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A. Introduction

The shake of monetary crisis that developed ingoeitonomic
and multidimensional crisis attacking, Indonesmthe last five years
has increasingly made us aware of the role of siwadl medium
enterprises (SMESs) including co-operatives in oatiamal life. We
are greatly indebted to the three pillars of thasgrroot economy
known “as people economy”since the middle of 1997, when the
horrible crisis hit Asian including Indonesia. Sinthat we realised
that the government policies in the past emphagiamthe economic
growth by giving various facilities as well as inglence to big
businesses so-called conglomerates resulted adbtems and need
to be corrected.

The worsened Indonesia’s economic condition of 1883ide
by the sudden monetary crisis also due to longghbaffected the
agricultural sector. With the crisis that struckthe Asian region,
SMEs were also so affected that resulted to wealgenif their
activities and capabilities to compete and growouidh not worsened
than big enterprises, the existence of SMEs iklstiter than the big
one. Compared with other Asian countries such asthS&orea,
Malaysia, the Philippines, and Thailand, the eff@t crisis in
Indonesia seems likely the worst.

Furthermore, the most severely affected countriemnely
Indonesia and Thailand real GDP growth has turr@dipdly from
over 7 per cent per annum to zero or negative.riaesia experiences a
free-fall from 8 per cent in 1996 to 4.6 per cenlD97 and to minus
13 per cent in 1998. Since 1999, Indonesia haslgl®govered from
the crisis. From that year, the growth of Indonssiaconomy
becoming positive, though still progressing slowlyast vyear,
Indonesia’s economy has grown 3.5 per cent andybas is also
predicted around that number.

The Asian financial crisis which has global chagadtas also
influenced capital market, namely stock market @&l estate market.
The fall in equity and other asset prices furtheprdssed aggregate
domestic demand which in turn pushed down housetmidumption
expenditures and income. Coupled with continuoustaluility in
exchange rate, the fall in asset values adverdgtdgtad the health of
banks and non-bank financial institutions. The iggilon is that
nonviable financial institutions had to be closeavd.

1) The literal translation is the economy of comnpewople or people’s economy as heritage by longhyist
of dualistic economy as characterized by Bocke élats until today see Bocke J.H, Tropical Colbnia
Economics : The Problem, Amsterdam 1910.



In Indonesia, from around 235 banks available eghe-crisis
period, the Central Bank closed down 16 privatekban November
1997. Other banks have been suspended in Marchdr@®around 45
banks in April 1998 have been put under control stndt supervision
by a newly establishing government agency in charfydanking
reform so-called Indonesian Bank Restructuring Age(iBRA). In
March 1999, 38 more banks have been closed dovwwan8s have
been recapitalized and some banks have been pur ustdct
supervision. This process has been continued rtadédntly. We are
hoping to have strong and viable bank institutionihe future.

The crisis has affected not only financial instaos, but also
real sectors, especially big companies and the btadget. In general,
as mentioned above, the crisis has brought abotn&raction in
Indonesia’s economic growth, high inflation ratiee tfall of Rupiah
value of almost 80 per cent against the US doHagh interest rate
and bankruptcy of many private companies. This ph@mon has
also brought a social impact, characterized byf#éifieof real wages
and incomes, greater unemployment and the incdfgseverty.

. SMEsAnd Economic Crisis

Small and Medium Enterprises (SMEs), as other dgesl
countries recognise, have been notified as an engfheconomic
growth, job creation, and vehicle for equal incodistribution. In
addition, during the crisis hit Indonesia since thaldle of 1997,
SMEs showing their significant role to the growti economy.
Particularly, in 2000 with the growth of 4.7 pemtas recognized
because of the role of aggregate consumption grasutbh reflect the
strong support of the small economic undertakinge Temaining
guestion is that whether the role of small and osedenterprises in
Indonesia can be expected to be engine of growtteitong run.

Since the total numbers of SMEs are in particukeanyvhuge
have contributed significantly to GDP and employtmaenparticular,
as well as their existence in all over regionshef tountry have made
them to potentially become a strategic pillar foie tindonesian
economy through their products and services imidigion. They can
also be powerful institutions for improving incordestribution in the
framework of effort to eradicate poverty.



Further information, total number of SMEs in Indsiae
including micro enterprises in 2000 is predicteouad 40 millions or
99.99 per cent of total establishments. Althougariye39 million of
which or about 97 percent of small enterprisesmaigo enterprise
with an annual sales of less than Rp. 50 millidme €overage of SME
in Indonesia include all economic undertaking idahg agriculture
Therefore SME in Indonesia cover SMI and servides pgriculture
and extractive sector. They contribute not lesa B per cent to total
Gross Domestic Product (GDP) and employee more A million
workers or 99.4 per cent of the total availableotabbsorption in
2000. The agricultural sector has the largest eynpémt provider
with the amount of 32 million workers or 42.9 pent, followed by
trading, hotels, and restaurants in the amounBof iillion workers
or 24.7 percent.

SMEs in developed countries, like USA, Japan, Canatd

Italy, have become one of the backbones of themne@xy. In the
early 90s in the European Union - excluding agturel and fisheries-
there are 15.8 millions undertaking, of which 99& cent were
SMEs and some 14.5 million micro enterprises (O-&kers), of

which 7 millions without any employee (Moussis, 42%his finding

support the argument that the existence of smdllnaiicro enterprises
are not the transitory phenomenon.

SMEs presence in economic development is by realitthe
field that within the attack of horrible economigsts the existence of
SMEs is prominently very strong because of flexipiand must for
survival. Our survey shows that only 4% of SME&s lelosed down
its activities, 31% has reduced its activities, 6d&schange, and 1%
even has been growing well particularly to thoseESMriented in
agribusinesses and export oriented products (sactlcae, coffee,
cocoa, and the fishery products). In 2001, the ADBchnical
Assistant has also conducted a survey in Medan Serdarang to
identify the impact of crisis to SMEs. Its survayow/s that 78 per
cent of SMEs saying that there is no strong imgdatrisis to their
businesses.

The process of recovery is appeared better oveeptand last
year give strong expectation that by the end of ylelar the aggregate
indicator of Indonesia’s economy will back into tlegel of pre crisis.
However there are structural shift where big congpam
manufacturing sector will remain the prime conttdsuon value



added formation of nearly reach 19%, while crisigs honly
temporary. On the other hand the back bone of g@sseconomy
that is agricultural sector remain in the secorat@] but the increase
in share the GDP during 1998-1999 has over, anlinéeto the level
of pre crisis. This evidence seem to support thatet will be a
continuing process of declining share of agricaltwector in GDP as
experienced during the period of pre crisis. Ferghrpose of looking
at effect and response of different size of enteeps appear in figure
1. The figure indicate that the monetary crisis3tt less and quick to
recover while big business responded slower. Thdiune business
level seems suffer longer than the other groups.

Figure 1:
GDP Growth By Group of Enterprise
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The role of service sector namely trading, hotel eestaurants
represented by small enterprise experienced thee spath as
agricultural sector with its contribution to GDPhrain above 11 %
although has declined compared with its contrimdiauring the
crises of 1999. The big mining sector has surveved shift the role of
the SMEs in the trading sector to become the thaodtributor to
GDP, while services sector of big business has lbadks position
during pre crisis. The big business in the mirsegtor, electric and
gas has gained from the rationalization of subbyglyhe government
through adjustment in prices paid by consumersréffibee there are
big shifts in their contribution to GDP. The middiector or medium



enterprise has worsened and can not be expecté@ toome the
engine of growth and locomotive for reform in theanfuture. Unless
there are significant effort to bring them intogtampetitive level.

The above analysis saying that SMEs can not besctegl in
economic development, though their contributionetgort is still
very low compare to the big enterprises. In 2000JES had
contributed on export around IDR.438,853 billionich is 2.94 per
cent contributions of small enterprises and 11 &i@¢nt contributions
of medium enterprises. It means that contributibSMES in export
was only 14.7 percent and this was much smaller toatribution of
big enterprises which reached 85.3 percent. Therl@&rformance of
the share of SMEs in export is partly due to theidant role of oll
and gas and plantation agriculture products, whiehbelong to big
companies mainly state owned enterprises (PertaamdaPTP). On
the other hand exporting required better qualitgarvices and evolve
high risks make limitation to SME to participate in

When a comparison been made on the SME sectorthéor
period of 1997 representing a situation of pre igriand 2000
representing the end of crisis (see table 1), thereseveral important
findings. Firstly the number of small business increase, but the
medium business decreases meaning that the atismre on middle
class. Many finding suggest that grass root econamgynot much
affected by the crisis and ever some sector enjowttp, hence
Indonesia is essentially has been facing monetasis c1ot economic
crisis (Mubyarto 2001). Secondlyelatively contribution of small
sector to GDP is unstable since its dependencegpouéiural sector
and service sectors which has lower value adde@merprise or per
worker. Thirdly, share in export has improved in small sector but
decline in the middle sector. Fourthlthe crisis hits the big sector
only temporary and the middle sector has been das@nious problem
at all levels of production, finance and export.fitfy, the
employment creation remain dependent on small sectastraint the
effort to improve productivity. These evidence sesjgthat the role
SMEs is more on the employment provider and temgasafe guard
rather than an engine of growth like what happemingther country.
If SMEs are expected to be an important to growthployment and
export a comprehensive policy should be adopted



Tablel
Comparison of SE And ME Before And After Crisis

Group | 1997 2001*

No Establishment SE | 39.70 million 40.13 million

ME | 64,50 thousand 57.70 thousand
Share in GDP SE | 40.45 % 39.40 %

ME 17.40 % 15.34 %
Share in Labour Absorption SE | 87.62 % 88.69 %

ME 11.78 % 10.85 %
Value Added/Enterprise SE | Rp. 6.40 million | Rp. 13.70 million

ME Rp. 1.81 billion | Rp. 3.55 billion
BE Rp. 126.13 billion | Rp. 288.67 billion
Share in Export SE | 217% 3.37T%
ME 23.82 % 10.93 %
Source : CBS
Note . (SE) for Small Enterprises

(ME) for Medium Enterprises

(BE) for Big Enterprises

*Projection Figure




Early Reform And New Economic Format

On May 21, 1998 presidential succession has oaturre
continued with the formation of a development refazabinet. It is
the beginning of reform era, expected to be ableetify various
matters which are considered in contradictory tomaleratic
principles, people’s orientation and transparerpl@mentation. The
first cabinet under Mr. B.J. Habibie as the Prasideas not long
lasting. However, during his administration manyndamental
changes have been made. At least there are thp@atant changes
that could be considered as a corner stone toutueef democratic
Indonesia. These are: (1) the move toward demaeatain thrue
democratic multi parties’ election, (2) enactmemtl amplementation
of the law on district autonomy or decentralizatiand (3) reposition
of central bank and the banking sector as an indbp# institution in
relation with the government. The separation ofdisgesponsibility
and monetary authority brought significant impant mmodalities of
government support to certain sectors of econoroi a8 agriculture.
The reform has been kept continuing by the admatish of Presiden
Wahid and President Megawati by considering theessary step to
make the process of recovery can be speed up.

Learning from many countries’ experiences, peopléeebe that
our SMEs will also be able to become the backbooe dur
economy. In order to achieve this mission, its thkel need to shift the
paradigm of economic development. While in the plastemphasis
our the achievement of aggregate economic grovahpyesupportive
policy in favor of economic conglomeration. In tiaéure, it should be
a broad based economy by strengthening participadio people,
promotion human dignity and self-reliance. The rem@nomic policy
will put emphasis on development at district lewsl the basis for
economic development and resources-based-orientiestry as part
of our commitment toward decentralization.

The new economic format is aimed at creating a d@doun
economic fundamental based on market friendly systath the
necessary regulations to prevent SMEs from unfaiarket
competition. Even though the new economic formanseto be in
favor or SMEs, it does not ignore the role of thg businesses,
because transparency on the rules of the gamesndegendence
between political authority and economic activitiedi be the basic



principles for guiding economic policy in the futuas being set out
by law on banking, law on anti monopoly, bankrupéty. All of the
said efforts is part of improving the consciousn@ssgyood corporate
governance.

This new economic paradigm is also expected to shar
growth of SMEs in the country. In our view mediumterprises
particularly, have a strategic function to balatiewide gap between
big and small enterprises in the national econostiacture. The
economic policy, particularly SME development pglicshould
clearly recognize the twin objectives of growth axgbort orientation
on the one level, and poverty reduction on theroftaad which also
required appropriate policy instrument and impletagons.
Therefore, they have an important role in strengtige the national
economy, while at the same time address socialecoec

Globalization : Challenges And Opportunities

As one of the WTO members, a lot of efforts, pekciand
programs have been enacted in line with the WTCeagents.
Recognizing the position of Indonesia as a devaepmountry, we
feel still a lot of things to do in order to copé&lwand adjust with the
era of globalization. The worldwide trend of glakation and trade
liberalization which is characterized by strong petition has created
many challenges and opportunities to firms in gainer

In today’s environment, there is increasing pressar firms to
operate trans-nationally. The simultaneous libeasilbn programs of
different countries have opened up their domestckets enabling
foreign products to compete against local onesng-imust now strive
to be competitive and cannot depend on shelteringidos of
protection. But just as firms might now be threatkrby foreign
competition, they now have the opportunities to peta in foreign
markets. They can now hope to penetrate exportetan the merit
and strength of their companies and products witheing frustrated
by structural preferences for local firms.

The globalization trend does not just apply to dpening of
markets and the consequent broadening of potesadds. The
globalization trend is also apparent in the producand operations
aspects of economy.



Many of our consumer products are in integration of
components manufactured in production facilitieeead throughout
several nations. This is especially apparent in @btomotive and
electronics industries. And recently it is also laggble to the
furniture industry, where auxiliary system are thewhile SMEs
remain the main player. This is also evident in s@®rvice industries
where facilities for programming, claims processiegcoding, and
technical support are located in countries othantlwhere the
consumers or users are. The globalization of pribalucand
operations has enabled many firms to exploit thenpm=titive
advantages and resources uniquely present in@iffeountries.

The impact of globalization and trade liberalizatam SMEs in
Indonesia is complicated the government policy @sponse to the
economic crisis. Due to the crisis Indonesia hbsrélized certain
sector or commodities faster than the scheduleoofrngsitment under
WTO Indonesia has set a schedule of implement#tiaincare enough
to the stages of changes. However, the new poickage under IMF
agreement through several letters of intent agdht faster track
that suffering a certain sector such as agriculthose used to be
under close protection and involve massive play@teer SME that
dependent from lower cost of import which able ffset the effect
the fall in rupiah value. The problem of Indonesamore on the
adjustment process, rather than the threat of rdetliberalization,
since indicated by the degree of openness of theroggy as by total
trade already high, that is approximately 55% offGD

SM Es Development Strategy

In order to strengthen the role of SMEs in expant an
economic development in general, the governmenttriess to focus
the issue of SMEs development on three main aspe&isely:
promotion conducive business environment, financehd non-
financial supports including industrial linkagepeasts. On conducive
business environment, the government tries to devigvel playing
field for all businesses to compete in the markatga On this aspect,
some laws and other regulations may need to bee@\ar developed.
In addition, the government is also trying to sirfiypprocedure and
mechanism for business licensing through one stopces. Recently
harmonization of local regulation to meet the naloobject we are
also increasing important.
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On financial aspect, SMEs need to be given wid@odpnities
to access to sources of credits, particularly bapknstitutions. For
this purpose, not only regulations and credit sa@®emeed to be
developed, but also improve the capability of SMiEkzing banking
credit. Since most of SMEs are lacking in colldtevehich is very
important for banking institutions as one of théecra of customer
selections, therefore it needs to have so-callesticrguarantee
institutions to back-up the necessary credit rik.addition, since of
those total SEs, 97.6 per cent are micro entesprised very
iImpossible to access into banking credit, theretbie existence of
microfinance institutions, both banking and non Kiag institutions
are also very important to be promoted. Being lIstrgloslem
population country Indonesia has put serious concen the
promotion of Shariah banking both at national &owhl level. It is
also extended with existence of Shariah non bardntial institution
such as cooperatives and BMT or house of wealthtanftl

In order to support the development of the econothg
government has adopted a policy on continuatiomasfdling carry
over financial support credit program, that is &gricultural sector
coordinated by Bank Rakyat Indonesia (BRI), propeector under
Bank BTN and other credits for cooperatives and SMiEder PT.
Permodalan Nasional Madani. This interim tasksneed at providing
smooth process into new banking format particulddy on central
bank. Hence up to a present time this systemistilperation, but
government do not put any additional fund to thegpam.

At present intensive coordination between CentailBand the
Government to utilize the banking business plarsipport SME
promotion are oriented toward expansion of employmé is also
oriented to promote the poverty alleviation programrough
productive activities. This program will be finaglcéhrough micro
financial institution. The government provide exee program for
capacity building of the poor. The amount of tatsdit for SME and
micro credit for 2002, is estimated 27,641 billisapiah. This
program is expected to spur the recovery of the@ay and speed up
the reduction of the poor. Harmonization of crégite and institution
in accordance with the target group car be sedahie 2. All of the
program are implemented in accordance with thetiagisbhanking
regulation and not evolve any government subsidy.
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Lastly, on non-financial including industrial ling@s aspect,
there are some issues needs to be addressed ssahstrengthening
of coordination among SME promotion policies, (besgthening of
administrative capacity of local government, (clesgthening of
monitoring and assessment of SME promotion measu(ds
implementation of comprehensive policies for theonpotion of
supporting industry, (e) creating dynamic clustins strengthening
international competitiveness, and (f) measuregxport promotion.

For the development of international competitivanethe
promotion of dynamic SMEs clusters, starting in Z0@ave been
adopted. In 2001 around 213 clusters and this 2202) will be
extended to 332 another clusters. Since the existasf SMEs
business cluster, both manufacturing industry asr manufacturing
industry, still at early stage it is important &cognize the stage of
cluster from being survival, mature and advancee Hpproach,
modalities of support and instruments will be madaccordance to
the principle of market driven with the aim of demng strong
integrated cluster.

In order to develop these clusters, support forinmss
development services has been introduced as noancia
component. The objective providing non-financiaport among
others are to give assistance of businesses caneyjtinformation,
advocacy, and other developing network for SME tgwaent in the
clusters. In addition, to support the SME’s fingnttee government
also launched initial matching fund through saviagd loan
cooperatives under the supervision of commercialkbdntegrated
support to SME in the cluster will serve as stinsufar dynamising
SMEs in the respective areas.

12



Services
f Consultation :
YManagement

Yinformation

YTechnology
f Market Network

Regular Meeting (Twice/Year)

M

FI : Micro Financial Institution

SLC : Saving and Loans Cooperatives

F.

Agenda For Future Actions

Despite the intensive competition in the politisphere due to
the democratization process, some economic indkateveal that
economic recovery in sight. Indonesia has much npiate for
economic recovery. However, we must not be ovepinaustic that
the turn around will continue without consideratblether policy
reform. Large risks and potential fluctuations aoeomic conditions

still lie ahead.

The most urgent priority is to sustain the receand towards
macro economic stabilization. It should be achiewethe short term,
by continuing the current approach of flexible exmafje rates,
targeting of base money and maintaining a budgeiukis. Such an
approach is needed in the next few years to otfsetcollapse in
private demand and to protect vulnerable groupsutiir social safety
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net needs to be ensured through well-designedaagdted programs.
These require clear priorities of the target grotgpaminimize the

budgetary burden. Other components include: plasintgset clauses
on subsidies of special treatment, avoiding theapnients of populist
policies, and prioritizing needs for government mup for bank

restructuring. However efficient micro enterprisimpnd SME in

general must be continued under the objective nati@conomic

policy.

Government spending should remain subject to fiscal
discipline, mindful of the possible inflationaryfefts that would, in
turn, affect the monetary targets. Some revenue lpeayaised from
the disposal of some state-owned enterprises, ignifisant budget
deficits will still be unavoidable in the next fewears. Non
inflationary financing of these deficits will be gmble only with
substantial external support.

Beyond stabilization there are two priorities tgtoge growth.
The first priority is the issue of restructuring béanking and the
corporate sector. It is clear that public fundsl|vidé needed to
restructure the banking sector. The most urgerd et recapitalize
the viable banks so that normal banking actividas be resumed as
soon as possible. As stated above, 9 banks wespitalzed in
March 1999. Other issues related to growth and |[dpueent would
be addressed in an open and transparent mannieg tato accounts
the principles of justice and fair distribution.h&se include dealing
with the troubled banks, non performing loans, asset management
of owners of the banks and debt to pay back tgtvernment.

The second priority is to accelerate export growthe sharp
devaluation of the Rupiah has led to a substamntigkovement in
Indonesia’s competitiveness, in spite of the lichiexport response.
More needs to be done to remove administrative tcaings and to
supply adequate working capital for potential exgi. | believe that
production and export costs can be reduced by durtthade
liberalization. An acceleration of trade liberatipa by Indonesia,
therefore, should be equally responded by its igaghiartners. In this
context, renewed protectionism measures in varfousis such as
anti-dumping measures, safeguards and subsidiesdshe avoided.

Economic growth must also lead to grater equity.athieve
this objective, measures that are, economicallyndand politically
acceptable should be ensured. While direct sulssithegeted to
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eradicate poverty are important part of the poliegponse to the

crisis, the strengthening of market mechanismgitea& element in

the promotion of equity specific initiatives shouhalude:

* maintaining and improving communications and trantsjinked

» dismantling monopolies

* reducing administrative constraints to internaldé

* reducing high transaction costs facing small andliaom-size
enterprises (SMES)

In current era of political openness it is impottdrat measures which

are supposedly designed to promote equity are oldical favors to

selected groups. Otherwise, these can ruin econataigility and

jeopardize incentives and growth, and thus, iner¢las poverty level

and inequality.

Many more issues will also arise in the next fevarge One
challenge is to maintain the momentum in augmentsagial
overhead capital. In addition, substantial investims required in
human resources to improve the institutional capacf agencies
entrusted with the implementation and monitoring paficies for
recovery and reform. In this regard, the mostaaltneed is to ensure
that Bank Indonesia and other relevant agenciesalaeeto safeguard
the soundness of restructured financial sectdnarfuture.

We believe that the empowering the grass root eognd is
crucial to give the opportunity for SMEs to havepnoved access and
maintain legal requirements of productive assete Tdwnership
concept and productive asset management are invlthghe concept
to ownership limitation defined on business comjetilaw, focusing
on structural regulation, behavior limitation areHfprmance towards
monopoly. These concepts are also in line withgtization of State-
owned Company (BUMN), to avoid economic centrali@atand to
give wider participation to private sectors inchugliemployee though
employee ownership program (ESOP).

Even though cooperative’s and SMEs partially hswveceed in
showing successful achievements, but weakness ia part
challenges and in another part are still found. "Mlaleakness of
cooperative is poor relation between members amdabperatives
and low educational attainment while at the sommeetito many
cooperative engage in multi purpose societies &ddkcus and found
difficulty in the maintenance of its principle isidginess. Facing the
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third millennium period, which is characterized Igjobalization

process, there will be a trend of making interacfwocess among
economic practices become transparent. There Isngpto be hidden
but a bit part of anything due to have not been roamicated

properly. The era is free trade, demanding capgbitif self-

adaptation of every economic practice, with no pkoa to

cooperative’s and SMEs.

It needs to have by various cooperative’s and SMEs
development policies which are more straightforwand oriented to
micro and local productive resources utilizatiorliire with effective
effort strategy description. One of developmenufmss which can be
carried out is the improvement in quality of co@iee’s human
resources in managing cooperatives in order tzetdxternal factors.
Cooperative should be viewed as a suitable mealmanis organizing
the economy of micro undertaking with special foaus micro
financing.

The most critical factor hinder the SME developmes
productivity improvement. To address this problgretematic effort
such as clustering strategy and technology supptirtoe crucially
important. In this regard concentration on viabMES will help to
identify competitive SMEs as the pilar for the eooy. While
serving the need for poverty reduction micro fir@nprogram
combined with community development will ensuref seistaining
program for poverty alleviation in a productive man

Concluding Remark

The existence of SME in Indonesia, these include, Sktvices
agricultural sector and micro enterprises, poseseg/ strategic
position in employment and value added formatiorwa#i as their
role in safe guarding the economy during the crisksvever strong
competitive SMEs, particularly export oriented uppamall and
medium enterprises are deemed important. Effectlestering
combined with harmonized micro financial and bagkaevelopment
will meet the objective of growth, competitiveneasd poverty
reduction.
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