be also reoriented and strengthened to improve
accountability and reward outstanding performance.

Planning, Budgeting and Financial Mangement

8.82 Public sector investment planning and budgeting could be improved by
moving towards adaptive planning, integrated funding, and a longer term
budgeting framework. In a rapidly changing situation and uncertain
international environment, strict adherence to blueprint plans may not be a
virtue. Further simplification and decentralization of detailed budgetary

132/ For other country experiences see Dennis A. Rondinelli, et al.,
Decentralization in Developing Countries, World Bank Staff Working Paper
No. 581.
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decisions would help focus top management's attention on strategic planning
and on coordinating, monitoring and evaluating development program
impLementation. They would also give field managers and Line agencies
adequate flexibility to adapt to implementation conditions. An inter-agency
task force might explore specific systems development along the following
broad directions:

(a) strengthening long term planning (through the introduction of
uniform planning and appraisal system for large multi-year projects
and medium term sectoral programming);

(b) increasing the focus on policy planning and clarification of
priorities, as distinct from detailed planning and operational
mangement through selectively, policy support systems, delegation,
etc.;

(c) strengthening the analysis of recurrent expenditure and its
coordination with investment over the medium-term with a view to
improve productivity of expenditure regardless of whether it is
classified as capital or recurrent;

td) selective tracking and evaluation of key programs and development of
computerized project file and program monitoring systems;

(e) gradually delegating greater authority for budgeting and financial
management to the departments and regional governments, starting
with the more advanced;

(f) consolidating central funds for local functions into a single
channel to permit more coherent planning and budgeting;

Cg) improved the external auditing of local government finances and
replacing detailed procedures and multiple, but fragmented, pre-
expenditure contorls with more streamlined measures for post-
expenditure accountability; and

(h) improving government accounting systems.133/

Management Information, Monitoring and Evaluation Systems

8.83 The government's program to computerize data processing and
strengthen monitoring, evaluation and information systems in the public sector
is commendable and should be implemented expeditiously. However, there is a
need to improve coordination, and avoid duplication of reporting and

133/ The recommendations of the recently completed accountancy study, financed
under the first Polytechnic project, provided an important step towards
implementing a program for improving accounting systems, standards and
skills.
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exccessive centralization. To carry out this task, the National Group on
Automation (BAKOTAN) should be reactivated and strengthened.

8.84 Modern management inforrnation technology offers a great potential in
facilitating decentralization, communication and accountabilty for a large and
diverse country as Indonesia. Information technology can increase access to
data for heavily-burdened senior managers and the relatively isolated project
officers in the field. When combined with telecommunication technology,
largely in place in Indonesia, it could improve the communication capacity
between central and local administrators and facilitate further devolution of
development activities. The experience of the Ministry of Public Works and
its on-going program for moderninzing its information and monitoring systems
may provide a good basis for initiatng similar programs in other key
ministries. Priority agencies for such modernization may include BAPPENAS,
Bank Indonesia, and the Ministries of Finance, Education, Home Affairs,
Agriculture and Labor. They may form ministerial task forces to assess the
opportunities for the use of management information technology and the
training needs to manage and operate these systems. The National Group on
Automation should facilitate collaboration among these efforts and formulate a
policy framework for the acquisition and utilization of theses systems.

8.85 Improved management information, monitoring and evaluation systems
could contribute toward:

(a) improving between consultation, communication, and coordination
between BAPPENAS and other central guidance organizations;

(b) deepening the participation by implementing agencies in national and
regional planning and budgeting;

(c) improving policy analysis by monitoring the impact of specific
policies and programs on various performance indicators;

Cd) providing timely information on overall financial resources,
including early warning of major imbalances, facilitating revisions
in plans and budgets and helping to formulate borrowing strategies;

(e) decentralizing detailed planning, budgeting and financial management
to local governments and institutions, while improving account-
ability and performance evaluation; and

(f) monitoring implementation of key projects and programs and thus
optimizing on available resources and providing timely feedback to
program and project managers.
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(g) identifying systematic constraints to program implementation,
particularly in areas of procurement 13 nd acquisition, budgeting
procedures, and absorptive capacity.I

Policies Regulating Enterprise Management

8.86 Given stringent resource position its Indonesia can no longer afford
to provide subsidized financing to its public enterprises. Recent measures
aimd at relaxing financial sector controls and the Government's intention that
public enterprises should borrow at market rates (about 18% p.a. compared to
13% earlier), are expected to further strain the financial performance of
public enterprises. Based on present projections, public enterprise own
savings w7uld only finance about 20% of planned public enterprise invest-
ments.-35 A significant part of the adjustment process towards more diversi-
fied and competitive production structure and the capacity to finance ambi-
tious investment programs from internally generated funds depend on the extent
to which these enterprises can become more efficient and innovative.

8.87 There is a strong case for encouraging greater competition for both
public and private enterprises. Such an environment can foster greater
efficiency and entrepreneurship, and stimulate genuine demand for effective
management training. Reforms may be initiated in areas where problems are
most serious, such as the regulatory and administrative constraints to non-oil
exports. Measures contributing (directly or indirectly) to restricted entry
into production, including various licensing and registration requirements,
might be examined with a view towards abolishing all but those with demon-
strated positive affect on other national priorities. Various improvements in
the regulatory framework are now under consideration; these should constitute
an integral part of the Government's efforts to harness the financial and
entrepreneurial resources of the private sector and to economize on the
managerial resources of its public enterprises and regulating agencies.

8.88 The Government could play a key role in supporting private and
public enterprise management development. Deregulation does not necessarily
mean less Government direction or support but rather less distortion of market
signals (prices) and more relianc 6 ?n promotion, partnership and the develop-
ment of social overhead capital. 6 In this National planning should promote
a genuine deliberation between the public and private sectors and develop a
forum in which policy needs are identified and examined from several

134/ Bappenas' experience with national project monitoring system needs to be
reviewed to identify staffing, organizational and other constraints to
the effective utilization of this capability and to draw a plan for its
revitalization.

135/ See Country Economic Memorandum, 1984.

136/ For excellent examples, see Miyohei Shinohara, et al., The Japanese and
Korean Experiences in Managing Development, World Bank Staff Working
Papers No. 574, 1983.
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viewpoints. The national development plans (the Five-Year plans and annual
budgets) should emphasize consultations with the private sector and focus on
key policy issues. It would involve the private sector in the consensus
formation process and this enable private sector leaders to see their role in
a broad perspective and place industry-specific issues within a macro
framework. This would also help national planners to sharpen their vision of
the role of private enterprises in national development.

8.89 The recent reforms (June 1984) in the financial sector highlight the
fundamental problems and opportunities of managing in a more liberal financial
environment. The role of the state banks (both commercial and development)
will need to be significantly different from the past when they served
primarily as a conduit for chanelling surplus Government funds into the
economy; they will have to play an increasingly important role in mobilizing
domestic resources, in promoting efficient allocation of scarce funds to
productive investments, and in improving access of the rural areas and small
businesses to banking services. In this environment, management attitudes,
skills and support systems will be critical in achieving the intended benefits
of policy reforms. The administrative costs associated with the present
organizational structures, degree of centralization of loan approval, exces-
sive paperwork, administrative procedures, loan appraisal and supervision, and
unskilled staffing should be examined. A program may then be formulated to
reduce the administrative and intermediation costs of state banks.

8.90 An inter-ministerial task force may be established under the leader-
ship of the Ministry of Finance or the Coordinating Minister of Economy to
formulate a program of structural reforms and organizational development for
the public enterprises; the state banks may be covered under a separate task
force under Bank Indonesia's leadership. The objectives of such a program
should be to strengthen the principal government regulating agencies to
improve their policy frameworks and to help public enterprise managers to
improve corporate and financial planning and operational efficiency.
Specifically, the main elements of such a program might include:

(a) further upgrading to enable the pubic enterprise unit at the
Ministry of Finance to design, introduce, and support various
improvement programs in planning and financial management of public
enterprises. In particular, more experienced and competent public
enterprise managers should be recruited or rotated through this
unit;

(b) introduce, on a pilot basis, various mechanisms to improve
government communication with public enterprises. One promising
mechanism might be to conduct joing Performance Improvement Program
(POP) workshops to be followed by "process consultation" to deal
with those factors identified as constraining efficient
performance. Another is to clarify the objectives and performance
criteria by which public enterprises are judged; this might include
the development of performance indicators, and "contract plans," and
the improvement of financial data reporting at the Ministry of
Finance, the technical ministry and the enterprise;
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(c) to improve investment planning and financial management by the large
public enterprises in the context of overaLl corporate planning.
This would ensure that projects, particularly those requiring
commercial bank financing, are economically and financially viable
at market rates of interest;

(d) examine the possibility of establishing a public enterprise
(Perseso) to provide management advisory services to public
enterprises, staffed by selected senior managers on secondment as
part of an acceLerated managment development program;

(e) review the financial and technical supervision by the Ministry of
Finance and the supervisory (technical) ministry of enterprises;
review the role of the board of commissioners and their relationship
to the executive directors. The translation by these agencies of
government policies into practice needs further clarification;

(f) review personnel poLicies of public enterprise managers and
commissioners concerning selection, transfer, and compensation, with
a view towards rewarding excellence in management.

C. Managing the ImpLementation Process

8.91 The total set of interventions proposed is wide ranging and complex,
and calls for vital inputs from a variety of sources. Therefore, managing the
further design and implementation of the long-term program will require care-
ful planning and phasing, taking account of the interrelationships among the
four main elements. Early actions should lay the foundation for longer term
measures by building widespread commitment, establishing forums for dialogue,
mobilizing resources, and accumulating relevant experience through pilot
efforts. Thiese early interventions should secure the climate for sustainable
change and generate a broad concensus for the more difficult subsequent
reforms. As implementation proceeds and innovations are tested, it will be
possible to involve a larger number of institutions and reach out to the less
developed regions and less organized sectors. Implementation progress should
be regularly reviewed and policies and programs adapted and reshaped as deemed
appropriate. The following are some broad guidelines for organizing the
implementation of the proposed strategy (see Chapter 8, Section C, para.
8.91).

(a) Administrative coordination of all the relevant agencies by a single
"super agency" is neither necessary nor feasible. Rather, coordina-
tion should be achieved through joint planning of policies and
actions, and monitoring of progress. The early establishment of a
National Advisory Forum on public administration development and the
quality and style of its leadership will determine the effective-
ness. Similarly, professional and business forums should
participate in shaping those aspects of the strategy concerning
enterprise management. Given the large number of institutions
involved here, strong commitment and incentives, coordination in the
use of scarce resources, and frequent comhunication among all
concerned organizations will be important. "Working teams" or "task
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forces" may be formed to provide a flexible organizational means to
address organizational development programs at the central agencies
and line ministries while inter-ministerial task forces would
address the external environment.

(b) Adequate local coLlaboration and decentralization will be impera-
tive. Education and training institutions in the public and private
sectors should seek common solutions to common problems whenever
possible and economize on the use of scarce resources through mutual
collaboration. Administrative and financial support for institu-
tional cooperation should be deliberately created to ensure the
viability of the new forums and consortia. Professional
associations should be encouraged to participate in the national
forums. Decentralization will be particularly important in
organizing training activities for the less organized sectors such
as small business, trade and cooperatives.

(c) The management of the proposed support programs, such as overseas
training, will require considerable administrative coordination,
responsibility for which should be pinpointed very early in the
action program. The recently established "national steering
committee on utilization of foreign and for overseas training" could
provide the necessary mechanism, provided it is adequately staffed
and strengthened and it is used primarily in promotional and
catalytic roles.

(d) All new or emerging institutions or programs, to be developed as
part of the strategy will need special attention in their formative
period to demonstrate success, to evaluate experience and to ensure
timely adaptation and replication.

(e) A quarterly review of progress may be necessary during implementa-
tion of the Action Plan. As long-term actions are initiated,
possibly at the end of the first two years, the review process
should thoroughly examine the achievements, failures, and gaps of
all ongoing efforts. In subsequent years, activities may be divided
into those which need quarterly review and those to be monitored
only annually. The progress of institutional development should be
assessed over reasonably longer periods, for example, at the end of
every five years. The review process, in other words, must be
tailored to fit the nature of the programs and institutions to be
monitored.

D. An Action Plan

To phase implementation, an action program has been identified com-
prising those measures or activities already proposed in the overall strategy
which can get underway immediately either because the issues they address lend
themselves to near term solution or because they represent prerequisite action
to other proposed long-term measures. The action program is estimated to
cover activities of the first two years of the long-term strategy and to cost
about $100 million (almost equally divided between training and technical
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assistance). A list of these measures is presented below; they are divided
into those concerning the public administration and those concerning public
and private enterprise management. (See Table 8.1).

For Public Administration

(a) Forums to Cuide and Promote Administrative Development

(i) Set up a National Advisory Forum on Public Administration
Development to formulate promotional policies and activities
and advise the Ministry of Administrative Reform on civil
service management improvements (paras. 8.11-8.13).

(ii) Set up inter-agency working teams or task forces for proposed
national support programs and policy studies, and intra-agency
task forces for organizational improvement programs at the
central guidance agencies, selected ministries and local
governments (paras. 8.17-8.20).

(iii) Initiate a public campaign to promote and reward excellence in
managerial performance and management activities (para. 8.21).

(iv) Mobilize public resources and foreign aid to promote management
development in areas of highest national priority (para. 8.22).

(b) Assistance for Public Management Development Institutions

Ci) Assist public administration faculties at a few selected state
universities to unify their staff under one faculty, develop
curricula and teaching methodology and improve staff
incentives, with a view toward subsequent wider replication
(paras. 8.25-8.33).

(ii) Upgrade LAN's senior management (SESPA) program and its
consultancy and research capabilities based on an agreed
organizational development strategy (paras. 8.37-8.39).

(iii) Establish full-time positions and career ladders for qualified
management trainers at the departmental training centers
(PUSDIKLATs); assist selected centers (at Ministries of
Finance, Home Affairs and Education) to start an overall
management development program and, whenever possible, link
this to the overall organizational development program and
sector strategy of the ministry (para. 8.40).

(iv) Establish a pilot regional training center (perhaps at
Yogyakarta) that would integrate all local training programs
for provincial staff and field-level central staff of a
selected region; strengthen the advisory and software
development roLe of Home Affair's training center to serve the
needs of this and future regional centers (paras. 8.41-8.42).
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TAble 8.1:- THE ACTION PLAN

For public aduinistration For enterprise management

1. Forum to Guide AdminLisetrative Development 1. Forum to Promote Enterprise Management Develop-
(a) Set up Natinal ADvisory Forum on Public ment

Administration Development. (a) Assist existing but limited forums to
(b) Set up interagency task forces for policy evolve towards providing policy advisory

studies; and intraagency gask forces for inputs to goveranent on enterprise manage-
organizational development programs. sent development (e.g., Permarin).

(c) Initiate public campaign to promote
managerial excellence.

(d) Mobilize public and foreign aid resources.

2. Assistance for Public Management Development 2 Assistance for Enterprise Management Develop-
lnstitutions nent Institutions
(a) Upgrade LAN's SESPA and its consultancy (a) Consolidate faculties of management at

and research. selected state universities.
(b) Asslst selected public administration (b) Assaist promising private management educa-

faculties at state universities. tion Institutions, especlally outside
(c) Establish full-time positions and career Jakarta; some may evolve into national

for trainers; assist training centers at institutes of mangemoent.
Finance. Rome Affairs and Education. (c) Develop management training and consul-

(d) Establish one regional training center; tancy at LPP and four selected sectoral
assist Home Affairs' role in decentraliz- training centers.
ing local government training. (d' Study alternatives to meet management

development needs of small enterprises and
to develop a national supervisory training
program.

3. Support Programs tro Facilitate Public Mhnage- 3. Support Program to Facilitate Enterprise Mana-
-nt Development geeent Development
(a) Apply "'anagerial skill profile analysis" (a) Fund overseas training for management

to ministries and central guidance faculty at public and private universitles
agencies. and sectoral training centers.

(b) Initiate a senior executive development (b) Recruit and train selected retiring enter-
progran. prise managers to become trainers.

(c) Fund overseas training for public adminis- (c) Fund a national program for developlng
tratton faculty development. training materials and teaching method.

(d) Expand in-country foreign language (d) Support INKINDO to lnitiate development of
tralning programs, particularly in support local management consultancy firms;
of overseas training. consultancy at MOF for public enterprises.

(e) Fund a natinal program for developiug (e) Establish ntional fund and agenda for
training materials and teaching methods. management research.

(f) Initiate an in-country program for
developing senior executlves.

(g) Support a national management development
movement and study tours for business
leaders.

4. Policies to loprove Administrative Enviromuent 4. Policies to Improve Managerial Environment
(a) Improve civil service policies, starting (a) Improve corporation plannlng and control

with comepusation and development of systems governing public enterprise
managers. management.

(b) Accelerate decentralization measures. (b) Improve regulatory policies influencing
(c) Introduce medium-term Investment program- private business management development.

ming, starting with the more advanced (c) Accredit the graduate programs of private
ministries and public enterprises. management education institutes, exempt

(d) Strengthen the Natinal Group on them from taxes on imported books and
Automation. materials, facilitate access to student

loans, and allow for adequate experimen-
tation and autonomy to promote irwovatlon
and diversification.
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(c) Support Programs to Facilitate Public Management Development

(i) Organize and fund a national program for public administration
faculty development for state universities and departmental
training centers, starting in the first year with about 100
teachers and 100 trainers (para. 8.56-8.59).

(ii) Organize and fund a national program for developing training
materials and teaching methods that emphasize "action learning"
and the development of local cases; support for a few leading
public administration faculties to become national resource
centers for this program (paras. 8.60-8.62).

(iii) Expand in-country foreign language training programs, particu-
larly in support of overseas training.

(iv) Develop a program to systematically identify manageriaL skill
requirements (managerial skill profile analysis) starting with
the highest managerial positions at the central agencies and
ministries, in association with LAN (paras. 8.37-8.40).

(v) Initiate a senior executive development program for Echelon I
and upper Echelon II (who are not reached by existing SESPA);
this program may be organized by LAN, in collaboration with the
Defense Staff College and a reputed foreign public
administration school (para. 8.38).

(d) Policies to Improve the Management Environment

(i) Establish an inter-departmental working team under the
leadership of the Minister of Administrative Reform to
recommend civil service policy improvements, starting with
compensation for key categories of civil servants; proposed
reforms may be tested by select ministries and, as appropriate,
expanded to other agencies; technical assistance may be needed
to explore comparable experiences with reforms in neighboring
countries (paras. 8.75-8.78).

(ii) Establish an inter-departmental working team, perhaps under the
leadership of the Ministry of Finance or Home Affairs, to
formulate a national program for selective decentralization
(paras. 8.79-8.81).

(iii) Establish a national task force, under the leadership of the
Ministry of Finance or BAPPENAS, to examine further
simplification in annual budgetary cycle, and to introduce
medium-term investment programming at selected ministries and
their enterprises (para. 8.82).

(iv) Strengthen the National Working Group on Automation of the
State Apparatus to enable it to formulate policies for
modernizing management information technology, starting with
the central guidance agencies (paras. 8.38-8.85).
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For Enterprise Management

(a) Forums to Guide and Promote Enterprise Management Development

(i) Assist existing professional and business forums to organize
promotional activities and advise the Ministry of Finance
(and/or Ministries of Administrative Reform, Education,
BAPPENAS) on policies to influence enterprise management devel-
opment and performance and generally, to promote communication
between business and government (paras. 8.14-8.16).

(ii) Through professional associations, the Chamber of Commerce,
and/or special task forces, sponsor a national management
development movement and mobilize private and public resources
and foreign aid to initiate and support high priority manage-
ment education and development activities (paras. 8.21-8.22).

(b) Assistance for Enterprise Management Development Institutions

(i) Consolidate faculties for management at selected stace
universities, with a view towards integrating all related
programs within a university under one faculty and reforming
their structures, policies and content (paras. 8.25-8.33).

(ii) Through a national program, assist the most promising private
management education institutions with a view that some of the
most promising ones may evolve into full-fledged National
Institutes of Management; assist the development ofnew private
institutes outside Jakarta (paras. 7.28-7.31, 8.32-8.33 and
8.48-8.54).

(iii) Develop the management program (training, consultancy) at the
agricultural public enterprise training center (LPP); study of
the management needs of public enterprises in other priority
sectors and use the LPP experience to formulate plans for other
sectoral training centers (paras. 8.44-8.45).

(iv) Study alternatives for meeting the entrepreneurial and manage-
ment development needs of small enterprises, including various
measures to improve the effectiveness of existing programs and
the invoLvement of non-government organizations. Also prepare
and introduce a nationaL supervisory training program (para.
8.47).

(c) Support Programs to Facilitate Enterprise Management Development

(i) Organize and fund overseas training for managemen. faculty with
a phased ccverage of selected state universities, private
institutes, and sectoral training cencers, starting with about
200 teachers and 100 trainers; develop mechanisms to provide
access to foreign-aided overseas training to private enter-
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prises, management education institutes and other NGOs (paras.
8.56-8.59).

(ii) Recruit and train suitable public enterprise managers who are
about to retire to become trainers at the sectoral training
centers (para. 8.58).

(iii) Organize and fund a national program for developing training
materials and teaching methods that are action-oriented and
locaLly adapted (paras. 8.60-8.62).

(iv) Support the national consulting association (INKINDO) in
formulating and initiating a national program to suppport local
management consultancy firms, possibly including training at
reputable international consulting firms, and improving public
policies for contracting and compensating management
consultants; build a management consultancy capability within
the Ministry of Finance for public enterprises (paras. 8.64-
8.65).

(v) Establish a national fund for promoting management research,
the initial agenda of which might be drawn up by a national
conference (paras. 8.66-8.68).

(vi) Initiate a national program for developing senior executives in
public and private enterprises, at some leading Indonesian
management education institutes in collaboration with a
reputable international business school; support
experimentation with a variety of educational and
organizational development methodologies such as "action
learning" and "Performance Improvement Programs" (PIP) at few
major public enterprises (para. 8.62).

(vii) Support the national management development movement through
public recognition and other incentives for managerial
excellence; support management development activities sponsored
by professional associations such as PERMANIN; organize and
fund study tours for about 200 senior managers and business
leaders from pubLic and private enterprises to observe
management systems and practices at some leading foreign
corporations with commercial interest in Indonesia (paras.
8.69-8.71).

(d) Policies to Improve the Managerial Environment

(i) Examine Goverment control systems of public enterprises. In
particular, measures should be taken to strengthen the roles of
the public enterprise units at the Ministry of Finance and at
the supervising ministries (according to decree number 3 of
1983); the setting of corporate objectives and the monitoring
and evaluating of corporate performance (multi-year corporate
and financial planning systems might be considered n the
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larger enterprises); and personnel policies, particularly
concerning selection, transfer, compensation and development of
managers and commissioners. The task force may focus first on
few priority sectors, perhaps industrial enterprises, financial
institutions and/or agricultural estates (paras. 8.68-8.90).

(ii) Review the regulatory policies governing private and public
enterprises. Priority areas for reform might be policies and
procedures which hinders exports, discourage private
investment, and inhibit competition in domestic and export
markets. The task force may start with severaL national
conferences involving policy makers and private business
leaders to identify those policies with major long-term impact
and options for reforms (paras. 8.87-8.89).

(iii) Accredit the graduate programs of private management education
institutes, exempt them from taxes on imported books and
teaching materials, facilitate access to student loans, and
allow for adequate experimentation and autonomy to promote
innovation and diversification.
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CHAPTER IX. TECHNICAL ASSISTANCE FOR MANAGEMENT DEVELOPMENT

A. A Review of Experience

9.01 Indonesia, in recent years, has implemented a significant number of
technical assistance (TA) activities in the contedt of its development
projects, assisted by a variety of foreign donors. Nearly 20% of World Bank
lending to Indonesia and more than half of Indonesia's remaining foreign aid
has been devoted to TA, including training. The recent pattern of TA has been
marked by a shift away from TA in engineering design and supervision, toward a
greater emphasis on institutional development, training, policy analysis, and
management support systems. While some very encouraging results have emerged
from the efforts (e.g., government departments have been able to execute
progressively more complex projects and many local consulting firms have been
strengthened cozciderably), the rapid growth in the number and complexity of
sectoral institutions, particularly in education, indicates a continued TA
need for management support systems. While some very encouraging results have
emerged from these efforts (e.g., government departments have been able to
execute progressively more complex projects and many local consulting firms
have been strengthened considerably), the rapid growth in the number and
complexity of sectoral institutions, particularly in education, indicates a
continued TA need for management and institutional development. Morever, as
aid agencies move from project to program financing, they will increasingly
focus on the management capacity of overall sectors, programs and
institutions. Moreover, these appears to be considerable scope for increasing
the effectiveness of future TA, and given the rising costs of foreign
consultants and the growing scarcity of foreign aid resources, there is a
pressing need to do so. A review of recent experience suggests a number of
fac tors which in the past have constrained the full maximization of TA
benefits in Indonesia.

9.02 A broad issue which relates to a basic theme of this report is the
lack of a sufficiently senior government forum for discussing policy and
systemic constraints to institutional development. Closely related is the
lack of a national mechanism for learning from previous institutional
development activities and for planning and managing technical assistance for
these activities. This study has drawn upon the insights of many trainers and
activities. This study has drawn upon the insights of many trainers and
technical assistance consultants who have seen the impact of their inputs
diminished substantially at the micro level due to environmental
constraints. Often, no single institution is in a position to address these
broader policy constraints. The institutional choice between trying to adapt
to environmental constraints or attacking these constraints directly is seldom
addressed. Instead, more institutional development efforts tend either to
underestimate or to ignore environmental constraints.

9.03 Among the most important of these environmental factors is the
excessive concern, both by aid donors and recipient agencies, with immediate
results, and their consequent failure to a take a sufficiently long term
perspective with TA. As a component of larager projects, TA is sometimes
neglected in favor of more immediate and tangible results in implementing the
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physical components. Even within the TA itself, the longer gestating aspects
of institution building and training are frequently consigned to a subordinate
position, as primary emphasis is given to designing and implementing the
physical facilities. The resulting projects are often prone to be overly
complex, and may even be beyond the preparation or implementing capability of
the recipient agencies. Moreover, the emphasis on immediate results often
leads to by-passing the weaknesses of implementing agencies by creating
special project management units or new institutions, or to rely mainly on
foreign consultants. Institutional development measures tend to be poorly
prepaed, and focussed primarily on ensuring adequate resources for
implementing the foreign-aided project, sometimes at the expense of the
overall management of the institution or the sector. These narrow
interventions tend to create isolated and temporary improvements. Under such
circumstances, TA activities have a strong tendency to become self-
perpetuating and to work against the basic objectives of self-reliance and
sustainability.

9.04 Institutional development projects sometimes lack the full support
of the management of the recipient organization, which may be manifested in
delays in appointing staff, reluctance to take actions already agreed on,
inadequate support for technical assistance consultants, or appointing less
able or disinterested counterparts. However, the underlying reasons may be
traced to the inadequate involvement of the beneficiary institution at an
earLy enough stage, poor design of technical assistance, and unrealistic
expectations or skepticism about the value of such assistance. The importance
of securing the commitment of the recipient agency to the overall objectives
and strategy of institutional development cannot be overemphasized.

9.05 Involving various levels of management in the diagnosis of institu-
tional weaknesses and the search for solutions deserves special attention.
Unfortunately, the belief that reorganization, improved management systems,
and other solutions can be introduced by outside consultants, with little
involvement of the users themselves, is common in many institutions in
Indonesia, and is reinforced by the pressures for immediate and tangible
results. The limited involvement of counterpart staff reduces not only the
chance for transferring knowledge, and for designing systems that are
compatible with socioculturaL processes and available resources and skills.
When involvement is limited to the technical staff, institutional development
interventions often lack an appreciation of the broader environmental and
policy conditions that would be necessary co sustain them. This has conse-
quences beyond the immediate success of a given set of institutional improve-
ments; in the long run, as tasks and environment change, it limits the
capacity of managers to solve future problems.

9.06 The overall management capability, particularly at the top, is a
critical determinant of an institution's capacity to effectively utilize TA.
The support of top management is particularly important where personalized
management styles and centralized control of resources give executives the
power to thwart or pursue any given effort. There are examples of institu-
tions which have received substantial assistance from several aid agencies but
with limited results, partly due to the lack of commitment by its leadership.
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9.07 The external policy environment has a significant impact on the
effectiveness of institutional development activities. Often trainees return
from overseas tours with advanced degrees and high expectations but, once back
on the job, their skills remain relatively untapped. This was especially true
in some university upgrading programs. Under a local government training
project (foreign aided) training of trainers was completed; however, these
scarce resources were idle for over a year, pending budgetary provisions of
positions and supplementary allowances. Under these arrangements, there is no
guarantee that trainers will be used once the project is completed. Similar
experience with a vocational training project resulted in recently trained
instructors being idle for more than two years; they became demoralized and
lost much of their new knowledge and skills as time passed without practice.

9.08 The administrative requirements of both the recipient and the donor
often work against effective utilization of TA. Within the recipient agen-
cies, there is usually only limited ability to pLan for, manage and coordinate
TA. Selection criteria for choosing consulants often emphasize technical
competence, almost to the exclusion of communication skills, cross-cultural
sensitivity and understanding of feasible parameters within a given
political/social context. Few, if any, criteria are established to evaluate
the TA and there is thus little overall accountability for the success or
failure of the venture. Within aid agencies, there are often standardized
procedures across countries and centralized decision making, both of which
contribute to excessive rigidity in TA projects. Moreover, there is seldom
much coordination of TA activities between aid agencies working in the same
field, thus compounding the problems of coordination within the recipient
agency. The large number of aid agencies operating in Indonesia, and the
complexity of institutional arrangements give this issue special significance.

9.09 A fundamental constraint to management and institutional development
efforts is the frequent lack of cultural adaptation in most TA projects. Aid
agencies, given their bias in favor of immediate results, are not generally
disposed toward experimenting with different management models or techniques,
even though they might prove to be more suitable to local conditions. Such
technical assistance projects are unlikely to promote lasting institutional
development. Building on, rather than discarding, cultural strengths could
increase local support and involvement and thus contribute to better project
design in the long run.

9.10 Experience in transferring management and public administration
models to Indonspa suggest a strong bias towards tools that seemed
transferrable.-7 However, the availability of such tools and the promise to
provide quick self-contained improvements may have encouraged their misuse.

137/ William Siffin's penetrating assessment of "Two Decades of Public
Administration in Developing Countries" (in Education and Training for
Public Sector Management in Developing Countries, op. cit.), elaborates
this experience and links it to the evolution of the discipline of
development administration and the preoccupation of foreign aid with
narrow economic analysis of projects.
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Indonesia's cultural tendency towards formalism has further reduced the
utility of these tooLs, by limiting their impact to elaborate "rationaliza-
tions" of existing formal structures and codified behaviors. For example,
budgeting procedures led to tidy and authorized financial decisions but did
not substantially influence priority setting and financial performance.
Often, available Western managerial tools are used to "define" problems. The
more demanding tasks of understanding indigenous administrative processes and
selecting or developing appropriate technology to deal with them are bypassed.
Moreover, since Western management tools (particularly in public administra-
tion) are devised for relatively mature institutions, they have aimed more at
maintenance than development needs. While these may be appropriate for
marginal improvements of mature institutions, they are inadequate for
developing the responsiveness of evolving institutions. Reliance on Western
management techniques has also failed to take account of the indigenous
environmental and institutional contexts where such tools are applied. They
are thus generally unable to generate more effective managerial technology for
developmental change.

Strengthening TA for Institutional and Management Development

9.11 The role of technical assistance should be to strengthen the
managerial infrastructure and stimulate client organizations' capacity to
Learn and adapt over time. This would entail influencing the practices of
senior managers, building effective iiiformation systems, promoting close
linkages to client or user groups and capacity to anticipate and learn from
the environment. Real improvement in managerial systems requires a long term
perspective. For both donors and recipients this will mean according high
priority to deliberate efforts aimed at institution building and counterpart
training, the establishment of performance criteria to measure the
effectiveness of TA, and a realistic phasing of implementation. Successful
delivery of TA will be possible only when recipient's commitment is ensured
through clearly stated and feasible objectives, and collaboration in project
design and implementation. Often times, this will mean working through
existing local institutions rather than creating special project agencies.

9.12 Whenever possible, TA for .nanagement and institutional development
should be associated with local training institutions and consulting firms.
This will require assessing various TA tasks and their skill requirements to
determine appropriate local counterparts/collaborations. In fact, TA
activities could provide an excellent vehicle for developing local management
consultant firms, through learning by doing approach.

9.13 Foreign assistance for institutional development should be extended,
as appropriate, to promising NCOs and private sector organizations. In
various fields, private sector option should be considered carefully as they
might be less costly, more responsive to users, more dynamic, and perhaps most
importantly, less demanding on the already overburdened public
administration. Often, this assistance may complement other TA efforts
directed at public institutions.

9.14 The selection criteria for consultants for TA projects should
reflect all relevant considerations, not just technical competence. Once
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chosen, consultants should be briefed extensively on local conditions and
given specific training assignments which should be reviewed periodicaLly.

9.15 The government might consider means to strengthen its own ability to
assess TA needs and to monitor TA once underway. Unfortunately, this is
somewhat of a circular problem, since weak management capacity is what
necessitates TA in the first place. However, heightened awareness of the
problem, and gradual strengthening of the central government's management
capabilities should improve its capacity to maximize the benefits from TA. As
an initial step, line agencies might be involved in outlining a program for
institutional development over the next decade aimed at eventually reducing
their need for TA. An urgent task is to increase the capacity of central
planning agencies (particularly BAPPENAS, the Cabinent Secretariate and LAN)
to plan, coordinate and evaluate national TA activities and to formulate
policies and strategies for institutional development. Major donors' TA
programs might be reviewed in this context.

9.16 The degree of cultural adaptation and relevance in TA projects aimed
at management development will be a fundamental determinant of their success
in achieving Lasting organizational improvements. For example, in a group
oriented culture, like Indonesia, TA should address work teams and whole
organizations as targets for change, not just individual managers. Other
cultural traits which might be incorporated into effective management
techniques include, inter alia, the preservation of "face", the avodiance of
conflict and a strong desire for social harmony, and group oriented decision
making (see Chapter 2). Indonesia's dispositon toward group based action
could be complemented by encouraging participatory management techniques and
providing incentives for delegation and involvement at all staff levels.

9.17 Some examples may help to clarify the concept of cultural
adaptation. For example, the Delphi research method was recently tried in
Indonesia on the premise that it can build on group oriented decision making,
and broaden participation within the hierarchical structure, while avoiding
open conflicts. This technique improved the productivity of group
discussions, imposed discipline and time constraints on the consensus process,
and provj-gv a baLance between the need to produce change and to maintain
harmony.- Another example is the use of Organizational Development methods
(OD) to educate managers in "process" skills that are critical to overall
organizational performance in Indonesia. OD methods focus on increasing
organizational "openness", improving information sharing and feedback,
promoting horizontal cordination, and, in general, encouraging organizations
to become more performance oriented. OD methods may be more relevant to
Indonesia's management problems than many of the more easily imposed but less
relevant quantitative techniques.

9.18 The well know management technique of Quality Circle (QC),
associated with Japan's productivity and quality movement, illustrates another

138/ Bacon, Colin: Delohi Research Method: An Experimental Trial in
Indonesia, in European Management Journal, Vol. 1, No. 1, September 1982.
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successful adaptation that builds on supportive social conditions. Although
the technical basis for QC was developed almost 100 years ago by British and
American industriaL engineers, using statistical techniques for quality
control, Japan borrowed these techniques, simplified them and made them
available for group oriented problem solving at the production level. This
adaptation was disseminated through a mass movement. The widespread success
of the QC was facilitated by Japanese firms' use of extensive on-the-job
training. The average Japanese employee received approximately 500 days of
training in this first ten years of employment. Managers were also determined
to train these production level employees and then to delegate to them the
power to change the arganization of work to bring about productivity
improvements.

9.19 In summary, management and institutional development should be
viewed as an evoLutionar1 yocess, requiring continuous experimentation,
adaptation and learning.-3 The best clues for promising managerial
interventions, particularly those concerned with personnel, come from an
examination of culturaltraits. Management improvements and administrative
reforms require continuity of TA, within a Long-term and adaptive strategy.
In addition, Indonesian managers and educators should begin to identify and
develop their own "home-grown" management practices, which, if subjected to
continuous evaluation, could have a greater chance of success than externally
imposed Western models.

9.20 Aid agencies should actively support the search for culturally
adapted TA models, through field testing, experimentation and collaboration
with local consultants and research institutes. This also implies a relaxa-
'ion of donors' centralized decision making in favor of greater delegation to
field staff to respond to field situations. Thus, both the donor and the
implementing agency would undergo a learning experience. Implementation
targets and generation of project results should reflect the absorptive
capacity of local institutions.

Two Examples of Successful Technical Assistance

9.21 It would certainly be inaccurate to leave the impression that TA has
been uniformly ineffectual. There have been several cases of highly success-
ful TA in Indonesia which demonstrate that such problems can be overcome in
the context of regular development projects and which are worth studying for
repLication. Two of these, the Provincial Development Program (PDP) and
PUSRI, a public sector enterprise are described below.

9.22 The Provincial Development Program (PDP), begun by the Government
with the assistance of USAID, aims at strengthening provincial and district
agencies to enable them to prepare simple projects and coordinate multi-
sectoral activities. PDP funds small-scale projects which contribute directly
to the landless and rural poor. Experience in preparation and implementation

1391 As indicated in the synopsis of the Japanese experience Annex 2 to
Chapter 8. Also see Selauk Ozgediz, op. cit., pp. 65-76.
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of these pilot projects is used to identify training needs, and necessary
improvements in planning and designing future projects. PDP illustrates
technical assistance which is not based on predetermined management techniques
and solutions, but on creative problem solving and learning by doing. PDP
strategy has focussed explicitly on decentralized planning and implementation,
heavy involvement and commitment of Local staff, and experimentation with
small projects. The expansion of PDP has been gradual and characterized by
continuity in technical assistance, ongoing reassessment of program strategy
and objectives, careful training of counterpart staff, and financing comple-
mentary activities, such as training of local government staff.

9.23 A second example of successful TA is PUSRI, Indonesia's first public
sector fertilizer company, assisted by a series of World Bank projects. A
unique feature of PUSRI's development has been its personnel policies which
aimed at ensuring high quality, not only in top management, but at all staff
levels. TA was instrumental in designing and experimenting with such person-
nel policies and management systems. As a result, PUSRI has made extensive
use of on-the-job training techniques to build internal management and staff
capabilities at all levels and has provided a package of incentives, such as
promotion policies, competitive compensation and stability of tenure, to
motivate and retain staff. Cost centers and management information systems
have been employed in performance measurement.

9.24 PUSRI's experience also highlights the useful role of "twinning"
arrangements, namely linking up with an experienced foreign collaborator in
the same field as the recipient institution in this case in the USA. Under
this arrangement, TA was provided in a number of ways: PUSRI's managers
visited the collaborator's plant; specialists from the collaborating company
worked with PUSRI's staff, first as co-impLementors and later as advisors;
training was provided through formal and informal channels; and visits to the
collaborator's facilities and other on-the-job experience offered a "hands-on"
learning experience for PUSRI's employees.

9.25 There are a number of other successful TA experiences in speciaLized
management and institutional development projects. One notable exampLe is the
successful institutionalization of the National Planning program course (PPN)
which was the result of a decade of collaboration among the University of
Indonesia's economic institute (LPEM), the Economic Development Institute of
the World Bank, and the Ford Foundation. Another is the assistance of several
foundations to LPPM. A third is the joint effdrt combining consultancy,
research and training by the Institute of Local Government of the University
of Birmingham, the Department of Finance and Home Affairs, Bappenas and
University of Indonesia (LPEM) on issues of central-local government financial
relations, and training in regional finance. Local government training and
professional resource development/in-country management training projects,
with USAID assistance, have focussed on improving the effectiveness of
ministry-based management training, and have emphasized new concepts of
training, and the development of local case materials and a core team of
trainers. More recent efforts have begun to use ministry experience as a
source of case materials and to encourage trainees to apply course concepts in
solving specific problems. These latter efforts are at an early stage of
development and further successful implementation will require further inte-
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gration of training with other organizational development/process consultation
activities. In addition, there are some ongoing management development pro-
grams at a few Large enterprises, mostly under joint ventures, and at some of
the state banks which are also worth studying for replication.

B. Potential Areas for Assistance

9.26 In general, aid agencies can support national efforts to develop
management systems and skills through: (i) dialogue with and technical
assistance to the various national forums and task forces on overall national
policies, strategies and,systems which influence the deveLopment and perform-
ance of public and private institutions; (ii) overall assistance to depart-
mental and sectoral training centers, LAN and institutes/faculties of manage-
ment and public administration, and to other resource institutions to provide
the learning experiences, consultancy services and research (local adaptation)
necessary to support management development activities in various organiza-
tions and to prepare future managers; this assistance may be carried out under
specialized management development projects; (iii) assistance to task forces
within ministries, core agencies, and Large public enterprises in formulating
their own comprehensive organizational development/performance improvement
programs and then in implementing them; this assistance may take the form of
process consultation; and (iv) addressing management improvement needs in the
context of development projects and sectoral needs.

9.27 The strategy for developing management education and training
presented in Chapter 8 points to a number of areas in which aid agencies could
provide valuable assistance. Four potential areas are discussed below.

9.28 Assistance for Study Tours and Faculty Development. Study tours
abroad by senior government officials, businessmen and university and public
sector training faculty have been identified as an important source of
management training. However, the selection of the most suitable tour,
ensuring the competence of the foreign institution and the relevance of the
training program, may be difficult in the absence of external advice. Donor
agencies may assist in identifying appropriate institutions and organizations
to visit, arranging suitable study programs, disseminating the findings of
such tours to concerned domestic audiences, and developing twinning
arrangements.

9.29 Specialized Consultance Services. TA might be used to promote local
management consulting capabilities, which are extremely underdeveloped at
present. Priority areas for assistance might include: advisory services to
the National Forums for Management Development, surveys of training needs and
skills analysis and feasibility studies for new institutions. More
specialized services would be required to set up new libraries, audio-visual
facilities and computer systems in national training centers and universities.

9.30 Institutional Development. The emerging private management
education institutes and upgrading activities aimed at universities and
government training centers would benefit from technical assistance from donor
agencies, particularly in selecting foreign collaborators, faculty
development, design of training materials and curricula, and physical
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facilities. Assistance to departmental and sectoral training centers should
be increasingly linked to overall sectoral and organizational development
strategies and to improvements in personnel management systems and policies.
Forms of assistance may thus be expanded to include processess consultation
that would link overall institutional/sectoral strategies to organizational
development and then to improved management process.

9.31 Long-Term Advice. There are many areas in which Indonesia could
benefit from foreign advisory services for some time to come. In the areas of
administrative reform and developing management education and training
institutions, Indonesia will require advisory services for the next decade.
Similarly, in building up a national management movement and strengthening
management associations, in-service training centers, consulting
organizations, etc., long-term advisors (for two or more years) will be
needed. Long term consultants would be expected to stress counterpart
training, thus enabling institutions to become self-reliant as fast as
possible.

9.32 Short-term and long-term assistance are often interrelated, and can
thus be mutually reinforcing. Opportunities for long-term associations often
follow in the wake of short-term interventions. Study tours abroad, overseas
training, or in-country training programs by foreign institutions can all lead
to longer-term collaboration between foreign and Indonesian institutions. Aid
agencies therefore should recognize that necessary longer-term support may
eventuate from initial short-term intervention.

9.33 There are a number of countries, both developed and developing, and
several international agencies whose experience in management development is
relevant to Indonesia. Members of the National Councils for Management
Development and leading educators, with the assistance of donor agencies,
might survey and evaluate the various capabilities of countries, agencies, and
educational institutions. Donor agencies will clearly have a vested interest
in projects which tap their own resources. Concerned Indonesian managers must
therefore familiarize themselves with the wide spectrum of services available
so that informed choices can be be made. The brief sketch of donor
capabilities given in Annex 1 to this Chapter is intended only to start this
process by outLining the diversity and rich experience available. Individual
aid agencies will have a great deal to add on their own country and
institutional capabilities.

C. Conclusions for Technical Cooperation

9.34 It is important to build on wealth of experience the Government of
Indonesia and donor agencies have accumulated in technical cooperation for
institutional development and training. Each donor should thus assess its
comparative advantage in planning its future contribution.

9.35 In TA for institutional and management development, it is important
to adopt a collaborative learning approach which permits adaptation in the
light of experience. TA should go beyond the transfer of specific tools and
"solutions", towards a better definition of institutional problems (and their
environmental sources) and specifically tailoring tools, policies and systems
to deal with them.
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9.36 There is a need for donor agencies to take a long-term veiw of
project related training needs to institutionalize successful training
approaches by building Linkages with local training institutions. With
numerous aid agencies involved in management education and training, there is
also a need for improved coordination; the strategy proposed in this report
might provide a framework for such cooridnatio.

9.37 The transfer or adaptation of management concepts, skills and
practices must be based on sound understanding of the socio-cultural setting
of Indonesia. It should build on cultural strengths. The acative
participation of Indonesians is essential to facilitate this process.

9.38 In implementing the proposed strategy for management development,
Aid agencies may wish to distinguish between immediate and long-term
assistance.

Immediate assistance might include:

(a) Short term advisory services to the proposed National Forum for
Public Management Development, to existing professional
associations, to the task forces on institutional deveLopment in
selected ministries and to interministeriaL task forces on selected
poLicy reforms;

(b) Study tours and short term training overseas, especially for senior
management;

(c) Organization of short term senior management seminars in Indonesia
and abroad;

(d) Short term training of trainers programs for government, industry
and priority sectors;

(e) Language training for studying abroad; and

(f) Detailed assessment of training needs in government and industry for
specific sectors and for selected management development institu-
tions.

Long term assistance may include:

(a) Long-term assistance for policy and systemic reforms;

(b) Development of Indonesian faculty through study tours abroad, using
visiting professors as substitutes during training;

(c) Institution-building: twinning arrangements, consortia, and support
for faculties of management and public administreation and possible
new institutes.

(d) Development of training materials and aids;
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(e) Joint research projects with particular focus on the effective
transfer of certain managerial technologies;

Cf) Development of local management consultancy and assistance to
business and professional associations to promote local and national
management movements; and

(g) Assistance in building phvsical infrastructure: libraries and
communication facilities at existing universities, and facilities
for the emerging Institutes of Management and regional training
centers.

(h) Addressing management improvement needs in the context of all
project and sector lending operations.

9.39 Donor agencies may wish to phase their participation by focusing on
areas of immediate relevance and then move into long term assistance. For
example, pilot or experimental projects may be used to test out new training
methods or incentives and thus learn from experience on the ground.

9.40 Some of the major inter-related activities could be packaged into
few large projects for foreign assistance. A project for public enterprise
mangement improvement (estimated cost: $50 million) might include
establishing management development programs and management audits at selected
enterprises, improving corporate planning systems, instituting organizational
development performance improvement programs and provision of "process con-
sultancy" services, and developing the public enterprise units at the Ministry
of Finance, and the supervisory ministries, possibly combined with selective
financial restructuring programs. A technical assistance project for Central
Covernment management development ($30-40 million) might include assistance to
organizational development programs at selected ministries and centraL
guidance agencies, comprehensive assistance to LAN, in-country and overseas
training of a critical mass of senior public managers, various studies to
improve public policies in areas influencing the performance and development
of managers, and technical assistance to the National Forum on Public
Administration and the various inter- and intra-ministerial task forces
recommended. This project might also include the development of public
administration education at selected state universities. A separate project
may focus on local government administrative development activities ($20-30
million), including the proposed regional centers, decentralization systems,
key management systems of selected provincial and district administrations,
and support functions of the Ministry of Home Affairs. A management education
project ($50 million) might include the development of management faculties at
selected public universities, a financial assistance program for promising
private management institutes, and a general organizational and management
development program for the Ministry of Education. Apart from these, manage-
ment improvement activities could become an integral part of project and
sector lending programs of aid agencies.

9.41 The responsibility for management development basically rests with
the Government of Indonesia; however, donor agencies could play a complemen-
tary and facilitating role. In an informal way, they could share information
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and implementation experiences among themselves and develop mechanisms for
follow-up and periodic assessment of the strategy proposed in this report.

9.42 Multinational corporations operating in Indonesia may be mobilized
to contribute to the overseas study programs, to management education in
general, and industrial management, in particular. Several large corporations
have already expressed interest in such projects.

Update

9.43 Since this survey has been completed, the Government has taken
important measures to improve the regulatory environment for the private
sector, the supervision systems of the public enterprise sector, and the
policies and programs concerning civil service training and compensation.
Among these measures are: the Presidential Instruction No. 4 of 1985 to
simplify various regulatory policies concerning imports and exports, Decree
No. 3 of 1984 to improve supervision of state-owned enterprises, the .eforms
of private investment procedures and the Investment Coordination Board (BKPM),
the recent initiatives and reorientation of LAN, the creation of a marAagement
training center for public enterprises at the Ministry of Industry, the initi-
ation of a management training program for the administrators of the Ministry
of Education, the overall expansion of overseas training for managers, and the
recent improvements in the salaries of civil servants, including the inte-
gration of some in-kind payments into the basic salary structure.

9.44 Based on discussions on the draft of this report, the Government has
established its priority list of projects for management development and has
invited all the donor countries and aid agencies tosupport its efforts in
implementing these projects (see table 9.1). This list is concerned with the
early phase of the proposed long-term strategy and will be adopted and updated
in light of the Government's own experience with implementation of these
projects and its continued dialogue with interested aid agencies.
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Table 9.1: PRIORITIES OF GO1 FOR MANAGEMENT DEVELOP'ENT

No. Subproject Objectives

1. Conduct a program to identify managerial skills - should be expanded to cover all gmaerial
needed In departmental and non-departmental Echelons and to develop need asseasmnt capabl-
agenciea. litles within the central department and non-

departmental agencies, as well as local
gOvermnent.

2. Conduct senior executive development programs - to Initiate pilot program targeted at senlor
In Indonesila. executivee In public and business mnagament,

using consortia from IIMA. AIM, INSUAD, etc.
- LAN to collaborate with otbhr reputed univer-

sities to delivery seminars for Echelons I and
II.

- programs to be conducted In Indonesta to reach
a large audience.

- can later be instituionalized into executive
staff colleges in Indonesia.

3. Overseas tralning for management teachers and - to accelerate anagemnt development by sanding
trainers, central and local government adminis- teachers/trainers for degree prograns, and for
trators, and senior enteprise managers, top managers to raise awareness about manage-
including the private sector. ment development ln their lnstitutlons and

enterprises.

4. Expand in-country foreign language training - tu enable sending partLcipants for overseas
programs. trallnng.

- to study and establish a new English language
center

- to strengthen existing language facilltles
- to study forelgn lanage needs otber than

EnglIsh
- to study language needs In the provinces.

5. LAN Institutional development - Institutional development should focus on
Components: building institutional management capaclty,
a. staff development staff development, library and teachlng
b. teaching materials materials, curricula development, and a capa-
c. research 6 consultancy city to service publlc management tralning and
d. library development traling of tralners for all mlnistries.
e. technical assistance. - lutroduce Senior executive development programs

(seminars) for Echelons I and II.

6. Creating full time positions for trainers in - to accelerate ezwsures to develop core staff
the central Government departments, and inten- trainers In central departments by creatlng
sive development of major Badan and PUS Diklats fulltlme functional positions, recruitment,
of Ministries of Home Affairs, Finance and Edu- trainlng of trainers, adequate Incentives and
cation, and perhaps Transport and Agriculture. career plannlng.

- establisheeat of organizational development
program lncluding manpower planning and
reeaerch capacity.

- curriculum development
- support services, Including informatin system

and library
- training of trainers
- technical a*slstance.

7. Intensive Institutiunal development of the - training staff development
sectoral training centers, covering agricul- - Improve Institutional management
tural enterprises (at LPP), lndustrial, banklng - materials and curriculum development
and cooperatives managment tralaing centers. - incentives to staff for pedagogical developmert

- consultlng and researcb capability development
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No. Subproject Objectives

8. Assist promising private management inetitute*; - asses& potential needs of existing promising
- aseist new private lnstitutes outside Jakarta lnstitutee end Identify now ones outside

Jakarta.
- to send faculty members abroad for degrees
- to lvite visiting professore to each with

local faculty
- to establish the lnfrastructure and facilities.

(one tlme expense)
- to cover annual operating costs, faculty

salaries and administratlon.

9. Intenslve development of selected manage_nt - to strengthen management faculties at uelected
facultles at univerltles, particularly at the universities ard lnstitutes. Thls Involves
major provincial cities. staff and program development to make these

universities/institutions develop as national
centers of excellence and mervices.

- Princtpal lnstitutlonal development programs
such as teaching materlals development. pedago-
gical research, correspondence courses and new
programs.

10. Tralaing of m_nagement consultant/trainers for - to provide outreach program for small-business
small scale busines, for state banks and indus- management development

trial extension program and taking appropriate - to Integrate management development conaldera-
pollcy measures to emply the trainees. tions lnto ongoing program of assistance to

small-enterprises.

11. Development of 6 to 7 regional management - satablistment of a basic organization and
training centers, perhaps starting with one at manageoent structure
Yogyakarta's Selaputda as a pilot, for Integra- - provlolou of full-tlme functional positlons for
ting sectoral administrative tralning progrmss trainlng staff
and tailorlng them to reglonal needs (integrat- - recruitment of additional staff
ing both regional and central government staff) - staff training and worIshops

- survey reginal needs of local Governmnts
- technlcal assistance

12. Set of Studies
a. on nmall enterprise management development - to formulate strategls to reach special target
b. on national supervisory training program groups
c on Improving corporate planning and control - to improve objective setting, accountability

system_ of public enterprises, and thelr and planning for publc enterprlses
supervising agencies. Including the - to support equity objectlves.
Ministry of Flnunce.


