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Preface

In rcsponse to a request from the Government of the Republic of Indoncsia, the
Government of Japan decided to conduct the Study on Master Plan for Industrial
Standardization and the Promotion of Quality Control.

JICA sent a study team, led by Mr. Teisuo Inooka of UNICO International Corporation
(UNICO) and organized by UNICO and Japancse Standards Association to the Republic of
Indonesia three times from September 1994 to Junc 1995.

The tcam held discussions with the officials concerned of the Government of the Republic
of Indonesia, and conducted rclated ficld surveys. After returning to Japan, the fcam

conducted further studics and compiled the final results in this report.

I hope this report will contribute to the promotion of the plan and to the enhancement of
friendly relations between our two countrics.

I wish to cxpress my sincere appreciation to the officials concerned of the Government of
the Republic of Indonesia for their close cooperation throughout the study.

August 1995

&mef A

Kimio Fujita

President
Japan International Cooperation Agency






August 1995
Mr. Kimio Fujita

President
Japan International Cooperation Agency
Tokyo, Japan

Dear Mr. Fujita

L etter of Transmittal

We arc pleased to submit to you the final report on the Study on Master Plan of
Industrial Standardization and Promotion of Quality Control in the Republic of Indonesia.
The report contains analysis of the present status and issues of industrial standardization
and quality ‘control in the industrial sector, particular of which arc subscctors of
automotive components, agricultural machinery, electric appliances and machinery,
clectronic apphdnces, and ceramic building materials. The report also contains analysis of
present situation and issues on national standardization, and the program recommendation
on industrial standardization and promotion of quality control.

The industrial standardization is not successfully disseminated and established among
its industry at present, despite the intensive efforts of the relevant government
organizations, The quality control practice, which is fairly common among the large and
medium sized companies, is still insufficient in that it is not directly linked with
improvement of operational efficiency. Further, the dissemination of quality control
among SMEs is still weak.

We recommended ten programs in the report. These programs are categorized into
two groups in terms of their integrated implementation. One of the program groups serves
fo encourage increased involvement of the 1ndustry in standard development, and
dissemination of standardization and quality control. Another is that which cnsure public
confidence on standardlzdtlon project and certification system through complete
1mplcmcntatx0n ‘and a realization of international mutual recognition of the certification
system,

Indonesian side has showed a significant interest in the implementation of these
programs. With the impieméntation' of the recommended programs, we are cerfain that
these will contribute significantly to the improvement in efficiency and competitiveness of

Indonesian industry; promotion of inter and intra industry linkages, and increase of



international confidence in Indonesian products.

We wish to take this opportunity to express our sincere gratitude to your Agency, the
Ministry of Foreign Affairs, and Ministry of International Trade and Industry for valuable
advice and support provided on behalf of this study. We also wish to express our decp
gratitude to PUSTAN (Center for Industrial Standardization, MOI) and other concerned
authorities in the Republic of Indoncsia for their close cooperation and substantial |
assistance rendered to us during the performance of this study. '

: Very truly yours,

@%me_—ﬁ

Tetsuo Inooka

Tearn Leader, Study on ‘

Master Plan of Industrial Standardization
‘and Promotion of Quality Control

in the Republic of Indonesia
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AAS
ABB
ABI

AC/C
AIPSI

ALSINTANI

AMDAL
AOTS
API
APLINDO

APPI

AS
ASAKI

ASEAN
ASME
ASPEP

ASTM
AWS

BAKOSURTANAL

BAPEDAL
BAPPENAS -

BATAN

Abbreviation o

Agency for Agricultural Research and Development

(Bandang Penelitian dan Pengembangan Pertanian Departmen Pertanian)

Atomic Absorption Specirometer

Asca Brown Boveri

Association of Indonesian Internal Combustion Engine Manufacturers

{Asosiasi Motor Bakar Indonesia)

Allernating Current/Direct Corrent

Association of Indonesian Pump Industries

(Asosiasi Industri Pompa Seluruh Indouesia)
Association of lndm'acs.ian Agricultural Machinery
(Asosiasi Perusahaan Alat dan Mesin i’crlan‘ian Indonesia)
Environmental Impact Assessment

The Association for Overseas Technical Scholarship
American Pefroleum Institute

Association of Indonesian Metal Foundry

{Asosiasi Industri Pengecoran Logam Indonesia)
Association of Electrical Industries of Indonesia
(Asosiasi Produsen Peraltan Listrik Indonesia)
Ausiralian Standard

Indc;nesian Ceramic Industrics Association

(Asosiasi Ancka Industri Keramik Indonesia)
Association of South East Asian Nations

American Society of Mechanical Engineers
Association of Indonesian Metalwork and Machinery
{Asosiasi Pengerjaan Logam dan Permesinan)
American Society for Testin.g and Materials
American Welding Society '

The National Coordinating Agency for_Survgy and Mapping
{Badan Koordinasi Survéy dan Pemetaan National)

Environmental Impact Management Agency

~ National Planning Agency

“(Badan Perencanaan Pembangunan Nasional)

Agency for National Alomic Energy
(Badan Tenage Atom National)

- (*) Descriptions in parentheses show the names in Indouesian.



BBIK Institute for Research and Development of Chemiceal Industries: IRDCI
{Balai Basar Penclitian Pengambangan Industri Kimia) ‘ '
BBLM Instifute for Research and Development of Metal and Machinery Industries: IRDMMI
{Balai Basar Penclitian dan Pengembangan Industri Logan dan Mesin)
BBK Institute for Rescarch and Development of Ceramic Industries: IRDCRI
{Balai Bagar Penclitian dan Pengembangan Industri Keramik)
BBP ALSINTAN Center for Development of A.gricultural Engineering
(Balai Basar Pengenbangan Alat dan Mesin Pertanian)
BKPM Investment Coordinating Board
(Badan Koordinasi Penaman Modal)
BPBJ . Materials Research and Testing Institule: MRTI
(13alai Penelitian Bahan DKI Jakarta)

BPCs Sampling Organization for Export Inspection of MOT
BPIS Agency of Strategic Indusiry Management
BPPI Agency for Industrial Research and Deveidpmcnl

(alai Penclitian dan Pengembangan Industri)
BPPT Agency for Assessment and Application of Technology
(Badan Pengkajian dan Pencrapan) _
BPS Central Burcau of Statistics | _ ’
{(Biro Pusat Statistik) '
iR British Standards
BAT Instilute for Research & Dévelopment of Material & Technical Product Industries: IRDMTP

(Balai Basar Penelilian dan Pengembangan Industri Bahan dan Barang Teknik)

CAD/CAM : Compater Aided Design/Computer Aided Manufacturing International Inc,
Cch Compaci Disk

CE Meter Carbon Equivalent Meter

CICA Ceramic Industry Club of ASEAN

CIF Cost, Insurance and Freight

CKD Completely Knocked Down

CODEX . Codex Alimentarius Commission

CRT Cathode Ray Tube

CSA Canadian Standard Associalion’

cToc The Center of Testing and Quality Control ‘

(Pusat Pengujan Muiu Ba.rang' : PPMB)-
CWwQcC Company Wide Quality Control .
DG Directorate General '

DIN Deutches [nstitul Fur Normung



DOM

FY
GAIKINDO
GAMMA

Gnp
GE
GIAMM

GNP
HDD

. [ATO
[EC |
IECQ
IETC

IFEAT
ILAC
PO
R
IRA
IRDCI

IRDCRI

Directorate of Metrology

(Dircktorat Metrologi)

National Rescarch Council.

Standardization Council of Indonesia

(Dewan Standardisasi Nasional)

Differential Thermal Analyzer/Thermogravimetry Apparatus
European Communily

Standards of Electronic Industries Association of Japan
Evropean Standards |

Export Oriented Production Entrepots

Economic and Social Commission for Asia and Pacific
Floppy Disk Drive -

Free on Board

Fiscal Year

Aulomobile Indué!ry Association

Federation of Indonesian Metal Work & Machinery Industries
(Gabungan Asosiasi Perusahaan Pengerjaan Logam Dan Mesin Indonesia)
Gross Domestic Product

General Electric Co.

Indonesian Automotive Parts and Components Industries Association
{Gabungan Industri Alat—Alat Mobil dan Motor)

Gross National Product

Hard Disk Drive

Automobile Technology Association

International Electrotechnical Commission

The IEC Qua}iiy Assessment for Electric Components
[ndonesian Export Training Cenler

{Pusal Pelatihan Ekspor Indonesia) -

International Federation of Esscnﬁal Oils and Aroma Trades
International Laboratory Accreditation Commitlee
International Procurement Office

Infra-red

 International Rubber Association

Institute for Research and Development of Chemical Industries
{Balai Basar Penelitian Pengambangan Industri Kimia : BBIK)

Tstitute for Research and Development of Ceramic [ndusiries

7 (Balai Basar Penelitian dan Pengembangan Industri Keramik : BBK)

il



IRDMMI

IRDMTP

ISA
ISO
ITQC

JASO
JETRO
JICA
s
INK

jonc
15A

KAIT
KAN
KEMA
KIM--LIPI
KVA
LAPAN

LHA
LIPI

LKP
LMK

LNG
LPMs
LSI
MCB
MIDC
MIG
MITI

Institute for Research and Development of Metal and Machinery Industries

(Batai Basar Penelitian dan Pengembangan Industri Logan dan Mesin : BBLM) c
Institute for Research and Development of Material ard Technical Product Industries
(Balai Basar Penclitian dan Pengembangan Industri Bahan dan Barang Tcknik : B4T)
Instrument Society at America

International Organization for Standardization

Institute for Total Quality Control

(Lambaga Pengendalian Mutu Terpadu)

Japanese Automobile Stant.lards Organization

Japan External Trade Organization

Japan International Cooperation Agency

Japanese Indusirial Standards

National Calibration Network

{Jaringan Nasional Kalibrasi)

Japan Overseas Development Corporation

Japanese Standards Association

Technical Accreditation Committee

National accreditation Committee

N.V. tot Keuring van Electrotechnische Mateialen, NETHERLANDS : ‘5
Pusalitbang Kalibrasi, Instrumentasi & Metrologi

Kilo-Voltage Ampere

The National Aero Space Instilute

{Lembaga Penerbangan dan Antariksa National) -

Lapor.an Hasil Analisa

[ndoneéian Institute of Science

(Lembaga [Imu Pengetahuan Indonesia)

Laporan Kebenaran Pemeriksaan '

Electrical Power Research Institute

(Pusat Penylidikan Masalah Keelisirikan)

Liquid Natural Gas

Local Laboratories of MOT

Large Scale Integration

Miniture Circuit Braker

Metal Industrial Development Center

* Metal inert gas welding

Ministry of International Trade and Industry, Japan - : ' : l

—[V__



MOl
MOT
MRTI

NAFTA
NATA
NBN

NIEs
NIST
OEM
OIML
oJT
PARPOSTEL
PEB
PH-DSN
PH-KAN
PIP

FIU

PLN

PMA
PMMI

PPEI
PPMB

PROKASIH
rr

PTO
PUSPIPTEK
PUSTAN

Ministry of Industry

(Departemen Perindustrian)

Minisiry of Trade

{Departemen Perdagangan)

Materials Research and Testing Institute

{Balai Penelitian Bahan DXI Jakarta: BPE])
North Atlantic Free Trade Area

National Association of Testing Authorities
Institut Belge de Normalisation

(Norm Belge)

Newly Industrialized Economies

National Institute of Standard and Technology
Qriginal Equipment Manufacturer/Manufacturing
Organization Internationale de Metrelogic Legale
On the Job Training

Minisiry of Tourism, Post & Telecommunications
Pemberilahuan Exsport Barang

Executive Council of DSN

Exccutive Council of KAN

Long Term (25 years) Development Plan
Ministry of Public Works

{Pekerjaan Umun)

State Electricity Corporation

{Perusahaan Umum Listrik Negara)

Penanamah Modal Asing

Indonesian Quality Management Association
(Perhimpunan Manajeman Mutu Indonesia) -
Indonesian Export Training Centre -

{Pusat Pelatihan Ekspor Indonesia)

The Center of Tesiing an& Quality Control : CTQC
{(Pusat Pengujan Mutu Bﬁrang)

Clean River Program’

Perseroan Terbatas -

Power Take—out

Scierice and Technology Devc'lop;nem Center . .
Cenl’e_r for Industrial Standardization

{Pusat Standardisasi Indusiri)

.'.*V""



QcC

R&D
RDE
REPELITA

RIHS

RNAM
SEM
SGS
Su
SIR
SIRIM
SISIR
SITC
SKD
SLI
SM
SME
SNI

SP
SPCC
SPCN
SPLN
SPM
sSQC
SRQA
S8
SSN
S/W
TC
TELEKOM
TIG
TKSI
TOC
TV

Quality Control

Rescarch and Development

Research Development and Engineering Services

5 Years Development Plan
(Rencana Pembangunan Lime Tahunan)

Research Institute for Human Settlement -

(Pusat Penclitian dan Pengembangan Pemukiman)

Regional Network for Agricultural Machinery

Scanning Electro Microscope
Societe General de Surveillance
Standards of MOIT

Standards of MOT

Standards and Industrial Research Institute of Malaysia

Singapore Institute of Standards & Industrial Research

Standard International Trade Classification
Semi-Knocked Down

Standar Kelenagalisirikan

Sertifikat Mute

Small and Medium Scale Enterprise
Nationa} Standard of Indonesia
(Standar Nasional Indoncsia)
Ministry of Commerce Standards
Cold-rolled Steel Product

Ministry of Mines and Energy

PLN Standard

Surai Pernyataan Mutu

Statistical Quality Control
Sucofindo Register for Quality Assurance
Singapore Standards

National Standardizaiion System
Scope of Work '

Techuaical Commiuee:
Telekomunikasi Indonesia
Tungsten Inert Gas Welding
Steering Committee

Total Quality Control

Television

Vi



UL
K.
u.s.
VCR
WG
YIDNI

Underwriters' Laboratories
United Kingdom

United Stale of America
Video Cassette Tape Recorder
Working Group

Yayasan Dana Narmalisasi Indonesia
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1 Background, Objective and Scope of the Study

1.1 Background and Objective of the Study

The Republic of Indoncsia started its sccond long-term development plan (PIP II) in
1994, and will end in the year 2018, The first PJP (25 years from 1969 through 1993) is
considered to serve as a stage in building the foundation towards achieving the country's
self-reliance in the economic dcvclopmcnt process. On the other hand, PIP II is
positioned to serve as blueprint for the take—oft period. During this period, all cfforts will
be mobilized to realize the goal of self-reliance. '

In the industrial area, industrialization and lesser dependence on oil shall be
emphasized, with the manufacturing sector serving as the core of development.

REPELITA VI, the first five—year plan under PJP II, which commenced in 1994, sets
forth the objective of industrial development in "the restructured and soundly established
industrial sector.” This is in recognition of the strong and modernized industrial scctor
with the ability to promotc an independent and reliable economy, which can only be
materialized through a powerful technological capability and reliable economic system.
Promotion of industrial standardization, and quality control is onc of the esscntial factors

which contributes towards the achievement of a powerful technological capability.

Yét, the standardization system in Indonesia is in the process of restructuring, and is
weak to fully mect such industrial development necds.

The standardization has formerly been undertaken separately by individual ministries
and agencics. It is now being réorganized into the system led by DSN. Moreover
PUSTAN the Ministry of Industry, which has operated SII standards accounting for
approximately 80% of standards in the country, is also in the process of reform.

The dcvclo’pment of standards will increasingly be pursued in view of harmonization
with international standards, in order to mect the needs of industries that are closely linked
to the international market. At the same time, efforts to encourage participation of
industries in the standards development should be made, which is currently led mainly by
government organizations, thus allowing the formulation of standards which will reflect
the levels of technology in the country. | ' |

Slmllarly, the development of the CCl"[lflCdthIl and accredifation scheme cssential in
the disscmination of standards is still at the restructuring stage. In parncular the
accreditation scheme for organizations and personnéi résponsibic for certification is largely
at the preparation stage. Also, the development and reinforcement of tfesting and

inspection organizations are urgent matters 1o contend with. Further, manpowcr required
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for the promotion of standardization, quality control, testing, and inspection is in short

supply.

In total, while the enhancement of industrial standardization and quality promotion in
Indonesia arc called for, they are faced with diverse problems that cannot be overcome
with makeshift improvements on a case-by—-case basis. For this reason, the formulation of
a master plan for industrial standardization and quality control promotion at this stage of

development will certainly play an significant role in its fruitful development.

Under such circumstances, given the informal request fr(_)m' the Government of
Indonesia to the Government of Japan for a Study, JICA sent a study team to Indonesia for
the selection and verification of projects in September 1993, which discussed the details of
the request. Based on the result, JICA conducted a preliminary study in December 1993 to
confirm the contents of the request and discuss study items. In March 1994, the
preparatory study team visited the couniry to discuss and agree on the contents of the full-
scale study on the basis of the resuits of the preliminary study, leading to the signing of the
Scope of Work (S/W) of the Master Plan Study on Industrial Standardization and Quality
Control Promotion with the Indonesian Government. '

Based on the Scope of Work, JICA sent a study tcam consisting of UNICO
International Corporation as its leader organization, and Japanese Standards Association as
the member organization. This report compiles the results of the Study conducted by the

feam.

Likewise, according to the Scope of Work, the objective of the present study is to
formulate a master plan for the enhancement of the industrial standardization system in
Indonesia, ‘thereby improving the quality of the country's industrial _pr_oduéts,_ and
contributing to industrial development and cxport promotion.

1.2 Scope of the Study

The scope of the Study is defined in the Scope of Work (S/W) which- has been agreed o
between the Indoneman Government and the Prcparatory Study Team of JICA on March
28th, 1994, The scope includes the fo]lowmg items: '

1.~ To study background and relevant conditions
1.1 Overall economic situation

1.2 Pr'cscnt situation of industry



! 1.3 General status of industrial standardization, quality control, accreditation,

certification, and testing and inspection

1.4 Export conditions for industrial products

1.5 Government policics, laws and regulations for the development of industry

2. To study present situation of standardization, quality control, accreditation,

cerfification and testing and inspection, and to identify their problems

2.1 Government policies, laws and regulations

2.2 Execution system and administrative mechanisim

2.3 Administrative organizations and their functions

2.4 Testing and inspection facilitics, equipment and personnel

2.5 Accreditation and certification process

2.6 Testing and calibration process

2.7 Bducation and ftraining on standardization, quality control, accreditation,

certification and testing and inspection

2.8 Standardization and quality control in the industries

3 To formulate a master plan for the development of industrial standardization and the

promotion of quality control

3.1 Institutional and technical aspects of national standardization activities”

3.21
322
323
3.2.4
3.2.5
3.2.6

327

Overall recommendations to national standardization activities
Harmonization of national standards with international standards
Disscmination of national standards to the industries
Consolidation of national certification and accreditation scheme
Introduction of guality management system 10 the industries
Enforcement of certification and testing and inspection activities

Development of hurnan resources and technology transfer

3.3 Expected effcct after the master plan is formulated

3.4 Tentative schedule of implementation

The Study covers the industrial sector. The following industrial subsectors are focused

on, according to the Minutes of Meeting on the S/W for the Study:

1) Electric appliances and machinery

2) Electronic appliances

3) Automotive components

1 The foliowing numbering system is based on the 5/W.



4) Agricultural machinery

5) Ceramic building materials



2 General Aspects of indonesian Economy and its Economic
Development

This chapter describes general profiles of Indonesia, economic conditions, directions of
economic development programs and policies, and the administration system, as the basis of

understanding the structure and development direction of the indusirial sector.

2.1 General Profiles of Indonesia
2.1.1 Land and population

The Republic of Indonesia has land area of 1,920,000 squarc kilometers and consists
of approximately 13,700 islands, 3,500 of which pcople reside. The longitudinal territory
covers 5,100 km which is closc to that of the North American Continent or the European
Continent (Chart 2-1).

The population is approximately 179 miliion (as of October 1990), which account for
almost 90% of the combined total of ASEAN nations, South Korea, Taiwan and Hong
Kong. The rate of population increase is 1.97% per annum between 1980 and 1990, and is
on a declining trend compared to 2.32% in the 1970s. _

Indonesia is a nation composed of many races, each of which has its own language and
culture, but Indonesian is used as the official Janguage even in for daily life.

Population is unevenly distributed with 60% of total population residing in Java island
(mcludmg adjacent at northeastern part Madura island) which has a land area of 130,000
square kilometers comprising 7% of total land arca. In Java island, there are 4 major cities
“including the national capital of Jakarta with a population of about 8 million, Surabaya and
Bandung having 2 million population each, and Semarang with some 1 million population.
In Java island alone, more than 10 million people arc uncmployed or underemployed, and '
can become a source of Tow—cost labor force as well as a huge potential market,

21.2 EdL'ucationaI 'system

In the prevxous Indonesian cducahonal systcm compu]sory education was limited 10
clcmcntary schools. In 1994, it was extended to 9 years covcrmg secondary schools that
-,mcludc industrial tcchm_cal and agrlcultural vocational schools. Agricultural schools are
under the'jurisdic'tion of the Ministry of Agriculture rather than the Ministry of Education

and Culture. In addition, there arc (private) elementary and sccondary schools under the
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jurisdiction of the Ministry of Religion. In particular, these account for 44% of total
number of students in secondary schools.

The school attendance rate in elementary education reached 99.6% in 1987, but some
30% leave school before completion and the ratio of students going to secondary school
has been at a level of about 65%.

The number of graduates from technical colleges (holders of Ingenior) is about 1,500

per year.

2.2 Economic Aspects
221 Gross Domestic Product (GDP) and current industrial structure

The GDP in 1952 was recorded at Rp. 260 billion (or Rp. 131 billion in 1983 prices” ),
which is Rp. 1,41 3,500 per Capita. It was equivalent to US$ 128,200 million and US$ 695
per Capita, with conversion rate Rp. 2,033/US $ (the rate prevailing in mid-1992).

The GDP in 1993 expressed in 1983 constant prices was composed of 20.8% sharc
from industrial seétor, 17.6% from agriculture and fis_hcri_cs, and 14% from mining sector.
These three sectors accounted for 52.4% of the GDP (Chart 2-2). |

Chart2-2 Gross Domestic Product by industrial Origin
(Unit: Billion Rp at 1983 Constant Market Prices)

Industrial Origin 1985 1991 1992 1993
1. Agriculture, Livestock, Foresiry and Fisheries  19,300.0 22,663.1 24,1392 24,512.0
2. Mining and Quarrying 15,480.4 19,321.7 18,993.2' 19,587.6
3. Manufacluring Industries 13,430.5 24,4816 26,8561 29,0352
4. Electricity, Gas and Water Supply : 3609 8428 9282 1,021.6
5. Construction ' ' 45080 74750 81710 9,089.4
6. Trade, Hotels and Reslaurants 12,398.6 19,606.1 21,1031 23,1136
7. Transportation and Communications 44870 68694 71,5950 84183
8. Banking and Other Financial Intermediaries :3,()20.3 5,535.1 6,249.2 - 10,4043
9. Ownership of Dwellings 24610 31197 3,493 na.
10. Public Administration and Dcfchée 6,455.1 9,052.1 9,320.0 9,508.8
11. Services : - 3,1802  4,2145 44973  4,880.0
12. Gross Domestic Product. 85,0189 123,181.1 131,101.6 139,570.8

13. Gross Domestic Product non Peiroleum ©100,194.0 108,528.2 . n.a.

Source: Attached Chart 2.4

Y Rp. 139.6 billion in 1993 at 1983 prices.



2.2.1.1 Economic growth

In the 1970s, the Indonesian economy showed relatively high growth due fo stable oil
revenues. In the 1980s, growth slowed down due to the decline in crude oil prices, Until
promotion of the sfructural conversion to non-oil and gas sectors leading to the
resumption of growth in the late 1980s.

Nevertheless, the cconomy maintained a growth rate of more than 5% throughout the
period, with an cstimated average growth rate during 25 years of the PJP I program being
6.8%. The growth rate of some 7% was estimated to have been achieved during the recent
REPELITA V period.

2.2.1.2 Changes in industrial structure
The most remarkable change in industrial structure is a relative decline of the

agricultural scctor, rapid growth of the industrial sector and a deccleration of the

petroleum and gas sector. In other words, the economy has successfully accomplished

rapid industrialization while becoming less dependent upon the oil sector.

The share of the agricultural sector in GDP declined from 31% in the carly 80s to 18%
in 1993. Nevertheless, approximately 70% of population still reside in rural arcas, and
60% of rural population are engaged in agriculture.

The sharc of the industrial sector in GDP rose appreciably in the 1980s, rcaching 12~
13% in the early 80s. In 1991 it exceeded 21%.

2.2.1.3 Change in investment

Private investment has increased conspicuously in 1994 with the investment valuc
during the first half of the year being almost equivalent to that of the previous. year,
Foreign investment has accounted for about 30-40% of the total investment on the avcrége
in the past three years. The number of foreign- investment projccté remain almost
unchanged compared to the first half of the previous year, but domestic investment
increased in the entire previous ycar. The manufacturing sector accounted for 88% of the
tofal investment, with the investment on the subscctors of pulp and paper” , food
processing and metal products being the major ones. '

D The investment on the pulp and paper subsector includes that of a big project invcsled'by Taiwan, but the

investmeni on the subsector remains to be overwhelmingly big compared to others even, despite the exclusion of
said investment. : . '

K
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2.3 Current Economic Development Plan and Basic Policy Direction
2.3.1 Background

Indonesia's economic development plan consists of REPELITA (S-year cconomic
plan) which sets forth medium~term policy objectives (or basic policy for cconomic
operation), and 25-ycar PIP (long term development program) which envisages long term
visions. Actual government activities are undcrtaken based on the national budget
compiled cach fiscal year? in accordance to these two plans.

PIP [ which has a planning period of 25 years, started in 1969 and ended in 1993.
During the period, REPELITA 1 to V were undertaken. In 1994, PJP 11 was launched and
is expected to last until 2018 based on which REPELITA VI (between 1994 and 1998) has

becn ongoing.

2.3.2 PJP il (Second Long Term be_velopm_ent Program)

The previous PJP I period is considered as a proparation stage in the Indonesian
economic development process in building the foundation for taking off towards economic
scif-reliance. The PIP II period meanwhile, is defined to involve the take-off process.
The plan calls for mobilization of all the efforts toward the goal of self-rcliance, while
simultancously fulfilling the objectives of growth, faimess and stability in the process.

During this period, the plan sets the target cconomic growth rates of 6.2% in
REPELITA VI and 8.7% in REPELITA X, averaging 7% throughout the period (6.8%
during the PJP I period). The plan also aims to achieve a quadruple of GDP per capita®.

Sector-wise, continued industrialization and less dependence upon the oil sector are
emphasized. While the agrlculturdl sector is targeted to grow at 3% in real terms, high
growth rates of 9% is set for the ‘manufacturing industry, and 10% for the non—petroleum
and non-gas manufacturmg sector. As a result, the sharc of the agricultural sector is
expected to be less than 10% in the final stage of PJP II, while that of the manufacturing
sector to exceed 30%Y. '

% Financial yedr starts from April to March next year. )

9 Based on the actual income of $650 in the fingl year of PJP I, the target income level is $2,600. The present
income level of Maiaymd is shghtly more than $2,000.

9 “Fhe share of the manufacturing sector in South Korea and Taiwan is 29% and 34% respectively in 1990. It

appears that the plan intends to achieve the same level of- industrialization in these countries.
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2.3.3 REPELITA VI (6th Five-Year Plan)

2.3.3.1 Evaluation of programs under REPELITA V and remaining Issues

While programs under REPELITA V have basically achieved their targets, several
issues remain fo be resolved for future economic development: _
(1) The industrial scctor failed to keep pace with the rapid development of the financial

sector, which has been encouraged through financial liberalization and deregulation, and

massive inflow of foreign capital in response to the improved investment climate, The

cconomy has overheated as a result, and when it normalized, large amounts of non-
performing assets have been created in the financial sector. To overcome the situation,
the industrial sector needs to improve its productivity. |

(2) As industrialization and less dependence on oil has been progressing steadfastly, the
industrial base still rests in the light industry and supporting industries which yet to be
developed.

(3) In terms of employment structure, the agricultural sector still accounts for a large
portion, and the underemployment rate is fairly high.

(4) Private savihg remains at a relatively low level, increasing dependency on foreign
financial sources for private funds. It is important to increase pri\?atc savings through the
rise in personal incorue,

2.3.3.2 Goals of REPELITA VI and major issues
(1)  Growth target _ _
The plan envisages cconomic growth of 6.2% per annum over the five-year period.
The major engine for economic growth will be the manufacturing sector with a
target growth rate of 9.4%%, compared to 3.4% of the agricultural sector. As a result,
the percentage share of the mdnufacturmg sector in GDP by the end of the plan perlod

will rise to 24.1% (21 3% for the non-oil/gas sector), whlch is compardb]c to that of_

Thailand (26%) and Malaysia (27%) in 1990.

As for the employment structure, the agricultural sector will continue to play an
important role as it accounts for 48.2% of total, comparcd to 12.6% by the
manufacturing sector. At the end of the plan period, these shares are forecasted to
change to 44.0% and 14.3%, respectively.

(2) Issues related to economic development
REPELITA VI marks the first phase of the take—off period aimed at achieving self-
reliance of the economy under PJP 11, and sets forth important goals as described below.

®  Including the il and gas sector. 10.3% growth is assumed for the non~oil/gas industry scctor alone.
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These goals can only be achieved through major endeavors.
1) Parallel achievement of growth, fairness, and stability
2) Acceleration of growth rate
The target growth rate is assumed to accelerate from 6.2% to 6.6% year after ycar.
Such growth will be driven by the manufacturing sector. The increase in economic
population is expected to contribute to an accelerated of growth rate and a decline in
uncmployment rate and an improvement of quality of labor force. Howcver, an
accelerated growth rate, and progress toward scif-reliance of the cconomy require the
following achicvements in overall terms:
a) Increase in the ratc of savings
b) Increasc in private investment
¢) Increase in tax revenucs
d) Strengthened government finance
¢) Reduction of dependency on foreign capital
3) Improvement of investment/output ratio
To ensure the high growth ratc; investment/output ratio must be improved.
4) Reduction of dcpcndency on foreign capital
The plan envisages that 27% of total investment will come from the government
sector and 73% from the private sector, If privatc savings do not increase rapidly,
forcign capital will be the only source fo be relied on. In fact, as long as rapid increase
in private savings appears remote, the dependency on foreign capital for prwatc
investment will rise which goes against the plan's objectives. l
5) Risk of maintaining steady foreign debt structure
As pointed carlier, high growth needs high investment that tends to increase forcign
debt. To avoid this, the maximization of investment/output ratio must be pursued.
Anéther risk factor is the current declining trend in oil price. This may adversely affect
trade balance.

2.4 Public Administration System

2.4.1 Outline

The central administration system in Indonesia consists of a cabinct that serves as a
support organ to the President. The cabinet consists of ministers who are appointed by the
President, including minister.coordinators, ministers of ministries, statc ministers without
portfolio, as well as the Public Prosecutor General, the Governor. of the Central Bank and a
Commander—in—Chief. '

Under the local administration system, there ate 27 provinces and 3 special districts

2-17



(Jakarta, Acch, Yogyakarta) as thc first level local governments. Then there are
prefectures and citics as the second level local governments. The- governors of the
provinces and special districts are appointed by the President, while the heads of
prefectures, cities and counties are appointed by the governors,

2.4.2 Administration system related to the industrial sector

The Ministry of Industry which is in charge of the industrial sector, and the Ministry
of Trade and the Ministry of Mining and Energy are closely—related. For medium— and
small-sized enterprises, the Ministry of Cooperatives and Small Industry Guidance is
responsible in addition to the Ministry of Industry. '

A minister coordinator is appointed to coordinate between the Ministry of Industry and
the Ministry of Trade. _

The organizational chart of the Ministry of Industry is shown in Chart 2-3. Iis public
administration divisions consist of 4 dircctorates general and 2 agencies. Two agencies are
generally responsible for policy formulation, and 4 directorates for policy implementation.

One agency is BPPI (Agency for Industrial Research and Development) which is in
charge of research and development on industry-related, socio-economic environment,
technology, and intemational relations. Another agency is responsible for fostering small
enterprises. |

Four directorates are in principle organized to oversee particular industrial sectors.

Under BPPI, there are 9 sectoral (central) R&D institutes and 14 regional institutes
which are tasked in research and development and technical guidance. PUSTAN (Center
for Industrial Standardization) which is responsible for industrial standardization
undertakings, also belongs to BPPL | '

2.4.3 System related to science and technology

Indonesia has the largest organizational or institutional system related fo science and
technology among ASEAN nations. '
Government organizations related to science and technology incl_udé the following;.
1) The Minister in charge of research and technology and its secretariat : .
2)  Laboratories under ministries (e.g., the Ministry of Industry, the Ministry of Trade, :
the Ministry of Communication) and laboratories of state-run enterprises
3) LIPI (Indonesian Institute of Science), BATAN (Agency for National Atomic
Energy), BPPT (Agency for Assessment and Application of Technology), LAPAN
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(The National Acro Space Institute), BAKOURTANAL (The National Coordinating
Agency for Survey and Mapping), and BSP (Central Burcau of Statistics), all of which
are under dircet control of the President
4) Universitics and colleges
Further, advisory organs related to science and technology include AIPI (Indonesian
Science Academy) reports to the President, and DRN (National Research Council) and
DSN (Standardization Council of Indonesia) which report to the state minister for rescarch
and tcéhnology.

The government has established PUSPITEK (Science and Technology Development
Center) which sets up organizations for science and technology, most of which arc under
direct control of the President, such as LIPL, in Serpong, the suburbs of Jakarta. In
addition, a biclogical and agricultural research and cducational city centered around Bogor
Agricultural College is being built in Bogor, and an industrial research and educational
city centered around Bandung Institute of Technology is under construction in Bandung.

Development of these science and technology institutes, however, is not always based
on national science and technology policy. Rather, they rely heavily on assistance from
industrialized countries, which makes the function and capability of cach institute not

always systematically coordinated among institutions.

The number of persons engaged in laboratory and research activities, including
university staff in 1988 was about 33,5007, and only some 1,000 have doctorate degrees.

" Including humanities
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3 General Aspects of the Industrial Sector and Direction of
Industrial Development

This chapter analyzes the current development status and issues of the industrial sector in
Indonesia, particularly the subsectors subject of study. These analyses shall facilitaie an
understanding of the intensity of needs for industrial standardization and promotion of quality

control and its impediment factors as outlined in Chapter 7.

3.1 General Aspects of the Industrial Sector
3.1.1 Ma'ior characteristics of the industrial sector

3.1.1.1 Industrial structure

Indonesian industrics produce a wide variety of iterns and cover almost all types of
subsectors. Products are not limited to consumable goods and basic materials, but extend
to capital goods. Furthermore, manufacturing is expanding not only to labor—intensive
goods, but to material-intensive and capital-intensive goods as well. The situation is
mainly due to the huge potential market for domestic production which the government is
actively .prnmoting, not to mention the abundance of resources and labor force in Indonesia.

Since its independence, the government has been stressing on the reinforcement of
economic power and encouragement of domestic production, rather than depending
entirely on import. While industriés have basically been entrusted to private enterprises,
the arcas where (1) private enferprises arc not able to undertake, (2) a lot of initia
investment is involved, (3)it takes longer period to recoup investment and only a low rate
of profit is expected, are directly undertaken by the government.

Nonetheless, Indonesian industrics lagged behind .in the upstream industries of

 electronics and pctr_ochcmicals; In the production of electronic and electrical products, the

country's industries have concentrated on low-end products utilizing low technology
compared to neighboring countries (Thailand, Malaysia, Singapore). In the petrochemical -

sector, there is no ethylene center and aromatic center being set up.

3.1.1.2 Characteristics viewed from market
From the market standpoint, the dependence on domestic demand appears to ‘mainly

_characterize the country's industrial sector. - This is due to a huge domestic market and -

large crude oil and gas revenues which make it feasible to manufacture products for the
domestic market using:imported materials.

However, due to diminishing expectation for crude oil and-gas revenues, cconomic
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framework shifted and labor—intensive and export-oriented industrics are emerging.

3.1.1.3 Characteristics viewed from business ownership

Viewed from the type of ownership, the existence of a large number of state-run
enterprises should be noted. This is mainly attribute to history when the government took
over Dutch, as well as foreign enterprises after independence, and later converting them
into statc—run cnterpriscs.  In addition, as pxcviously stated, the government itsclf
promoted the industrialization process in areas where private enterprises cannot be relied
on. _

The private sector is characterized, as having been composed of corporatc' Eroups.
This was made possible because of the rapid progress of industrialization over a short
period of time. When there were a lot of business Opporlunitics but with quite limited
funds among major corporation were attracted into a variety of fields.

3.1.1.4 The role of foreign investment
(1) Importance of foreign investment in Indonesia
 The amount of foreign investment in the Indonesian manufacturing industry weighs
much Iess than that in Malaysia and Singapore. This is due to: 1) the delay in the start-
up. of industrialization by introduction of foreign capital, not to mention that foreign
capital policy was not open and active, 2) the perceniage share of traditional industries
undertaken mainly by private enterprises as clove tobacco, food, fiber and etc. was high,
3) the percentage share of state—run enterprises in the basic material sector was high.
Recently however, foreign capital has been playing an increasing role in some
industries. Particularly, it has been seen in such labor—intensive industries as apparel .
and textile, leather products, and industries requiring sophisticated technology as
machinery and tools, clectrical equipment and transportation equipment.
Although it is hard to identify from statistics, many local manufacturers were found
to receive technical assistance from foreign enterprises. In particular, major portions of
machinery and tools and electric equipment are produced under license. -

(2) Investment in Indonesia viewed from foreign investors
Major countries investing in Indonesia are Japan, U.S., South Korea and Taiwan.
Investment by Japan in Indonesia account for 4% of Japan's forcign investment and
rank fourth after the U.S., the United Kingdom and Canada. The number of projects
invested by Japan, however, is less than that in Singapore and Thailand among ASEAN
countries. This is because Japancse investment involves large projects such as the
development of natural resources which include LNG.



In view of the specialization in the Asian region which Japanese cnterprises are now

promoting, Indonesian industries lagged behind in terms of horizontal specialization. In
electric and elcctronic industrics, Singapore functions as procurement and production
bases, while Thailand and Malaysia arc positioned as export production bascs.
Indonesian industries started mainly from the production for the domestic market
because of the localization policy and insufficient infrastructure to speak of, not to
mention its large size. In the future, the country is expected to realize the importance of
an export base, by increasing the number of companics engaging in export cxpansion
while maintaining their domestic sales. This will pave the way for new investments in
export—oriented industrics.

Foreign investment by Taiwan has been rapidly increasing after 1986, the increase in
its domestic labor cost, and production cost due to foreign exchange adjustment and the
promotional effect of dercgulation on foreign investment as a measure 1o reduce large
surplus in international balance of payments. Taiwan's foreign investment first went to
Thailand, then Malaysia and the Philippincs. Investment in Indonesia increased in the
1990s, but it is smaller than the 3 countries mentioned.

. South Korea, faced with the same situation as Tajwan, has been boosting foreign
ar investment since 1986. Among South Korea's investment to ASEAN nations, the
- percentage share. of Indonesia was extremely high, probably because a major factor in
investment decision of Korean companies is the availability of low-cost labor force.
The investment on plywood and footwear ‘scctors are the main ones, while the
investments by large scale enterprises in home appliances have also increased.

Investments by the U.S. in Indonesia have been the largest among other ASEAN
countries, ‘and second after Hong Kong in Asia and Pacific regions. The petroleum
industry holds an ovarwh'clming share of slightly less than 90%. In Malaysia and
Thaiiand, the petroleum industry also captured high percentages but only at a 30% level,
with the concentration of U.S. investment being on electric equipment production. In
contrast chemical industry i in Indonesia takes up 64% of the manufacturing sector.

3.1.2 Production technology and market

Indoncslan mdustrlcs can be classified into the foilowmg five types, dccordlng 10
'tcchnology and market chardctcnstu,s

b Norm Mihira and Yuri Sato,’ “[ndusmailzauon in Indonesia: Resuits of Fully Covered Industnalwatmn" (!992
Iustitutes of Developmg Economies, Tokyo), PP. 13 17.
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(1) Cottage industry :

They are seen in handicraft production and food processing. Using traditional
production techniques and simple tools, these industrics are labor-intensive in nature.
They are rarely concerned with productivity improvement and enhancement of value-
added. Nevertheless, it absorbs huge labor force, accounting for more than 50% of
industrial workers.

(2) Traditional labor-intensive industry
This type of industry is mainly seen in food processing, clove tobacco, sugar,
looming, spinning, and woodworking. Many of them have grown to major industrics
and/or export industries such as the textile industry.

(3) Basic material industry

The basic material industry uses advanced production technology that is
incorporated in production equipment and can be imported. Chemical fertilizers,
papermaking, cement, and steelmaking belong to this catcgory. Because of large
investment and high risk involved, many industrics have  bcen initiated .by the
government. Industries such as cement and papermaking have attracted private capital,
and private enferprises now account for a majority of production capacity in these
industries.

(4) Assembly—type import substitution industry and its parts suppliers
This industry is divided into custom type of production such as shipbuilding and
aircraft, and the volume type of production such a's automobiles and home appliances.
Both types use the technology transferred from foreign companies. The former mainly
consists of government enterprises and local enterprises, whereas the latter is dominated
by foreign—affiliated joint ventures and local enterprises receiving technical assisiancc
from foreign companies. Most industries principally serve the domestic market, with a

very small portion being exported. |

(5) Export-oriented, labor-—intensive-industry ,

There are two types: industries that have originally emerged to serve the domestic
market, including plywood and apparcl; and those that have grown as a rés_u_]f of
relocation of production bases from the NIEs, such as sporting shoes and toys. Since
technology is incorporated into the production process and equipment and can be-
imported, entry to this industry can be made relatively easily. For this reason, many

local enterprises are seen in these industries in addition to foreign-affiliated companies.
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Today, the industrial structure of Indonesia is shifting its center of gravity from
cottage industries and traditional labor—intensive industries to basic material, assembly-

type, import substitution, and export-oricnted, labor-intensive industries.

3.1.3 Export

In the 1970s, 0il was a central commodity in Indonesian cxports. Then since 1981,
industrial products have been playing an increasingly important role, partly duc to the
decline in oi! exports. The percentage share of industrial products in total value of cxports
surged from 40% — 45% in the 1970s to a 60% level in the early 1980s, and cxceeded 80%
in 1989,

One of major factors in increased cxports of industrial products is the improved export
environment led by the serics of Rupiah's devaluation. This has not only strengthened the
price competitiveness of Indonesian products, but prompted labor-intensive, cxpori-
oriented industrics operating in neighboring countries, to reduce their cost competitivencss
by moving to Indonesia. It further contributed to increase in driving exports.

Originally, export items were limited to wood and textile products,  Until
industrialization which cmphasized on import substitution triggered diversification,
leading to the emergence of many new items by 1986.

Major importers of Ind()ncsldn products are Jdpan, the U.S,, the EC, dl’ld Singapore. It
should be noted, howcver, that Indonesian share of export to other couniries have grown
rapidly after 1987, particularly South Korea and the Middle East.

Industrial products for export are divided into the following 3 types:

1) Processed primary products, which have been previously exported cither without
processing, or with a low level of processing, including plywood, rattan, and processed
palm oil..

2) Products manufactured by ldbDI—lnthSlVB export industrics that have relocated
from NIEs to other areas for cost competitiveness, mcludmg apparel, sporting shocs,
and toys. :

3) Industries that have grown from import sub%mutlon and have attained surplus

productlon capacity for export, including cement, steel and iron, and paper products.

3.1.4 " Indus_trial infrastructu're

Elcctrlclty is prlnc1pally supphed by PLN (Pcrs'ahacm umum Listrik Negara), a public
power company ‘under the supcrwsmn of the Mlmstry of Mining and Energy. Indonesia
had mstallcd capacny of 16 390MW and gencrdted 65,800Gwh at the end of 1990, of
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which PLN accounted for 57% and 519 respectively. PLN's installed capacity has grown
steadily. While electricity production has also been on the rise, supply and demand
situation is very tight duc to growth of demand beyond forecast. Meanwhile, energy loss
in fransmission and distribution is high at 16%.

Telecommunications business is supcrvised by PARPOSTEL (Ministry of Tourism,
Post and Telecommunications). Domestic communication service is exclusively operated
by TELEKOM (TELEKOMUNIKASI INDONESIA) while international communication
service is provided by PT INDOSAT, covering basic services ihcluding telephone,
telegram, telex, and private line. Non-basic domestic communication service allows
participation from the private sector. The number of telephone units owned exceeded 1
million by the end of 1990, leveling with other ASEAN coﬁntrics, but the number of
installation per 100 persons is still very low at 0.57. The fact that it takes 3-5 years to
install a telephone, makes it a major obstacle o economic development. Connection rate
is 30% (or onc of three calls is connected), equipment failure ratc is 8-9 per 100
subscribers per month, and the average period required for repair is 6 days.

Transportation is dominated by road transport that accounts for 87% of passcnger
transport and 53% of freight transport demand. The road pavement rate is 80% for
national highways, 60% for provincial roads, and 30% for prefectural roads, As for
artcrial roads, the percentage is high compared to other ASEAN countries. Construction
of highway networks is progressing rapidly, but still lower than the target. The
government has decided to undertake the highway network construction by way of BOT
utilizin'g the capital from private sector. The delay of construction, however, is feared due
to the low investment interest of the private sector. Motor vehicles have been growing
dramatically in number, with old vehicles being replaced with new ones. This has resulted
10 serious traffic congestion in urban areas, especially in Jakarta. |

Railways are exclusively operated by PERUMKA which operates approximately
6,500km of line, 80% of which are on Java and others in Sumatra. Most railways are
single track, except for some sections in Java (200km long). Railways are a minor mode
of transport and account for 10% of passenger transport demand and 5% of freight
transport demand (1990). The operating rate of ro]ling stock is very low due to
maintenance problems. ' '

Major ports and harbors are located in Jakarta, Medan and Surabaya, where gantry
cranes are installed. At other ports, crane barges and small cranes are used for handling.

Industrial estates arc developed mainly in and around Jakarta. A tofal of 13 is
constructed along with new highways, including Tangerang and Bckasi. Recently, an
increasing number of industrial parks is being dcveloped by the pri\?ate sector.

Export processing zones arc in 4 locations, including Batam island, Nusantara, and



Tanjun Priok. In addition, various incentives are provided, including exemption from
import dutics on goods re~exported by companies operating in industrial estates, and the

ownership of bonded warchouses by private enterpriscs which are 100% export-oriented.

3.2 Direction of Industrial Development Programs and Policies
3.2.1 Industrial development under PJP |

Major thrusts of the cconomic sector in PJP 1 (1959-1993) include meeting the basic
needs of national life and building a balanced economic structure aimed at developing the
industrial scctor supported by growth in the agricultural sector.

REPELITA VI summarizes the achievements of industrial dcvclopmcnt during the PJP
I period as follows:

1) Increased production volumes and valuc—added; annual rate of growth of 12%

2) Enhanced production of quality products

3) Diversification of industries; from 28 to 399

4) Increase in the ratio of export of non-oil and gas industrial products; from 15.2% in
1983 10 58.8% in 1992 of total export value |

As factors coﬁtributing to the progress of industrialization, REPELITA VI also points
out the following: o |

1) Established and stable macro economy

2) Improved invesiment climate; defcgu]ation and deburcaucratization measures
enacted since 1983

3) Availability of improved economic and financial facilities

4) FEnhanced capacity of the busincss community 1o take advantage of available
business opportunities

1t should be noted that there was a major turnaround between the industrial policics
under REPELITA 1 through 1II and the one that followed after 1983, The industrial
development policy bcfor_c 1983 focused on the development of import-substituting
industrics mainly serving the domestic market on the basis of the government's extensive
protection policy to bolster rcvénﬁcs_ from oil'ekports. Then, the leveling—off and decline
in oil prices after 1981, and worldwide recession in 1983 that deterioraicd the country's
international balance of payments and government budget due to sluggish exports

prompted changes in the government pb]icy, i.c., the reinforcement of the ongoing

~ gconomic transformation toward less dependence on oil, and the shift of industrialization

straiegy from import substitution to export orientation.
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The policy change was manifested in the devaluation of Rupiah, and
institutionalization of financial and fax reforms. It was in 1986 when their effect was

visibly seen.

3.2.2 Industrial policy after 1986

During the period, a number of deregulation packages were introduced with a view to
less dependence on oil, acceleration of industrialization, and export promotion. In fact, the
Subscqu.cnt policies have been managed in line with this direction, Major deregulation
packages are as follows:

(1) Devaluation of Rupiah
On September 12, 1986, the currency's value was depreciated from Rp. 1,134 per
dollar to Rp. 1,644, a 30% decline based on the effective rate. This has rapidly
increased cxports of industrial products and attracted foreign investment in export-

oricnted industrics.

(2) Incentives for export-oriented industries

The government designated companies which export products  above a specific
level® as export-oriented industries, and granted them a variety of incentives, including
cligibility of tenancy in the bonded export processing zone, preferential treatment in
purchase of raw materials, approval of higher ratio of foreign capital participation®,
authorization to employ foreign experts, and exemption from import duties and value
added tax on imports of machinery, equipment and sparc parts by companies not eligible
under the Forcign Investment Act.

(3) Tax exemption for imports of raw materials for cxport products

Tax exemption was introduced to replace the refund of import duties.

(4) Authorization of foreign capital participation in export business
Previously, Indonesia banned foreign irivestment in the commerce sector. The new
policy authorized the establishment of joint ventures with forelgn compames for exports
of Indonesian products Also, forelgn ~affiliated manufacturers are allowed to dircetly
cxport their own products as well as third party products

P Qriginally defincd as a company exporting 85% or more-of its production, which was then lowered in 1987 to
65% for industries other than apparel. : _
¥ .75% for export-oriented companies, compa.red o 25% approved for general financial assmtdnce and 49% for

export promotion.



(5) Diversification of business areas opened to foreign investment
 Foreign investment are allowed in the ficld of industrial infrastructurc including the

development of industrial cstates.

(6) Authorization of re—investment

Forcign-affiliated companies can invest their profits in the country.

(7) Relaxation of local capitalization requirements
Joint ventures were required to raise the equity sharc of the Indonesian side to above
519 within 10 years after their establishment. The period has been cxtended to 15 years.

These incentives arc less favorable for foreign capifal than those in Thailand and
Malaysia. Nevertheless, with the risc in labor cost in ncighboring countries, rapid increase
in forcign investment in Indonesia is due to it large population that comprises a large
potential market. The country has been successfully expanding non-oil industrial exports.

3.2.3 Deregulation of foreign investment in 1993 and 1994

The Forcign Investment Act in Indonesia has been less favorable for forcign
companies than in other ASEAN countries. As a result, investment by Japan and Asian
NIEs, except for that targeting the Indonesian market, were diverted to Malaysia and
Thailand, and recently to China and Vietnam.

The government recognized the importance of foreign investment in its industrial
development, and relaxed restrictions on foreign investment two times each in 1993 and
1994, With these deregulation measures, investment climate of Indonesia scems to have
improved significantly. Major points of improvement are summarized as follows:

1) Capital structure: Previously, wholly owned forcign-affiliated companies were
approved on exception. The deregulation has authorized both joint ventures and
wholly owned companies. At the same time, the ecquity participation rate of
Indonesian capital in joint ventures has been reduced from 20% to 5%.

2) Minimum investment: Previously, the minimum amount of investment was US$ 1
million. At present, the minimum amount is not specified and determined according
to the total value of investment. _ L .

3)  Operating period: Possibility of extension of the initial opérating period (30 ycars)
which has not been clear in any law, can now be specified through a certain procedure .
with BKPM. | :

4)" Obligation to. transfer. a- majority of share: Previously, joint ventures and wholly



owned subsidiarics were required to transfer a majority of shares to the Indonesian
side within 20 years after the commencement of commercial production. The
provision has been revised to the effect that "the company is encouraged 1o raise the
Indonesian equity ratio gradually”, without indicating of any definite period. Also,
wholly owned subsidiaries are required to transfer a part of their share to the local
partners 15 years later, but the percentage to be transferred is not specified any more.

S) Treatment of existing foreign investment: The above dercgulation measures are also
applicable to ongoing foreign investment projects.

6) Exemption of import duties on raw materials and intermediate goods for increased
investment: Imports of raw materials and intermediate goods for additional capital
investment have not been eligible for tax exemption. Now, exemption from import
dutics is applied for 2 years 10 additional investment in case of increase in production
capacity for more than 30%.

3.2.4 REPELITA VI

Under PIP 11 (25 years trom 1994), the industrial sector is positioned as a central force
of economic devclopmént, and its development is cxpected to become a source of
cmployment growth.

REPELITA VI sets the major goal of indusirial development in "the industrial sector
restructured and soundly established." This goal leads to the target under PIP I, to
establish a powerful and modern industrial sector that can promote a sustainable and
reliable economy. The powerful and modern industrial sector is understood to be achieved
solely on the foundation of the powerful technical capability and the reliable economic
system. ) |

Also, the goal of restructured and sound industrial sector is the reflection of the
awareness to enhance and improve the many respects of the present industrial sector, as the
economy enters the take—off period. The restructured industrial sector by definition,
include the industrics which are 1) powerful, 2) deep, 3) cnhanced, 4) expanded, and 5)
dispersed throughout the country. These attributes are characterized by the strengthening
the linkage among upper, intenncdi'ate, and lower streams of the industrics; large-,
medium-, small-sized industries, and traditional industries; and the industrial and other
sectors of the economy. Other factors contributing to the goal are significantly high
growth rates and value added, and the increases in employment opportunity and export |
products. ' _ o :

The average growth rates are set at 9.4% for the oil and gas related industry sector and
10.3% for the non—oil and gas industry sector. These are the major indices measuring the



level of development. As a result, percentage shares of the two sectors in GDP will
increase from 20.8% to 24.1%, and from 17.6% to 21.3%, respectively by the end of
REPELITA VI. Mecanwhile, industrial product exports will grow at 17.8% annually and
will reach US$ 56.2 billion at the end of REPELITA VI

In establishing the development goal, REPELITA VI poinfed out the following factors
affecting the rapid changes in world economic structure, and consequently, the industrial
sector in Indonesia:

1) Globalized trade and cconomic practices, and

2) Rapid advance in technology.

In view of the above, the plan pointed out that the comparative advantage of Indonesia,
namely, a huge labor force and abundant natural resources can no longer be relied on,
because of the following:

1) Morte and more technologies available in Indoncsia are fastly becoming obsolete,
with rapid advance in technology. This translates to shorter lifc span of industrial
products; ' '

2) Natural resources are depleting in types, volumes and qualities;

3) Investment funds are becoming scarcer;

4) Human resources availability become a more determining factor in winning 4

competition

Under such situation, the challenges on the following points need to be addressed to
establish the competitive cdge of Indonesia:

1) Reduction of production costs, and product diversification through improvement of
human resources quality ' :

2) Increase in capability of experts and technicians to master and acquire various
technologics by motivating the work force and enhancing their creative and innovative
skills, in order to cope with faster change and shorter life span of technology

3)- Mobilization of public funds and its application to productive investments in the
industrial sector, and ensufing that it is invested to gcnerate mulitiple impacts in capital
accumulation (the existing cost-effective industrial workers and abundant natural
resources could no longer be depended upon in attracting foreign investments,
especially, the oriented induéiries)

4) Creation of institutional instruments which will enable the indusirial sector to,
respond to and possesses the capacity to deal with developments and changes

5) Acceleration of targeted, integrated and effective growths by small and medium
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industries, cnabling them to function as the backbone of national industry
6) Determination of policies which accurately enable sustainable industrial
development and appropriately protect the environment

Based on the above viewpoints, development policy will focus on the following arcas:
1) Development of a business and investment climate
2) Enhancement of industrial capacities
3) Development of small and medium industries
4) Dispersion of industrial sites

Then, priority industry sectors are designated as follows, together with development
policy for each sector:

1} Agro-indusirics

2) Machinery and capital goods manufacturing industries, clectronics and components
manufacturing industries, sub-assembling industrics of strategic products with high
valuc—added

3) Export commodity manufacturing industries of skill intensive (including textiles and
textile products)

Based on the above viewpoints, the following industrial development programs are set
forth:
(1) Core programs
1) Development of cottage, small and medium industries
a) Human resource quality improvement
b) Development of cottage and rural industries
c) Devclopment of small and medium industrics
d) Development of systems to support small and medium industries
2) - Programs on upgrading of industrial technologies
~ a) Development of product and manufacturing technologies
b) Development of industrial planning and engineering
¢} Development of environméntal'ly- sound industries
d) Transfer-and dissemination of tcchriology
e) Standards, certification and accreditation
3} Restructuring the industry
a) Expanding and strengthening production base
b) Development of export-oriented industries
¢) Development of industrial human resources
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d) Development of industrial organizations
¢) Expanded dispersion of industries
(2) Support programs
1) Environmental control
2) Development of information on industrics
3) Education, training and counseling on industry

4) Research and development of industry

3.3 Current State of Subsectors under the Study and Major Issues Related
to Development?

3.3.1 Automobile and automotive parts manufacturing sub-sector

3.3.1.1 Size and structdre of the sub-sector

At present, automobile production in Indoncsia is carricd out by company groups that
are formed through foreign and local capital. In many cascs, these company groups
consist of a sole agent of local capital, an assembly company, a body press company, and a
components supplicr including engines. The sole agents arc primarily responsible for
imports of parts and raw materials, procurement of locally availablc parts, and sales and
markcting'nf complete cars. The assembly company assembles cars not only for the group
company, but also for the different manufacturers by using parts furnished by respective
sole agents. The assémbly companies are also owned by local capital and mainly engaged
in assembly and painting. '

The sole agents are exclusively resp()nsiblc for procurement of automotive parts used
by their assembly manufacturers. There are three types of parts manufacturers in
Indonesia; 1) Jdpaneseuaffiliatcd local ‘parts manufacturers, who do not belong to any
spec1fic automobile manufacturer groups, and manufacturers of generic and standard parts,
such as tires, battery, whecls ‘and paintings, 2) parts manufacturers, who are affiliated by,
or belong to the group of Japanese automobile manufacturers, and manufacture functional
parts such as body panels engines, and steering, and 3) local parts manufacturers, without

| capital pammpatlon from foreign manufacturers, who manufacture propeller shafts, brakes,
clutches, and transmissions. Parts not locally available, equipment and mdlcnals needed
for localization arc 1rnp0rted from parent companies of forcign partness.’

lapanese compames are mvestmg alsn in the foundry and forging industries.

* % The development issues and rLLummended measures for subscetor development by subseclor under study are
summan?ed in Charts 3-1 through 3~6. '
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Metalworking subcontracts related to automotive parts are mostly ordered to such

Iapanese-affiliated companies, except for some parts of simple design.

The sole agents and car assembling companies arc local companies, while others in the
abovc groups are joint ventures with foreign capitals. There arc only five automotive
manufacturing groups in Indonesia, and technology assistance is intensively provided to

the car assembling companies by the foreign car manufacturers.

3.3.1.2 Development issues
(1) Higher production costs of local parts
As localization of parts production has progressed steadfastly, it resulted to higher
costs, and high domestic prices of automobiles surfacing as major problems. The
relatively high prices of Indonesian cars seem 10 have been attributed to the following
factors: | _ _ '

1} High production costs due to flexible production system requiring the supply of a
variety of cars in a relatively limited domestic market: In particular, resultant cost
disadvantages for press, welding and machining processes are subject to scale of
economy. |

2) High import costs of materials and parts: Most of materials {accounting for 70-80%

of total cost) are still dependent upon imports. 'Then import costs have incrcased due to
the rise of the yen and the fall of Rupiah. |
3) Low productivity and high percentage of defects in production of local parts,
including waste of materials associatcd with domestic procurement: While localization
reduces import costs, additional cost impacts more than compensate for such saving.
4) Pricing in the closed market: In a closed market, a manufacturer having -a special

process or supplying a functional component can enjoy a monopolistic position,

including price setting, due to a fairly limited number of competitors. Their customers,

assembly manufacturers, also tend to accept high prices in such a market of insufficient
price competition, a

To lower prices of locally produced cars g_ivén the above factors, efforts should be

undertaken in several arcas. First of all, competition needs to be induced zim(:mg'

manifacturers in order to promote cost reduction and qual_iiy iniprovémen_t. " Secondly,
effective measures should be taken to cncoufage volume production b'y manUfacturcrs_.- To
this end, various institutional changes are called for including export and import practices
and procedures, and taxation systems to allow automakers operating in ASEAN, Japan,
and other Asian countrics to perceive tangible benefits from exports, and complementary
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supply of parts among neighboring countrics. The third arca is the cstablishment of
industrial standards that will provide the technological basis for developing the local
metalworking industry, thereby accomplishing cost reduction through intcgrated

production.

(2) Ensuring safety in operation of automobiles and related measure in the replacement

parts market

Along with the increase in number of cars, various problems in relation to the
operation of automobiles (including the rclated maintenance and  inspection
requirements) become a national issue and require immediate attention for policy
considerations,

In the case of repair parts in particular, measures are necessary in eliminating
imitation parts and substandard products from the market. For cxample, by affixing the
SNI mark to those who have maintained in conformity with standards. .

3.3.2 Agricultural machinery subsector

3.3.2.1 Industry size and structure

The agricultural machinery industry is divided into: 1) farming machinery, 2)
irrigation pumps, and 3) diesel engines used for prime movers of the former two. The
value of production by the industry amounts to Rp. 168.5 billion (as of 1993). The
number of establishments totals 25 for those producing farming machinery (companics
registered with MOT and actﬁally doing production), 12 producers of irrigation pumps, and
5 diescl engines manufacturers.

Due to the abundant supply of labm force in the agncul’(ural qector and partly to an
insufficient farm road network, farming machinery for rice cultivation, such as large
tractors rice plcmturs, combines, and reapers/binders are not widely used. Instead, hand-
operated tractors are cornmonly used. _

'Farming machincry prociuced in the country is mainly shipped to thc domestic market,
with some portions being exported. Export is divided into two types. One is spot export
where guantity is unstable. Anothcr type of export is made thmugh the markctmg route of

group companies in neighboring country of foreign affiliated manufacturers. Although the

size of export is not very large, it is done on a continuous basis.

With liberalization of imports, imports of pumps and d1csel engines grow rapxdly,

reaching US$ 140 million and US$ 130 million respectjvely in 1992, Imports from China

account for major por’uons due to low prices. However, Chinese products have frequent

failure, large vibration, and are hcavy in weight so that their application becomes relatively
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limited. Pumps and diesel engines are also imported on a component basis for local
assembly. Imported products are estimated to account for more than 50% of the products
sold in the local market, at least in the case of diesel engines.

There are five diesel engine manufacturers which are heavily dependent upon foreign
technology. Three companies arc joint ventures with Japanese companies, one is a
government cntcrprises teceiving license from a German company, and a Chinese—
affiliated company.

On the other hand, farming machinery and irrigation pump manufacturers are divided
into a handful of joint ventures and local enterprises having foreign partners, and a large
number of local enterprises.

3.3.2.2 Current state of development and major issues

Joint ventures and local companies having foreign partners adopt production
cquipment and systems furnished by parent companics or partners, while still some
companies develop their own models that are suitable to local conditions.

On the other hand, local enterprises without foreign partners have been expanding
facilities and equipment with an increase in production. Howcver, facility layout is not
planned in a well organized manner with the acquisition of more equipment.

Some local companies produce their own brands. They conduct.pcrformancc tests
when they change their 'production processes or components. Production of small-and—
medium-~sized enterprises, however, are mostly limited to production of imitations of
foreign products.

In the farming machinery industry, local models arc being developed while the
localization of components and parts production is increased.

The situation is opposite in the diesel engine and irrigation purnp area. The domestic
market is more sensitive to price than quality and performance as pointed out carlier. This
has made Chinese products to increase their share, To improve competitivcncss of local
companies, it is essential to : 1) minimize pércentagc of defects, and improve productivity
by modernization of facilities and equipment, and; 2) reduce costs through local
procurcment of materials and parts. Also, it is impoﬂanf to establish a complementary
supply system on parts with ncighboring countries for the purpose of achieving economics
of scale (volumec production capability) for cost reduction. Finaliy;' the production system
needs to be established to assure product QUality acceptable in the international market,
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3.3.3 Electrical machinery and equipment subsector

The clectrical machinery and equipment industry is divided into: 1) industrial
¢lectrical machinery and equipment (including heavy clectrical apparatuscs™, watt~hour

meters, and cables and wires); and 2) home appliances®.

2.33.1 Industrial electrical machinery and equipment subsector
(1) Industry size and structurc

The industrial clectrical machinery and equipment subscctor produces a wide range
of products from power generation equipment, power ira_msmission and distribution
equipment and cables (including communication cables) for factorics, office and home,
and small generators and motors used at factory. |

Import substitution in the industrial electrical machinery and equipment industry was
promoted under a general localization policy launched during the period of REPELITA
V. The Indonesian government intends fo foster the industrics manufacturing motofs,
circuit-breakers, and watt—hour meters into export industries.

According to the industrial statistics, there were 112 enterprises of medium-size” or
larger in the industry in 1991, Among them, the cable and wire subsector is the largest
by the number of enterprises (29) and the value of production (Rp. 710.2 billion),
followed by the motor and generator subsector, with 8 companies and production value
of Rp. 345 billion. Other subsectors are very small, with the average number of
employees ranging between 66 and 173.

The industry estimates the total value of production at US$ 700 million.

More than 70% of enterprises in the industrial electrical machinery and equipment
industry concentrate in Jabotabek District around Jakarta (consisting of Jakarta, Bogor,
Tangerang, and Bekasi). The industrial concentration is also seen in industrial zones in
Surabaya and Medan, _ _ :

An industrial association organized in the industrial clectrical machinery and
equipment industry called APPL, has membership of 82 companices, 14 of which are joint
venturcs with foreign companiés. _Five arc German-affiliated, whereas 4 have
affiliations _with Japanese, 2 Amcric_aﬁ, 1 British; 1 Swedish, and 1 French. Other

2 Includes equipment related to power generation, lransmissicn, and distribution including generators, motors,
switchboards, and transformers. 1t includes plant facilities in general, bul plant facilitics are not produced in
“Indonesia. S . E : o

& . Recently, an increasing number of home appliances use clectronic components, making it difficult to distinguish
the electrical equipment industry from the electronics industry, particularly in the case of consumer clectronic
equipment. This study is based on conventional classification and home appliances refer to refrigerators, washing
machines, electrical fans, irons, rice cookers, and air~conditioners.

7 . Enterprises having 20 or more employees
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member companies which are local enterprises or state enterprises, mostly receive
technical assistance from foreign partners including Japan. In particular, those
manufacturing motors and transformer receive technical assistance, or have under license
agreements with German, British and Japanese companies.

Of the US$ 700 million worth of fotal production, exports amount to US$ 128
million. Thus, the industry primarily relies on the domestic market, the main customers
being PLN, factories, construction projects, and buildings. PLN is the single largest
customer. '

Imports total US$ 1,026 million because a relatively small number of ttems are
locally produced, whereas supply of many products relies on imports.

PLN, the lérgcst customer, provides a favorable treatment for local products in its
tender process by establishing quota and the favorable treatment factor. Similar
measures are obscrved also in neighboring countries. As a result, the industry's exports
become fairly limited in general.

(2) Current state of development and major issucs

The indusiry principally relies on the domestic market. It has been fostered under
the localization policy that provides relatively intensive protection. As a result; the
industry still uscs technology and equipment introduced during its initial stage of
operation, without major upgrading or improvement. This is reflected on high
percentage of defects and refitting work resulting to poor productivity, while little
progress has been made to diversify into new product arcas. Technical standards
required by the domestic market are lower than international ones, showing that the
industry docs not have an urgent need for technological improvement.

Similarly, few efforts have been made to develop inter—industrial linkage, i.é., to
nurture subcontractors through the procurcment of parts and materials from domestic
sources. |

In the case of -industrial electrical machinery and equipment indusiry in
industrialized nations, they have constantly promoted technological dcveclopment
contributory to the creation of seeds for new products. Thus, most comp'a'nics in this
sector have developed into cither specialized manufacturers in technology sp'eci'fic to-
certain product parts, or integrated cicctrica.l and electronics manufacturers.

To promote  further development of the industry in Indoncsia, a primary target
should be set to spur technological improvement efforts of individual companies by
introducing competition. Only ‘then will support will become Tecessary to improve -
productivity and promo.tc local procurement of raw materials.
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3.3.3.2 Home appliance subsector
(1) Industry size and structurc

The home appliance subscctor in Indonesia consists of: 1) home appliances
including refrigerators, air-conditioners, clectric fans, irons, and rice cookers, and
lamps; 2) dry battery, and 3) small equipment and devices used for wiring for home
appliances. While the dry battery industry is export oriented, the other two subscctors
mainly serve the domestic market.

The home appliance 1ndustry emerged in the carly 1970s under the government
policy to promote localization, that entails cxport restriction and high tariff rates. While
product items arc diverse, the market size is relatively small, as well as the production
size.

Japanese companies that have large influence in the ASEAN region became active in
1985 and onward, in estabhshmg production nctworks among Asian countries realigning
their businesses operation in the region. In the process, standardization has progresscd
among group companies within the region, and joint undertaking of
production/procurement of parts has expanded with specialization in parts production 10
a specific company group in the region, thereby accomplishing and enjoying economics
of scale. 1t should be noted however that, compared to other ASEAN countries, joint
ventures in Indonesta have deployed their operation in a somewhat differcnt manner. In
Indonesia, they focused their attention to the domestic market partly because that the
{ocalization policy was vigorously promoted, and that the country offcrs a huge potential
market opportunity. As a result, investment was confined to product arcas thatl arc
protected by the government, while are small in production size. Although export was
promoted later, horizontal integration of industrics in the region has already been
complcted and Indonesia had to specialize in low-cost and low valuc added products
such as electric fans, batteries and black and white TV sets.

Recently, Singapore, Malaysia, and Thailand encounter the shortage of labor,
accompdmcd by a rise in labor cost, forcing all the foreign manufacturers operating in
these countries — not only Japanese but, Korean, European, and American have turned
their attention to Indonesia, China, and Vietnam. Since 1990, fapanese and Korean

" companies have started to-invest in Indonesia. In fact most companies making new

investment are clectronic cquipment and parts manufacturcrs.

Most home appliances can bc produced locally. There arc only two. joint ventures
(Matsushita and Sanyo), but- most local enterprises manufacture their products under
technical assisiance or license agreement with foreign C{)I‘Ilp'll‘llc‘i They are sold under

forcign brands.
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Many companies produce and sell diverse products, but operating rates are generally
low. Nevertheless, large population still represents huge market potential.
Most products in the subsector are consumed within the country.

There are 12 companies manufacturing incandescent and fluorescent lamps. Top
three or four companics are large in size and export their products, albeit small in
quantity. Lower—tier companies arc not capable of manufacturing products with reliable
quality and their rejection rate is very high. '

8 companies are operating in the dry battery industry, of which 3 are foreign-
affiiated companics with large production capacitics.  Indonesia accounts for
approximately 8% of worldwide battery production (1,428 million units in 1992). The
country's dry battery production grew rapidly after 1991.

(2) Current state of development and major issues _

The home appliance market has huge growth potential with the continuing progress
in electrification, increase in household income, and growth of the middle class. At the
same time, the industry which was previously. protected by the government policy to
foster local industrics, will be cxposed to competition from foreign products as market
opening policy is accelerated and thc-launching of AFTA is fast tracked leading to lower
tariff rates of home appliance products.

The industry has to strengthen their competitiveness by improving their capacity
utilization rate, reducing percentage of defects, and promaoting the procurement of
locally manufactured components and parts.

More specifically, the procurement of locally produced components and parts holds
the key. However, components and parts produced in the country are very limited in
number and variety, and most of them are currently imported. In particular, large group
companies have regional procurement offices (IPOs) in Singapbre; which collect -
components and parts produced in neighboring countrics, and distributc. them to
production bases. : | ' :

Although manufacturers attempt to procu'rc local products, these are mainly
individual components and parts, rather than subassemblies. - This reflects the fact that
there is no production base where different suppliers work together to combine different
technologies and products to.develop advanced products as supporting industry. Efforts
should be focused on the sharing of component procuction from the viewpoint of
developing the international production system., | '



3.3.4 Electronic equipment and components industry

3.3.4.1 Industry size and striicture
Products supplicd by the electronics industry are claa-nfmd as follows:

1) Consumer clectronic cquipment (video ecquipment, audio equipment, and other
consumer products)

2) Industrial clectronic equipment (telccommunications, data processing, and other
business and industrial cquipment)

3) Electronic components (active components, passive components, cleciro—mechanical

parts, and discrete clectronic components and parts)

The electronic equipment and components industry in Indonesia is classificd into the
following three types: 1) local cnterprises sclling products under their own brands; 2}
Japanese—affiliated companies and their licensces that manufacture and scll products under
Japanese and other foreign brands to the Indonesian market; and 3) other export-oriented
foreign enterprises.

Companics in the second category have entered the market with expectation for
domestic demand growth, and in response to cconomic expansion after 1973 and the
development of industrial infrastructure.

Those in the third catcg'o_ry have cmerged in the early 1980s when the government
announced its policy of promoting labor-intensive, export-oriented industries, including
Japanesc and Korean manufacturers of audio and visual equipment for export which have
established in the country after 1990.

‘While foreign companies investing in Indonesia arc currcntly attracted by the country's
advantage as a export production base with low fabor cost, they also expect the potential of

the country's market to produce large domestic demand in the future.

The sector's total output in 1993 was US$ 2,098 million, with imports and cxport
values being US$ 2,048 million and US$ 1,137 million, respectively. Nominal demand®
amounted to US$ 3,010 rmlllon with a self-sufficiency rate of 70%.

As for the number of enterprises, 52 are engaged in consumer clectromcs production,
followed by 36 in manufacturc and assembly of electronic components. Employment in
consumer electronics production is over 21,000. The value of production totals Rp. 687.7
billion (US$ 354 million).

~Most of companies. in the subscctor are pnvatc enterprises, cxccpt for the state

enterprise, PT Inti, that monopolizes the telecommunications business.

¥ Production + imports — exports



An increasing number of electronics companies invests in Batum Island, receive parts
supply from Singapore to carry out labor—intcnsive production, and ship their products to
Singapore. Almost all of them are characterized as offshore operation, making the island
an industrial area led by IPOs in Singapore. Major electronic equipment and components
produced are wire harncsses, printers, FDD heads, and VCRs.

Domestic demand for industrial electronic equipment accounts for the largest share -
46% ~ of clectronic cquipment and parts demand, while domestic production accounts for
34%. It holds the lowest share in exports compared to consumer electronic equipment and
electronic components. The segment of industrial electronic equipment with the highest
production volume is communication cquipment including telephones, telephone
exchanges, and PABXs, However, domestic production is very small and satisfies only
30% of total demand. The telephone market for general consumers, including cellular
phones, products bearing Japanese, European, and American brands command a high share
in particular,

Production of electronic components is dominated by mechanical parts. Production of
active and passive components is still limited in quantity, and imports are a major supply
source. Growth of electronic component production primarily comes from that of
consumer electronics production, mainly TV sets and other cquipment for exports.

Production of semiconductor devices which is prevalent in Malaysia and Thailand is
not seen in Indonesia as one manufacturcr alrcady ceased operation in the country,

Nevertheless, semiconductor demand is increasing, particularly for home appliances.

Production of electronic equipment involves many stages of processi'ng and assembly.
For example, production of electronic components relies on a variety of machining and
shaping techniques including metalworking and plastics processing.

In Indoncsia, since the it is insufficient formation of supporting industries capable of
supplying parts with adequate quality, CKD operations of importing all the parts from
parent companies or affiliates become common. Some companies have their own plastics’
processing andfor metalworking cquipment.  Also, some subcontract plastic molded
components and parts that do not require high levels of accuracy but thcir'quan'lity is very
limited. | | | I

Most consumer equipment manufacturers are joint ventures or Ioca_l companies under a -
licensing agreement with Japanese and Korean companies. A handful of large local
companies have introduced foreign technology at the initial s"tag'e of production.

Industrial equipment manufacturers are primarily doing assembly operations, while
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only a few companics are engaged in volume production. Manufacturers in the
communication equipment subscctor manufacture commodity products under the technical
assistance of leading forcign makers.  Commodity telephone receivers are mostly
manufactured by CKD,

~ As for electronic components, functional components and working parts arc made by
local companics who receive technical assistance from foreign-affiliated companies
making thus their own product development and design capabilitics fairly limited. A few
number of corpanies produce passive and active components, which arc mostly forcign-
affiliated companies and joint ventures. As scen in manufacturers in the consumer
cquipment subscctor, companies use production cquipment furnished by foreign partners

who also provide product designs.

3.3.4.2 Current state of development and major issues

The development of the clectronic cquipment and components industry in Indoncsia
with the internafional market as target started in the early 1990s under the government's
market opening policy and. promotion of foreign investment. It depends on foreign
sources including IPOs in Singapore for supply of most materials and parts. Foreign-
affiliated manufacturcrs operating in -Indonesia are considering increased local
procurement of faw materials and parts for cost reduction. To meet such demand, the
country is expected to promote the development of local capabilities in supplying materials

and parts that satisfy quality and performance requirements, including machining opecration.

335 Metalworkihg subsector

3.3.5.1 Foundry subsector
(1) Industry size and structure
The foundry industry js comprised of approximately 150 companies with varying
size. In additioﬁ,. around 340 small enterprises an_d micro enterprises are concentrated in
Ceper in Central Java Whiéh have organized cooperétives. Furthermore, more small
fbundries not reflected in statis_iics seem to operate throughoﬁt the country. . Foundry
production in 1993 totaled 196,000 tons, of whi_ch iron castings were 92,000 tons.

- Castings can be classified into three types according fo application. The first type
include castings that are used as final prodﬁcts such as ductile cast iron pipes, pipe joints,
manhole covers, fire'hy'drants, braké_shocs, and anchors. The second type consists of
machined castings used as components of automobiles, agricultural machinery, machine
tbolé, and éiect_rical cqu.ipment. The third type of castings is used as part of production

equipment such as dics for metal press.



Castings of the second and third types as well as larger sized in the first type are
manufacturcd by large enterprises that arc mainly located in industrial estates in the
suburbs of Jakarta and in major cities of Java, However, castings requiring high levels
of precision and reliability, such as engine cylinder blocks, crank cases, and cylinder
heads for automobiles and agricultural machinery, arc rarely produced locally and
mostly imported. |

Small castings of the first type, without strict quality and dimensional requirements,
such as manhole covers, brake shoes, fire hydrants, and hand-operated well pumps, are
manufactured by small-and-medium-cnterprises as well as micro enterpriscs, which are
concentrated in specific areas of Ceper, Tegal, and Sukabumi,

Foundry makers are divided into four types according to size and ownership: 1) joint
ventures cstablished by foreign-affiliated - assembly manufacturers of automobiles,
pumps and construction equipment as a supply source of castings for their own projects;
2) local large enterprises which manufacture castings of the second and third types as
well as large castings of the first type, under technical assistance or licensing from
foreign companies; 3} large local enterprises which manufacture malleable cast iron pipe
joints and ornamental castings such as fences, and 4) Srnallﬂand—medium—sized

enterprises and micro ¢nterprises servicing their surrounding regional markets,
p Ip g reg

(2) Current state of development and major issues

Joint ventures and local large enterprises having foreign partners produce industrial
castings, some of which are exported. While foundry technology has steadily improved,
there is but one company, a foreign-affiliated one, which can produce castmgq for
important automotive parts. '

Other joint ventures and local enterprises still have to improve their pmduction'
techniques, as evidenced from a high percentage of defects at a rate of around 10%. |

‘Recently, agricultural machinery makers arc increasingly procuring castings from
small enterpriscs and micro enterprises responding to the request of the government for
local purchase. However, small foundries have many problems related to technology
and quality. Their production equipment have small capacity and arc obsolete.
Accuracy is rarcly checked by measuring instruments and empirical judgmcnt of

workers is normally relied on.” Products are inspected only visually. - As a resulf, the

percentage of defects and the refitting rate are very high,

At the same time, a small production lot constrains investment in expensive and -
Jatest equipment for production of hlgh—grade castings, This will likely lead to the
further backwardness of the foundry industry relative to the competing neighboring



countrics. Effective measures that will address this situation should be taken to enable
the industry to serve the international as well as the domestic markets, thereby 10

increasing the size of operation.

3.3.5.2 Metal press subsectar
(1) Industry size and structure

The industry serves assembly manufacturers that are joint venturcs or local
companies having foreign partners. Their localization rate is also relatively high. The
metal press industry consists of: 1) joint ventures established by assembly manufacturers
producing stamping press parts for automobiles and motorcycles, having welding
equipment and purposc—built die making shops with high levels of production
equipment and quality conirol; 2) locally~owned large enterprises manufacturing press
parts for automobiles, agricultural machinery, pancls, and refrigerator cases on a contract
basis, which have design offices and dic making shops for the design, manufacture, and
repair of dies for self-use as well as for other companics; and 3) local medium-sized
enterprises that stamp or bend small press parts for automobiles and clectrical equipment,
many of which are also deing machining, die making or plating.

(2) Current state of development and major issues

This subsector is the most localized among the metalworking industry and has
relatively high levels of production technology. There are large manufacturers
specializing in press work using a 4,000-ton hydraulic press and a 2,000—ton mechanical
press capable of producing chassis and other large automotive parts. The industry as a
whole seem to rank high in Southeast Asia in terms of production technology.

Dies of varying size and shape are locally produced, while thosc of complex shapes
or requiring a high level of precision are imported from Japan and elsewhere.

Another area requiring further improvement is locally produced stecl plates which

vary in dimension and composition, thus affecting the quality of final products.:

3.3.5.3 Forging subsector
(1) Industry size and structure
The mdustry consists of 12 companies including specialized manufacturers, of which
5 are joint ventures and local companies having foreign partners, and 2 government
enterpnscs Amnual production is estimated at 50,000 tons. 4 compames arc registered -
with the Mlmstry of Industry (as of 1993). '
All companies besides a joint venture, have been established to supply forgings to

_ -Jap'an, and are aiming to produce automotive parts. At present, they produce industrial
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