





Ministry of Public Works
Republic of Indonesia

The Study on the
Integrated Regional
Development Plan
for the Northern Part
of Sumatra

Final Report

- JI@X LisrARY

I

083139141

2728 7

Vol. II
Main Report

March 1990

Japan International Cooperation Agency



21287 |

w4 7 u
74 A AFIR




_@._.

00

SO

North:

Comparison of Land Area: Sumatra and Japan

Sumatra

Sumatra (km2) Japan  tkm2)
Aceh 55,390 Hokkaido 83,517
North Sumatra 71,680 Honshu 231,012
West Sumatra 42,297 (Mainland)
Riau 94,562 Shikoku 18,800
Subtotal 263,929 Kyushu 42,129
Southern Sumatra 217,856 Okinawa 2,250
Total 481,785 Total 377,708
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I. INTRODUCTION

A. Background

LA The Study on the Integrated Regional Development Plan for the
Northern Part of Sumatra (hereafter referred to as "the Study") was
first identified in 1984 as a project under cooperation between the
Government - of the Republic of Indonesia and the Government of Japan.
Subsequently in’ 1985, the Government of Indonesia requested the
Government of Japan to undertake the Study, and, in 1987, an agreement
was reached between the  Governments upon the implementation of the
Study. According to the agreement, the Study was proposed to be
undertaken by the Japan International Cooperation Agency {JICA) in
close cooperation with the Directorate General of Human Settlements
(DGCK), Ministry of Public Works and the other central and provincial
government agencies concerned. After the Scope of Work for the Study
was signed on 13 January 1988, JICA formed a study team (hereinafter
referred to as. "the Team") consisting of 16 experts (the number was
later raised to 18) and the Team commenced their work in March 1988 and
submitted the Final Report in March 1990.

2. The Study covers the northern part of Sumatra, namely, the
provinces of Aceh, North Sumatra, West Sumatra and Riau. This region
will also. be referred to as Northern Sumatra or, simply, the Region.
The four provinces have a combined area of 264,000 sguare kilometers
{(14% of the naticnal land), inhabited by a population of 19 million in
1985 (11%)..

B. Objectives of the Study
3. The objectives of the Study are summarized as follows:

{i}) to formulate an integrated regional development plan as part of
the National Development Plan for balanced soclo-economic and
physical development in the Region, by taking into full account
the on~going and completed development projects;

{i1) to delineate basic development scenarios with well-balanced
spatial and sectoral focus in accordance with the framework of
the regional plan above;

(iii) to identify priority projects and undertake their preparatory
studies; and

{iv) to strengthen the planning and coordinating capability of the
Provincial Planning Boards.

4. The integrated regional plan will encompass a time span of 29
vears (1988/89-2008/09) and it is expected to contribute to the
restructuring of the national economy with regard to its heavy
dependence on o©il and high concentration of economic activities in
Java. Since the Region has too vast an area to be covered evenly, the
Study will try to focus on high-priority projects with appropriate
spatial and sectoral balance, which will lead to harmonious regional
development.

C. Work Program
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5. The work program of the Study is shown in Figure 1. As is
seen, the entire period is divided into five stages, each of which has
a apecific target of administrative significance like "IGGI proposal"
and "budget for 1990." This program is a modified one, advancing the
selection of priority projects by seven months and expanding the period
of preparatory study of high-priority projects from 5 to 7 months.
These modifications were strongly requested by the Indonesian
government to facilitate the Indonesian govenment's process of Repelita

V preparation and agreed at the first workshop held in June 1988,
original {(as shown in the Scope of Work)

compared as follows:

The

and modified time frames are

Stage

Original Modified
I. Analysis of present 3/88-6/88 Analysis of present 3/88-6/88
situation and situation and
identification of identification of
development potentials development
potentials
II. Establishment of 6/88-11/88 Establishment of 6/88-9/88
development framework development
and strategies . framework and
strategies
IIX1. Preparation of 11/88-3/89 Preparation of 10/88-3/89
integrated regional : integrated regional
development plan development plan
and identificatien
of high-priority
projects (selection
of priority
projects 2/89)
IV, Identification of 5/89-9/89 Preparatory study 4/89-10/89
high-priority projects of high-priority
{selection of priocrity projects
proijects 9/89)
V. Preparatory study of 8/89-12/89 Finalization of 11/8%-1/90

high-priority projects

report

At the end of each stage, a workshop was held in Jakarta to discuss the
report drafted by the Team and give guidance for study implementation,
Maijor discussions were recorded in minutes {see BAppendix 2). A series
of mini-workshops were also held in the provinces to solicit local
opinions and comments. Incorporating those comments, the draft report
was then finalized for the formal submissicon to DGCK.

D. study Organization

G. The overall organizational framework to implement this Study
is shown in Figure 2, The Steering Committee consists of the Ministry
of Public Works, BAPPENAS, the Ministry of Home Affairs and four
BAPPEDA concerned. The Advisory Committee is set up by JICA to provide
the Team with appropriate advice on study implementation. The names of



participants in the Study are listed in Appendix 3. The Teawm has
worked closely with the Government Counterparts on a . day-to-day basis.
in addition, six Counterpart mémbers including three genior government
officials made a study trip to Japan for two to three weeks during the
Study pericd. ’ : :

Government Government
- of Indonesia : of Japan
! 1
Steering ‘ Advisory
Committee DGCK JICA Committee
:“.,‘,.,-\lxs\s.,‘~\-.,.,.‘...,...J.,..~‘.?
; Counterxparts The Team
- .
Rnssrtnaannsannhnnnafrainafruysqgnsnna SALLLE

Figure 2. Organizational Framework

E. Performance of the Study

7. Throughout the two-year period of the Study, continuous
policy dialogue was maintained between the two governments, which has
contributed to formulation broad consensus on the development
philosophy and reaching 4 I-principles to guide the Study. The idea is
that the outcome of the Study should be: {i) implementable; (ii)
internationally acceptable; (iii) integrated; and (iv) institutionally

capable. Brief explanations of the Study's performance are given
below.
8. Inplementable. In order to be implementable, the outcome of

the Study should be in accordance with the Government's priority and
budget, and timely submitted teo match the Government's operational
schedule. The Team's work was carried out along thig line as described
in the modified time schedule above. As a result, several projects
identified in the Study have already been taken up by respective donors
for implementation in 1989/90.

9, Internationally Acceptable, Since the identified projects
are so diversified in terms of their sectors and types and require so
much investment and expertise, majoxr donors should be reguested to
consider their assistance, Thus, the report should be prepared to be
internationally acceptable and convincing. The Team has visited major
donor's representatives in Indonesia and exchanged views on their
approach to development of the Region as well as the entire Indonesia.

10. Integrated, While very few successful experiénces exist in
the past, sectoral and spatial integration is the key of this Study to
maximize the efficiency of development of such a vast Region within a
limited financial resources, Through a systematic approach starting
from development goals, objectives and strategies based on
macroeconomic and spatial frameworks, the Team identified 11 Integrated
Development Programs (IDEPs), as a core of this Study. ‘

11. Institutionally Capable. Probably, one of the largest
reasons of failure in any type of past development would be lack of
institutional capability of the executing agencies. Though this is a
highly sensitive area for outsiders to tackle, the Team suggested



general management mechanism and technical cooperation to be followed
up, :

F. The Final Report :
12. - This Report, covering major findings and tall relevant
information obtained during the Stndy, is divided into the following
fire volumes: L

volume I Executlve Summary
This is a self-contained briefing of the Study results detailed
in Volumes Iir, IIT and IV.

Volume IT Maln Report

This Volume deacribes the main outputs of the Study, explaining
(i} the planning procedure; (ii) the development goals,
framéworks and strategies; (iii) the selection:- of priozity
projects; (iv) the Integrated Development Programs (IDEPs); and
{v) financial and institutional aspects relevant to project
implementatlon. Also included here is the admlnlstratlve outline
of the Study. £

Volume III Sectoral Analyses :
This Volume consists of detailed descr;ptlons of sectoral
analyses and their results.

Volume IV Priority Projects and Project Information
This Volume consista of (i} the Long List of the identified
projects; (ii) the project profiles; and (iii) the Guideline for
Study for some selected high priority projects. ‘

Volume V Land Use Maps
Land use maps of the Region (1é& leaves) complled from Landsat
images are included together in this wvolume.



II. THE REGION

A. Overview

13, Geography. The Region as defined in this Study consista of
four provinces: Aceh, North Sumatra, West Sumatra and Riau. It lies
in the western most part of Indonesia, extending about 1,200 km from
Banda Aceh (6°N) to the border of West Sumatra Province (3°3) crossing
‘the equator in West Sumatra and Riau. Geographically seen, the Region
consists of four distinct parts: the Barisan range running through the
Region like a spine, the vast alluvial plains on the eastern side of
the range, the narrow coastal strip along the western cpaSt, and the
two archipelagoes both on the west and east sides of the mainland.
Across the Malacca Straits, almost parallel to the island of Sumatra
lies the Malaysia Peninsular, whose southern end is punctuated by
Singapore. The Region mostly belongs to the equatorial, humid tropics,
and thus is characterized by high and constant temperature throughout
the year and heavy rainfall ‘ranging from 1,500 to 5,000 mm per year.
Since the Region is on an active fault and volcanic area, potential
earthquake risks should be taken into account in making designs of
important infrastructures.

14. Population. In 1988 the Region was inhabited by 20.0 million
population (11.4% of national total) on its 264,000 km? land {13.8% of
national land}. Its population density of 76 heads per km? was
slightly below the national average (91), but far below that of Java
{(800). Population growth over 1980-85 was more rapid than that of the
nation as a whole, reflecting a steady inflow of migrants from outside
(especially to Riau) and higher fertility rates. Urbanization is still
1imited 3in the Region as well as in Indonesia {the Region’s
urbanization rate was 23.3% in 1985, while the national figure was
26.2%) . Accordingly, the city system remains underdeveloped.
Monetheless, the Region has the largest city outside Java: Medan, the
capital city of North Sumatra. With a population of 1.8 million (about
one tenth of the Region'’s total), Medan is not only the capital of
North Sumatra but also the economic center of the whole Region.
Supplementing Medan's functions, Padang, the capital city of West
Sumatra, also serves the central part of Sumatra. Though it is much
smaller than Medan in population size (about 400,000), Padang's
importance to the Region is nonetheless great because the city is the
largest urban center on the western coast of Sumatra, which has
significant natual, as well as geographical, development potential
toward the 21st century.

15. Economy.  The Region, a wvast land of various physical
features and historical backgrounds, is far from uniform: strong
religious heritage in Aceh; Batak and Malay traditions in North
Sumatra; a unigue matrilineal society in West Sumatra; and frontier

spirit in Riau. Thelr diverse courses of development since
independence more or less reflect the diversity among the four
provinces both in cultural and economic terms. Internally diverse

though it is, the Region taken as a whole ococcupies rather a unique
position ir the nation. As Table 1 shows, the Region is feeding itself
sufficiently, keeping a respectable manufacturing base, and exporting
both ecil/gas and non-oil/gas commodities substantially. In fact the
Region has achieved self-sufficiency in riceé and its surplus (estimated
at 400,000 tons annually) is currently supplied to the other parts of
Indonesia, Manufacturing production is also active, particularly in
the eastern coastal zone from Aceh to North Sumatra. This zone



Table 1,  Northern Part of Sumaira in Indonesia
Tndex Aceh Notth West Riau Northern INDONESIA
o Sumatra  Sumatra Sumalra
1. Land area (kmz) 55,390 71,680 42,297 94,562 263,929 1,919,443
. (13.8) (100.0)

2. Population 3,225 10,104 3,839 2,821 19,989 174,825
{x1,000, 1988) (i14) (100.0)

3. Population growth 2.54 223 1.05 311 2.19 1.91
rate (%, 1988-93) --

4. GDP (with oil/gas) - 5,979 5,041 1,833 5,583 18,436 06,489
(Rp.billion, (19.H {100.0)
1986 current prices)

5. GDP per capita 1.95 0.54 0.49 2.12 0.97 0.57
(Rp. million)

6. GDP (without oil/gas) 1,873 4,839 1,833 1,427 9,972 82,302
(Rp.biltion, (12.1% (100.0)
1986 current prices) :

7. GDP per capita 0.61 0.51 0.49 0.54 0.53 0.49
(Rp. million)

8. Rice production 1,039 2,068 1422 366 4,895 39,727
(unhusked, 1,000 Mt, 1986) (12.3) (100.0)

9. Rice demand 721 2,246 892 618 4478 -
{unhusked, 1,000 Mt, 1986)

10. Totat wet farm land 324 518 224 179 1,245 7,600
(1,000 ha, 1986) (16.4) {100.0)

11. Estaic ' 339 1,133 247 601 2,410 8,891
{1,000 ha, 1986} 275 (100.0)

12. Manufacturing 11 89 il 24 135 1,635
employees (farge and (8.2) (100.0)
mediug, x1,000, 1985)

13. Commodity export (port
base, US$ million, 1987)

-Crude oil and 658 37 0 3,681 4,376 6,157

oil products _ (71.1) (100.0)

-Matural gas and 1,363 0 0 0 1,363 2,399

other gasses ' {56.8) (100.0)

-Non-oil/gas 90 1,275 180 280 1,825 8,580
21.3) (100.0)

Totat 2,111 1,312 180 3,961 7,564 17,136
(44.1) (100.0}

Sources: 1, Dalam Angka of each province

Team's ¢stimates

»

1983-1936

8. BPS, Statistical Year Book of Indoncsia 1987

9. Team's estimates

2,3
4, 5,6,7. Regional Income 1983-1986 of cach province; BPS, National Income of Indoncsia

10, ¥1.. BPS, Land Area by Utilization in Java {198¢) and Land Area by Utilization Quter Java

(1986)

12. Dalam Angka of each province; BPS, Econornic Census 1986
13. Compiled from BPS, Indonesia Foreign Trade Statistics; Exports 1987



actually forms the largest industrial base cutside Java. With regard
to export, the Region is a mighty national leader, accounting for 44%
of national total commodity expoxrt in 1987 -(71% of oil, 57% of natural
gas and 21% of other commodities originated from the Region). To this
adds export of services, one major form of which is tourism, where the

Region's contribution is now becoming significant, too.

16. GDP__.per . capita. The GDP figures in Table 1 reveal a
remarkable discrepancy between regional GDP including oil ‘and gas
(0oil/gas GDP) and regional GDP excluding oil and gas {non~oil/gas GDP}.
In terms of per capita GDP, the Region's figures are compared with
national figures as in Table 2. The high values of oil/gas GDP per
capita for Aceh and Riau are misleading, however, since those are
largely owing to the oil and natural gas production in the respective
provinces which does not contribute much to their welfare. When non-
oil/gas GDP per capita is compared, the four provinces are at almoat
the same level, slightly higher than the national average. This
regional average, however, conceals a wide discrepancy in the income
level within the Region. If the Region is divided into the eastern and
western sides, the western side is generally lagging behind the eastern
gide in its development. This is especially the case when several
islands along the western coast are concerned. There are also some
backward areas on and off the eastern ccast, particularly in Riau.

Table 2. GDP Per Capita (1986)

(Rp.million, current pricesg)

Aceh North Wast Riau Northern INDONESIA
Sumatra Sumatra Sumatra
Wwith oil/gas 1.95 0.54 0.49 2.12 0.97 0.57
Without oil/gas 0.61 0.51 0.49 0.54 0.53 0.49

Sources: Calculated from Regiopal Income 1983~1986 of each province,
BPS, National Income of Indonesia 1983-1986, and
BPS, Statdistical Year Book of Indonesia 1%87.

17. Infrastructure, Viewed nationally, the Region has
comparatively good, well-develcped systems of infrastructure. This is
especially the case with transportation. The Region has an artery road
network structured around the trans-Sumatra highway, two independent
railway systems (in North Sumatra and West Sumatra) and an extensive
route network of air transportation, for instance. Nevertheless, those
infrastructures still need substantial upgrading to support social and
economic activitles envisaged in the future.

B. The Region's Advantages

18. To summarize, the Regicon's position in Indonesia is one of
the intermediate, The Region definitely leads the country in some
aspects, but on the whole it is situated between Java, the most
advanced region, and the rest. With respect to development potential,
however, the Region ranks among the highest. The Region has a variety
of advantages when its develcopment is concerned:



(v)

{vi)

Abundant patural resourceg. The Region is endowed with a huge
area of underutilized land (e.g., unirrigated fields, convertible
forest, swamp; grass land), heavy rainfall, unexploited marine
resources, thick tropical rain forests, various mineral deposits
{e.g., oil and gas, tin, coal, limestone, rare metals) and so on.
The current level of their utilization is still low, leaving much
potential for future development.

Exnéztahlﬂmaammgditiéa. The Region is already the national top

exporter of oll, LNG, processed rubber and palm oil. In
addition, its exports of coffee, plywood, sawn timber, shrimp and
cement, for instance, are alsc substantial, Currently, these

export conmodities are mainly from the primary sectors, but more
manufactured goods should be sold overseas in the future as the
manufacturing sector gradually grows and consolidates in the
Region., Also, a wider range of primary commodities (e.g.,
vegetable, meat) will become exportable in the long run. In view
of the need for Indonesia to increase non-oil/gas ezxport while

_sustaining oil/gas export, the Region's contribution with this

respect must be considerable.

The laygest industrial base outside Java. The manufacturing
sector in the Region is still limited in its development, but
nonetheless the industrial base there is the largest one outside
Java. The zone stretching from Lhokseumawe in Aceh to Kisaran
and Tanjung Balai in North Sumatra is in fact emerging as an
advanced industrial area, whose center is Medan, The city’'s
importance is not confined to the area alone, since it must and
will serve the whole Region not only as the industrial center but
algo activities,

Relatively well-developed ipnfrastructure. Compared with the
eastern part of Indonesia, the Region has better systems of
infrastructure. - The trans-Sumatra highway runs through the
Region serving as a communication backbone whereas two railway
systems are in operation mainly to transport bulky cargoe (palm

"o0il and coal). Alsc the trans-Sumatra analog microwave system

has been completed for several years.

A variety of tourist attractions such as hLake Toba. Tourism is a
booming industry in many Asian countries, and Indonesia is no
exception. As the number of foreign tourists visiting the
country is socaring, tourism is given high priority in the
national development, The Region currently attracts 300,000
foreign visitors per year {out of one million nationally) mostly
from Malaysia, Singapore and the Netherlands. lLake Toba is a
well-~known, very popular destination, but many other places have
good potential to attract more tourists. Among them are Lake
Tawar in Aceh, Wias island in North Sumatra, the Minang Highlands
in West Sumatra, Batam and Bintan islands in Riau, just to name a
few. )

'z ! BA 3 oQ 0 o

LI It is a special asset being
close to Singapore and Malaysia, The two countries are good
markets for various commodities and services originated from the

_Region,‘which Singapore in particular serves as a transit base

for international exports. Alsc, the Malacca Straits are an
international navigation route to which several ports of the

Region have good accesa.
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What is the most advantageous with the Region is the fact that it
enjoys these favorable conditions as a set. No other region outside
Java is in such an advantageous position. :

¢. Provinces

19. As noted earlier, the Ffour provinces making up the Region
have very diverse characteristics. Following are descriptive summaries
of them,

1. Aceh

20. Three areas, Aceh Province can be divided_into three areas:
eastern coast, western coast, and central mountain area. The eastern
coast 1s characterized by a large chemical industrial zone around
Lhokseumawe. The area is also the province’s food basket, typified by a
atretch of irrigated paddy fields and tambak ponds for fish culture.
The western coast and the central mountain aréa, on the othex hand, are
generally lagging behind the east as clearly indicated by the lack of
an adequate road system there. Nonetheless, the western coast has
developed smallholder plantations of export Ccrops {oil palm, rubber,
patchouly, nutmeg, clove) and has good prospects for mineral resources,
while the central mountain area is the largest grower of arabica coffee
in Indonesia.

21. pualism. The provincial economy at present is one of the
dualistic economy, with the modern oil and LNG sector dominating over
and separated from the traditional productive sectors. Also dualistic
in spatial terms, the economy has seen a substantial number of job-
seeking migrants moving from the central and western parts to
Lhokseumawe and its surrounding areas. This has, on the one hand,
created a variety of urban problems in the destination, while on the
other depressing agricultural production in the origin with fewer male
population working their land.

22. Industry. Except for a smal)l number of modern
establishments, the industrial base of Aceh is still at an infant
stage. However, high-potential natural resources which can lead the
development of local industries are amply identified in the province:
the richest tropical forest resocurces in the Region, ccastal areas
suited for tambak fish culture, prospects for non-metallic as well as
metallic deposits, possibility of hydroelectric power plants, and so

Fod 3

Arsia

23. BProspects and. problems. One serious obstacle to the
province's development is its inadequate transport infrastructure. Lack
of good roads on the western coast and through the central mountain
area is especially disadvantagecus to the areas. Also, ports are
grossly insufficient beth in number and capacity. So far, natural gas
and o0il have been the leader of the Aceh economy in terms of GDP
expansion. They will keep their leading position for the fereseeable
future, but the egonomy's dualism must be covercome in the long run. In
view of the province's current economic structure, agriculture seems
the best candidate to take the lead., It is expected for agriculture to
increase its export earnings and provide raw materials teo agro-
industry, in addition to keep more-than-self-sufficient rice
preduction.

2. North Sumatra
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24, Three areas, North Sumatra accounts for about half of the
Region's total population. Its economy is active, with Medan, the
capital, being the economic center of the Region as well. Like Aceh,
this province can also be divided into three sub-provincial areas:
eastern coast, central mountain area and western coast. The eastern
coast has long seen a development of large-scale estate (rubber, oil
palm) on the fertile alluvial land since the Dutch colonial period. In
and around Medan, an array of industries have grown supplying the
northern part of Sumatra as well as North Sumatra Province with basic
manufactured goods. The central part is mountainous, but, unlike Aceh,
topography and soll allow cultivation on a wider scale, with some parts
specializing in intensive horticultural production mainly for export.
Lake Toba is a precious asset for this area, both as a tourist
attraction and as large reservoir of water resources. The western coast
is relatively backward lacking, among other thing, a basic system of
transport infrastructure.

25. Advantagea., With respect to infrastructure, however, North
Sumatra generally enjoys the best system in the Region., Its road
network is comparatively well-formulated, while a railway system is in
operation interconnecting major towns on the eastern coast. The Belawan
port, a major gateway in the Region, is linked to Medan by a newly
constructed toll road. Several major irrigation and drainage schemes
have been completed, while the hydroelectric power plants on Asahan and
other rivers are in full operation. Natural resources are not in short
supply, either: rich fishery resources in the Malacca Straits as well
as a potential tuna reserve in the western sea; the only man-made
forest established in the Region; a huge amount of natural water
reserved in Lake Toba to be used for irrigation, power generation and,
possibly, industrial production; to name a few.

26. Prospects as the center, As the leading sector of the
provincial economy, which is not endowed with oil or gas, agriculture
may keep its role for the moment. However, the province's manufacturing
base has a chance of a rapid. expansion by diversifying itself and
nurturing up- and down-stream industries. The province could become the
Region's industrial center in the next century. Medan, in particular,
with its stronger linkage to other parts of the Region, would serve as
the main service center equipped with adequate urban infrastructure.

3.  West Sumatra

27. Tradition. Traditionally, a West Sumatran boy was supposed
to outmigrate to some other part of the country, earning his living for
himself and remitting some money to people back home. This tradition
was rooted in the relative dearth of arable land in the province, where
smaliholders with less than one hectare still make up the majority of
agricultural population. The province, however, has long produced
surplus rice, thanks mainly to good volcanic soils and well developed
small-scale irrigation systems. With respect to other primary sectors
like fishery and forestry, their activity levels are relatively low.
However, the province accounts for the most of the fishing households
engaged in fresh water aguaculture in the Region.

28. Rich epnergy. Ccal mines at Ombilin represent a major energy
source in Indonesia. Prospects for other mineral resources, especially
geothermal energy, are bright. As an example of non-metallic resources
utilization, there is one cement factory in Indarung, the largest in
the country. With several lakes at high altitudes, the province has
good potential for hydroelectric generation. One on Lake Maninjau,
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first of such schemes, was completed in 1982 and is now in full
operation. : :

24, Locational problem, Despite those available resources, the
manufacturing sector is still small in size, and theixr utilization is
limited. One major disadvantage of the province with respect especially
to the export-oriented industxry. is its westward location. Indonesia's
trade partners are now mostly in the Pacific region, putting West
Sumatra into an inferior position to compete with other provinces which
have eastward access. Transport infrastructure is in relatively better
condition except for some road connection in the southern part and the
shipping service between the west coast islands and the mainland., The
province's scenic beauty can be a major tourist attraction in
Indonesia. However, tourism-related infrastructure has yet to be
developed to its full potential.

30. Prospects in. .agriculture. The province's comparative
advantage lies in its agricultural production in general and rice
production in particular. It will rewain the wajor supplier of rice to
Riau, Jambi and, to a lesser extent, North Sumatra. However,
government-controlled low ‘rice prices have worked as a  strong
disincentive, and crop diversification (rubber cocoa, coffee, etc.) is
taking place as a result, somewhat undermining the province's
conparative advantage, The province may rather become a producer of
agriculture and fishery inputs like seeds and fry, which can possibly
vield higher value added per hectare. Industrial development will be
slow, at best. The emphasis should be put on small rather than large
factories in order to prepare its manufacturing base for future
expansion.

4. Riau

31. Composition, Broadly, Riau consists of two distinct parts:
mainland with a very low population denaity and islands scattered off
the eastern shore with small but long settled communities. The mainland
Riau is characterized by its vast stretch of swamp and marsh land.
Without proper drainage and irrigation, such land cannot yield much
agricultural product. Hence, the province still imports some 40% of its
rice consumption £from other rice-surplus provinces, notably West
Sumatra. Instead, Riau’s agriculture is dominated by estate crops like
0il palm, coconut and rubber. Being already the ‘largest coconut
producer in the Region( and the second largest in the nation), the
province has recently taken a step further carrying out an experimental
scheme where hybrid coconuts are to be planted in tidal irrigation
areas., The mainland Riau also provides many settlement areas for
transmigrants. In part because of this active migration, the province
has recorded a high rate of population growth over recent years,

32, Island cleose to Singapore  The islands off the east coast,
in addition to their mineral and fishery resources, have a special kind
of asset of being close to Singapore and Malaysia. Fishery production
there is traditionally directed to those markets, while the industrial
zone on the Batam island and recreational projects on the Batam and
Bintan islands are more recent conceptions which try to make the most
of their locational advantage. Swamp areas as well as insular
settlements, however, suggest the magnitude of difficulty in
transportation over the province. Transportation means is virtually
nonexistent for many parts of Riau, except for the waterway.

33. 0il production. The provincial economy as a whole is - being
led by oil producticn, which accounts for more thanm half of the
national output and raizes the province's per capita GDP well above the
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national average. The oil sector aside, the economy largely remains one
of the rudimentary structure, yet its manufacturing output per capita
in 1985 was the highest in the Region, The province's manufacturing
base consists mainly of industries which process natural resources:
vetroleum refineries, palm o0il mills, sawmills and plywood factories,
an alumina plant, among others.

34, Future course.  Cil is one of the unrenewable resources and
cannot last forever. In the very long run, Riau must transform itself
into an economy where agriculture takes a definite lead. In this view,
the development of swamp areas through providing irrigation and
drainage merits a close examination. Transmigration schemes and nucleus
estate projects, coupled with the swamp irrigation/drainage and the
transport system development, can have a significant influence on the
province's future course foward a full-fledged economy.



IITI. PLANNING PROCEDURE

A. Needs for Integrated Approach

35. . This chapter's objective is tio outline the procedure of
preparing the Integrated Regional Development Plan for the northern
part of Sumatra. The remaining c¢hapters of this report will roughly
follow the procedure, describing each step's tasks and outcomes in
detail. Figure 3 schematically depicts the procedure. -

36. - The ultimate aim of this whole planning practice is the
identification of prioxity projects to be implemented in the Region
during the 20~yeax planning period in general and during Repelita V in
particular. To this end, this Study has adopted an approach which
combines the sectoral and the area approach to development. The hybrid
approach is to identify several sub-regions to focus on and prescribe
sectoral projects within the sub-region's particular setting as well as
the regional (or even national) perspective. In this way the
identified projects are at one time consistent with the broad framework
of the Region's development and meeting specific needs of local
population. The outcome of this apprcach is eleven programs which,
termed Integrated Development Program (IDEP), constitute the central
pillars of the Reglional Development Plan,

37. The reason why the Team advocates an integrated area
development approach to devising and implementing specific development
projects is as follows. The development of the vast Region, which is
comparative to Japan's entire territory, with limited financial
resources calls for the most effective planning of high priority
projects in various sectors with a proper sequence. However, under the
current administrative setup sectoral projects are administered by
respective sectoral agencies according to their own priority, and that
hence there is no guarantee of a locality having necessary projects in
a proper sequence in a well-coordinated and integrated manner. This
problem can badly undermine any efficiency-minded development effort.
What is needed therefore is a mechanism by which proijects of various
sectors are so coordinated that their timely combination will magnify
their impact significantly. The Team proposes the Integrated
Development Program (IDEP) to meet this need. The following sections
will respectively describe the steps in this planning procedure.

B. Goals, Objectives and Frameworks

38. The long-term development goals for the Region are first
clarified taking into account the national goals set forth in a series
of Repelita and other official documents. They are (i) growth, (ii}
equity and (iii) stability. More specific obijectives are then
identified to attain those general goals. After studying the Region's
present conditions and future potentials, the Team specifies five
objectives: (i) food base; (ii) export/tourism; (iii) industry base;
{iv) in-migration; and (v) economic linkage. Those objectives should
be achieved in the real world, and a likely course of the Region's
developwent is proijected in two forms of frameworks; one deals with a
set of macroeconomic indicators (GDP, population, investment, etc.) and
the other with spatial configuration of economic activities (urban
system, transportation system, distribution of production, etc.). The
two forms of frameworks serve as the concrete targets to aim at.

C., Strategy
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39. Given the goals, objectives and frameworks, strategy to:achieve
them are then formulated. . The master strategy is "growth with equity,™
that is, to develop the Region efficiently while paying due attention
to equity. This master strategy is interpreted into aspect-specific
five sub-strategies: {1} agriculture; {(ii) industry and mining; (iidi)

space; (iv) infrastructure, and (v} welfare. The above set of
strategies are then translated into the spatial and sectoral strategies
expressed in more specific terms. Since the spatial and sectoral

strategies are formulated within a broad ({(regional ot national)
perspective, they guarantee consistency in later selecting IDEP sites
and formulating sectoral projects. '

p. Development Areas

40. Sectoral projects must be identified not only according to
the sector's own strategy but also taking specific local conditions and
needs into full consideration. This Study has. adopted the IDEP
approach to fulfill this requirement. The vastnéss of the Region,
however, necessitates selecting some sub-regional areas for prospeactive
sites of IDEP planning and implementation. To carry out this
selection, the Region is first divided into 24 sub-regional areas
{termed development areas) to assess development potentials and
priority systematically. Those areas are then classified wery broadly
into three categories:

Category I Advanced areas
Category 11 Less advanced areas
Category IIX Remote islands

Each category's role in achieving the Region's development objectives
is then specified to provide basis for the selection of priority
development areas.

E. Priority Development Areas

41, Based on the spatial strategy, priority development areas are
chosen with respect to the following criteria: (i) potential for
efficiently achieving objectives; (ii} 13 strategic cities; (iii)
inter-area relation; and {iv) development model. The result is 15
development arecas given priority to become sites for IDEP.

F. Integrated Development Program (IDEP) Sites

42, The 15 development areas selected in the previous step are
prospective sites for IDEP. Before delineating the IDEP sites exactly,
however, the priority development areas are recrganized to sharpen each
IDEP's characteristics as much as possible. This reorganization
finally brings forth 11 sites for IDEP. An IDEP is then formulated for
each of the 11 sites according to its role to play in the Region's

long-term development. '

G. IDEP Proijects and Sectoral Projects

43, an TDEP actually consists of a set of projects (IDEP
projects). Given a specific IDEP site, IDEP projects are identified
which are necessary te¢ perform the site's role effectively and
efficiently. Basically, IDEP projects are thus more local needs-
oriented. In their identification, however, sectoral projects
formulated according to the sectoral strategy in a broad perspective
are constantly referred to, and both IDEP and sectoral projects are
modified if necessary to ensure their mutual consistency within the
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wider framework and the IDEP approach. Those sectoral projects which
are not located in any IDEP site are called outside IDEP projects.
Thus, "IDEP" i1s defined as group of sectorally integrated priority
projects in 11 strategically high development potential areas selected
in the Region to maximize "growth with equity" effects. Other high
priority projects, which are selected outside 11 IDEP areas in the
Region and integrated sectorally and spatially to maximize “growth with
equity” effects are defined as "outside IDEP projects.”™

44. ' In total, more than 400 prejects are identified in this
Study. They are classified according to the timing of implementation
{short~texrm projects to be initiated during Repelita V, middle-term
during Repelita VI, and long-term during Repeliita VII and VIII). fThis
classification or priority-setting is done by evaluating each project
with respect to a certain set of criteria. All the projects are listed
in the long list in Volume IV with their clagsification specified.



IV. DEVELOPMENT CONCEPT

A. National Development Policy
1. Review of Repelita I-IV (1969/70 1988/89)

45, Since Repelita I which started in 1969, Indonesia has adopted
three goals (the Trilogy) as the guideline for its development. They
are: equity, growth and stability. Although prioxity among the three
changed from time to time, they have been the most fundameéntal goals of
national development to guide the formulation of the subsequent
Repelita. While the first priority during Repelita I was “stability
with special emphasis onh rehabilitation of devastated. infrastructures
during the political crisis period® and during Repelita II it was
"growth with initiating construction of ‘major infrastructure”, the
pricrity order during Repelita IIX and IV was: {i) equlty, {ii) growth,
and (iii) stability.

46, During this 20-year period, national development policy
achieved a considerable success, attaining self-sufficiency in rice and
an average annual GDP growth rate of 4.8% in real terms during 1965-
1985, ‘This was the second highest among the ASEAN countries, only next
to Singapore. However, the steady softening of the international oil
market and the decline in the real prices of Indonesia's main primary
exports, starting in the early 1980s, produced negative terms of trade
effects to the Indonesian economy. The sharp appreciation of the
Japanese ven vig a vis the US dollar since 1986 has also contributed to
reduce export prices relative to import prices and raised the debt
burden of Indonesia.

47, In order to reduce its balance of payment deficit, the
Government introduced a series of economic stabilization program and
structural adjustments since 1983. They included budgetary cuts, tax
reforms, devaluations of the rupiah, promotion of non-cil/gas exports,
privatization, decentralization and deregulation in production,
investment, transportation and financial and banking sectors. The IGGI
supported these Government's policies and provided a large amount of
special assistance or policy-based lending in the forms of untied fast-
disbursing program and local currency lending for immediate balance of
payment support and local-cost financing for the budget. '

2. Goals of Repelita Vv (1989/90-1923/94) and Beyond

48, Repelita V represents the last 5-year period of the first 25-
year Long~Term Development starting in 1969. The primary task of this
closing phase is to accompiish the stryctural adjustment of the
Indonesian economy, a task which became evident after the sharp decline
in ©il prices in the early 1980s., This structural adjustment is a
prerequisite for further economic and social development envisaged for
the next Z5-year Long-Term Development, which will start in 1994/95.
The People's Consultative Assembly decided in March 1988 that Indonesia
was to enter its "take-off" process during Repelita VI, the first phase

of the second 25-year Long-Term Development.l/? Thus, Repelita V must

1 "By the end of the Repelita V a strong foundation must be built in order that
the Indonesian people can continue to grow and advance, so that in Repelita VI the
nation's development cam enter the take-off stage. This will accelerate development
by its own strength, leading to the realization of a 3just and prosperous society
founded on Pancasila.” Department of Information, Decrees of the People's Consultative
Assenbly of the Republic of Indonesia, March 1988, p.33.
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also serve as the strong springboaxd to accelerate the country's
economic growth into the sustainable “take-off" stage. The priority
order of the trilogy has remained intact in Repelita V, as (1) equity,
{(ii} growth, and (iil) stability,?

49, On 7 January 1989, President Soeharto submitted to parliament
a Draft Repelita V pPlan, which was approved and implemented from 1
April 1989. Two main targets in Repelita V are: (i) raising the living
standard, enlighten the mind and improve the well-being of the whole of
the people more evenly and equitably; and (ii) laying a solid
foundation of subseguent development stage,

50. Against these targets, the Plan expects 1.9% of the average
annual population growth rate and estimats the labor population wiil
increase by 11.9 million during the period of Repelita Vv, from 74.5
million in 1989/90 to 86.4 million in 1993/94. In order to give them
productive and remunerative employment, the Plan determines that the
average annual rate of economic growth should be 5%.

51, The Plan places priority on harmonious development of
agriculture ({self-sufficiency 4in food-stuff and increasing other
agricultural outputs for domestic demand and export} and industry
{producing export-oriented goods and absorbing manpower). By
increasing noen-oil/gas export, the debt-service-ratio will be reduced
from arcund 35% currently to under 25% by the final year of Repelita V.

52, In order to reach an average annual GDP growth rate of 5%, an
investment of around Rp.23% trillion (26.4% of the GDP) will be
required for the next 5-year period. Out of this total, about Rp.107
trillion {(126% increase from Rp.47.5 trillion for Repelita IV) or 45%
comes from state development budget, while about Rp.132 trillion or 55%
is expected to come from the business world and the public themselves.
The state budget and the sectoral planning in Repelita V is summarized
in Table 3. :

Table 3 Major Target of Repelita V (1989/90-93/94)

{i) State Budget "Rp. billion

Revenue Expenditure
Year 0il/gas Non Forelign Total Routine - Develop- Total
) ’ oil/gas Aid * ment

1988/90 1,B899%.7 17,350.1 11,325.1 36,174.9 23,445.0 13,129.8 36,1714.9
50/91 9,148.7 24,283.8 11,566.0 40,998.5 24,829.6 16,168.9 40,298.5
91/92 . . 9,705.% . - 25,150.6 12,644.8 47,501.3 26,591.96 20,909.7 47,501.2
92/93 .10,850.2 -30,516.2 12,195.0 53,661.4 27,914.4 25,687.0 53,661.4
93/94 11,779.2 37,130.2 12,687.0 51,596.4 29,5959.8 31,636.6 61,596.4

Total 49,483.17 130,430.9 60,417.9 240,332.5 1132,800.4 107,532.1 240,332.5

Source: Repelita V, Government of Indonesia, 7 January, 198%

2 The concept of economic “take-off," due originally to Rostow, has allowed
various interpretations. In fact if strictly applled his criteria to Indonesia, it
appears to have already accomplished its “"take-off." Rostow's original definition is
therefore irrelevant in the above context. One possible alternative way of specifying
the "take-off" point is to compare the GDP shares of agriculture and manufacturing.
When the two sectoral shares become equal and the manufacturing's share starts to
exceed the agriculture’s, an economy may be .sald to have accomplished its "take-off."
-The Team adopts this interpretation in this Report.

3 “"The. execution of development in Repelita V continues to be guided by the
Trilegy of Development with the emphasis on the equitable spread of development and
distribution of its fruits, which will lead to.the realization of social justice for
all the Indonesian people. This is to be attalned by a reasonably high rate of
economic” growth in. a state of healthy and dynamic national stability. These three
elements of the Trilogy of Pevelopment are interrelated and should continue to grow in
harmony, in an integrated way and mutually reinforcing.® Ibid.,p.31.



{ii) Sectoral Planning

Annual Growth Annual Growth  State Development Contribution

Sector Rate of GDP (%) Rate of Budget to GDP (%}
Employment (%} {Rp.Billion) © 1988 T 1993
Agriculture 3.6 2.0 y7,34316.18)  23.2. 21,6
Mining 0.4 1) 11,193{10.4%) 15.8  12.6
Industry 2.5 6.7 2,119(2.0%) 14.4 16,9
Construction 6.0 4.4 ) _ 2} 5,6 5.8
Commerce 6.0 4.5 1,429(1.3%) 15.9 16,7
Transportation 6.4 4.0 : ©20,512{19.1%) 5.7 6.0 .
and Communication

Others 6.1 1} 54,9323 (51.0%) 19.3 20,4
Total 5.0 3.0 107,530 {100%) 100.0  100.0
Notes: 1) Not available.

2) No flgures specified but distributed into other items.
3) Including 10,711(10.0%) for reglonal development and 16, QB1(15 8%) for
education/youth/culture.
Source: Repelita V, Government of Indonesia, 7 January 1989.

53. The state development budget for 1%89/90 {(first year of
Repelita V) amounts to Rp.36.5 trillion (about US$21.4 billion, if
converted by Rp.1,700 per US$1), calling on the nation to launch an
all-out straggle to raise tax revenues. This amount is 26% increase
over the previous year's budget, with a breakdown of declining by 11%
of the o0il/gas earning {(Rp.8 trillion) and of increasing by 34% of the
non-o0il/gas revenue (Rp.17 trillion). These targets arxe undoubtedly
abitious, but the economic performance of the country so far is
excellent, with (i)the successful macro- -economic structural changes and
deregulation measures undertaken by the Government in the recent years,
(ii)current favorable international prices of oil/gas, (iii)people's
enthusiasm for development and (iv)the political stability of the
resource-rich country. Reflecting these good performances, Mr.
Sumarin, the Minister of Finance was awarded as "The Minister of
Finance of the Year 1989" at the time of the IBRD/IMF Annual Meeting in
Washington, D.C., in September 1989, :

54. It is worthwhile to look at the Indohesian economy from
international peoint of view. As already well known, Asian economies,
particularly those of NIEs and ASEAN countries, have outperformed other
regions in the worxld. Those economies have achieved a rapid export-led
growth as the governments have shifted their development strategies
from import-substitution to export promotion coupled with encouraging
foreign direct investments. The bulk of exports from NIEs {over 90%)
are manufactured goods, while primary commodities and mineral/fuel
still comprise large shares in ASEARN's exports. It is almost certain
that the western rim of the Pacific Ocean consisting of East and
Southeast Asian countries would be one of the three global economic
povwers with the West European and North American Econcmic 2Zones around
the turn of the century, the period which this Study is aiming at.
Then, Indonesia, the fifth largest country in its population and 14th
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largest in its- land in the world with full varieties of natural
resources would play an important role as the south-western part of the
West Pacific EKconomic Zone.

B. The Region's Development Goals

55, The Trilogy represents the Region's long-term goals as well.
However, the current priority oxrder among the Trilogy -- (i) equity,
(1i) growth and (iii) stability -- does not need to apply uniformly to
all regions or sectors in Indonesia. Rather, in order to make the most
efficient use of the Region's comparative advantages, the Team
considers it appropriate to set the priority order for the Region as
(1) growth, (ii) equity and (iii) stability throughout the planning
period. Keedless to say, due attention should and will be paid to
equity and stability within the Region even though economic efficiency
is adopted as the main theme of its development. This modified order
of the Trilogy for the Reglon’s development goals was approved by the
Steering Committee during the Second Workshop held in Qctober 1988.
Thus, the goals for the Regilon's development assumed by the Team are as
follows:

(i) Economic. growth to lead the Indonesian economy to the "take-off"
after the end of Repelite V; ’

(11} Social eguity to ensure productive employment and remunerative
. income; and

{iii) Sustaipned stability from political, environmental and natural

resources points of view.
C. The Region's Development Objectives

56. In order to realize an average annual national growth rate of
5% during Repelita V, the Region should aim at 6% of the average annual
growth rate during the same period, to fully utilize its comparative
advantages in both resource-rich and strategic geographical conditions.
These -advantages should be exploited as quickly as possible to form
Region's development objectives as follows:

(i) To become a major foodstuff production base for domestic
consumption (local, Sumatra and Indonesia):

(i1} To remain a leading exporter/foreign exchange earner (oil and
gas, agricultural products, manufactured goods. tourism);

(iii) To establish an industrial base second largest in Indonesia;

(iv) To act as a major recipient of out-migrants from Java (via urban
growth and transmigration); and

(v) T¢ integrate the Region's potentials as a strong supporter of the
national development.

57. Alﬁhough implied in chjectives (i) to (iv) above, creating

more job opportunities! deserves a separate, explicit mention, since
concern about the guickly bulging labor force has got wvery serious

1 Internationally ESCAP considered that human resources development (HRD),
including employment and manpower development, science and technology and quallty of
1ife, as the ultimate development of successful socio-economic development and adopted
Jakarta Plan of Action on HRD in April 1988.
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lately to become one of the dominant issues in Repelita v. In fact
economically active population 1s projected to increase by 2.84%
annually during 1988 - 1993 adding about 2 million workers a yeaxr to
the already crowded labor pool. Even though outright unemployment
appears rare, underemployment is prevalent throughout the Region, and
the continuous entry of a mass of youth can only worsen the situation
unless some substantial effort is launched soon. It is thus our
principle to see that more employment be created as the Reglon attains
its general goals. :

58. The Team will alsc pay particular attention to gnxixnnman;,l
another important development issue.. The rich natural environment the
Region is endowed with 1s a valuable asset not to the Region alone but
also to the nation and even to the world. In oxder not to work
irreversible damage on the asset, the Team stregses two principles:
first, conserve to develop and, second, develop to conserve. That is,
proper effort of conservation is required with development projects
and, more positively, development projects aimed at the conservation
and enhancement of the natural environment should also be devised and
carried out. The principles are reflected in the identification of
projects as shown by a special column labeled "Environment
Considerations" in the long list and by several projects specifically
targeted at conserxvation.

D. Macroeconomic Framework

59. This Section provides 20-year projections {(1988-2008) of some
macroeconomic indicators. The projections are meant to form the
macroeconomic framework for the Region within which its 20-year
development (or, more specifically, individual projects} is planned.

1. Regional GDP

60. When calculating regional GDP for the four provinces, GDP
excluding oil and gas production (so-called non-oil/gas GDP) is more
relevant than GDP with oil and gas, because oil and gas revenues are
directly transferred to the central government and have little impact
on the provincial economies. Hence the Team chooses non-oil and gas
GDP as the main economic indicator. For the purpose of comparison,
however, GDP with 0il and gas is also projected.

61, Non-0il/gas GDP by sector 1s projected for each province
taking intoe consideration various factors like (i) past performance,
{ii) growth potential, (iii) BAPPENAS and BAPPERA projections for the
Repelita V period (1989/20-1993/94), and {(iv} the development strategy
adopted by this Study.

62, GDP with o0il and gas is based on the following assumptions
made by the Team about the oil/gas related growth rates in the Region:

(i) The natural gas mining sector: 4% (throughout 1988 - 2008)
(ii) The oil mining sector: 2.5% (1988 - 1998}, 3.0% (1998 ~ 2008)

(iii) The oil/gas related manufacturing sector: 7.0% (1988 =~ 1993y,
6.2% (1393 -~ 1998}, 4.3 % (1998 - 2008) ) '

{(iv) The oil/gas related service sector: 4.5% (1988 - 1953), 4.9%
{1993 - 1998), 6.2% (1998 - 2008)

1 Starting from the Ottawa Summit of the seven major developed countries in June

1988, a number of international conferences on environment have been held.
)
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63. Projections are summarized in Tables 4 and 5. Note that the
growth rate projections for 1988-93 slightly differ from the Repelita V
targets for 1989/90-93/94. This is explained as follows. Non-oil/gas
GDP is projected first for Indonesia, and then for the Region as a
whole to be broken down later into four provincial figures. There
exist some studies as to the national growth in the short run, but
their pictures are unanimously pessimistic.! Long-run projections, on
the other hand, are very scarce naturally because of the high
uncertainty prevailing in the international econony . ? Referring to
such existing studies, the Team has prepared its own projections on the
national non-oil/gas GDP growth, The growth rates for the Region are
then set at a level 0.8 to 1.0 percentage point higher than the
national rates, hereby conforming to our primary emphasis on economig
efficiency in the Region's development. The regional figures are then
broken  down into respective provincial sectoral growth rates
accordingly to the supposed growth pattern tabulated above,

64, . As noted earlier, the Team's projections have taken variocus
factors into consideration, one of which is BAPPENAS and BAPPEDA
projections for Repelita V. Table 6 lists their growth estimates along
with the Team's, which are reproduced here from Table 5. In general,
JICA Team gives a higher rate for agriculture and a lower one for other
sectors and total GDP. These discrepancies can be attributed to the
Team's intention to be as realistic as possible about the immediate
five~year period. The pessimistic tone in the many short-run
projections has undoubtedly wrought some effects. With regard to
agriculture, on the other hand, the Team is rather optimistic about the
four provinces' potential. According to our observation, there exist a
variety of latent opportunities in the agricultural sector which are
ready for immediate expleoitation ({(guality improvement, for instance).
Some might, perhaps justly, criticize those projections for being teco
optimistic. Acknowledging that this criticism might prove right, the
Team as planners. still likes to place the "necessity” of a growth of
this magnitude over its “plausibility." A planner's duty after all is
to prescribe a plan for achieving a set of targets that are chosen in
some way or other. in the Team's view, the Region needs to grow at
such a pace as prescribed to attain its long-term objectives stated at
the outset. The plan will be so designed as to materialize this
required growth.

2. Population

65. To estimate population as finely as possible, the planning
period is divided evenly into 5-year sub-periods instead of the usual
5-5- and 10-year sub-periods. Note also that projections were
originally made foxr 1%90, 1985, 2000, 2005 and 2010. The results were
then converted to the 1988-2008 series as is to be shown., National
population projections for 1990-2005 are given by BPS (Biro Pusat
Statistik). Provincial projections for 1990 are also given by BPS, but
used with some modifications. COther figures are projected with the
following set of assumptions:

1 See, for 1pstance, World Bank, Indonesia: Strategy for Ecopomic Recovery (World

Bank, 1987); Sarwar Hobohm, Indonesia to 1991 (The Ecconomist Intelligence Unit, 1987):
International Development Center of Japan, ‘Study for Formulatipng an Ecopnomic Aid Plan:
Indonesia (IDCJ, 1938). Their short-term (up to 1995) proijections are in the range of
2-4% annually.

2 A World Bank report projects non-oil/gas GDP growth at 4.5% for 1987-89 and 5,9%

for 1989-2000, See World Bank, Indonesia: Adjustment. Growth and_ Sustajinable
Development {(World Bank, 1988), Table 2.4.



Table 4. 0il/Gas GDP (1983 constant price)

Province Sector Oilxdas GDP __M___ Average Annwiat Growth Rate (%) . Share (%)

1588 1993 1958 2008 1988 1993 1998 J98A. 1988 1993 - 1998 2008
1993 1998 2008 2008

Acrch Agriculture 699 859 1,070 . 1662 £2 45 RS A4 115 13 112 1038
Mining 4,504 3,480 6,667 9,869 40 40 40 40 742 724 £9.3 64D
Marwfacturing 182 274 421 1,044 RS 9.0 9.5 94 J3.0 3.6 44 63 .
Oxlers 683 958 1375 2834 1.0 15 15 74 13 £2.7 144 18.4

GhP 6,068 7,570 9,533 15,408 4.5 4.7 4.9 4.8 100.0 100.0 100.0 100.0

North Agriculuse 1,438 1,792 2255 2,673 45 47 SO 48 337 337 288 218

Sumatra Mining 160 131 205 YR 25 25 30 27 kRS 2 16 1.6
Mamfactuing 666 979 1,541 3.9%6 3.0 25 100 94 156 113: 197 . 237
Cthers 2,000 2,702 31,825 8,850 62 12 88 77 469 478 48% 5238

GDP 4,264 5,653 7,825 16,834 5.8 6.7 8.0 7.0 100.0 100.0 500.0 100.0

Wess Az 490 625 817 1,396 5.0 55 55 54 321 3L3 305 276

Sumastra Mining 19 25 3% n 6.0 10 1.5 70 1.2 13 13 i5
Mumfsctedng . 165 231 32 Kith 7.0 15 9.0 81 108 116 124 155
Oxhers 854 1,116 1,494 2,804 335 50 &35 61 559 559 558 554

GDP 1,528 1,998 2,679 5,080 5.5 ¢80 6.6 6.2 $00.0 100.0 1600 100.0

Riou Agricubiire 347 430 557 1,056 k4 33 10 58 46 48 54 g
Mining 5,799 6,561 7,423 2,976 2.5 25 320 27 TS NS e 641
Mamufactuzing 442 a0 849 1,521 16 . 65 60 G4 59. M1 82 9.8
Ohers 850 1,147 1,506 2562 52 55 10 62 19 131 146 150

GDP 1,478 8,788 10,336 15,556 3.2 3.4 4.2 3.7 . 1600 100.0 100.0 100.D

Northern Agriculnre 2,974 3,706 4,699 7,826 45 4.9 52 50 154 155 155 143

Sumsira Mining 10,482 12,247 14,331 20,194 32 a2 35 33 542 5LE 412 382
Munufacturing 1,455 2,104 3,143 2,347 1.7 B4 59 84 7.5 88 103 139
Chers 4,427 5543 8,200 17,491 . 60 6.7 19 71 229 247 210 331

Gop 12,338 23,980 30,373 52 858 4.4 4.8 5.7 5.2 100.0 100.0 100.0 100.0

INDONESIA  Agricuhure 29,508 23,654 27,421 38,680 2.8 30 s 12 232 213 1.1 149 -
Mining 14,805 17,024 19,738 27,906 28 30 35 312 167 133 17 108
MarwFactaring 12,755 11,735 25270 54,337 6.8 7.3 B8O 75 14.4 150 176 210
Others 40,527 52,521 71,361 133,214 53 6.3 68 63 457 473 4986 533

_____GDP_ 88,600 110,934 (43,790 259,137 4.6 5.3 6.f 8.5 1000 100.0 100.0 100.9

Source: Team's estimates.

Table 5. Non-0il/Gas GDP (1983 constant price)

Province Seqior Non-QilfGes GDP (Rp. billion} Aversge Anneal Growth Rate (%) : Share (%)

1983 1963 1598 2008 1988~ 1993~ 1998 [%58- 1988 1993 1998 2008
1993 1998 2008 2008 .

Acch Agsiculture 699 859 1,070 1,662 42 4.5 4.5 44 4456 410 373 299
Mining 4 5 6 9 42 42 42 42 0.3 02 0.2 0.2
Menwlechring 132 2 421 1,044 35 99 95 91 118 131 14T 18R
Others 683 958 1,375 2,834 70 15 15 74 436 457 419 511

GDP 1,568 2,095 2,872 5,54% 6.0 6.5 6.8 6.5 100.0 100.0 100.0 100.0

North Agriculnue 1,438 1,792 2,255 3,673 4.5 47 50 48 351 328 27 223

Sumatra Mining 2 2 3 4 20 30 S50 37 00 00 00 00
Manufacturing 653 9549 1510 3,918 8.0 95 100 94 160 176 199 238
Oxhext 2,000 2,102 3,825 8,8%0 62 2 88 77 489 495 504 539

GDP 4,093 5,45% 7,593 16, 485 5.9 6.8 8.1 7.2 160.0 160,80 100,0 100.8

West Agriculure 490 625 817 1,396 50 55 35 54 324 313 305 276

Sumatra Mining 9 25 36 bl 60 70 R3 70 12 13 13 1.5
Meawfacturing i65 231 332 787 7.0 75 20 8.1 108 116 124 155
Others 854 1,116 1,494 2,804 5.5 6.0 65 6.1 555 559 558 554

GDP 1,528 1,998 2,678 5,060 5.5 6,0 6.6 6.2 100.0 100.0 100.0 100.0

Riau Agriculture 347 430 551 1,096 44 53 10 59 281 210 265 2579
Mining 99 123 154 250 4.5 45 50 47 8.0 .7 7.3 5.9
Menufacturing 106 149 213 554 1.0 15 100 86 26 23 101 130
Oty 684 330 L1719 2364 54 58 172 64 553 559 s6% 554

GDP 1,236 1,592 2,104 4,264 5.2 5.7 7.3 6.4 100.0 108.0 166.6 100.0

Nomthern Agriculure 2,974 3,706 4,699 7,826 4.5 4.9 52 S50 353 333 308 250

Sumatra Mining 124 156 198 337 4.7 4.9 5.5 51 1.5 1.4 13 1.
Manufacting 1,106 1,613 2477 6,301 7.8 9.0 2.8 97 131 145 162 20.1
Quhexs 4,221 5,666 1873 16,892 6.1 6.8 19 72 50t 509 S16 539

GDP §,425 15,141 15248 31,357 57 6.5 7.5 &.8 100.0 100.0 100.0 100.0

INDONESJIA  Agriculture 20,603 23,654 27421 38,680 2.8 30 3.5 32 232 213 19.1 149
Mining 674 ful 1,022 2,010 35 3.0 10 56 0.3 0.3 0.7 0.3
Manufacluring 8,355 11,718 17,218 40,761 7.0 3.0 9.0 &2 9.4 106 120 157
Others 40,527 52,521 71,361 138214 53 63 68 63 457 413 496 533

GRP 70,159 88,693 117,021 219,665 4.8 8.7 6.5 5.9 79.1 86.0 B1.4 84.8

Source: Feam's estimates,



- 25 o

Table 6. Comparison of Non-Qil/Gas GDP Growth Rates

Average annual growth rate

Province Sector BAPPENAS/BAPPEDA JICA Team
{Repelita V) {1988-1993)
Aceh Agriculture 2.8 4.2
Mining 1.5 4.2
Manufacturing 10.0 8.5
Others - 1) 7.0
GDP 5.8 6.0
North Sumatra Agriculture 4.7 4.5
Mining _ 4.5 2.0
Manufacturing 11.0 8.0
Others - 6.2
GDP 6.2 5.9
West Sumatra Agriculture 4,4 5.0
Mining 10.8 6.0
Manufacturing 8.5 7.0
Others - 5.5
GDP 5.9 5.5
Riau Agriculture 4.4 4,4
Mining 6.9 4.5
Manufacturing 8.5 7.0
Cthers . - 5.4
GDP 6.0 5.2
Northern Sumatra -Agriculture - 4.5(4.5)2)
: Mining - 4.7(3.2)
Manufacturing - 7.8(7.7)
Othexrs - 6.1(6.0)
GDP - 5.7{4.4)
Indonesia Agriculture 3.6(3.6)2) 2.8(2.8)2)
Mining 8.0(0.4) 3.5(2.8}
Manufacturing 10.0(8.5) 7.0(6.8)
thers ~-{=} 5,0(5.3)
Gpp 6.2(5.0) 4.8{(4.6)

Notes: 1) - indicates not available.
2) In parentheses are growth rates of GDP with oil/gas for
comparison.
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{i) The annual growth rate of Jumatxa will keep about 0.9 percentage
point higher than the national average;

{ii) While the current high growth rate of Southern Sumatra wiil

continue until around 2000, Noxthern Sumatra's, after a modest
decrease, will eventually increase to surpass the former after

2005; .

(iii) Aceh will see in-migrants increase -due mainly - to
industrialization on the eastern coast;

{iv) Noxth. Sumatra will experience a rapid population growth after
2000 with the development of the industrial base in and around
Medan; '

(v} West  Sumatra will see continued outmigfatipn, but its rate will
gradually decline; and. '

(vi) Riau will keep a high populatioh growth as spontaneous migrants
and transmigrants coptinue mowing in.

Tables 7 through 9 show the projections.

66. Population growth is less subject to policy intervention than
economic growth is. Its projection is therefore more amenable to
modeling, and there exist various projection methods which are well
established. Birc Pusat Statistik (BPS), using such methods, publishes
long-term projections for the national population. Currently, up-to-~
date estimates are available for 1990-2005,! which the Team has used
without any modification.

67. Unlike national population, however, provincial population is
considerably difficult to project because of the existence of
interprovincial migration., Migration within a nation fluctuates widely
in the long run, being highly responsive to local economic conditions.
This prevents BPS from attempting any Ilong-term projection of
provincial population. Nonetheless, they have preliminary estimates
for 1990¢, which the Team has used in its projection after making some
adjustments (1985~90 growth rate for North Sumatra, from 2.20 to 2.30;
for Riau, from 2,99 to 3.34) taking the latest information inte
account. For the years after 1995, projections are basically the
Team’s own. Their assumptions were explained above.

8. Resultant growth rates and shares are tabulated in Tables 8
and 9. The growth rate will decline continuously, though slowly, in
hoth Aceh and Riau mainly reflecting a drop in the fertility rate,
North Sumatra and West Sumatra, on the other hand, will see an upward
turn during 1998-2003, which is large enough to entail a higher growth
rate on Northern Sumatra as a whole. This upward shift is largely
attributed, in North Sumatra, to the expansion of Medan accelerated by
an industrial development and, in West Sumatra, to the maturing of its
provincial economy starting finally to offset the massive out-migration
which is part of the Minankabau tradition. This trend is expected to
continue while gathering some momentum into the next 2003-2008 period.
In terms of population share, Sumatra as a whole will steadily increase
its national share from 20.4% in 1988 to 24.4% in 2008. Within
Sumatra, the northern part will lose some of its share before 2003
(from 56.0% to 52.2%) owing to the very rapid growth of the southern

1 Biro pusat Statistik, Proyeksi Penduduk Indenesia 1989-2005 (BPS, 1987).
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- Table 7. Population
Province Population {x 1{X)0)
1988 1993 1998 2003 2008
Acch 3,225 3,656 4,105 4,586 5,121
North Simatra 10,104 11,284 12,534 13,954 15,658
West Sumafra 3,839 4,044 4236 4,442 4,665
Riau 2.821 3,289 3,801 4,378 5,031
Northern Sumatra 19,989 22,273 24,676 27,360 30,475
Southern Sumatra 15,731 18,768 21,963 25,104 27,948
SUMATRA 35,720 41,041 46,639 52,464 58422
INDONESIA 174,825 192,200 208,854 224,598 239,580
Source: Team's cstimates,
Table 8. Population Growth Rate
Province Averapge Annual Growth Rate (%)
1988- 1993- 1998- 2003- 1988-
1993 1698 2003 2008 2008
Aceh 2.54 2.34 2.24 2.23 2.34
North Sumatra 2,23 2.12 2.17 2.33 2.27
West Sumatm 1.05 0.93 0.95 0.98 0.98
Riau 3.11 2.94 2.87 282 293
Northern Sumatra 2.19 2.07 2.09 2.18 2.13
Southern Sumatra 3.59 3.19 271 2.17 2.92
SUMATRA 2.82 2.59 2.38 2.17 2.49
INDONESIA 1.91 1.68 1.46 1.30 1.59
Source: Team's estimates,
Table 9. Population Share (Indonesia = 100)
Province Population Share (%)
1938 1993 1998 2003 2008
“Reeh 18 19 7.0 2.0 21
North Sumatra 5.8 5.9 6.0 6.2 6.5
West Sumatra 2.2 2.1 2.0 2.0 1.9
~ Riau 1.6 1.7 1.8 1.9 2.1
Northern Sumatra 11.4 11.6 11.8 12.2 12.7
- Southern Sumatra 920 9.8 16.5 11.2 117
SUMATRA 204 214 22.3 23.4 24.4
INDONESIA 100.0 100.6 160.0 194.0 100.0

Source: Team's esiimates.
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part, but will recover the loss slightly in 2008, Southern Sumatra's
extremely high growth (nearly 4% a year at present} is likely to
continue for some time to come, but the Team expects it to tapex off in
the long run as congestion eventually sets in, With respect to the
share within the Region, West Sumatra will experience a marked decline,
with most of the loss becoming the gain to Riau,

3. Economically Active Population

69. Economically active population is defined in the census as
t“population 10 years and over" minus "population who are not working
and not looking for work." Note that this includes the unemployed. To
project economically active population, total employment is therefore
first estimated (next paragraph) and then the figure is deflated by some
constant proportion to count unemployment. The unemployment rates are
taken from the 1985 census and assumed to be constant over the 20 year
period. They are by province: Aceh 2.0%, North Sumatra 2,0%, West
Sumatra 2.1%, Riau 3.0% and Indonesia 2.1%, Table 10 shows the
projections. ; :

4. Employment

10, Employment by sector and province is projected by specifying
labor elasticities, that is, by estimating how much percentage of
employment will add when GDP expands by one percentage point. The
projections thus basically mean 1labor requirement to achieve the
prescribed sectoral growth. ILOR {incremental labor-output ratio) is
the conceptually same method which can be used for this purpose. The
projectionas are summarized in Table 11. Bs projected in Table 11,
employment in the Region will increase by more than one miliion during
the period from 1988 to 1993.

S. Urbanization

71, BPS has preliminary projections of urban population by
province for 1990 and 1995. Referring to those figures, the Team has
made its own projections taking into account such factors as: (i)

overall GDP growth, (ii) industrialization, (iii) agricultural
potential, (iv) net migration, and (v} transmigration. The results are
shown in Tables 12 and 13. Net migration is influenced by rural-to-
urban migration within the province as well as spontaneous
interprovincial migration lured by employment and educatien
opportunities in the major cities. The results show a steady shift of
population to the urban sector in all provinces (Table 13}, though its
rate differs among them. The average annual growth rate of urban
population during 1988-2008 can be calculated from Table 12 as: Aceh
4,6%, North Sumatra 3.6%, West Sumatra 2.8%, and Riau 4.0%. aceh's
high rate is due to the industrial development envisaged on its north
eastern coast as well as to the solid growth of its capital, Banda
Aceh. Note, however, that the rate is somewhat exaggerated because of
the very small size of its initial urban population (294,000 in 19835).
West Sumatra, in contrast, shows a modest growth rate of 2.8% perx
annum. This is s¢o because; first,. the province's mainstay will remain
agriculture and, second, the traditional ocut-migration weakens the
rural-urpan movement within the province which would otherwise expand
the cities at a faster pace.

6. GDP per Capita
72. GDP per capita, both with oil/gas and without oil/gas, is

calculated from the GDP and population projections. A problem with GDP
per capita of an oil/gas producing province is that neither with
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Table 10. Economically Active Population

Province Economically active population (x 1000)
- 1988 1993 1998 2003 2008
Aceh 1,246 1,447 1,633 1,830 2,042
North Sumatra 3,763 4,295 4,907 5,676 6,603
West Surnatra 1,441 1,634 1,822 1,599 2,188
Riau 966 1,172 1416 1,698 2,027
Northern Sumatra 7415 8,547 97177 11,201 12,856
INDONESIA 70,748 81401 92866 104,609 116,387

Note: Economically active population is defined as "population 10 years
and over" minus "population who are not working and not looking
for work."

Source: Team's ostimates.

Table 11. Employment by Secter
Province Sector Employment (x 1000}
1988 1993 1998 2003 2008
Acch Agriculture 811 G060 965 1,019 1,067
Mining 4 4 4 4 4
Manufacturing 57 71 87 109 135
Others 349 444 545 663 797
Total 1,222 1,41% 1,601 1,795 2,002
North Sumatra . Agriculiure 2,230 2,364 241 2,590 2,709
Mining 19 19 20 21 21
Manufacturing 191 232 295 386 504
Others 1,248 1,594 2,017 2,566 3,236
Total 3,687 4,209 4,809 5,563 6,471
Woest Sumatra Agriculture 876 977 1,060 1,117 1,167
Mining 7 8 9 9 10
Manufacturing 69 76 85 94 103
Others 459 540 631 738 863
Total 1,4i1 1,601 1,785 1,958 2,143
Risu Agriculture 558 663 785 926 1,082
Mining 9 9 10 10 10
Manufaciuring 36 41 47 54 63
Others 335 424 532 657 812
Total 937 1,137 1,373 1,647 1,966
Northern Sumatra Agriculiure 4,476 4,904 5,287 5,653 6,024
Mining 39 40 42 43 45
Manulacturing 353 420 514 643 805
Crhers 2,390 3,001 3,726 4,624 5,708
Tatal 7,258 8,366 9,569 10,963 12,583
INDONESIA Agricuiture 37319 41,462 45330 48,762 51,376
' Mining 425 436 453 477 503
Manufacturing 6,508 7,730 9,048 10,566 12,072
Gihers 24,979 30,027 36,044 42,561 49,942
'Total 69,231 79,655 50,875 102,366 113,892

Source: Team's estimates.
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Table 12. Urban and Rural Population

Province Urban and Rural Population (x1000) Average ‘Annual Growih Rate (%)
1998-  2003-

1988 1993 1998 2003 2008 1988- 1993-
1993 1998 2003 2008

Acth Urban 335 416 524 661 828 445 471 4.3 463
Rural 2,890 3,240 3,581 3,926 4,293 231 202 185 1.80

Total 3,225 3,656 4,105 4,586 5,121  2.54 2.34 2.24 2.23

North Urban 3,154 3,790 4,488 5,325 6,369 374 344 348 365
Sumatra Rural 6.950 7,494 8,046 8,629 9,289 152 143 141 148
Total 10,104 11,284 12,534 13,954 15,658  2.23 2.12 2,17 2.33

West Urban 564 643 1 849 982 266 276 286 296
Sumatra Rural 3275 3,401 3,499 3,593 3,683 0.76 057 053 049
Total 3,839 4,044 4,236 4,442 4,665 1.05 0.93 0.95 0.98

Rian Urban 860 1,074 1,310 1,576 1,884 454 404 377 364
Rural 1,961 2,214 2,491 2,802 3,147 . 246 238 238 235

Total 2,821 3,289 3,801 4,378 5,031 3.11 2.94 2.87 2.82

Northern  * Urban 4913 5,923 7.059 8410 10,063 381 357 3.56 3.66
Sumatra Rural 15076 16349 17,618 18950 20411 163 151 147 150
Total 19,980 22,273 24,676 27,360 30,475  2.19 2,07 2.09 2.18

INDONESIA Urban 49,648 61,278 . 73,533 85467 96,924 430 371 305 255
Rural 125177 130921 135322 139,130 142,657 090 066 056 050

Total 174,825 192,200 208,854 224,598 239,580 1.91 1.68 1.46 1.30

Source: Team's estimates.

Table 13. Urban and Rural Population Share

Province Share (%)
1988 1993 1948 2003 2008

Acch Urban 104 114 12.8 14.4 16.2

Rural 80.6 88.6 87.2 85.6 83.8
North Urban 312 336 358 38.2 407
Sumatra Rural 08.8 66.4 64.2 61.8 563
West Urban 14.7 15.9 174 15.1 211
Sumatra Rural 853 84.1 82.6 09 789
Riau Urban 30.5 327 145 36.0 374

Rurai 69.5 67.3 85.5 64.0 §2.6
Northern Urban 24.6 26.6 286 30.7 33.0
Sumaira Rurat 754 734 71.4 69.3 67.0
INDONESIA Urban 284 319 35.2 38.1 40.5

Rural 71.6 68.1 64.8 61.9 59.3

Source: Tcam’s cstimates.
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oll/gas nor without oil/gas series can correctly indicate the
province's income level. This is so because part of the value added
originating from the oil/gas sector does spill over into the provincial
economy through, among other things, labor payment. Therefore if with
oil/gas GDP per capita is misleadingly too high, without oil/gas GDP
per capita is unduly too low. One attempt is made in Table 14 to
correct this distortion. ‘Assunming that 5% of the wvalue added
originating from the oll/gas sector can be credited to the province,
the Team has adjusted the without oil/gas series and shown the results
in parentheses,

13.. . One case to be noted here is Riau. Currently, Riau's per
capita GDP (without oil/gas) is Rp. 0.44 million, slightly above the
regional average of Rp. 0.42 million. In 2008, the figure will be
Rp.0.85 million, far below the Rp. 1.03 million regional average.(0.5%6
and 1.07 respectively if adjusted.). There are two reasons for this
poor performance. One is the relatively low GDP growih projected for
1988-1998, due mainly to some lead time necessary for the newly planted
trees to mature. The other, more significant reason is the high (but
still modest in view of the past trend) rate of transmigration assumed
throughout the 20-year period (10 to 15 thousand a year for 1988-1593,
30 to 40 thousand a year for 2003-2008, for instance). If Riau stops
accepting transmigrants, its per capita GDP will improve, but this
option ig rather hard to take. For one thing, it is against the
national policy, and Riau needs more population anyway to open up its
vast potential land. ‘“his case, therefore, should be viewed within a
longer-term perspective; Riau's willingness to accept transmigrants
will be eventually paid off sometime after 2008. The Team opts for
this view.

7. Investment

74, The amount of capital investment reguired to achieve the
projected GDP growth 1is estimated by using the concept of ICOR
{incremental capital output ratio}. ICOR is an index which measures
the efficiency of capital investment in terms of GDP generation, and
defined as

Gross fixed capital formation I
ICOR = =

GDP increase AGDP

The smaller ICOR is, the more efficient becomes investment. (According
to one estimate based on the World Bank data, ICOR for Indeonesia was
2.8 in the 19%60s, 2.3 in the '70s, but shot up to 7.4 in 1980-85
suggesting a marked decline in efficiency. Thailand figures were 2.5,
3.7 and 4.9, respectively.) If a value of ICOR is known for some year,
we can estimate the amount of capital investment needed to increase GDP
by some given amount within that year. Namely, investment is
calculated by

I = ICOR x AGDP

Data and projections are summarized in Table 15. As is seen, ICOR
values are expected to rise during 1988 - 93. This is due to the lower
efficiency of investment during the period resulting from a largexr
portion of investment going into infrastructure either to build up the
minimum or to sustain the existing systems while continuing the
economy's restructuring. The investment requirements are shown in
Table 16 both at 1983 and 1988 constant prices. The 1988 constant
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Table 14. GDP per Capita
Province GDP per Capita . _
(1983 constant price, Rp. million) _
1988 _ 1993 _ 1998 2008
Adijusted Adijusted Adjusted Adjusted

Non-Qil/Gas . :
Acch 049 (036 (.57 0.65) 0.70 0.78) 1.08 - (1.18)
North Sumatra 0.41 {041 0.48 {0.48) 0.61 (0.61) 1.05 (1.035)
West Sumatra 0.40  (040) 0.49 {0.49) 0.63 0.63) 1.08 (1.08)
Risu 0.44 (055 048 (0.59) 0.55 0.66) 0.85 - (0.96)
Northem Sumatra 0.42  (045) 0.50 0.53) 0.62 0.65) 1.03 (1.0'7)
INDONESIA 0.40 0.46 0.56 0.92
0il/Gas
Aceh | 1.88 2.07 2.32 3.01
Morth Sumatra 0.42 0.50 0.62 1.08
West Sumatra 0.40 0.49 0.63 1.08
Riau 2.65 2.66 2.712 3.00
Northern Sumatra 0.97 1.08 123 1.73
INDONESIA 0.51 0.58 0.69 1.08

Note: In perentheses are per capita GDP adjusted by counting spill-over from the oil/gas sector.

The adjustment is based on the assumption that 5% of the value added originating from the oil/gas

sector can be credited 1o the province.
Sourru: Team's estimates,

Table 15. ICOR Projections

Province ICOR

1984-88 1988-93 1693-98 1998-2008
Aceh 411 4.4 A0 3.7
North Sumatra 3.88 4.2 3.8 3.4
West Sumatma 282 312 3.0 2.8
Riau 7.35 7.5 6.4 52
Northern Sumatra 4.28 4.5 4.0 - 3.6

MNote: For alternative projections for Aceh and West Sumaira see lext,

Source; 1984-88 figures are estimated from data provided by the Minisiry of Finance.

Others are the Team's estimates,
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Table 16. Investment Requirement {for Non-Qil/Gas GDP)

1983 constant price

Invesiment Requirement
" Province {1983 consiant price, Rp. billion)
1989- 1994- 1999- 1989-
: 1993 1998 2008 2008
Acch Total 2,320 3,109 9,901 15,329
Annual Average 464 T622 990 766
%o of GDP 263 26.1 25.2 25.5
North Sumatra Total 5,722 8,120 30,235 44,477
Annual Average 1,144 1,624 3,023 2,204
% of GDP 24.8 26.0 274 26.8
West Sumatra Total 1,505 2,041 6,667 10,214
' Annual Average 301 408 667 511
% of GDP 17.6 18.1 184 18.2
Riau Total 2,671 3274 11,234 17,179
Annual Average 534 655 1,123 859
% of GDP 390 30.7 38.1 37.9
Northern Sumatra  Total 12,218 16,544 58,037 86,800
Annual Average 2,444 3,309 5,804 4,340
% of GDP 25.9° 26.1 26.9 26.6
1988 constant price
Invesiment Requircment
Province {1988 constant price, Rp. billion)
1989- 1994. 1999- 1989.
1993 1998 2008 2008
Acch Total 3,480 4,664 14,852 22,994
Annual Average 096 933 1,435 1,149
% of GDP 254 252 24.4 24.7
North Sumatra Total 8,583 12,180 45,353 66,116
Annual Average 1,716 2,436 4,535 3,306
% of GDP 24.0 25.1 26.5 25.9
West Sumatra ~ Tolal 2,258 3,062 10,0601 15,321
Annual Average 452 612 1,001 767
% of GDP 17.0 17.5 178 i7.6
Rian Total 4,007 4,911 16,851 25,769
Annual Average 801 983 1,685 1,289
% of GDP 37.7 355 36.8 36.6
Northern Sumatra Total 18,327 24 816 87,056 130,200
Annual Average 3,660 4,964 8,706 6,510
% of GDP 25.0 25.2 26.0 25.7

Notes: 1) Impiicit deflators for GDP and gross domestic investment are assumed as follows:

1983 1088
GDhp 100 150
Gross Domestic Investment 100 145

2) For alternative projeciions for Acch and West Sumatra sce 1ext,

Source: Team's cstimates.
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Table 17, FPopulation by Development Area
Provincs Area  Development Area Population (x1000) Shate (%) o Annual Growth Rae (B) - Land Area ... Densi od/km?
Mo. (3111 pLiE] 1998 O3 1983 1993 1998 2008 1988- 1593, 1998. [DgE- em?2y 1988 1991 1998 2008
1993 1993 2003 2008 :
Acch 1 AcchBesar 419 481 544 633 130 132 133 134 2R3 25y 238 1582 3240 129 148 168 212
2  Nowth Aceh 1,381 1,559 1,144 2,155 428 426 425 421 246 227 214 225 13,7145 100 1 127 157
3 EastAcch 358 869 m 1,004 16 183 138 196 33 293 285 2489 e 0 N % 106 129
4 Southeast Aceh %0 211 32 . 282 59 338 51 3.5 215 194 194 1.9 9,635 20 22 4 29
5 West Aceh 341 37 413 sm 0Ee 103 101 100 159 195 285 2 12100 9 az 35 43
6 South Aceh 325 361 398 481 101 99 97 94 205 195 193 196 8,910 3 4 M4 34
7 AcehLlinds® - . . . - - - . - . - . - - - . .
Folal 3,235 3,656 4,108 5,121 100.0 100.0 100.0 1000 2.54 2.34 2.24 2.34 55,390 53 66 74 92
Noith 8 Medm 1,336 2.161 2497 3,382 122 181 199 216 332 294 3.08 340 265 6926 8153 9424 12,763
Sumatra 9 East Coast 548 5.660 5,208 7552 504 302 495 481 191 137 195 1®m 29,124 R 194 3 259
10 Kero Highlands 352 602 667 820 55 34 5.3 52 192 190 209 2.0 5273 105 113 127 156
11 North Tapanuli 761 B30 851 933 1.5 T3 6.8 63 1% 147 150 134 10,605 kr3 8 80 93
12 Southem Tapanuli 1,222 1,386 1,357 1,974 121 123 124 124 254 235 240 242 21.095 38 68 " 12
13 s 385 667 53 962 58 59 60 6.1 266 24T 247 282 5318 110 12% 142 18§
Total 10,104 11,284 12,534 15,658 100.0 19¢0.0 100.0 100.0 2.13 2.12 2.25 .21 71,636 141 157 175 118
West 14  Central Wesk Sumaira 1,871 1,939 2,003 2,159 487 479 413 463 072 065 073 0.72 4,788 391 401 428 471
Sumatra 13 Pasaman 421 464 498 569 111 1158 g 121 168 143 132 Q144 7835 34 56 58 &1
16 Lima Puluh Kota 386 400 12 444 10:1 9% 2.7 9.5 0.1 062 074 070 3434 112 116 120 129
17 Soutneast YWest Sumatrz e 8 855 574 192 18% 202 9095 143 138 131 130 13,521 54 59 43 n
18 Pesisir Selatan 3s5 %0 412 462 2.5 9.6 9.7 2.9 131 113 Ll 118 5,701 63 63 n 81
19 Menswai Isinds 3 53 55 58 13 13 1.3 11 017 014 0353 043 1018 ? 8 8 9
Tola) 3,839 4,044 4,236 4,665 100.0 100,06 100,0 100.0 1.05 0.93 0.97 0.98 42,397 21 %6 - 100 110
Risu 20 Kampar 0 9 1,154 1,592 284 93 304 36 392 350 317 349 2835% 28 35 1 36
21 Bengkals 05 935 1,302 1,689 285 0 303 N6 338 435 385 345 34 30,647 24 29 3 46
2 Indragini Hulo 328 263 402 507 1.6 10 W6 101 203 206 236 220 15,854 21 23 P 32
7 Indragin Hilr 415 474 531 §14 151 144 140 114 220 230 242 234 11,606 39 45 50 82
24 Riauslands 462 485 512 568 164 148 135 113 100 107 106 105 8,100 60 58 1% 98
Totsd 2,511 3,289 3,801 5,031 100.,0 100.0 $00.0 100.0  3.12 2.94 1.84 2.93 §4,562 39 35 40 53
Nosthern Sumerta 19,985 21,213 24,676 30,478 2.1% 2.07 2.13 2.13 263,929 15 84 93 115
Notes: * is includad in 5. West Aceh and 6. South Aceh.
Becayse of rownding figures may nof add up.
Source: Team's csitmares.
Table 18. G332 by Development Area
Province Area Development Area Non-0iliGas GDP GDP Share (%) GDP Growih Rate (%) GDP per Cﬂim {Rp. millicn)
No. (Rp. billion, 1983 constam price) 1938 1593 1998 2003 198%- 1993 1998. J98s. 1988 1993 1998 7008
1088 1993 1998 2008 . 1963 1993 20408 2008
Aceh 1 AcehBeswr i 6% 491 ¥ iF3 0 116 1711 153 33 59 [ X 0.67 [%i] 050 1.27
2  North Aceh 659 888 1,227 2419 420 424 427 438 6.2 61 10 67 0.48 0.57 070 1.2
3 East Acth 278 378 340 1,104 317 131 188 198 6.4 713 T4 7.} 043 057 I0 1.10
4 Sputhesst Aczh 85 331 146 266 3.5 5.3 51 438 3.2 5.7 62 58 045 033 063 0.95
5 WestAcch 135 176 238 461 36 3.4 33 33 5.5 63 68 63 040 047 058 090
5 South Aceh 132 172 230 422 84 8.2 8.0 1.6 5.5 6.0 63 6.0 0.468 048 0.58 088
7 Acehlslands® - - - - - - - . - - - - - . - -
Totai 1,568 2,095 2,372 $.,54% 100.0 106.0 100.0 100.0° 6.0 6.5 &£.8 &.5% 0.49% 0.57 070 1.08
North 8 Medan 1044 1,388 1913 4171 255 253 252 253 5.7 6.7 8.1 72 0.57 0.64 0.77 11
Sumatra 9  East Coast 2141 288 3519 3457 523 525 524 513 6 6.3 15 i 042 0.51 0.54 112
10 Kamo Highlands 201 247 n 808 49 49 49 49 5.2 6.8 81 72 036 0.44 0.56 0.99
11 Nosth Fapamudi 217 284 387 135 53 5.2 5.1 47 55 64 12 686 0.2% 935 045 @78
12 Southern Tepanuli 381 513 ne 1,147 23 9.4 9.6 1056 6.1 7.3 9.1 79 0.3 037 047 089
13 Wias 1 147 Fakl 528 27 2.7 23 32 55 16 25 81 0.19 [ )r4 ] 023 .55
Tatal 4,093 5,455 7,593 16,485 100.0 100,90 100.0 100.0 5.9 6.8 8.1 7.2 0,41 0.48 0.61 1.05
West 14 Central West Swnatra 89 1,101 1479 2782 549 551 552 350 56 6.1 65 &2 0.43 0.57 0.4 1.29
Sumara 1% Pasaman 141 186 149 450 %2 9.3 %3 21 53 60 €3 6) 033 040 0.50 081
16 Lima Puluh Kota 156 202 26 335 102 101 103 106 53 6.5 69 64 040 050 0.67 121
17 Southeasi West Sumatra 266 348 462 435 FIZ T VT b v N ¥ 5.5 59 6.7 62 036 G448 0.54 o
18 Pesisir Selatan 353 152 198 e ] 17 FX T4 74 5.2 5.5 6.6 6.0 032 033 .48 0.81
19 Mentawai Istands 9 10 13 il P 0.5 0.5 o4 21 5.4 49 43 0.1%8 .19 024 8,36
Tota] 1,528 1,998 2,679 5,060 100.0 3100.0 100.0 100.0 5.5 6.0 6.6 6.2 046 0.49 0.63 108
Riau 20 Kampar 347 451 591 L2119 281 283 254 286 53 58 74 65 0.43 046 0.52 077
21 Bengkalis 403 527 80 130 30 331 328 k2 53 5.5 R 6.3 051 0.53 8.57 0.81
22 indregin Hula M E15 149 320 76 1.2 71 7.5 4.1 54 19 63 2.29 032 03r 0.63
23 Indragin ¥he 152 193 357 5% 123 1y 122 124 43 5.9 15 64 0.36 041 048 .18
24 Rian Islands 235 3 A0 83 190 193 195 193 55 59 72 65 0.51 0.63 0.80 145
Total 1,136 1,59 2,184 4,264  100.0 100.0 100,0 190.0 53 S 1.3 8.4 .44 0.43 0.55 0.85
Horthem Sumatra 8,433 11,141 15,248 31,357 5,7 6.5 1.5 6.8 6,42 0,50 0,62 1,03

Notes; * is included in 5, West Aceh and 6. South Aceh.
Source: Team's estintales.
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price sexies 1is added here to gauge the magnitude in more realistic
terms, but it should be noted that it presents only rough estimates.

5. Alternative, higher ICOR projéctions (1988 - 93) for Aceh and
West Sumatra are 5.0 and 4.5, respectively. This series results in the
following investment requirements for 1989 - 23:

{Rp. billion)

1983 constant price 1988 constant price
Aceh 2,636 (29.8) 3,954 (28.8)
West Sumatra 2,117 (24.8) 3,176 (24.0)
Northern Sumatra 13,146 (27.8) 19,719 (26.9)

In parentheses are % of GDP.
8. Macroeconomic Indicators by Development Area

76, Some of the main indicators projected above are broken down
into 24 development areas, which are the geographical units for
analysis and planning in this Study and will be explained later on in
Chapter V. The projecticens, which include population, population
density, non-oil/gas GDP and per capita GDP, are summarized in Tables
17 and 18.

D. Spatial Framework

77. . The macroeconomic framework described above quantifies the
Region's expected performance during the planning period. An important
question then is how should the consequence spread over the Region., A
spatial framework is thus needed to guide the distribution of economic
activities and the layout of infrastructure over the Region. This
subject, however, will be dealt with later in Chapter V in conjunction
with spatial strategy and IDEP formulation.

E. Development Strategy
1, Constréints

78. Before specifying sectoral and spatial strategies in more
concrete. terms, the Team sets forth overall strategy to attain the
goals and objectives. In formulating the overall strategy, two
constraints must be taken into account: one 1is 1its large land
inhabited by relatively sparse population; the other is the limitation
with the funds available especially from the government budget. The
Region, with . 20 million inhabitants in 1988, is no small segment in
terms of total population. The problem is its wvast land area and
consequent low population density (76 heads per km? compared with 800
in Java in 1988). This situation is sometimes regarded as a potential
rather than a constraint especiaily when compared with Java where land
limitation and overcrowdedness are severe. Nonetheless, low population
density has adverse effects on the speed of development because it, in
general, also entails low density of development efforts denying
economies of scale and significant impact. Thus the Region's low
poepulation density is considered here to be a constraint, because the
Team puts more emphasis on the speedy development of the Region. The
second constraint, budget limitation, is nothing novel, but has some
significance in the Region's case. It is expected that one third of
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the funds to finance projects in the Region will come from the national
government's development budget, which in turn heavily relies on oil

and gas revenue., ‘The international market. for oil will be at best
volatile, however, and the long-range prospects for oil revenue should
be modest. Unless a drastic measure comes into effect to expand the

provincial tax base, budget available fox the Region's development
should remain at a prudent level.

79. Those two constraints are the principal ones which affect the
formulation of the strategies. Given limited financial resources and
low population denslty, the Team must in any case be highly selective
in identifying future  projects and programs. The question is how
selective. The strategies to be described below set the guideline for
this selection.

2. Growth with Equity: Master Strategy

80. The most fundamental strategic choice fécingrus is_between
growth and equity: the Government can concentrate its given budget on
some spots or sectors that are likely to grow fastest; or the

Government can spend the same amount in some backward areas to improve
the well-being of population living there. The Team's basic thinking
about this is that the Région can and must grow first to make the
economic pie bigger, quickly. Otherwise, the small pie cannot satisfy
everyone even if it is divided equally. However, this does not mean
that growth and equity are in trade-off xrelation. in fact, xrecent
experiences in developing countries show that a strong positive
relationship hold between economic growth and the performance of most
social indicators,! On the other hand, it is unavoidable for the
equity gap to widen at some point of the development process, where
Indonesia seems to have Jjust arrived. Growgh with eguiiy is thus
adopted as the master strategy for the Region's development, .where
growth should receive basic strategic choice, with due attention to
equity within the Region.

81. This master strategy is fundamental enough to apply to
numerous aspects. The following five corollaries or sub-strategies are
aspect-specific interpretations of this master strategy:

(i) (Agriculture) Strengthening the agricultural sector to vitalize
the local economies, give basis for agro-industries, and provide
employment and income opportunities:

{ii} (Industry and mining) Establishing resource-oriented
manufacturing bases to attain efficient economic growth and
export expansion; '

(iii) (Space) Promoting city-based development while efficiently
spreading effects through urban-rural linkages and developing
Medan as the regional center of sccial and economic activities;

{iv} (Infrastructure) Providing infrastructures as needed to support
economic and gpatial development; and ' '

{v) (Welfare} Aiming at the reduction of regional disparities and
the realization of a balanced developmnent.

A brief explanation of those five sub-strategies will follow.

1 "Report of A Panel of the Role of The Asian Development” Bank in the 1990s,™
Asian Development Bank, January 1983, page 16.
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3. Agriculture

82, : Agriculture is and will be the basis of most local economies
in the Regilon and this sector's role must be a major one in various
respects: To grow out of subsistence agriculture to become a foodstuff
production base (objective 1); to expand exportable crop production
(objective 2); and to provide sufficient materials to agro-industries
to be established (obijective 3). The strengthening of the agricultural
sector also means creating employment and raising income levels in a
very. effective way. Thus, agriculture is a sector of strategic
importance, One thing to be noted, however, is that it is difficult to
transform subsistence agriculture. into highly market-oriented one
overnight. Crop specialization is not common yet, as formers tend to
grow the same crops everywhere. It is therefore almost inevitable that
this sector's strategy, at least for some time to come, should be even
attention to various crops rather than specialization.

4. Industry and Mining

83. The manufacturing sector is still limited in its size but its
contribution should be large in achieving high GDP growth rates,
providing job opportunities, and increasing exports. There 1is good
potential for resource-oriented industries to establish in the Region
utilizing abundant natural resources available there. Manufacturing
industries processing agricultural and mineral resources have
especially bright prospects. In the Medan area other industries have

Lo be promoted as well. Medan must become the regional center of the
manufacturing sector.

5. Space

84. Given generally low population density of the Region, the
Team's strategy favors urban-rural development linkage for two reasons:

(i} Higher density of population and economic activity in urban areas
warrants more efficient growth; and

(ii) If structured properly, cities can serve as Dbases for the
efficient development of surrounding rural areas.

To achieve efficient and equitable development, an urban center and its
surrounding rural areas are taken together to form a conceptual unit of
development. Through urban-rural linkages, effects of urban
development will spread to benefit the rural areas eventually. This
strategy is the basis for the formulation of IDEP which generally
covers an area large encugh to include some major urban centers.

85. In this respect, Medan's importance cannot be over-
emphasized. The city must function as the regional center of various
activities 1like manufacturing, £financing, trading, communication,
education and so on. It is no exaggeration that the successful
development of the whole Region hinges in many ways upon the smooth and
dynamic development of Medan. As the leader of the regional economy,
the city deserves gpecial attention and treatment.

6. Infrastructure

86. Even though infrastructure systems in the Region |is
relatively well developed, there remain many inadequate parts which
need substantial improvement., Infrastructure is indispensable to

support future social and economic activities, but its development
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should not go alone., In view of the current financial difficulties
facing the Indonewian government and past experiences of
infrastructural development, thé strategy for infrastructure should be
a prudent one, stressing the maintenance of the existing systems, the
strengthening of strategic linkages and closer coordination with
productive sectors. ' :

7. Welfare

B87. Developing backward areas is a direct requirement of equity
consideration, but it does not necessarily contradict the growth goal
in the long run. The backwardness often results from the lack of
adequate means of transportation even though some good potentials
exist. By exploiting those latent opportunities, such - areas can
develop hereby contributing to the reduction of reglional disparities
and, ultimately, to the stability of the development process of the
Regicn.

8. Intersectoral Relationships

88. As the five sub-strategies explained above imply, all the
sectotrs involved in this Study relate themselves to each other in an
intricate mannex. Figure 4 4illustrates the intersectoral
relationships. '
Productive . Infrastructural
sSectors Sectors
Rgriculture Water Resources
Fishery Enerqgy
' —
%a Forestry Transportation
Manufacturing Telecommunication
. Winin Urban and Rural
& 9 Development
L
Tourism
Environment

——@§  Support

#4—P~ Mutual support

mmcusesx Strategic relationship

Figure 4. Intersectoral Relationships



V. SPATIAL DEVELOPMENT STRATEGY

A, .Spatial Framework

89, Thé purpose of this Section 483 to describe the spatial
framework which guides the Region's long-term spatial development. The
framework basically deals with how to distribute economic activities
and supporting infrastructures over the Region., This Section will draw
.an ‘overall picture of their distribution thereby designing the spatial
structure of the whole Region. Given this picture, the Team will later
introduce a division of the whole Region into 24 “development areas"
and specify some basic indicators for each of them, drawing a finer
version of spatial framework.

1. Topography and Development Pattern

90. As described in Chapter II, the Region consists of four
distinct parts: the mountainous areas along the Barisan range, the
vast alluvial plains on the eastern coast, the narrow coastal strip
along the western coast, and the islands off the eastern and the
western coast. This general topography has greatly influenced the
spatial pattern of development. :Rift valleys and plateaus in the
Barisan range are among the first to be settled thanks to cool,
malaria-free climate, fertile volcanic soils and gentle slopes best for
irrigation. A large portion of population still inhabit such
mountainous places. It is later that settlements extended to the
plains on the eastern side where flood, swampy areas and pests were far
more common. Nonetheless, the development of the eastern side (North
Sumatra, in particular) started in a large scale during the Dutch
colonial period establishing many plantations of rubber and ¢il palm.
Plantation. development has.been active since then, extending further
southward into Riau, where a vast stretch eof land is still available.
In contrast, the coastal strip on the western side has generally been
in an inféerior position, lacking enough arable land and easy
transportation access. The conditions are worse for the islands off
the mainland. As a consequence, these areas largely remain backward
compared with the other parts of the Regiocn.

2, Population and Transportation System
2.1. Present Status

91. The general pattern of development described above has direct
relevance to the present pattern of population distribution and
transportation system {road system, especially). As seen in Figure 5,
major settlements are distributed in the eastern plains (northern half)
and in the Barisan range (southern half), with the trans-Sumatra
highway exactly connecting them together. Notice that there exists a
trans~-Barisan twist ({from east to west) in the current population-
transportation axis,

2.2, Future Concept

92, It is natural and efficient that a major trunk road runs
connecting major cities. The current population-transportation axis
can be justified in this respect., The problem with it, however, is

that it is not sufficient to form the future spatial structure of the
Region. To make the Region more internally coherent and related, there
must emerge another axis which exactly counterbalances the existing
one. It runs through the western part of Aceh, then crosses the
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Figure 5. Population-Transportation Axis of the Region (Present Status)
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Figure 6. Population-Transportation Axes of the Region (Future Concept)




- 42 =

Barisan range to reach Medan and extends on the eastern coast to Riau
and beyond. Several east-west ladder roads link the two axes whereas
extensive transportation networks should be constructed around two
major nodes, Medan and Padang. Medan becomes particularly important in
this structure because of ita location at the crossing of the two axes.
This concept is illustrated in Figure 6. : Lo :

3. Production and Land Use
3.1, Present Status

93. Agriculture is the mainstay . of the ‘Region's .economy

accounting for 35% of non-oil/gas GDP.and 62% of employment {1988
estimates). Except for some plantation;cropst-agricultural production

shows little local variation, with several main crops (notably, rice,
coconut and rubber) being almeost ubiguitous. On the other hand, large-
scale estates concentrate in the eastern plains, North Sumatra and Riau
in particular. This agricultural land use pattern, when combined with
forest distribution, more or less represents the general land use
pattern of the Region since .manufacturing and other production
activities are almost insignificant in terms’ of actual land use ({see
Maps 1 to 5 in Chapter VI of this volume). Nonetheless, several urban
centers should be noted as manufacturing centers: Lhokseumawe (Aceh),
Medan, Tebin Tinggi (North Sumatra), Padang (West Sumatra), Pekanbaru,
Dumai, Batam Island (Riau). As sugh, industrial ‘agglomeration has yet
to emerge in the Region, but the eastern coastzl belt from Lhokseumawe
to Medan to Kisaran/Tanjungbalai has good prospects to grow into a
major industrial zone in Indonesia. The distribution of per capita
regional GDP shows a pattern similar to the current population-
transportation axis. That is, higher values are found in the eastern
belt from Aceh to North Sumatra and in the Padang area.

3.2. Future Concept

94. Agriculture will remain the leading sector in the Region even
though its relative position will decline in importance (non-oil/gas
GDP share 25%, employment share 48% in 2008). It is expected that as
population increase more land will be brought under cultivation while
some cultivated land (especially in and around major cities) will be
converted to industrial and housing uses. Despite those countless
local changes, the overall land use pattern of the Region will not
change significantly except for the emergence of the Aceh-North Sumatra
industrial zone and the expansion of large-scale estates in Riau and,
to the lesser extent, along the western coast of Aceh and North
Sumatra. In contrast, the general plicture of the distribution of per
capita GDP will show some considerable shift, according to the
macroeconomic framework. That is, disparities will generally reduce
owing to the equity-oriented efforts.

4, Economic Spheres and Regional Center
4,1, Present Status

95. One of the development objectives is the integration of the
Region's potentials, In this respect, Sumatra has not integrated
itself yet into one economic region, as sketched in Figure 7. Instead,
there now exist four economic spheres with little interaction among
them, They are: northern sphere {Aceh, North Sumatra), central sphere
{West Sumatra, Riau), southern sphere (Jambi, Bengkulu, South Sumatra},
and Lampung, which is rather strongly connected to Jakarta forming an
economic sphere of its own. 'In other words, interprovincial linkage is
still weak in Sumatra reflecting the low level of industrialization.
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1988 2008

1 Aceh 2 Horth Sumatra 3 West Sumatra

4 Riau 5 Jambi 6 South Sumatra

7 Bengkulu 8 TLampung 9 Jakarta
o———o Strong Linkage (:::::) Econcmic Sphere
o———-0 Weak Linkage

Note: Interprovincial linkage here is presented as a summary indicator of
various connections at work; for instance, historical background and
social ties, market areas of basic commodities, transportation
networks and traffic volumes (cargo and passenger). To aveid undve
complication, the figure omits linkages with Jakarta, Malaysia and
Singapore even though their importance is great to some provinces.

Figure 7. Evolution of Interprovincial Linkage and Economic Spheres
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Each economic sphere identified above has its own- center: Medan,
Padang, Palembang and Bandar Lampung, respectively. These regional
centers at present are basically local in nature, not structured into a
Sumatra-wide city system,

4,2, Future Concept

96. The current condition described above will change as economic
development quickens its pace. 1In 2008, after the davelopment strategy
specified elsewhere in this Report is successfully carried out, there
will emerge a clear structure of interprovincial linkage on Sumatra,
with the four economic spheres overlapping (Figure 7). Accordingly,
the four regional centers will consolidate their position to serve
thelr sphere more thoroughly while increasing their interrelations.
The hierarchical structure among the four centers will also emerge,
with Medan becoming the center for the northern and the central sphere
(namely, the Region) and Palembang for the rest. When the integration
of the Region is concerned, it is indeed Medan's strong centripetal
force that can conjoin the four provinces. The city, largest in
Sumatra, will be located at the crossing of the two population-
transportation axes, serving simultaneously as a market, suppliex,
trader, transit base, and an arena for various socizal activities., Its
strategic implications may be too evident to delve into.

5, Summary

97, Summarizing the above descriptions and arquments, Figure 8
depicts some principal components of the spatial framework of the
Region in 2008.

B. Spatial Development Strategy
1. Provinclal Development Concept

98. The five objectives stated in Section C, Chapter IV, are for
the Region as a whole. To achieve them, the four provinces must take
concerted action while making the best use of their own endowments.
The provinces, with distinct characteristics and potentials, should
each play a role different from others' in the course of development
toward 2008. Table 19 conceptually specifies each province's role in
attaining the overall objectives. Figure 9 illustrates how the four
provinces are interconnected given their specific role,

2. Population-Transportation Axes

39, As described in Section A, there now exists a populaticn-
transportation axis along the trans-Sumatra highway and another new
axis is necessary to supplement this and formulate the basic spatial
structure of the Region. It is thus strategically imperative to
develop the two axes by stimulating local economies along them and
providing better transportation systems there. This represents a
general strategy for spatial development.

3. Urban-Rural Development Linkage

100. One of the sub-strategies specified earlier is concerned with
space: promoting city-based development while efficiently spreading
effects through urban-rural linkages. This is another general strategy
concerning space. This strategy 1is actually two-step and works as
follows. Suppcse there are a provincial capital, a local city and
rural areas surrounding the local ¢ity. Then,
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Figure 8, Spacial Framework (2008)
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Table 19. Objectives and Provincial Development Concept

Region

Objectives

Province

Development Concept
toward 2008

Noxthern
Sumatra

{i)Food base
{ii)Export/Tourisma
{(11i)Industrial base
{iv) In—-migration

(v}Economic linkage

Aceh

Moxrth
Sumatzra

West
Sumatra

Riau

Northeast:

*Food supply base

*Agro-industry on
local resourxces

*Chemical industry
base

Southwest:

*Open access to Bast

*Model for remote
area development

" Rast:

x=the center for the
Region

*Industrial center

*Estate base linked
to agroindustry

*International
tourism zone

West:

*Diversified, market-—
oriented
agriculture

*Model for island
development

Whole province:
*pdvanced
agricultural center
for the Region
*Light industry base
*Model for island
development

Hillside:

*Estate base

*Settlements for
transmigrants

Lowland:
*Model for swamp
development
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Aceh

~Fodd supply base
~Agro-industry
-Chemical industry
~Open access to East
-Model for remote area
development

Foodstuff
Services Industrial
Manufactured inputs
products Energy
North Sumatra Inchist rial
~Regional centex inputs
Agricultural —-Industrial center Focdstuff
inputs/ Industrial ~Estate/agro-industry
technology inputs ~Tourism zone
-Diversified agriculture Java,
-Model for island §§ ete.
development )
011

products
Estate

products
ol
products

Riau

Services
Foodstuff Manufactured
Agricultural products
inputs/ Foodstuff
technology
Services
Manufactured
products
Foodstuff
Y Foodstuff
Agricultural
West Sumatra inputs/
technology

-Advanced agricultural
center

~Light industry
~Model for island
development

i
%§$

-

0il products

-Estate base
~Settlements for
transmigrants
-Model for swamp

development

Goods and Services

Migration

Figure 9,

Java, etc.

Provincial Interconnections (2008)
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{i) First, strengthen the capital, the local city and their links;
(ii) Second, keeping the local city growing, strengthan linkage
between the city and its surrounding rural areas.

In this way the cities, more advanced areas, will lead growth while the
rural areas are preparing to grow. At a later stage, the advancement
will be channeled into the rural areas through the urban-rural linkage.
Figure 10 schematically depicts this strategy. For this purpose the
area development approach is very effective if both the cities and
rural areas are covered by one same program. This is one reason why
the Team adopts the IDEP approach for the Region's development. '

101. Applying this strategy, the Tean identifies following 13
cities (or city groups) as strategic development centers (Figure B):

c-1 Banda Aceh

c-2 Lhokseumawe

c-3 Meulaboh

Cc-4 Medan .

Cc-5 Kisaran/Tanjungbalai
C=-6 Kabanjahe

c-7 Sibolga/Padangsidempuan
c-8 Padang

c-9 Bukittinggi

Cc-10 Pekanbaru

c-11 Dumai
c-12 Tembilahan
c-13 Batam

Rural Local provincial
Community City Capital
o T T T T ~

()¢::::%${WD@MEHM® L) )
~ ~

C— 7™ Unit of Deyelopment

ﬂ]:[[{[! Focused

Pigure 10. Urban-Rural Development Linkage
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Those cities are basically located on the two population-transportation
axes (two exceptions are Tembilahan and Batam). Their prescribed
functions and geographic location are the criteria for their selection.
Those cities are situated at a vantage point being able to serve its
surrounding rurxal areas efficiently. They, together with the two axes,
form the basis for the spatial development of the Region and become one
criterion for selecting IDEP sites later on.

4, Integratéd Development Program (IDEP)

102, . The Team strongly advocates an integrated area development
program approach, termed the Integrated Development Program, as the
strategy for devising and implementing specific development projects.
This strategy is particularly related te the strategy of population-
transportation axes and of urban-rural linkage. The Team has Jjust
identified two axes and strategic urban centers as the bases for
development . According to its strategy, those cities' sound economic
growth is the critical precondition for the development of remaining
areas. Then, the Team obviously has to focus its efforts on those
cities, which are mostly located on the two axes,. The problem,
however, 1s that under the current administrative setup, sectoral
projects are administered by respective sectoral agencies according to
their own priority, and that there is no guarantee of such a city's
having necessary projects in a proper sequence in a well-coordinated
manner. The Integrated Development Program (IDEFP) is proposed to meet
this need.

1063. An IDEP covers an area {(usually kabupaten size) and consists
of various sectoral projects which are s8¢ interconnected and phased as
to attain their maximum possible effects. The IDEP represents a
unified, location-specific development concept integrating spatial and
sectoral perspectives and strategies, An dmportant merit of the
Program is that not all the sectoral projects under it are of high
prierity with respect toc the sector's criteria, Some low-priority
projects may be included if they are indispensable from the gisa's
standpoint. Only in this way can one expects a whole, well-balanced
development of an area, a kind of efficient development that is quite
hard to achieve with sectoral consistency alone. It is thus the Team's
strategy to formulate an IDEP for whichever area best suited to have
one.

C. Development Areas and IDEP
i. IDEP Apprcach

104. So far, the Team has specified overall goals and strategies.
These overall strategies will then be translated into specific project
ideas, which represent the Study's ultimate outcome. In carrying out
this task, the Team may have two alternative ways of project
identification. One is to identify sectoral priority projects first
and then organize them interséctorally and spatially. The other way is
to pick up some appropriate areas first and then identify sectoral
projects within them. Those two ways are both valid in principle, but
the Team chooses the second way as particularly suitable for this Study
for the following reason: Given the vast land area of the Region and
limited financial resources available for its development, one has
anyway to concentrate its efforts in some priority areas. If the team
first elaborates on sectoral projects, they may widely spread over the
Region hereby making it difficult to coordinate them into a spatially
coherent plan. Rather, it may be more efficient to select some areas
firat and then consider what to do there paying careful attention to
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intersectoral relations. This approach combines the sectoral and the
area development approach. The outcome of this hybrid approach is a
program specifically tallored to some area. This program is termed an
Integrated Development Program (IDEF) and represents the central
concept of the Northern Sumatra Regional Development Plan.

105. As will turn out, an IDEP typically covers one or Lwo
kabupaten and consists of some 30-40 various sectoral projects which in
general are so formulated that they are closely interrelated to. each
other. The concept of areawide development program, of which IDEP
provides another example, is nothing novel to regional planning
practice. In Indonesia, Area Development Program (ADP) and Provincial
Development Program (PDP} are well known predecessors of this concept.
Actually, IDEP is an extension of the ADP and PDP conceptis which have
two major purposes: (i) to decentralize administrative and financial
authority to the provincial and kabupaten governments through BAPPEDA,
and (ii) to increase productivity and income of the rural population.
What is new about IDEP, however, is .its heavier stress on the
productive sectors and the urban-rural linkage. Accordingly, an IDEP
has a much larger scale than an ADP or PDP in terms of area and sector
coverage (normally covering a strategic city and its surrounding rural
areas), program component {wider sectoral integration) and necessary
budget (average more than $ 1 billion of IDEP as compared to 5 20
million of ADP/PDP).

106. Selection of some appropriate areas for IDEP implementation,
however, should not be arbitrary. It necessitates a systematic, if not
thorough, assessment of development priority of sub-regional areas, and
this, in turn, requires a division of the whole Region into some number
of sub-regional areas. After studying each area'’s characteristics and
assessing its development potential, the Team may be able to judge its
development priority from the Region's wider point of view. Thus, the
Team first divides the Region to identify prospective sites for IDEP.

2. Subdivision of the Region and Development Areas

107. The subdivision of the Region is carried out with respect to
three criteria:

{i) as homogeneous as possible in terms of physical-economic
characteristic;

{il) a3 few as possible; and
{iii) as much coincidence with kabupaten boundaries as possible.

The first criterion, homogeneity, is necessary to facilitate proiect
identification. With homogeneous areas, it may become easier to
clarify what types or kinds of projects are needed in each of them.
The second criterion is added for practicality. Without this, we would
end up with a very fine subdivision which is unworkable in practice.
The last criterion is also needed for another practical reason that
most available data are on a kabupaten bagis. The results are 24 areas
listed below and shown in Figure 11.

Development. Areas (24)
Aceh (7) 1. Aceh Besar
2. Noxrth Aceh
3. East BAceh
4. Southeast Aceh
5, West Aceh
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Figure 11. Development Areas




6. South Aceh
7. Aceh Islands

Morth Sumatra ({(6) 8. Medan
9. Rast Coast
10. Karo Highlands
11. North Tapanuli
12. Southern Tapanuli
13. Nias

West Sumatra (6) 14, Central West Sumatra
15, Pasaman
16. Lima Puluh Koto
17. Southeast West Sumatra
18, Pesisir Selatan
19. Mentawai Islands

Riau (5) 20. Kampar
21. Bengkalis
22, Indragiri Hulu
23, Indragiri Hilir
24, Riau Islands

3. BAnalysis of Development Areas

108. The development areas are then sublected to a gystematic
review of their characteristics, priority sectors and inter-area
relations. Tables 20 through 23 summarize some main charactexristics
and priority sectors of each development area. Inter-area relations
among the development areas are an important factor to be considered in
selecting appropriate sites for IDEP. Thiz is so because such a
selection in general is an outcome of simultaneous assessment of
various, often conflicting, factors, The principal factor in this
assessment is the efficiency criterion. Efficiency, however, can
mislead us to a false assessment. Suppose we are only concerned with
growth in economic terms and that we mistake growth simply for "growth
in sectoral production.” Then we may pick up an area which has
tremendous prospects of modern industrial development but is completely
isolated from the rest of the Region. The area will surely generate a
large amount of economic gain, but it is confined to the area without
spreading over or multiplying itself. Thus, it is clear that "growth
in sectoral and spatial interaction” should also be a vital criterion
of our assessment.

109. Growth in sectoral production may ke judged from the rough
description of area characteristics summarized in the tables above, but
efficiency in sectoral and spatial interaction is hard to grasp there.
This regquires an inter-area input-output table, whose construction is
far beyond this Study's capacity. HNonetheless, a grossly simplified
version is tried and shown as Figure 12. The table lists only areas,
with no sectoral breakdown. An asterisk in the cell shows that if some
developnment takes place in the corresponding area on the left side,
some benefit will be felt by the corresponding area on the upper side.
Viewing this table row-wise, one can have some rough idea of which area
may have more development leverage. Also, an asterisk off diagonal
{(intraprovincial) blocks indicates interprowvincial relation. Those
areas which have such asterisks on their row may be favored because of
their particular function of spreading economic benefit across
provincial bordersa. These considerations are not the only factors to
be taken into our assessment of development priority. Nonetheless,



Provincial sectoral

priority for
Repelita Vv

Table 20.

(1} Infrastructure

Development Areas (Aceh)

{2) Agriculture

{except forestry)

{3}

Manufacturing
{small/mediuvm)

Priority Sectors

Development. Area Characteristics
Productive Infrastructure
1. Aceh Besar ~ Hinterland of Banda Aceh ~ Agriculture (rice, - Irrigation
{Administrative city) vegetable, fruit, ~ Read
- Paddy fields livestock}
unirrigated/irrigated but
with preoblem
?. North Aceh - Food Basket of Aceh - Agriculture (rice, - Bridge
- Large industrial secondary crops, - Water
establishments in coffee)
Lhokseumawe -~ Fishery {(tambak}
- Traditional shrimp - Manufacturing (gas
culture . down-stream industry,
- Coffee plantation around agro~industry)
Takengon {for export) - Forestry {timber
- Tourism potential of Lake astate)
Tawar
-~ Unemploymert in
Lhokseumawe
3, East Aceh - Medium industrial - Manufacturing (agro- -~ Energy
establishments in Langsa industry} (hydro-
area electric
~ Possible hydroelectric power, for
power plant site closest Medan)
to Medan
4. Southeast - Isolated area due to poor - Agriculture -~ Road
Aceh road connection
5. West Aceh ~ Little arable land - Agriculture (small- ~ Read
except, for Meulaboh area holder/estate tree ~ Port
- Poor road condition, lack crop) -~ Irrigation
of port {Jeuram)
- Log production
6, South - Swamp and sandy soil, - Agriculture - Road
Aceh little arable land {smallholder/estate ~ Bridge
- Especially bad road tree crop) ~ Port
condition ~ Irrigation
~ Lack of port (Blangpidie)
- Log production
7. Aceh - Abundant forestry -~ Forestry ~ Communication
Islands resources (timber, with mainland

rattanj




Table 21. Development Areas {North Sumatra)

Provincial sectoral {1) Manufacturing {2) Agriculture {3} Tourism

priority for
Repelita V

Priority Sectors

Development Area Characteristics
Productive Infrastructure
8. Medan - 2 million population, the - Manufacturing (agro- Energy
largest city in Sumatra industry, metal and {electricity)
- Bxport industries, Urban machinery industry, Urban
industries ete.) infrastructure
- Industrial estate of Water supply
international standard Telecommunication
9. East Coast - Long-established estate - Agriculture (rice) Flood
zone - Fishery (tambak) control/river
~ Vast paddy fields - Manufacturing {agro- improvement
- Large concentration of industry) Irrigation
population - Forestry (watershed
- Mangrove areas good for managerent )
tambak
10. Karo - Fertile seil, highland - Agriculture {marketing) Road
Highlands climate suitable for - Tourism {Brastagi-
vegetable, fruit, - Forestry Prapat,
horticulture {reforestation, timber tourist
- Paddy production around estate) course)
Sidikalan ’
- Tourist attractions
around Lake Toba
11. North ~ Paddy flelds with poor ~ Agriculture (rice, Irrigation/
Tapant:ll drainage {single harvest) secondary crop} drainage
- Tourist attractions - Tourism
around Lake Toba
12. Southern - Limited land ~ Agriculture ({(rice, Road
Tapanuli - Vast stretch of semlarid livestock, estate)
hilly area in southeast ~ Fishery (off-shore,
-~ New establishment of marine culture)
estate - Mining {Coal)
- sibolga as a major port
13. Nias ~ Half million population - Agriculture {(rice, Communication
on Nias island iivestock) with mainland
- Pptential of agriculture - Forestry Irrigation
- Potential of towrism - Tourism Road
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Table 22, Development Areas (West Sumatxra)
Provincial sectoral (1) Agriculiture . {2) Small-scale {3} Tourism
priority for Indust
Rapelita v neustry
) ) Priority Sectors
Davelopment Area Characteristics

Productive Infrastructure

14, Central
West
Sumatra

15, Pasaman

i6, Lima Puluh
Kota

17. Southeast
West
Sumatra

18, Pesisir
Selatan

19. Mentawai

Islands

- Concentratlion of -
population

- Well-developed paddy -
fields with simple
irrigation -

- Seed of small/cottage -
industries (craft,
textile)

- Volcanos, lakes,
woadlands as tourism
resources

- Limited land in East -
Pasaman

- Area Development Proiject
{West Germany) in West -
Pasaman

- Payakumbuh (second -
largest city} in rice
field area

~Mountainous areas slow to
develop

- Citles ({Solok, -
Sawahlunto, Sijunjung-
Muareo) in north -
- Flat areas in south,
opened after Trans-
Sumatra Highway
~ Estate development in
south
- Limited but well-
developed paddy fields in
west

- Paddy fields on the skirt -
of mountains

- Swamp along coast

- Read in poor condition

- Forestry resources -

Agriculture {rice, - Flood control

vegetable} (Padang)
Fishery {fresh water - Urban
. fishing pond) infrastructure
Tourism
Manufacturing {small}
Agriculture (rice, ~ Irrigation
small~holder tree crop, {Rao}
esltate)
Fishery (off-shore,
fresh water fishing
pond)
Agriculture {rice)
Agriculture (rice, - Irrigatien
estate, horticulture) {Sungaidareh,
Mining (coal} Muaralabuh)
- Road (east-
west)
Agriculture - Road
Forestry - Communication

with mainland
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Table 23.

{1) Agriculture

bevelopment Areas (Riau)

{2) Infrastructure (3)

Manufacturing

Development Area

Characteristics

Priority Sectors

20.

21.

22,

23,

24,

Kampar

Bengkalis

Indragiri
Hulu

Indragiri
Hilir

Riau
Islands

Riau's largest population
concentration along
Pekanbaru-Bangkinang
Large paddy fleld area
around Bangkinang

Estate development along
the western hillside

Vast swamp and woodland
in east

Scattered settlements,
very low population
density

Base of o0il production,
oil-related
infrastructure

Very poor new settlements
along Pekanbaru-Bumai

014 fishing villages

Smallholder rubber
plantation as mainstay
Some paddy fields aleng
Indragiri River

Slow growth

Paddy production in tidal
swamp areas

Large coconut plantations
to bhe developed

Idea of Kualaenok port
Tembilahan without road
connection

Batam island as a
national preject
Development taking
advantage of closeness to
Singapore and Malaysia
High tourism potential

Productive Infrastructure
Agriculture {rice, - Irrigation
astate) ~ River
Forestry transport
Manufacturing {wood
processing)

Mining (oil) -~ Port
Manufacturing (Dumai: - Water supply
Petrochemical, palmoil {Dumai)
processing, fishery

products)

Fishery .

Agriculture (estate) -
Mining {(coal)

Agriculture {estate} -

Manufacturing {agro- -

industry)

Manufacturing -

Fishery (for export)
Tourism

Road {Lipat
Kain-
Talukkuantan}

Road
River
transport
Port

interistand
transport
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Figure 12. Inter~Area Development-Benefit Table
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those areas which are favored with respect to the above criteria will
generally receive higher priority in the selection process later omn.

4. Development Concept

110, Basaed on the analytical review described above, a development
concept is then specified for each area, To this end, the 24
development areas are first classified very broadly into three
categories: ' '

Category I Advanced areas
Category II Less advanced areas
Category IIJ Remote islands

Figure 13 shows the pattern of this classification. Obviously, the
role to play in the Region's development cannot be the same among the
three categories. Table 24 below summarizes how each category can
contribute to the achievement of the five development objectives.

Table 24. Expected Contribution by Category
Obijectives
Category Food Bxport/ Industry In- Economic
base tourism base migration linkage
I * % * % *k * -Leader of the regional
economy

-Medan, regional center

IT * * * bt ~-8trengthen link to
advanced areas

I1I * -Become more involive in
the regional economy

Note: ** dencotes substantial contribution;
* gignificant contribution

Taking into consideration those expected contzibutions, preovincial
development concepts described in Chapter IV are further broken down
specicically into those of development areas. Table 25 summarily shows
both the provincial and development area concepts.

5, Priority Development Areas

111. Priority development areas are then chosen with respect to
the following criteria:

(i) High potential for efficiently achieving the development
objectives;

(1i) Areas where strategic cities are located;

(iii) Areas with strong or potentially strong inter-area relation; and



---------- Development Areas Boundaries P

Mﬂmﬂﬂm Advanced Areas (I)
| ____[ Less Advanced Areas (II}
l::l Remote Islands {¥IT}

Figure 13. Development Areas in Three Categories
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Development Concept by bevelopment Area

Development Cencept Development Area Specific Davelopment Counéept
rrovince toward 2008 No Name toward 2008 j
1 f[Aceh Besar Food supply base for Banda Aceh, an_administrative
Mortheast: ciiy - o
2 |North Aceh Food supply base for Aceh and North Sumatra
+ rood supply base / Chemlcal industry base/ Agro-industry base
* pgro~Industry on local 3 ]East hceh Medium/small-scale industry base {incl,
resources agro-industry)/ Fishery base
Aceh * chemical industry base 4 |Southeast Aceh| Agricunltural development stimulated by better
agcess to-Medan i
Southwest: 5 |Hest Aceh Meulaboh, development center for Aceh west
coast/ Smaliholder tree tiop base
* Qpen access Lo East 6 |South Aceh Agricultural-development stimulated by batter
* Model for remote area agcess to Medan . )
developmenk 7 {Aceh Islands Better access to mainland/ Infrastructure
for BEN : - :
East!: 8 IMedan primary city of the Reglon/ Industrlal center
+ The Center for the Reglon for the Reglion/ Gateway to forelign tourists
t Industrial renter 9 {East Coast Urban-sriented diversifled agrigultural zone
* pgtate base linked to / Estate base/ Aqro-industry base
North agro-industry 10 {Karo Rlghlands Highland hortlicultural zone/ Touvrism base
* International tourism zone
Sumatra 11 |{Horth Tapanuli| Diversified agricultural zone/ Tourism base
West: §
* piversified, market- 12 1southern sibolga/Padangsidempuan, development ceplel
oriented agriculture Tapanuli } Diversified agricultural zone
+ Model for island develop- | 13 [Nlas Better access to mainland/ Infrastructure
ment for BHN/ Model for island development
14 [Central West Advanced agricultural center for the Region/ Food
Sumaktra supply base/ Light industry base/ Tourism base
15 [Pasaman Diversified agricultural zone
whole province: .
West 16 {iima Puluh Food supply base for West Sumatra and Riau
* Advanced agricultursl Kota
Sumatra center for the Reglon 17 |5o0utheast West Large-scale agricuitural development zone
* Light industry base Sumat.ra
* Mpdel for 1sland develop- | 18 jPesisiy Diversifled agricultural zone
ment Seilatan ) .
19 Mentawal Better access to mainland/ Infrastructure
Islands for BHN
20 IKampar Estate base/ Agro-lndustry base
Rillside: /_settlement area for in-migrants
21 |Bengkalls Petrochemlcal industry base/ Settlement area
+ gstate base for ln-migrants
Riau 22 {Indraglri Hulu Estate base/ Smallholder tree crop base/ Model for
Lowland: swamp development/ Settlement area for in-migrantst
23 {Indragiri Model for swamp development/ Estate base
* Model for swamp develop-— Hillir .
ment 24 jriau Islands singapore-oriented development
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{iv)' Areas which can serve as a development model with some unique
aspect.

The selection is bésically category-wise. That is, priority areas are
chosen within each category. Table 26 summarily shows the selection
procedure and the final choices.

6. Integrated Development Program (IDEP) Sites

112.. .As shown in Table 26, 15 development areas are selected as
priority development areas, which form the basis for IDEPs. Some of
those areas, however, turn out to be covering too large area to
highlight their specific potentials (development areas 9 and 20, for
instance) . To sharpen each IDEP's characteristics as much as possible,
the selected areas are then reorganized taking a few other viewpoints
into consideration (excluding Kotamadya Batam from development area 24,
for instance). This reorganization of 15 priority development areas
finally brings forth 11 sites, which are listed below. Table 27 shows
the relation between the priority development areas and the IDEP sites,
The IDEP's locations are roughly indicated in Figure 14 along with the
population-transportation axes. As is seen, three category-I IDEPs (P-
1, P-3, P-6) are all situated on the same population-transportation
axis, and so are two category-II IDEPs (P-4, P-7} taking a strategic
location inbetween. The other three category-II IDEPs are on the other
population-transportation axis which also define the Region's spatial
structure. The exact delineation of the IDEP sites is shown in Figure
i5. Table 28 summarizes each IDEP's role to play in the Region's
long-term development. Sectoral projects are then identified in each
IDEP which are needed to perform the role effectively and efficiently.

Northern Aceh {(Aceh)
west Aceh (Aceh) _
Metropolitan Medan (North Sumatra)
West Coast Tapanuli {(Noxth Sumatra)
Nias Island (North Sumatra)
Minang Highlands (West Sumatra)
South Sijunjung (West Sumatra)
Mentawail Islands (West Sumatra)
Rokan Basin ({(Riau}

0 Indragiri River (Riau)

1 Riau Islands {(Riau)

*ororcrurur?'urcru*u'u
Hoo @~ e N

7. Geographical Advantage of the West Coast of Sumatra

113. 3ix IDEPsz out of 11 are selected on or close to the west
coast of Sumatra, which ls presently less developed compared to the
east goast. In addition, it is considered that the west coast will be
increasingly important as a gateway of the future West Pacific Economic
Zone open to huge potential market of the Indian Ocean surrounded by
South Asian, Middle East and African countries. ¥For example, India and
Pakistan are already among the five major importing countries of palm
oil in the World with EC, US and Japan. It is predicted that several
other countries, such as Egypt, Iraq, Turkey, Yemen, Iran, USSR, China
and a few African countries, may join this group to obtain this low-
price edible oil. Total glokal demand in the year 2000 with their
increasing population will reach 30 million tons per year, more than 50
per cent increase of the present consumption. Then, the west coast of
Sumatra will be the nearest exporting base of palm oil to those high-
demanding countries provided that the palm oil industry has been well
established in the hinterland of the west coast of Sumatra, where the
six IDEPs are situated.
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Table 26. Selection of Priority Development Areas
Cata- |Develap- Criterion? 5 '
gory| ment (N () {30 1. {9
area! Food  Export/ Industry  Ip- Econornic | Strategic] Inter- HModei
bsse  Tourism  base  migration linkage tity area
relation
i Q (O 9] 0
e Q & 8] &) C
| 3 9] Q 0
8 © ) 191 @) Q
Yo 1o 4} © @) o
pAr A7 kS 8 0 o _ €] @)
4 [e) !
5 1O O i O O
b &} O G
A0 1O © o) O 0
11 o] (9] ] O :
A 1o 0 0 &) [} O
Uy 15 O O
2 22llE Q
A Lo o) 9 Q
ig Q - 0
20 © 0 © 0 e o) Ke)
21 O [¢] Q Q C
i Q fe) o
g7 <774 e © 0 ; O
-
m A3/ O 0 O
187 ) O 0
2 O © &) o)
Notes: 1) Shaded (£270) development sreas are those selected.
2) © denotes meeting the eriterion; © withsignificance, _
3) Baxes { 1 and {T_] ) denote the ohjectives where g substantial and significont
{respectively) contribution is expected. ' '
Table 27. Development Areas and IDEPs
Selection Reorganization
A4 \V4
Category Dev. Priority IDEP (Dev.Area)
Areas Dev,Areas
1 P-1 NHoxthern Aceh (2)
2 2
I 3 8 P-3 Metropolitan Medan (8,9,10)
8 9
9 14 r-6 Minang Highlands {14,16,17)
. P~2 West Aceh (5)
4,5
6,10 5,10 P-4 West Coast Tapanuli (12)
11,12 12,16
I1 15,16 17,20 p-7 South Sijunjung_(l?)
17,18 22,23
20,21 P-9 Rokan Basin (20)
22,23 _ _
p-10 Indragiri River (22,23}
7 P-5 Nias Island (13)
TIT 13 13
19 19 P-8 Mentawai Islands (19)
24 23

P-11 Riau Islands (24)
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Table 28. IDEP's Role in Regional Development
Category IDEP Role
I. Advanced P-1 Northern A major industrial base on the
Areas Aceh primary axis, with close
interaction with agriculture
P-3 Metropolitan The center for the Region with
Medan strong industrial and service
activities
P-6 Minang The. agricultural center for
Highlands the Region, Jlocated on the
primary axis and on a majox
gateway to the west
II. Less P-2 West Aceh The development base for the
Advanced entire western side of Aceh; a
Areas gateway Lo the west
P-4 West Coast A high potential area on the
Tapanuli primary axis between Medan and
Padang; a gateway to the west
and the base for Nias
P-7 South A resettlement area with high
Sijunjung potential for commercially-
oriented agriculture
P-9 Rokan Basin A high potentia)l resettlement
area combining NES/PIR and
food crop production
P-10 Indragiri A model for interprovincial
River river basin development and
management with special
attention to low~land swamp
III.Remote P-5 Nias Island A model for island development
Islands aiming at a higher integration

P-8

P-11 Riau Islands

Mentawai
Islands

with outside economies

A model for environmentally
conscious development in
harmony with the traditiconal
ways of life

A highly export-oriented area
with high potential in
fisheries
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VI SECTORAL DEVELOPMENT STRATEGY

A. Agriculture and Fishery
1. Agriculture

1.1. Food Crops

114. National goals. The national goals for agricultural
development at present aims at food self-sufficiency on the broad
sense, which basically consists of the maintenance of rice self-
sufficiency and the agricultural diversification. The diversification
has many dimensions, but in the food crop subsector, it primarily means
the increased production of palawija crops and horticultural crops.

115, Nutribtion. Average per capita calory intake in Indonesia
improved from 1,920 Cal/day in 1965 to 2,380 Cal/day in 19821, more
than 2,100 Cal/day which is considered nutrition requirement. But

average protein intake marginally improved during the same period from
42 gram/day to 51 gram/day1 which is far short compared to 70 gram/day
of the requirement. This implies that Indonesian agriculture should
address more to encourage production of protein-oriented food including
livestock, fisheries, and diversified food crops such as maize, soybean
and pulse both for human and animal consumption.

11e.. Region's objectives. Taken together, the Northern Sumatra

Region is now estimated to be more than self-sufficient in rice, but
its production of secondary crops has been of relatively minor
importance. In view of the national goals, the overall objectives for
the Region during the next two decades is firstly to maintain its self-
sufficiency in rice and secondly to establish the capacity of
producing increased secondary and horticultural crops.

117. Rice. The strategy for rice is essentially the continuation
of those programs which have been proven successful in Indonesia during
the last decade or so. Hamely, it is based on the combination of

irrigation development and utilization of better rice varieties,

fertilizers and agricultural chemicals and other modern inputs.

However, the implementation will be pursued under gradual reduction of

subsidization on inputs, including irrigation water. Assuming the
present regional surplus in the range of 400,000 - 500,000 tons (dry
unhusked rice), rice production in the Region is estimated to increase

by 1.5% per annum to 7.3 million tons in 2008. This would require an
expansion of wetland harvested areas by about 400,000 ha, By taking
into consideration of the vast land area of the Region, the location
for irrigation development will be distributed to ensure a safe degree
of local autarchy of rice supply. However, before the end of the first

decade, it is necessary to reorient the policy framework of rice
preduction in the Region from the viewpoint of efficient regional and
local specialization.

118, Palawija crops. The strategy for palawija crops would
emphasize malze, cassava, soybean and peanut, mainly because of the
demand prospects {urban consumers, 1livestock/poultry farms, processing
industries) in the Region, but some, at least soybean, could be shipped
outside the Region. It should aim at the promotion of multiple

: FAO Basic Data Unit, 4 Febraury 1985,
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cropping with rice on wetland and the cropping system development on
dryland (=upland) fields. The former requires the support to self-help
efforts among local small farmers in wetland improvement, including
better drainage and land preparation methods. The latter regquires the
development of environmentally sustainable land utilization metheds,
which are feasible .and manageable by small faymers. This would require
the increased supply of better seeds, the improvement and diffusion of
locally suitable production and post-harvest practices, the growth of
agro~industries (vertical diversification}, and the development of
effective intra-regional and inter-regional produce marketing systems
in addition to the on-going national market information develeopment.

119. Promotion of palawija. The location for palawija crop

promotion would be much more selective than irrigation development for
rice, at least in the beginning. The proximity and/or good

transportation access. to the major urban centers (e.g. 13 strategic
cities) in the Region, and to a lesser extent outside markets (chiefly
Southern Sumatra and Western Java) would be most important. From the
viewpoint of balanced growth within the Region, it will be necessary teo
select a limited number of underdeveloped areas on the basis of long-
term provincial development objectives., Also from the equity
perspective, the priority of dryland production would be in
transmigration areas and other newly developing areas in the Region.

120, Hoxticulture. With respect to horticultural crops, the
priority need be given to areas of higher altitudes, especially the
already existing production centers like the Karo, the Minang and the
Gayo Highlands, The market prospects in urban centers outside the
Region and in the neighboring countries are generally promising, but in
view of perishability of crops, veolatile price movements and quality
control requirements, among others, it will be essential to organize
effective marketing arrangements among traders, to provide basic post-
harvest infrastructure 1like terminal facilities for collection,
grading, packaging, storage and shipping, and to encourage private

investments. For other areas, the location-specific strategy should be
devised on the basis of local market prospects as part of the
diversification drive on wetland and dryland areas. This need be

supported by the strengthening o¢f public programs and private
enterprises for better seed production and distribution chiefly on the
provincial level.

1.2, fTree/BEstate Crops

121. National goals. The national goals for tree/estate crops are
to increase non-0il exports, to promote related agro-industries for
increased commodity wvalue added and employment generation, and teo
improve the income of a great number of smallholder growers. The Region
traditionally has large shares of national tree crop production,
especially those crops grown in large-scale estates such as ¢il palm,
rubber and recently cacao. The smallholders also have substantial
shares of such crops as rubber, coconut, coffee, clove and other minor
tree/estate crops. In line with the national goals, the strategy
should aim at improving the performance of large-scale estates and
smallholders,

1z22. Large scale estates. From the viewpolnt of efficiency,
large—scale estates are expected to generate increased foreign exchange
earnings in the foreseeable future from the large investments in the
public sector estates realized during the last two development plan
periods and from the on-going or scheduled private sector investments.
Such prospects need be strengthened by the improvement of
operation/maintenance and quality control, and especially in relation



- B8 =

to the promotion of private estates, by the provision of credit
facilities and further deregulation on production and trade. :

123. Major Lres crops. Among the major tree crops, 0il palm would
increase its output most dynamically, at an annuval rate of about 6%
over the two decades, being supported by the expected growth of demand
for edible oil in developing countries. Rubber and coconut would grow
more slowly, at around 3% and 4% respectively pér annum, in line with
the expected growth of world demand for rubber and of mainly domestic
demand for coconut. Coffee, mostly grown by smallholders, has so far
had relatively favorable growth performance, but in view of the world
market prospects, the growth would be slower, at around 2%,

124, Smallbolders. The growth prospects of the smallholder
tree/estate crops are not as clearcut as the estates, because of their
generally aged trees and poor maintenance and harvest technologies.
The strategy is to implement programs of project management units,
emphasizing relatively under-developed areas along the west coast and
provincial boundaries. In relation to coffee, the first priority should
be given to the rehabilitation of arabica coffee above appropriate
altitudes to ensure exportability.

1.3. Livestock and Poultry

125. National goals. The national objectives for
livestock/poultry subsector are to increase the production all around
chiefly for domestic consumption and nutritienal improvement, and to
increase the population of large ruminants as draft animals and sources
of manure for supporting the production of various crops. In line with
the objectives, the production and consumption of livestock and poultry
products would be increased in the Region, by emphasizing broilers and
layers in the areas with good access to major urban centers, and
promoting the Region's comparative advantage in pork and beef
production, some of which could be exported to the neighboring
countries.

126. Considerable efforts. The expansion of livestock/poultry
raising in the Region, as elsewhere in the country, would require
considerable efforts at strengthening extension and veterinary services
and improving marketing and processing infrastructure such as
slaughtering, meat processing and cold storage facilities, especially
when inter-regional trade and exports are to be promoted in the Region.
Part of such requirements could be shouldered by commercial farms which
have been growing in the Region.

127, Small_farmers. The majority of 'small. farmers are not
oriented to meat preduction, even though all farmers keep a certain
combination of livestock and poultry, as draft animals, as subsidiary
sources of cash income, or for home consumption. There is a great need
to educate the farmers on improved livestock/poultry management,
especially animai/poultry nutrition and disease control.

128. Cattle raising. The vast grassland and particially wooded
land available in the Region are suitable for extensive types of
cattle raising for beef production, which could be managed by private
investors or communally by groups of local wvillagers, It would be
useful to establish pilot ranches to demonstrate the improved nutrition
and disease control, grassland management, and forage crop production
and feed preparation. '
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2. Fishery

129, ° Importange. Although the contribution to agricultural GDP is
somewhat smaller (7%) than the livestock subsector, the fishery
subséctor in Indonesia appears to be more important at least in two
respects; namely its already established export performance and as
major source of animal protein. The Region's total fishery production
volume grew by 6% per annum during 1981-87, and the value of its
exports at 16%, with the share in the national total exports increasing
from 12% to 17% over the period. The Region's estimated per capita
consumption {23kg) is larger than the national average (15kg), and this
seems to correspond with figures estimated by two separate household
surveys. However, it must be pointed out that the higher per capita
consumption is likely to be related to the difficulty of transportation
and marketing the production, especially in remote islands. '

130. ' Marine fishery. Marine fishery, which currently accounts for
nearly 90% of the Region's production, is largely concentrated along or
off the east coast. Both the wolume of fish catch and the number of
fishermen along the east coast are a little over three times as large
as along the west coast, and the motorization rate of fishing boats is
alse higher at 44% compared with 25% of the west ceast. However, the
resource base in the Malacca Straits is already nearly fully exploited,
wheres in the western waters, mostly within the 12~mile territorial
limits, the estimated exploitation is 60 to 70%, and moreover, a vast
reserve of fish resources is likely to exist in offshore waters within
the 200-mile exclusive economic zona,

131. Development scenaric. Chiefly on the basis of resource
potentials, it appears possible to increase the Region's fishery
preduction at the same rate achieved during 1981-87 through the turn of
the next century, or to about 1 million tons in 2008. The possible
scenario is to raise the level of exploitation in the western coastal
resources and step up  the development of agquaculture and inland
fisheries in the medium term, and to develop offshore fisheries in the
long term., 1In order to increase exports, the bulk of which consist of
shrimp and some marine fish, it will be essential to expand and
intensify brackish water aquaculture (tambaks) and net cage culture in
view of the declining catch from the Malacca Strailts. It will be also
indispensable to prepare and execute an appropriate coastal fishery
resopurces management program in the Malacca Straits, including the
intensive and consecutive stock assessment, preparation of better
fishing grounds,; and development of ceoastal agquaculture.

132. Private and public tasks. From the viewpoint of efficient
growth, .the above scenaric can be implemented by the private sector
initiative in capital-intensive investments, especially in relation to
the development of off-shore fisheries and intensive tambak
aquaculture, and by the improvement of fiscal and financial incentives.
The government should support services/facilities, such as resource
surveys, infrastructural development {(fishing port and cold storage,
irrigation canals for tambaks), laboratories for pre-harvest and post-
harvest gquality contrel, establishment of research and training
institutions and so forth.

133. Traditional fishermen. From the viewpoint of inconme/
employment geheration for traditional fishermen, such government
supports as above are important but not enough. According to the data
from the Directorate General of Fisheries, there are some 277,000
coastal fishermen, of which 70% are full-time,and 30% of them are found
along the west coast including offshore islands. According to the 1983
agricultural census, there are approximately 200,000 households which
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engage in some forms of fisheries, but only 40,000 households are
solely dependent on fisheries (40% found in ten digstricts along the
west coast). 'The exact profiles of their technologies and economic
conditions are not known, but it is unlikely for them to have enough
income to invest in better fishing gear and beats or in the development
of more jintensive tambak and other types of aquaculture.

134. Actions. One of the possible ways is to initiate small pilot
projects, preferably as part of some integrated area development
programs. Second possibility is to integrate them in the NES manner

with capital-intensive private investments in aguaculture as being
considered by the Goverrment and some donors. The third possibility is
to promote small-scale fishery development projects, along with
strengthening of the cooperative's organization and their activities
through the possible institutional and financial supports -from the
Government, e.g., preparation of fishing ground with installation of
fish aggregating device (FAD), fish marketing promotion in remote
areas, and infrastructural improvement .
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