The Role of Small Enterprises in the Indonesian Economic Development

The important role of small enterprises started to gain recognition since the crisis in 1997. They were recognized to play important roles in investment and in job contribution. The shift to small enterprise was mainly caused by the collaps of many large enterprises during the crisis, and therefore proved their failure both to promote investment and job opportunities.  

Presently, there are two main concern that dominate the debate of Indonesian economic future. Those issues were how to promote investment and to create more job opportunites. The Indonesian government, supported by international development donors, focussed their economic development strategy in promoting more investment, hoping that those investments will create bigger job opportunity.  Efforts were done to provide good political and economic environment that will attract investors. At this point, there was an intense debate on determining the most efficient strategy. Ideally, both small and large enterprises can play equal role in economic development. But since many large enterprises collapsed during the economic crisis, many people argued that large enterprises cannot be expected to be the source of investment. Moreover, many local investor moved their capital abroad, such as to China. The Indonesian government should respond this situation in order to secure local investment and expanding small scale investment. 

Another issue that added the complexity of the problem was the controversial government Law No. 13/2002 on Employment. On the one hand, investor and business group argued that this law will create new burden for new investment, while, on the other hand, unions saw this law would give more pressure to workers.  An analysis conducted by Bappenas (National Development Agency) showed that the law did not consider the impact of its enactment to job creation. Some regulations, such as on minimum wage, laid-off process, compensation payment and terms of contract, were considered would increase the production cost, and, therefore, would create more burden for both small and large enterprises. This continuing and intense debate on the issue was presented in this Journal’s edition. 

In this edition, we present articles from writers with various backgrounds. The writers came from different background, such as scholars, government agencies, donor representatives and non-government organization activist. Naturally, these articles will provide readers with different, sometimes even contrast, point of view.  It is the goal of this Journal’s edition, that is, to capture the various ideas and argument on the role of small enterprises in investment, employment creation and poverty reduction in Indonesia. 

The first article, written by Mohamad Ikshan of LPEM FEUI, describes general economic situation in Indonesia and available options for the future. He began with the analysis of Indonesian economic situation post-Soeharto era, and continued by presenting recent data on investment growth, employment creation, education and decentralization. He argued that small enterprise will play significant role in promoting growth and improving the growth pattern, although this contribution would not be followed by small enterprises’ contribution to added value. In 2003, small enterprises absorbed almost 95% of the total employment, but only created 58.3% of the added value. There was a wide gap of productivity per employment between small-medium enterprises and large enterprises. The ratio of productivity per employment between those two groups was 1:29. However, if small and medium enterprises could increase their productivity from 0.8% to 2%, the Indonesian GDP will increase up to more than 50%. Furthermore, the increasing of productivity in small and medium enterprises group would also improve the structure of economic and increase distribution of wealth. Therefore, he argued that the improvement of small and medium enterprises’ productivity should become the main agenda of Indonesian economic reform. The agenda should include program such as improving the investment and business environment and to banish the discrimination to small and medium enterprises. 

The next article presented the survey result from the International Finance Corporation – Program for Eastern Indonesia SME Assistance (IFC – PENSA), one of the World Bank group institutions. The survey was conducted to find factors that burden small enterprises development. According to this survey, the burden factors for conducting business included the business environment, labor, and decentralization. This article was an initial effort in promoting sustainable private investment in developing countries and in poverty alleviation. 

Related to the poverty alleviation program, most of the government programs in poverty alleviation were influenced by the policy and agenda of the international donor. This can be seen, for instance, in the government’s obligation to formulate Poverty Reduction Strategy Program (PRSP) as a requirement to obtain international aid. Indonesia is one of the severely indebted and low income countries (SILIC), and most of the development programs were funded by international loan. The article from Fakhruksyah Mega sharply criticized the situation, and presenting the agenda of his institution, GAPRI, to respond with this phenomenon. GAPRI is a coalition of non government organization which works on advocating counter analysis in poverty. In his article, Fakhruksyah criticized the government approach in poverty alleviation and in assisting small and micro enterprises groups as a “charity approach”.  In terms of employment opportunity, GAPRI sees that the government only pays attention to the investors’ interest in finding workers, and does not pay any attention to workers’ interest.  

Laws and regulations on employment were often seen as a burden in employment creation and inviting new investor. Indrasari Tjandraningsih, on the next article, argued that such situation occurred not because the spirit of the law was pro-workers. On the contrary, such situation occurred because the capital owner, in sophisticated ways, could hold and even increased efficiency and capital accumulation. The evidences showed that employment situation in Indonesia faced a fundamental change, as a result of global production restructurization. This phenomenon resulted in highly fragmented labor, massive employment lost, and informalization job relation. Eventually, they will lead to a situation where workers are getting to loose their collectivity and bargaining position. 

The next article, from Isono Sadoko, critisized the government policies in promoting investment and employment opportunity. He mainly critisize Program Pembangunan Nasional (Propenas – National Development Programm). In his opinion, the realistic approach to reduce unemployment is not to rely on large-scale and risky investment, but on the small-scale investment. To support the small scale enterprises, some conditions must be improved, such as improving production system, financial support, and law enforcment. 

Along with this analysis, Nurul Widyaningrum in the next article agreed that small enterprises development can provide appropriate strategy in reducing unemployment. However, she also showed that there were still some critical issues to be solved along with this approach. For instance, there is still a debate on the quality of working condition that small enteprirses could provide. Basically, she argued that in terms of job opportunity creation, small enterprises development must be accompanied with efforts to improve job quality in this sector.  

Edy Priyono also presented some critical argument on seeing the role of small enterprises in Indonesia economic development. He saw that most of the time, opinion on the role of small enterprises were tend to be seen more emotionally than rationally. Therefore, he argued that it is important to measure the efficiency of small enterprises as a basis to analysis the role of small enterprise in a rational way of thinking.  Using the survival technique, he contested the validity of the argument that small enterprises were more efficient than large enterprises. To prove the validity of the argument, he suggested to conduct longitudinal research.  

However, to many people, the account of 99.45% employment share of small enterprise was enough to support their argument to support small enterprises development. Many assistance programs to small enterprises were conducted on this basis. The next article by Asep Suharyadi and Rizki Fillaili mapped out their evaluation of those programs, with the goal to reduce the overlapping program in the future.  

***

On the methodology section, Haswinar Arifin elaborated methods to assess the vulnerability of women entrepreneurs, especially those who were in informal sectors. Women were the majority in this sector, and therefore appropriate research method to find the dynamic and issues in this group were important. He laid out the method in three sections. The first section was devoted to discuss theoretical concept that might be used as a framework in understanding the concept of women’s vulnerability.  The second sections elaborated several critical questions to guide researcher in finding the data. The last section discussed practical implication of the research, especially in women empowerment issue.

This edition will be closed with a book review, written by Anne F. Safaria. The book discussed here was “Bangkitnya Naga Besar Asia: Peta Politik, Ekonomi, dan Sosial Cina Menuju Cina Baru”, written by Bob Widyahartono. China has emerged as a new power in the world’s economic, and was regarded as the success story of economic development. The key success was on the liberalization and large investment on human capital and physical infrastructure. Many developing countries, including Indonesia, learn from China’s experience in order to find their own development strategy. This book will provide an analysis on China’s experience, and therefore should be read for those who are interested in finding alternative strategy in development.  

Various articles in this journal confirmed us that it is not an easy task for Indonesia to find the right path of development. However, by laying off the debate as presented in this journal, we hope that we have provided more material for many development agencies in their effort to formulating policies and strategy in fostering the investment and job opportunity creation in Indonesia.
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