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PREFACE

This publication document the refereed, review and edited paper presented at the
International Multidisciplinary Conference (IMC) with main theme “Asean Economic
Community: Transformation, Policy, Partnership and Action toward Regional Prosperity”
held a School of Postgraduate Studies, University of Muhammadiyah Jakarta, Jakarta,
Indonesia, 12-13 November 2014.

The conference had higlighted, discussed and analyzed wide range of issues pertaining to
transformation, policy, partnership, and action toward regional prosperity among regional
ASEAN, neighbour, and implication to worldwide. The Proceeding and paper of the
conference had have been grouped under eight theme and twenty six sub theme the
following headings,

Politic, Policy, Law and Governance

Economic, Finance and Management

Science, Environment and Technology

Language, Madeia and Communication

Psychology, Education and Development

Health, Nursing and Social Work

Religion, Art, Culture and Tourism

Children, Women, and Family

NGO RrWDNE

All theme and sub theme having crucial topics that represent an important region, this
International Multidisciplinary Conference is expected to contribute the regional
development of new strategies from multidisciplinary perspective beyond the ASEAN
Economic Community. The Prooceding include a number of good ideas, arguments, and
opinions, which have implication for transoformation, policy, practice and research.
Important for academic, this publication may be used as source of reference material for
citations and references.

On behalf of the Steering Committee, | congratulate to al the keynote speakers and paper
presenter, aso active participants. The thoughts of all the speakers have been highly
regarded and have significantly added value of the conference. | trust that International
Multidisciplinary Conference 2014 will be a memorable one and | hope that an
international multidisciplin network will be retained. Again, | wish to thanks each and
every delegate for the support given to make this conference possible.

May we all be in continued spirit to achieve an inclusive and equitable ASEAN community
and human prosperity.

PROFESSOR ADI FAHRUDIN, Ph.D
Chair

International Multidisciplinary Conference &
Editor
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Abstract

While the literature has emphasized the importance of needs assessment and
identification of resources as the most crucia step in program planning and evaluation,
there has been less study on how to conduct social research in an effective and efficient
manner. The purpose of this study is to explore the best research method applicable to
socia planning and evaluation, with in-depth examination of the entire process of
conducting research on the needs of residents and local resources in Gangseo Disctrict,
which is one of the 25 wards of Seoul, South Korea, from April through June, 2014.
The study analyzes the research steps in detail as follows: First, this study discusses
how to develop questions about the problems, needs, and possible solutions in the
community. The procedures and techniques of efficiently gathering datain various ways
(e.g., interviews, surveys, focus groups, Delphi method) are aso investigated. Then this
study discusses how to precisely anayze the collected data with the goa of identifying
needs and resources and prioritizing programs and services. Finally several useful ways
of disseminating and communicating findings to program stakeholders are suggested. It
is to be hoped that research methods in this study will be a handy guide to do some
research in planning, implementing, and evaluating social programs and services.

Keywords: program planning and evaluation, research methods, needs assessment,
identification of resources, South Korea

INTRODUCTION

Through a local socia welfare plan, each local government in Korea needs to
develop strategies that resolve the imbalance between welfare related demand and
supply of the community and also reflects the local distinctiveness of community
welfare (Bae & Lee, 2013). To do this, it is important to diagnose the state of
community through reasonable community research. Over the past 10 years, social work
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academics have conducted various studies on visions and goals for local welfare plan to
establish the directions of the local welfare plans and models. While the literature has
emphasized the importance of needs assessment and identification of resources as the
most crucia step in program planning and evaluation, there has been little research on
how to practically conduct social research in an effective and efficient manner, based on
a specific case study. The purpose of this study is to investigate the empirical strengths
and weaknesses of community-based research beyond the theoretical reviews on
research methods, with in-depth examination of the process of conducting research on
the needs of residents and local resources in Gangseo ward, which is one of the 25
wards of Seoul, South Korea.

Diagnosis of community welfare needs. The process of identifying and
analyzing needs of a priority population is referred to as a needs assessment (Mckenzie,
Neiger, & Thackeray, 2009). As a method for measuring the needs of residents living
within a certain area, the purpose of needs assessment is to prepare for a local social
welfare plan based on an accurate understanding of welfare needs of the community.
Also, alocal government determines the priorities through identifying various services
or programs for the local residents. It also establishes budget allocation criteriafor each
program and provides a basis for the evaluation of the current programs. Needs
assessment can include a user-based, service-oriented, and community-based approach
(Choi, Lee, Kong, Kwon, & Ahn, 2008). A user-based needs assessment is a survey
conducted by organizations and agencies that provide services and programs to target
specific population groups such as children, the youth, the elderly, the disabled, and
women. A service-oriented survey is a survey conducted by the organizations and
institutions that provide specialized services such as medical care, rehabilitation, and
employment. As the integration of user-based survey and service-oriented survey, a
community-based assessment is the way to identify proprieties for troubleshooting and
to determine the appropriate level of intervention or service, through understanding the
problems and welfare needs of local residents.

Implementation of needs assessment can be carried out directly by a loca
government or an outsourced professional research institution. In addition, it is
necessary to go through the opinions of such departments and community welfare
councils and checkout process. A research team in the Sociad Welfare Research
Institute, Yonsei University commissioned by Gangseo agency conducted needs
assessment. In the entire process of needs assessment, the research team reflected the
opinions of officialsin related departments and community welfare councils in Gangseo
ward, through severa focus group interviews and Delphi methods. The research team
also reported survey results and heard local experts’ and residents’ opinions in public
hearings.

Type of needs assessment data. In a needs assessment, a survey is primarily
utilized to determine the status and needs of the community. Since it is difficult to
conduct a survey for total population, many social surveys are performed based on
samples, which are selected through allocation of each target population. Thus a
community-based survey measures needs of the sample which is selected from total
population by probability and/or non-probability sampling methods. Questionnaires in
needs assessment survey include genera information on residents and community,
needs and characteristics of respondents, the level of service use, evaluation of existing
programs and services and necessity of new services, and problems or local issuesin the
community. The research team made questionnaires based on guideline by the Ministry
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of Hedlth and Welfare, Korea, and modified them through consultation with the
subcommittee of Gangseo community welfare council. The main contents of 2014
Gangseo needs assessment survey for general population are as follows:

Table1
Main contents of 2014 Gangseo needs assessment survey for general population
Categories | Contents
Number of household
General Information Information on each member of household (e.g., gender, date of birth,
marital status, education, etc.)
Housing situation Residential status (e.g., living type, housing prices, etc.)
Household (head of household) Economic activity of household
income household income including transfer income and other income sources
Assets Total assets of household
Liabilities Liabilities of household

Difficultiesin personal life experiences and solutions

Further understanding of (deprivation indices) in living conditions

Social activities(social Social interaction, production activities, citizen / resident participation,
integration) social integration

Problems and satisfaction with community

Awareness, use, and future use intention of social welfare facilities

Inconvenience of using local social welfare facilities

Most needed service in community

Basic livelihood security system (only if the corresponding basic living

recipients)

Gangseo community welfare and social services support in an

appropriate way

Living Conditions

Satisfaction with community

A needs assessment survey on target population has a focus on life-cycle
specific or subject-specific conditions and needs of targeted people. As this type of
survey has more attention to directly related subjects, it is more likely to get in-depth
information on problems and needs of target population (Choi et a., 2008).
Community-based surveys often include questionnaires for both general population and
target population. That is, they ask for information on the general parameters for the
entire population, and at the same time specific data from each specific target
population(eg., elderly, disabled, children, youth, women, etc.). In addition to the above
guestions about general population, 2014 Gangseo needs assessment survey aso
contained the questions about target population such as women, preschool children
including infants, elementary school children, middle- and high-school students, the
disabled, and the elderly. The primary contents of questionnaires for each target
population are as follows. In the questionnaires, questions about awareness, experience,
and future intentions of target-specific facility use, and necessary programs and services
are asked, aswell as the overal status of each target population.
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Table 2
Main contents of 2014 Gangseo needs assessment survey for target population
Target population | Contents
Economic activity and status, employment, mental health and life
Women satisfaction, welfare needs of women, awareness, experiences, and future
use intentions of women-related facilities, necessary services for women
Preschool children Nursery situation, awareness, experiences, and future use intentions of
(including infants) child care facilities, necessary services for preschool children and infants

Child care situation, awareness, experiences, and future use intentions of
child care facilities, necessary services for school children

Programs for Youth welfare, mental health distress, awareness,
experiences, and future use intentions of youth-related facilities, necessary
services for the youth

Elementary school children

Middle- and high-school
students

Difficultiesin daily living conditions, life satisfaction and mental health,
The disabled awareness, experiences, and future use intentions of disabled-related
facilities, necessary services for the disabled

Economic activity and status, health and mental health status awareness,
The elderly experiences, and future use intentions of elderly-related facilities,
necessary services for the elderly

A key informant survey is the survey which is conducted for people who are
well aware of the circumstances, problems, and needs of community(Mckenzie et a,
2009). Key informants include community leaders or experts who are knowledgeable
about the area, and the service providers who are familiar with target population, local
government officials, and representatives of local social welfare organizations. The
research team reflected key informants’ opinions and answers mainly in two ways.
First, the questionnaires were modified through consultation with service providers and
local government officials. Second, in 2014 Gangseo local resources survey, the
research team asked service providers questions about severity of problems or
community issues in Gangseo ward, and programs and services which are most needed
to improve welfare services.

The research may aso perform analysis on existing secondary data. The analysis
of secondary data, which refer to the materials that have already been collected by other
researchers, is conducted to find the state of a specific group or community, and
problems and needs of a region, using existing data (Grinnell, Gabor, & Unrau, 2012).
The research team analyzed main demographic, social, economic indicators based on
the statistics of Seoul, Gangseo white paper, 2013 Gangseo socia survey report, 2013
Gangseo survey on needs of the disabled, and so on.

Step of needs assessment survey. In general, community-based needs
assessment survey is conducted as follows.
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Table 3
Step of needs assessment survey
Step | Contents
Develoning survev plan Analysis of existing data, selection of study population, schedule of
Ping &P conducting survey, research methods
Writing questionnaire Drafting questionnaires and complementing through expert advice
Conducting survey Conducting sampling, investigator training, and interview

Findings and evaluation Analyzing the survey data, and reporting the results

The research team received three lists from Gangseo agency: 1) the entire list of
household in Gangseo ward(221,914 households), 2), low-income household list(10,603
households), 3) registered disabled list(27,425 people; 24,427 households). 1,440
households in genera population, and 255 low-income households, 250 households
from the disabled were selected with proportiona stratified sampling methods. After
mail notices by Gangseo agency and in-depth trainings for investigators were done,
needs assessment survey based on face-to-face interviews with local residents using
structured questionnaires was conducted by investigation teams which consist of 20
graduate school master's degree and doctoral students and 14 undergraduate students in
Yonsei University, over about 8 weeks from April 15 to June 06, 2014.

And the investigation teams tried to increase efficiency and effectiveness of
survey by sharing difficulties and tips on performing interviews through socia network
service apps such as the Band and the Kakaotalk. As there were difficulties in low
response rate and limitation of survey period, however, 2 agents from genera socia
welfare centers in Gangseo ward and 21 community leaders also participated in the
survey as investigators, and performed face-to-face interviews for household selected by
available sampling method. A total of 437 responses were collected and 407 responses
were finally analyzed after data validation and coding process. The research team tested
the homogeneity of two samples (i.e., original sample and households surveyed by local
investigators) and there appeared to be no heterogeneity problem. And, to correct the
imbalance between entire population and household respondents in the ratios of
demographic characteristics, the weighted score was calculated and applied in the
process of analysis.

Diagnosis of community welfare resources. Community welfare resources
assessment is conducted to identify the total utilization of socia resources available in
the community and to establish afeasible local welfare plan for the local residents to be
satisfied with. In local welfare resources assessment, the research analyzes the present
state of human resources including volunteer status, material resources, and public and
private resources (Mckenzie et a, 2009). It aso presents the available objective data
through relevant statistics such as network analysis, community resources, and linked
activities of welfare related agencies. Like needs assessment, the implementation of
welfare resource research can be carried out by a local government or a professional
research ingtitution. It is also necessary to go through the opinions and checkout process
of departmentsin alocal governments and/or community welfare councils.

Type of local welfare resources. Local welfare resources can be classified into
public sector resources and private sector resources (Mckenzie et a, 2009). Public
sector resources include related materials from other fields (e.g., health, education,
economy) as well as social welfare resources and related public sector workers and
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budget. Private sector resources include welfare facilities, and community-based
organizations. Local welfare resources can also be divided into human resources,
material resources, and institutional resources (Choi, Lee, Kong, Kwon, & Ahn, 2008).
Human resources refer to the set of individuals who provide services, and include
dedicated public servants, staffs in socia welfare organizations, community
professionals, support groups, and volunteers. Material resources include facilities,
buildings, and equipment utilized in social work practice, and financial support.
Institutional resources refer to socia system resources including related laws,
regulations, and ordinances.

In local welfare resource survey in Gangseo ward, the research team reviewed
existing data such as relevant master plans of central government and Seoul, elected 6th
commitments, and Gangseo mid- and long-term plan as well as descriptive statistics and
administrative datain Gangseo ward. The research team also examined the resources of
community and status of facilities and services for each target population. And the team
examined the concentration level of resources, using the ratio of welfare-related
resources and related target population.

Local welfare resources survey may include the current state of service
providers, installation status of related agencies and facilities, human, financial and
service information of each organization and so forth. As for the installation status, the
questionnaires include regiona distribution, service use of target population. As for
human resources, questions about financial service information, related institutional
budget, facilities and equipment, service providers, professional, and volunteer workers
are included. As for service contents, local welfare resources survey asks questions
about network and linkage status, and joint use for human and material resources with
other agencies as well as the number of programs and participants, based on human
resources, material resources, public and private organizations, information resources.
Like needs assessment survey, the research team first made questionnaires about
resources and modified them through the opinions of personnel in Gangseo agency and
community welfare council. The main contents of Gangseo local welfare resources
survey are asfollows:

Table4
Main contents of 2014 Gangseo resources survey

Categories Contents

Year of establishment, operating principals, facility/institution type, service type,

General information e gyl hudget, institutional location, regional characteristics

on facilities

Frequency and degree of association, linking partners, trusted

Linkage activities A ey G . < i X L .
facilities/institutions, priority and satisfaction with linked activities

of organizations
Obstacles of associated activities, Improvement of associated activities
Improvement of

linked activities

Required services are most needed to improve local welfare in Gangseo ward, the
Planning-related level of severity and response efforts in Gangseo community issues, Comments to
be reflected in the local social welfare plan
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Step of local welfare resources survey. Local welfare resources survey is
conducted in the same manner as in the step of needs assessment survey. The research
identifies existing resources using administrative data or statistical data resources
research first before implementing survey. If existing datais not sufficient, the research
can examine the state of welfare supply in the community through survey on welfare
resources. A survey based on entire facilities and organizations is ideal to properly
identify utilization of available resources in the community welfare. If it is difficult to
conduct the survey, however, the survey can be conducted by interview with chief
executives or representatives of organizations which were selected through proper
sampling.

In 2014 Gangseo local welfare resources survey, 426 facilities were selected for
survey sample among a total of 930 institution in Gangseo ward. The sample included
all genera socia welfare agencies, facilities for the disabled, children and youth,
women, mental health, community rehabilitation centers, and the elderly except the
halls for the senior, and about 50% of day care center for infants and preschool children
which were selected by stratified sampling method. Gangseo local welfare resources
survey was conducted from June 16 to July 7. Using a web-based fax, the research team
sent questionnaires about Gangseo resources to the facilities and organizations and
confirmed responses through follow-up phone calls. The questionnaires are asked for
directors or chief representatives to complete them. With low response rate, the research
team received a total of 101 responses from welfare-related facilities and agencies in
Gangseo ward. After excluding poor response cases and small facilities which had
annual budget of less than 50 million won, atotal of 82 responses were analyzed.

CONCLUSION AND DISCUSSION

The study examined the methods of needs assessment and identification of
resources in a community, with the example of Gangseo ward in Seoul, Korea. Needs
assessment was conducted to understand the living condition of the local population and
social welfare needs in accordance with the regional characteristics of the Gangseo
ward. Analysis of resource in the community was performed to identify the capabilities
of local welfare service delivery and feasible alternatives for efficient local welfare
services and programs. The research team had many practical difficulties in the process
of surveys on needs assessment and resources in Gangseo ward, and tried to find out
viable strategies to overcome them. It is to be hoped that research methods and
experiences provided in this study will be a handy guide to do some future research in
planning and evaluating social programs and services.
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Abstract

There is significant change and different of the Civil Society Organization’s (CSOs) movement in Aceh
since 1998 related to peace building supporting. During the conflict, many efforts are being made to
encourage ongoing peace process. It is marked by various activities of discussion, seminars, workshops
even community assistancy also policies advocacy. Policy advocacy implemented in form of CSOs’
protests against martial law in Aceh. Through human rights advocacy, CSO’s involved in initial peace
that facilitated by Henry Dunant Center. After earthquake and tsunami in 2004, CSQO’s in Aceh actively
involved in rehabilitation and reconstruction process. Main activities are refugee’s management and the
disaster victim rights fulfillment. Post MoU Helsinki in 2005, there were CSOs which activities are
advocacy the fulfilness victims of conflict rights, economic empowerment and policy advocacy as the
derivatives of Peace Agreement. The important one was the formation process of the Law on Governance
of Aceh (LoGA). This article will describe the transformations of the CSO in Aceh, both referring to the
issues addressed and typology. These changes were linked to the condition during the period of conflict,
and a post-tsunami and peace agreement. This article is written through literature’s review, especially
through various documents relating to CSOs in Aceh. The objective isto collect all information about the
activities carried out by CSOsin Aceh for peace building.

Keywords: Transformation, CSO, Conflict, Peacebuilding.

INTRODUCTION

Celebration of peace agreement anniversary in Aceh, on August 15, 2014 ago was a
sign that peace has lasted for 9 years now. The peace agreement between the
Government of the Republic of Indonesia and the Free Aceh Movement (GAM), which
was signed in Helsinki, Finland, on August 15, 2005, became the necessary momentum
to drive changes in Aceh. This peace agreement known as the Helsinki MoU. The
signing of this accord has ended the long armed conflict in Aceh and became a definite
first step to build peace.

The agreement that took place, of course not happen instantly. It has gone through a
long process supported by various parties, both internal and external. Internaly, the
supports were provided by prominent individuals and various elements in society, such
as government, islamic scholars (ulama), academics, women's movements, professional
groups, community organizations and other forms of civil society organizations (CSOs).



9 International Multidisciplinary Conference 2014
ISBN: 978-602-17688-1-5

Externa supports to end the conflict in Aceh were also underway. One of them is
through the presence of the Humanitarian Centre for Dialogue (HDC), a Swiss-based
organization (Salemba Tengah Author Team, 2007). The results of a series of the
facilitated talks between the Gol and GAM were 'Humanitarian Pause' agreement in
mid-2000 and the Cessation of Hostilities Agreement (CoHA) in December 2002. Al
these accords never last long (Edward Aspinall and Harold Crouch, quoted by Salemba
Tengah Author Team, 2007).

The Aceh conflict, especialy during the period of the implementation of the Military
Operations Area (DOM), has caused immense fatalities. At least, between 3800 to 5000
people lost their lives in various events that took place starting from 1991 to 1998 (Al-
Chaidar, Sayed Mudhahar Ahmad, and Yarmen Dinamika, 1998). With the casualties
inflicted, none of the warring parties wants to return into violent conflict, and certainly
everybody hope to live together in peace (Sutoro Eko, 2012).

Efforts to end the conflict in Aceh have come to the surface since the collapse of the
New Order. It can be seen over various encouraging agendas carried out by academics,
students and various other institutions in the form of discussions, seminars, workshops,
and even community assistance and policy advocacy. According to the Salemba Tengah
Author Team (2007), the fall of Suharto in May 1998 was tied in with the disclosure of
cases of human rights violations committed by hisregime. In Aceh, the victims of DOM
and their families have spoken out demanding that the perpetrators be brought to justice.
Subsequently, under robust public pressure, armed forces commander General Wiranto
apologized to the people of Aceh, revoked the status of 'military operation zone' at the
beginning of August 1998, and promised to withdraw the notorious fierce non-organic
troops from the province (Salemba Tengah Author Team, page 14).

In addition to the events of conflict, on December 26, 2004, Aceh suffered catastrophic
earthquake and tsunami. The disaster has caused no less than 132 thousand people died
and 37 thousand people missing out. It was also made aloss of about USD $ 1.2 billions
in productive sectors (source: UN IMS, 20 July 2005 in Afrizal Tjoetra and Ferry
Y univer, 2009).

When critical time has passed, CSOs in Aceh actively followed through various
rehabilitation and reconstruction programs. Their main activities were concerning the
handling of refugees and the fulfillment of the rights of disaster victims with supports
they brought together from various institutions, both national and international. These
interactions have an impact on the increase in their skill (activist become professional)
and ability of managing funds and networks (Otto Syamsuddin Ishak, 2009).

During the process of rehabilitation and reconstruction in Aceh, so many types and
kinds of programs were developed. In addition to rehabilitation of public facilities and
infrastructure, people’s livelihood, strengthening the capacity of government officials,
there were also special programs developed to strengthen the capacity of CSOs. Donors
developed various strategies for their program. Some of them carried out the program
implementation by themselves, and some other carried it out through partnership with
CSOs. All programs and projects with the involvement of CSOs, become a wealth of
experience to the CSO itself, contributing proportionally to the increase in skills, which
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ultimately is the seed capital for CSOs to engage in the future development of Aceh
(Afrizal Tjoetraand Ferry Yuniver, 2009. page 3).

Then, what roles and agendas that can be carried out by CSOs in Aceh today? What
support should be available to CSOs in Aceh in order to continue driving the changesin
society? This paper is aimed to portray the transformation referring to the available
documents. It is not intended to describe program and an activity carried out by certain
organizations, but is associated with a general overview of the agenda that supports
peace in Aceh.

Challenges After Peace Agreement. Post-peace agreement, of course, there were
many devoted efforts to make changes, including efforts by CSOs in Aceh during the
conflict and post-tsunami period, such as the enforcement of human rights, community
empowerment, and policy advocacy. How to ensure the sustainability of peace in Aceh?
This has become a mgjor challenge for various components of the Acehnese people
including CSOs, who has participated in the conflict period to encourage the birth of a
peace agreement. Lili Hasanuddin (2009), to that end, stated that it is important for
Aceh CSOs to build their orientation so as to determine their future roles. One of the
orientations that can be built is to promote the establishment of democratic governance
in Aceh.

Besides, according to Lambang Trijono (2009) that the main challenge at macro level in
the implementation of the peace treaty, among others, present in institutional weakness,
various parties distrust to the peace, many bullies or spoilers that do not want peace
lasts, the absence of adequate leadership, weak coalition among political entities and
civil to support of peace, and other obstacles related to the distribution of power (power
sharing) after the agreement is reached, and a slow or ineffective socio-economic
recovery at the community level (in Sutoro Eko & Afrizal Tjoetra, 2012. page 6).

The other challenge is related to peacebuilding itself. The implementation of the peace
accord was not necessarily mean that it would resolve all the problems that exist in
society, despite the advances along with democratization and development continue to
apply. Referring Sutoro (2012) that horizontally Aceh does not present any open
conflict between religious or inter-ethnic and inter sub-ethnic, but the atmosphere of
sorting society (divided society) based on political affiliation was a strong line.

The changing of political conditions and government, much reduction of aid from
donors, as well as various experience and skills of so many CSOs has been a challenge
for CSOsin Aceh now to ensure what roles and issues suit them most.

Concept of Conflict Transformation and Civil Society Organizations (CSO). Generally,
in this section we will discuss about the two concepts, i.e. the concept of conflict
transformation and CSO. However, we will briefly discuss about conflict and peaceto
support our understanding of conflict transformation.

Conflict and Peace. Conflict is a common situation in human life. According to
Lederach (2003), conflict is a normal condition in human relationships and it functions
as a motor of change. Moreover, Novri (2009) says that conflict can take place at
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different scales such as conflict between the people (interpersonal conflict), conflicts
between groups (intergroup conflict), conflicts between groups with the state (vertical
conflict), aswell asinterstate conflicts. Each scale has a background and the direction of
its development. Conflicts that managed wisely will encourage dynamic social
processes and changes without violence. Nevertheless, in the world history conflict
often followed by forms of violence, such aswar and killing.

Johan Galtung (1969) stated that peace can be divided into two parts, namely negative
peace and positive peace. Negative peace is a Situation where there is no war. Positive
peace is a situation when there is no violence (either direct violence, structural violence,
or cultura violence). In short, the main characters of negative peace and positive peace
can be summarized as follows. negative peace means the absence of violence,
pessimistic, curative, and not always achieved by peaceful means. Whereas positive
peace means structural integration, is optimistic, preventive and achieved with peaceful
means.

Peace is a process that must be followed to manage conflict. In line with Kamarulzaman
Askandar (2008) that peace is a process. Peace is not only the ultimate goal to be
achieved but also a road map to provide directions to the next trip. Successful or not
achieving the final goal, which is aso a real peace, will depend on how the map is
drawn and journey traveled.

Furthermore, Sutoro (2012) stated that many of the next generation of scientists have
greeted and expanded the Galtung’s basic understanding on positive peace. Harris and
Morrison (2004), for example, understanding the positive peace includes the sense of
standard of justice, more balanced life, the presence of citizen participation in the
administration of the state. Peace in this sense includes also the pattern of cooperation
for conflict resolution, respect for justice, the fulfillment of basic needs, respect for
human rights, as well as appreciate the humanity without any prejudice and
discrimination (Sutoro Eko, 2012. page 8).

Additionally, CE Miller (2005) in Sutoro (2012) defines peace as a political condition
that can ensure justice and social stability through formal and official institutions as
well as through the practices and norms. Several conditions must be met in order to
achieve positive peace include: (a) The balance of political power among various groups
within an organization, community, region, or the world; (b) The legitimacy for
decision makers and implementers in the eyes of each group, as well as people from
outside parties, duly supported by transparency and accountability; (c) The
interdependence relationship is recognized and appreciated in the group, in the long-
term development cooperation during the period of agreement, disagreement and crisis
normality; (d) Reliable and trustworthy institution to resolve conflicts; (e€) Equality and
mutual respect, in practice, within and / or without the group, and in accordance with
international standards; (f) An understanding of the rights, interests, intentions, or goals,
aswell asflexibility in the event of a discrepancy.

After that, Sutoro (2012) stated that common understanding about the meaning and
purpose of positive peace would set initial steps in peace process. the peacemaking,
peacekeeping and peacebuilding. Helsinki MoU in 2005 between the Gol and GAM
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was aform of peacemaking that stop the conflict, thus making the new agreement as the
foundation for sustainable peace in a new order of mutual respect. The sign agreement
soon followed by army withdrawal, disarmament, socialization, and other activities
carried out by international agencies and local governments and CSOs, of which were
called peacekeeping. While peacebuilding, which is usually main focus of attention in a
lot of peace literatures, is along-term and sustainable process to build positive peace.

Concept of Conflict Transformation. The concept of conflict transformation can be
interpreted as efforts to reduce violence and improve justice. According to Lederach
(2003) conflict transformation can be read as an opportunity to respond to the rise and
fall of socia conflict to bring about constructive change processes to increase justice in
direct interaction and social structures, and respond to problems in the life of society.

John Paul Lederach (1997) mentions two key concepts that must be present to establish
peace from a conflict, firstly transformation and secondly sustainability. Transformation
IS meant a change from one state to another state. In the way of conflict, conflict
transformation means a movement from latent stage into confrontation stage, then move
towards stage of negotiations and changing into a dynamic conflict and ultimately
achieve a peaceful relationship. While sustainability shows the attention given not only
to produce a single movement, but also creates a pro-active process that is able by itself
to develop the all-time environment of peace instead of a malignant condition.

Furthermore, Lederach (1997) states that conflict transformation is an important step
that goes beyond the conflict resolution. The essence of conflict transformation refers to
changes that can be understood in two main ways—descriptively and prescriptively—
through four-dimensional i.e. personals, relationships, structure and culture.

Next, Lederach (1997) states that descriptive mean the transformation refersto a state of
conflict or socia conditions that produced by conflict. In this context the word
transformation is used to describe a general change generated by socia conflicts and
specific patterns that follow. While in the prescriptive, transformation implies deliberate
intervention to change the appearance of a conflict.

Referring Reimann (2001) in Lukman (2007), states that conflict transformation refers
to the results, processes and structures aimed at sustainable peace-building efforts,
which intended seriously to tackle the culture and structure of violence. Conflict
transformation is an unlimited, long term and dynamic processes which significantly
widens the scope of the actors involved.

Since the UN Secretary-General Boutros Boutros-Ghali (1992) announced the agenda
for peace, peace building theory and practice is growing. Through the agenda, Boutros
Boutros-Ghali expressed that peace building include the following activities. preventive
diplomacy, peacemaking, peacekeeping, and post-conflict peacebuilding.

Furthermore, the World Bank study (2006) and Kusnanto Anggoro (2009) has provided
a map of the four streams that often used to build peace. One of them is the stream of
conflict transformation. Transformation concept pursued to reach not only the actors
involved in the conflict, but also the space in which they are located. Through this
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concept, it is expected that the process will eventualy begin the formation of a new
society that no longer carry the burden of the past, has the desire to spin coherence
future, and basing the new social relations in tune with the transformation journey itself.
Theinitia step to take isto push for reconciliation in society (Sutoro, 2012. page 10).

Concept of CSO and its Development in Aceh. Civil society is the context or arena,
where a person becomes conscious, politically aware person when it became part of the
civil society. The works are to make a change and make history. There are many CSOs
existed before 1990, with many different characters such as local, communal, religious,
or political party under-bow. Nevertheless, that was the time when NGOs emerged and
began to be known (Otto Syamsuddin Ishak, 2009, page 71).

According to experts, the term of civil society or civil society organizations (CSOs)
widely has two main meanings. Firstly, civil society refers to the term civilized, which
means good society. Secondly, civil society is defined as people who are associated
with each other in various objectives, based on the good and the bad, violence and non-
violence (Y appika, 2002, page 3).

Until now, CSO is understood in various ways. In general, CSOs are defined as social
organizations that are divided into mass organizations, people's organizations,
professional  organizations, community organizations, and Non-Government
Organizations (NGO). The term of CSO is considered as a "third sector” institution,
which is different from government agencies and entrepreneurial or business institutions
(Chairul Fahmi, et.all, 2014: 8).

Other views, as expressed by CIVICUS, cited by Abdi Suryaningati (2003), that is:

“An arena, which is different from the state and the market, in which members of the
community groups and interact with each other to define, declare, and encourage the
values, rights and their interests”.

In addition, Larry Diamond (1994) in Adi Suryadi Culla (2006) states that the concept
of civil society is essentially the concept of independent or autonomous communities. A
number of important characteristics of it refer to the main features, namely autonomy in
politics when dealing with the state, self-reliance (self-supporting), and self-generating.

For reference, Culla (2006) describes the concept of civil society in the following
figure:
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ACUAN KONSEPTUAL MASYARAKAT SIPIL (CIVIL SOCIETY)

Lembaga Eksekutif (Pemerintah)
Birokrasi Militer
Polisi

STATE Intelijen

POLITICAL SOCIETY

Lembaga Legislatif Regulasi

Regulasi
Partai Politik i 2 UM
Pasar,
Ornop/LSM/NGO

Pasar Modal
Ormas CIVIL SOCIETY

Oraanisasi Buruh ECONOMIC SOCIETY
Gerakan Sosial
Organisai Profesi
Perusahaan

Figure 1. Civil Society Conceptual Reference
Adi Suryadi Culla (2006: 72)

Referring to the concept above, it is understood that the existence of CSOs in Aceh
(especialy NGO component) is not something new. According to Tabrani Y unis (2000)
and Lili Hasanuddin (2009), the embryos of CSOs in Aceh has been there before the
1970s with the presence of religious organizations and Islamic boarding schools
(dayah/pesantren), which addressing the people’s problems through education and
improvement of people'sincome.

Next, Lili Hasanuddin (2009) stated that the development of non-religious CSOs in
Aceh began to take place in the period of the 1980s, which was initiated by the
academics/campus. Establishment of NGOs in Aceh at that time was motivated by
idealism or purpose to improve rura people's lives in poor and marginal. During that
period, the works of NGOs were mainly empowering the poor through charitable
activities, as well as income generating activities, vocational education and those
addressing the problems of poverty. However, when development activities have
brought negative impacts on the people's lives and environmental damage, NGOs began
to voice out environmental cases facing by communities. However, the voices were
often not as loud as elsewhere in the Indonesian archipelago given that Aceh was under
armed conflict situation.

Conflict situations, in a certain degree, actually put pressure on CSOs in Aceh.
However, CSOs gait persists, even actively involved in peace processes, such as the
efforts on enforcement of Human Rights that voiced out by Forum LSM Aceh, Aceh
NGO Coalition on Human Rights, the Human Rights Care Forum, as well as the Aceh
Gender Transformation Working Group (KKTG). Then, the effort was became more
extensive with the cooperation between CSOs and student organizations in advocating
the abolishment of the DOM military operations. According to Chairul et.a (2014), one
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of the most significant buffer action organization at that moment was the Student
Solidarity for the People (SMUR).

Post-peace agreement, CSOs in Aceh actively disseminate Helsinki MoU to the public,
as did by the Banda Aceh Lega Aid Ingtitute (LBH) and Aceh NGOs Forum with its
network. Furthermore, they advocated the drafting of the Law on Governance of Aceh
(LoGA), which was conducted by the Aceh Democracy Network (JDA).

Aceh Democracy Network (JDA) consists of severa institutions in Aceh as well as
national institutions (Jakarta). In addition to proceed to obtain the support of the
community, CSOs in Aceh and their supporting institutions also convey the concept of
the draft legidation. This is in accordance with Ferry Mursyidan Baldan (2007) which
states that although there were three drafts made by three universities and a draft of the
GAM, secretly an NGO calling itself the Achehnese Civil Society Task Force (ACSTF)
also has its own draft. The resulting NGO’s draft has some differences with the drafts
either made by the Aceh Parliament or by the Provincial Government.

The RUUPA (LoGA) hill was the highest in gaining public attention. The advocacy
process control was arguably the most massive and well organized "under current
democratic movement” throughout 2006 in Indonesia. While other regions in Indonesia
were lethargic under the overwhelming political oligarchy pressure, the penetration of
capitals and repression of military apparatus or a combination of these elements, in
Aceh, attention and political engagement of the people isincreasing instead. The results
achieved by civil society movement in Aceh is actually a provision essential to control
the peace process and uphold the people’s sovereignty (Salemba Tengah Author Team,
2007).

The policy advocacy experience aso shows how the CSOs in Aceh successfully
develop synergies with CSOs outside of Aceh and non-CSOs actors without losing its
identity as the critical entity addressing problems of development (Lili Hasanuddin,
2009).

DISCUSSION

The Role and Position of Aceh CSOsin Post Conflict Time. After the signing of the
Helsinki MoU and tsunami, CSOs in Aceh is more focused on issues of humanity and
peace. Main activities undertaken were related to the fulfillment of the rights of the
community in the rehabilitation, reconstruction and reintegration. Efforts they made
were supported by various organizations, both nationally and internationally.

The involvement of Aceh CSOs in these issues has brought benefits to the people who
get assisted through the implemented programs. It also increased the expertise of human
resources who involved in the implementation of the program, and the capacity in
management of funds, as well as national and international networks.
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In the period of peace-building, the most prominent role of CSOs was to prevent new
conflict trigger-factors from emerging. Efforts were made through dialogue to handle
sensitive issues, such as the issue of good and transparent governance, policy
development, management of conflict victims and the fulfillment of Human Rights for
victims of the conflict during the DOM military operation. One of the prominent efforts
is the advocacy on the drafting of the Qanun for Truth and Reconciliation Commission.
In addition, various activities such as community economic empowerment, encouraging
good environmental management, improvement of basic services, public access to
information, as well as women's group empowerment, become important to support
peace-building efforts.

However, as said by Otto Syamsuddin Ishak (2009), CSOs in Aceh needs to do
reflection in order to re-orient themselves for the future. In order to do that, of course,
they should taking into account the experiences during the time of DOM and post-DOM
(CSOs role as a strategic political force), during the periods of development and peace
(CSOs as human resources) and democratic system that has changed (CSOs as human
resources).

Based on the description above, it can be stated that the transformation of CSOsin Aceh
has distinctive dynamics. With regard to the track of the Aceh conflict, it is certain that
CSOs in Aceh has gone through strong pressure to evolve. Likewise, if it is associated
with the tsunami and earthquake disaster, many of CSO activists in Aceh become the
victims,

However, to date, many efforts have been made by the CSOs in Aceh. This process
should have the support of stakeholders to maintain the process of change continues. At
least, there are three things that make CSOs in Aceh actively take the role in supporting
realization of peace, including post-conflict peace building, as the followings:

Firstly: various CSOs efforts in Aceh at the time of the conflict and post tsunami
recovery have developed in line with its dynamics despite of pressure by coercive
policies under the New Order regime and conflict situation in Aceh. It is believed that
Aceh CSOs have different dynamics with CSOs of other regions of the archipelago. In
fact there is classification of CSOs in Aceh in accordance with its various abilities and
contributions. CSOs classification in Aceh means to ensure its contributions in the
community, so that diverse efforts made will not be a negation by one organization to
another, whether those viewed as charity, development or transformative.

Secondly: CSOs are different from the state and private. These differences facilitated
the efforts made to support peace building in Aceh. However, CSOs have close
relationships with policy makers and private sector and at the same time still keeping
their main characteristic, specifically autonomous in politics when dealing with the state
and private (political autonomy), self-reliance (self-supporting), and self-generating.

Effective CSOs relationships with stakeholders have influenced the results of various
policy-making for peace building, such as the formation of the LoGA. In fact, according
to Afrizal Tjoetra and Ferry Yuniver (2009), this interaction remained until the
formation of several other Qanun as necessary rules derived from the LOGA. This
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process aso occurs during the handling of post-disaster, particularly in terms of
supporting the synergy between policy makers, private sector actors, as well as active
community participation in peace-building.

Thirdly: peace building process in Aceh requires the involvement of many actors with
different functions. Referring Lederach (1997), can be determined that there are three
levels of leadership which has an important role in peacebuilding. Three levels of actors
in guestion is policy-makers (top-level leadership), medium group (middle range
leadership), and community (grassroot |eadership).

Thus, effective contribution of CSOsin Aceh will take place when there is support from
the state, mainly in terms of assurance on active community participation in the process
of development planning, implementation and monitoring. In addition, support from the
market has to be obtained for sustaining the efforts of the CSOsin Aceh. It is associated
with a range of experience gained during the conflict and post-tsunami recovery which
could be lessons learned so that the role taken will go well with the changing
circumstances, both internal and external environment.

In addition, CSOs can take the role of filling in the gap or creating new agenda in post
conflict times. This refers to Kusnanto Anggoro (2009) who said that civil society can
fill the empty space or in certain circumstances to create a new space that is not
implemented by the state and cannot be established solely by general public.

According to Lambang Trijono (2009), the talks about the role of civil society in peace-
building can be started by learning in the context. Indonesia is very rich in independent,
non-partisan and pro-peace CSOs, but not all working with agenda of peace. At least, it
has developed three generations of the CSOs in the field of peace since the time of the
reform in terms of orientation and action agenda in peace activities. Firstly, the first
generation of civil organizations engaged in humanitarian, providing humanitarian aid
in conflict areas, particularly religious CSOs. Secondly, civil organizations oriented in
prevention and conflict resolution, practicaly providing training and workshops on
conflict resolution, facilitating various parties in the conflict areas in the prevention and
conflict resolution capacity building. And, thirdly, third-generation of civil
organizations, their number is still undersized, oriented on the long-term peace building,
integrating peacebuilding with democracy and improving the quality of development
policy to meet the basic needs and rights of citizens, as an effort to address the sources
of conflict and violence in the community.

This third generation of CSOs was flourishing in Aceh. They become the power of civil
society since they are consisted of educated people either from formal education or
community organizations, who have moral integrity, critical, civilized and forward
visionary (Sutoro Eko et al. 2009). CSOs gaits have been longstanding with a variety of
concentrations, such as economic empowerment, strengthening of democracy and
peace, and support for good and clean governance (Sutoro Eko, 2012). This effort will
be accomplished if the CSOs in Aceh willing to improve their institutional management
to adapt with the development of support and issues that taking place in the external
environments.
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The role of CSOs in Aceh should refer to the rate of change that took place. Ideally,
according to Saiful Mahdi (2011) in Chairul et.a (2014), CSOs play the role as a school
of democracy in which people learn to think and act democratically, accept diversity
and pluralism, mutual acceptance and compromise, as well as build mutual trust and
cooperation. CSOs as advocacy organizations can influence government policy to
increase community bargaining position and use official channels in encouraging debate
or political decision making openly, freely and fairly. Thus, building an organization
that can act independently and be ready to deal with the government, either in support or
influence policy, is one of the main instruments in the process of democratization.

Agenda of CSOs in Aceh can refer to the formulation of policy and ensure its
implementation in order to encourage good, clean and transparent governance, increase
public participation in the development, ensuring and widening public access to
information, improving the welfare of living through the fulfillment of basic services
and economic development programs for the victims of conflict and tsunami, and other
community groups.

Various agendas and efforts will be effective with the existence of supportive policies
and adequate funding. Regarding policy, the LoGA have included the intended
provisions but has not been followed by a mechanism that can be agreed upon and
implemented together. With regard to funding, the implementation of the Aceh
Economic Development Financing Facility (AEDFF) program can be taken as the
lesson learned and implemented with the current conditions and needs. The Government
of Aceh can build a new formula in the development with active involvement of
stakeholders, comprised of the state, market participants and CSOs components.

Therefore, CSOs in Aceh must quickly find a role and strategic issues that can be
implemented in order to contribute effectively in peace building. Therefore, internally
CSOs in Aceh should obtain a good support to be able to manage the number and
capacity of its human resources, institutional health, issues and adequate funding
support. With regard to external support, Aceh CSOs should attain with respect to
supporting policies, positive relationships with policy makers and broad public support
over various agendain conflict and post-tsunami period which has not been compl eted.

CONCLUSION

Based on the above, it can be concluded that civil society and all of the created
organizations were the results of networking and complex socia relationships. The
meaning of civil society and civil society organizations (CSOs), according to experts,
become one term to support the change. In principle, CSOs were different with the state
and the market. However, building synergies among CSOs, the state and the market
becomes essential to ensure sustainable peace building.

In the peace-building process, CSOs in Aceh is very important to increase the interna
capacity, transparent management of the institution, as well as improving inter-
institution relationship. Subsequently, CSO activists in Aceh can continue and expand
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positive experience for collaboration with stakeholders. For example, the experience in
driving the revocation status of the DOM military operation, encouraging peace process,
as well as support in the drafting and adoption of the LOGA. This will increase the trust
of stakeholders towards CSO efforts in Aceh. Additionally, in post-conflict time, the
role of CSOs is also guaranteed through legidlation, particularly by the LoOGA. Then, it
is dso important to look after the existing relationships at both national and
international levels to support peace building.

Changing from conflict to peace, should aso be followed with the transformation of the
role and issues of CSO in Aceh. Some experts said that CSOs have a strategic role for
peace-building. With its advantages and disadvantages, CSOs can move across sectors
or tracks and do different attempt either in a micro or macro levels. If prior to the
Helsinki MoU, CSOs took confrontational approach against policy makers then it is
very important now to consider a different approach. In addition to expanding the level
of trust of stakeholders, CSOs in Aceh can use a participatory approach. This condition
becomes its own dynamics for CSOs to contribute in the peace building.

In order to acquire wide support for implementation of the agenda, citing the above
expression, it is better for Aceh CSOs to encourage the drawing of aroad map of peace
building in Aceh. This roadmap should be designed through participatory processes and
the result can be used in a sustainable manner.
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Abstract

Public participation is essential to the achievement of good governance because it facilitates
government’s legitimacy, accountability, competency and respect for laws that protect the rights of
citizens. This is because public participation enables citizens to have a say in governmental projects and
programmes that affect the quality of their lives by ensuring that the projects and programmes proposed
meet the needs of the community as well as increasing the level of its cohesiveness and wellbeing. This
paper examines and discusses public participation in the context of the construction of the Penang Second
Bridge — a major infrastructure project by getting the views of the different community groups affected;
comprising fishermen, public agencies, community groups’ leaders, NGOs as well as Members of
Parliament and Penang State L egidlative Assembly through a qualitative research method. Findings show
that different levels of public participation have taken place; the most being at the upper rungs of the
political, economic and social ladders. While more public participation should be undertaken at the
grassroots level, respondents acknowledged that this could complicate the formulation and
implementation of the project because of the structural problems of governance, the levels of interest
juxtaposition and political sophistication within the affected community.

Keywords: good governance, public participation, Second Penang Bridge.

INTRODUCTION

The idea of building the Second Penang Bridge (SPB) can be attributed to the
fourth Prime Minister of Maaysia, Tun Dr Mahathir Bin Mohammad. Launched under
the Ninth Maaysian Plan in 2006, the Second Penang Bridge project gives people the
option of choosing an aternative route to Penang Island from the mainland, and vice
versa. The bridge is also supposed to spur socio-economic development and growth in
the Northern Corridor Economic Region (NCER) comprising 21 districts in the states of
Perlis, Kedah, Perak and Penang by making these districts attractive for investment,
employment, residence and recreation. The areas directly affected by the construction of
the bridge in Penang are Seri Jergjak, Batu Maung, Telok Tempoyak, Bukit Tambun,
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Batu Kawan and Changkat. The construction of the Second Bridge will also make
Penang a logistica and transportation hub in line with the Penang 2005 — 2020
Structural Plan. The improvement to the logistical system will further enhance trade
effectiveness as it will be easier and faster to reach the free trade and industrial areasin
Bayan Lepas, as well as in facilitating the dispatch of goods to the Penang International
Airport. This is because the Second Bridge is directly connected to the North-South
Highway via Exit 2201 and the Sungai Juru Interchange via Exit 2202 on the mainland.
Exit 2203 on the idand will connect the Second Bridge to the Tun Dr. Lim Chong Eu
expressway heading towards Georgetown, as well as Batu Maung itself. It is adso
envisaged that the construction of the Second Bridge will aso reduce the ever
increasing traffic congestion and load currently borne by the First Penang Bridge.
Figure 1 showsthe overall layout of the project.
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Figure 1. Overall project layout

The concessionaire responsible for its construction, management, operation and
maintenance is Jambatan Kedua Sdn Bhd (JKSB), which is wholly owned by the
Minister of Finance Incorporated. The construction of the bridge was undertaken by
UEM Builders Sdn Bhd, a subsidiary of the UEM Group Malaysia, as well as China
Harbour Engineering Company (CHEC), a subsidiary of the China Construction &
Communications Group (CCCG); a process which began in November 2008 and was
completed in February 2014.
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Source: JKSB

Figure 2. Photo Map of the Second Penang Bridge

The bridge isinstalled with High Damping Natural Rubber (HDNR) bearing that
enables movements to occur; thus enabling it to withstand earthquakes of up to 7.5 on
the Richter scale. The bridge is named after Tuanku Abdul Halim Muadzam Shah, the
Sultan of Kedah and the reigning Y ang di-Pertuan Agong (Head of State of Malaysia),
and was officially opened at 12:00 am on 2 March, 2014 by the Prime Minister Datuk
Seri Ngjib Tun Razak. Photo 2 shows The Second Penang Bridge.
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Figure 3. The Second Penang Bridge.
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Good Governance and Public Participation. In the context of this article,
governance is a process that entails organising, directing, coordinating and combining
the efforts of the different components of the machinery of government in the decision-
making and implementing of public policies and programmes. However it isimperative
that the policies and programmes formulated and implemented enhance and promote the
cohesiveness, welfare and wellbeing of the groups and communities that they are
supposed to serve; thus the importance of good governance. According to the Good
Governance Guide (2012:7) the processes of decision-making must have several key
characteristics so that the processes could be the “best possible” processes used; the
characteristics being “transparent”, abiding by “the rule of law, responsive, equitable
and inclusive, effective and efficient” as well as “participatory”. Public participation is
chosen as the focus of discussion of this article because in this case, the construction of
amajor infrastructure project would have direct impacts on the communities and groups
living in the affected areas; hence they should be able to participate in the design and
implementation relating to the project from the beginning until the end. However
continuous public participation would be even more beneficial as thiswill enable policy
makers to better relate to the projects or programs that have been implemented. Indeed
by taking the views of those affected into account, the government could secure better
commitment and support for projects and programs implemented whilst improving the
qguality of the implementation processes (IFAD, 2009). As an important and
fundamental element of representative democracy, several models of public
participation have been espoused by politica and socia scientists to explain and
enhance the relations between the government and the citizens. For example Arnstein
(1969) conceptualizes public participation in terms of aladder of participation whereby
those at the bottom of the ladder do not participate at all while those at the top have the
highest level of participation. Moreover public participation empowers the citizens by
providing them with the means to be included in policy and decision-making; hence
enabling them to air their concerns, needs and values for incorporation into these
processes (Arnstein, 1969 and Creighton, 2005). However those who oppose public
participation cite time and money limitations that lead to inefficient decision-making; a
situation that is compounded by citizens being not savvy enough to appreciate the
complexity of the processes of decision-making (Involve, 2005; Surowiezki, 2004).

METHODOLOGY

This research employs a qualitative research method, namely in-depth
interviews. Qualitative data was gathered from fishermen, government officers from
implementing agencies, non-governmental organizations and local community leaders.
Snowball sampling was utilized to identify the fishermen respondents whereby
identification was made from a list of fishermen obtained from the Local Fishermen’s
Association (PNK) and the Fisheries Development Authority of Malaysia (LKIM). The
selection of local community leaders and government officers in the respective
implementing agencies was made by using the purposive sampling technique. Content
analysis was used for analysing qualitative data. The timeframe chosen was 2008 being
when construction of the bridge began, and 2014 being when the construction of the
bridge was completed. Additiona data was obtained from the Ninth Malaysia Plan,
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annual and other LKIM reports and articles, as well as printed and electronic media
reports.

FINDINGS AND DISCUSSIONS

In order to achieve the multiple social and economic objectives through the
construction of the SPB, numerous efforts to inform and consult the direct beneficiaries,
community leaders, NGOs, implementing agencies, residence and local associations,
business entities, politicians and political parties at both the state and federal levels have
been undertaken by the federa and state governments as well as the concessionaire
concerned. Prior to the construction of the bridge, members of the public were informed
of the federal government’s intention of building it by the Ninth Malaysia Plan in 2006.
Indeed the building of the bridge would be in tandem with Penang 2005 — 2020
Structural Plan’s intentions of making the state into a logistical and transportation hub.
High level discussions were undertaken at the national and international levels with
regard to the selection of local and international construction companies that would be
responsible for the construction of the bridge; whereby UEM Builders Sdn Bhd, a
subsidiary of the UEM Group Maaysia, as well as China Harbour Engineering
Company (CHEC), a subsidiary of the China Construction & Communications Group
(CCCG) were chosen for the task after taking into consideration the relatively
unsheltered location of the bridge and CHEC’s expertise at constructing bridges
installed with High Damping Natural Rubber (HDNR). Construction tasks between
UEM and CHEC were also clearly specified. JKSB as the concessionaire was involved
in discussions and negotiations over issues of land acquisition in the areas affected as
well the compensations and prices paid to landowners. Discussions and consultations
were also undertaken with Members of Parliament and Members of the State
Legidative Assembly, local councils and district officers as to the land works and road
works required.

As the construction of the bridge aso involved marine works, various Area
Fishermen Associations (PNK), loca leaders such as penghulu mukim (district
headmen), Pertubuhan Islam Pulau Pinang and LKIM were also consulted. The
discussions held between JKSB and fishermen as well as residents in the affected areas
enabled problems arising out of the construction of the bridge to be identified and
addressed. For example, the contractor responsible for marine works had disposed mud
dug out from the sea bed for piling purposes at Pulau Kendi; thus adversely affecting
the amount of fishes, shrimps, crabs and clams caught (Bernama, 17 February 2010).
Other marine works activities had resulted in floating construction debris, hard objects
and steel drums that had damaged their boats, fishing vessels and engines (Utusan
Malaysia, 3 October 2008). As a result the fishermen whose livelihoods were adversely
affected by the construction of PSB had been given monetary consolations amounting to
RM 1.8 million that was disbursed by the LKIM. As the fishermen in the affected areas
had had to go farther afield during the construction period, those belonging to the Area
Fishermen Association of Southern Penang (PNK Pulau Pinang Selatan) were the
heaviest users of subsidised vessels and diesels compared to members of other PNKsin
Penang (LKIM, 2013).
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After the bridge is completed, loca community |eaders have reported of the increased
incidence of the sale of ancestral land by villagers; thus resulting in the loss of
traditional villages. The bridge has aso led to the construction of high end houses and
condominiums mushrooming in the affected areas; leading to the marginalization of
local people who could not afford to buy them. As these types of properties are bought
by wealthy outsiders, local communities have been divided and inter-ethnic relations
have deteriorated. The extensive construction of these high end properties has also led
to the inability of the drainage system to cope with the increased demands, resulting in
flash floods that inconvenienced those living outside their perimeters.

Although respondents agree that the construction of SPB has brought about
increased employment opportunities and incomes, infrastructure improvement as well
as the reduction of traffic congestion, they have aso noted an increase in illegal
immigration, rising crime rates, the loss of ancestral land, the competition in getting
jobs, as well as the extinction of the traditional culture and the environment.

Findings also show that different types and levels of public participation have
taken place; the most being at the upper rungs of the political, economic and socid
ladders. While more public participation should have been undertaken at the grassroots
level, the extent of the ripple effects socially and economically could not be accurately
ascertained by those consulted; thus resulting in unanticipated problems that could not
be pre-empted. Respondents also acknowledged that whilst public participation is
important, extensive public participation could complicate the formulation and
implementation of the project because of the structural problems of governance as well
as the levels of interest juxtaposition that exist within the affected communities.
Moreover some segments of the affected communities do not have the required skills,
expertise and resources as well as the political sophistication needed to achieve the
impact that they desire through the avenues of participation available to them; thus
significantly influencing the level of good governance attained.

CONCLUSION

There is no doubt that public participation is very important for the attainment of
good governance. The PSB case study illustrates that the timing of public participation,
the level at which participation is conducted (high, medium or lower end of the
participation ladder), as well as the representativeness of those consulted of the
compositions and interests of their respective groups, have a significant influence on the
quality and outcome of public participation. However the stratified nature of decision-
making, the structural problems of governance, as well as the level of commitment and
resources needed to make public participation really matter in both form and substance
means that more substantive efforts must be made by all segments of the community,
the federal and state governments and the administrative machineries so that public
participation can truly be the effective cornerstone of good governance.
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THE PURPOSE AND NECESSITY OF THISSTUDY.

o Community development in Korea began in the 1970s, and it was driven strategically
through “the new community (Saemaul) movement” in the 1970s and 80s. Since the
establishment of a local self-governing system in the mid of 90s, local governments
increasingly created long- and short-term plans for the socia welfare sector (Ryu,
2002).

o The late President Roh’s government’s policy to decentralize governmental functions
led 67 socia service projects relocated to local areas as of 2003, when the Social
Welfare Services Act was amended to promote decentralization of social welfare
functions of the centra government. Based on such legal basis, first time in history a
community-based social welfare planning (CBSWP) was completed at 234 loca
governments, 16 cities and provinces.

o From the public policy perspective, the CBSWP is a primary, comprehensive and
strategic planning to achieve the goals and visions of the community as well as a
concrete implementation scheme (Cheong & Choi, 2014).

o The purpose of adopting the CBSWP is to increase the participation of private sectors
in socia services to efficiently and systematically utilize community resources by
strengthening the roles of the community as a service provider, its liability and
autonomy (Ministry of Health and Welfare, 2006; Kim, 2009; Lee, 2014). Therefore it
is required to understand the characteristics of the community, the needs of the
residents, and existing resources when initiating the CBSWP.

o So far, social welfare practices have been rather narrowly interpreted by the local and
central governments, however the cooperation between public and private sectors
became more important in response to changing social environment where the social
services began to assume more of a universal nature in terms of goals and coverage
(Park, 2008).

o As the demands for social welfare services became diversified, an institutional
foundation that enables the establishment and implementation of an overal,
systematic long-term plans is required to cover those needs.

o Many previous research findings indicate the weaknesses of the CBSWP. The
weaknesses indicated in the previous research can be roughly categorized into three
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parts as follows: 1) the process 2) the contents 3) the implementation.

1) Structural weaknesses related to the competence and frequent relocation of
human resources in the public sector (Park, 2007). Excessive dependency on
outsourcing agencies (Park, 2007; Cho, 2011), the lack of residents’
participation, role conflicts between provincial and local governments were
another limitations.

2) Criticisms for merely restructuring existing services rather than overhauling
them. Problems related to lack of finances; difficulties in building
infrastructures and the service delivery system (Hahm, Park & Ryu, 2012).

3) Shortage of budgets, difficulties in coordination and collaboration among
departments in local governments (Kim, 2006) leading to disparities among
local governments (Cheong, 2014).

o This study aims to make a comprehensive analysis not only on the
limitations/weaknesses and problems of the CBSWP as well as its contributions in
improving the welfare of the community members which indeed is the goa of the
planning. For this purpose, researchers analyzed three cases of local governments. In
fact, these cases have been evaluated excellent in comparing other cases.

WHAT ISTHE COMMUNITY-BASED SOCIAL WELFARE PLANNING?

1. Purpose

o The purpose of CBSWP is to promote integration, participation and cooperation at
community levels. It consists of three dimensions as shown in Figure 1 bel ow.

Central Government/Cities/Provinces
Upper-Level Projects

(Integration)

v
il CBSWP st
(Participation) (Cooperation)

<

Improvement in the welfare of the

{..______

Community Members Public/Private Sectors

community members
Source: Community-based Social Welfare Planning and Evaluation Manual, Jan 09, Ministry of Health and Welfare.

Figure 1. Three Dimensions of CBSWP

2. Process
o CBSWP is a mid- to long-term planning which should be completed every four years
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mandatory, and for its implementation it is required to make an annual action plan each
year. The planning process consists of three steps. evaluation on the past year, setting up
of implementation plans for the very year, and planning for the upcoming year. In the
last year of the four year term, an additional process is needed, which is to plan for the

next four years.

(1) Moreover, in the following year after the end of any four year term, it is
required to execute an evaluation of the previous four years. This processis identical to
that of CBSWP. Table 1 shows the details of the planning process.

Table 1

Overview of CBSWP Term 3 (Summary)

Items Details LeF;?l slata?idon
I I
- Cities and provinces: Deparment in charge, Social Welfare Committee
Planning Entity - Cities, Districts: Department in charge, Social Welfare Coordination Committee
- (External) Expert Organizations: Needs Assessment Survey and etc.
Liability Governors and Mayors
Goals Integration, Participation, Cooperation
Principles Locality, Scientificness, Consistency, |mplementability
Planning process = Preparation — Needs and Resources Assessment — Draft — Public Hearing
and (Public notices) — Review, Confirmation - Submission - Integration of
Submission Recommendations
- Needs Assessment and Prospects .
' ; - Delivery System
é80ur0| ng and Delivery of Welfare Provison Measures (Long and Short  Socia Welfare
esources .
Contents . . Term) Services Act
- Measures to Provide Linkages of ’ ) L ;
Services - Residents P_arpmpatlon 15:4
~ Any Other Necessities - Related Statistical Data
- Meets National Policy Direction .
Aspectsto - Maintains Consistency Between Related Policies Sggs\: Cvéd;irte
Consider - Strategic and Action Plans a¢ Community Level 155
- Reflects Regional Characteristics ’
- Reason: Unpredictable Changes in Welfare Arena .
- Process: Review of the Local Social Service Committee Sgac]\zlcgeggtre
Modification -Report System of the Changes: Cities and Didtricts— Cities and Enforcement’
Provinces— Ministry of Health and Welfare Decree 7:2
- Reflection of the Changes on the Origina Planning Based on Recommendations '
Socia Welfare
Evaluation and - Use of Evaluation Criteria Determined by the Minister of Health and Welfare Ser\ggegeAct
publication - Evaluation Outcomes Should be Reflected on the Planning Documentation Enforc.er’nent
Decree 7:4

Source: Page 7, CBSWP Manua for Term 3 (2015-2018)
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o CBSWP process follows four steps indicated in <Figure 2>; preparation —
community assessment and analysis — planning — review and confirmation. In
particular, the community assessment process requires an extra effort to assess the
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welfare needs of the residents by facilitating their participation in the process.

Preparation(Oct 13 - Dec 13)

Submit

Ministry of i
Determing who to participate in the

Health and Manual Analyze the Manual e Iann?n e

Wlfare i v ?

Participate in Planning
Warkshop
Community Assessment and Analysis (Jan 14 - Mar 14)
Community Assessment 3 Planning Draft
Needs Assessment © Serveys, FGI Prepare for the Research
Research on Resources: Existing
Re =
| Analyze the Results I > Combine the Results |

2

Resources, Linkages, & Gaps

Community Analysis: [dentify Needs,

Planning (Mar 14 - Aug 14)

Evaluate CBSWP Term 2,
Anabyze Upper bevel & Related Policies

Vision, Strategic Goals, Priorities

Core Tasks, Project Details, Evaluation Criteria

! v

L

v

!

Link toe Aririgad

{Maodificatson)

ersion

Evveral Plans Plans for Each Plans to butd Adimiintratnee RS
= Core Tasks mfrastricture fFnancial Plans P
Plans
Review and Confirmation (Aug 14 - Dec 14)
Submit
Review . > Attempt ]

Local Social Service o i i &
: Local Parliarment |
Committee) -
o Recommendation far modification i |
i [City, Province, Ministry of Health and Welfarg) == 1
' i
Final Confirmaton Submit the Final i
------- 3

Source: Page 40, CBSWP Manud for Term 3 (2015-2018)

Figure 2. CBSWP Process at City and District Levels
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Establishment and Actual Implementation of CBSWP for Terms 1 and 2.

Term 1 Term 2

- In establishing CBSWP Term 1 (2007-2010),
no Presidential Decree existed regarding who,
what and when of the planning. There was no
manual, and no consensusin the field and
academia (Choo, 2010).

- Local governments and local social service
committee were supposed to make CBSWP,
however 211 out of 234 local governments
outsourced the planning and therefore the rol es of
local governments and local social service
committee were questioned (Park, 2013).

- The planning was completed in arelatively
short period of 4 to 6 months, and during that
time period, alocal election was held that limited
participation of residents in the needs assessment.
Problems such as these have risen in the early
stage of adopting CBSWP (Park, 2008).

- CBSWP Term 2 (2011-2014) resulted in
nationwide unity because of the Manual provided.

- The Manual includes; Evaluation on CBSWP
Term 1, Directions for the Term 2, Needs
assessment for local communities and the flow of
social resources, Social environment and prospects,
Policy priorities, Specified services for the low
income, the elderly, and the disabled. Plans for self-
evaluation (Ministry of Health and Welfare, 2009).

- In order to enhance the actual implementation of
local socia service practices, annual
implementation plans are to be made, and
evaluations to be done each plan year for the past
year.

- 82% or 191 out of 234 local governments
outsourced the Term 2 planning due to lack of
expertise and experiences (Ministry of Health and
Welfare, 2011).

- Problems still exist related to the role and
function of the local socia service committee and
disparities persist between local governments.

4. Evaluation of CBSWP

o The evaluation of CBSWP are done in two ways; internal(self) and external. The
internal (self) evaluation is done by the local government and their socia service
committee, and the external evaluation is performed by the central government.

The plan for an internal evaluation is required to be articulated in the original
planning and it should include the criteria of the adequacy, efficacy, and
appropriateness of the implementation process, the degree of public-private
cooperation and community members’ participation, and the degree of goals
achievement.

The evaluating entities are specified to include external experts, the local
government and local socia service committee. However, the Term 2 Manual
provides insufficient guidelines regarding the evaluation process particularly
as to who should participate and when it should be done.

The external evaluation by the central government was initiated on the legal
basis of Social Welfare Services Act 2003. From 2009, the Ministry of Health
and Welfare and the Ministry of Public Administration and Security select and
award well-performing local governments.

In 2011, in addition to the comprehensive evaluation of local governments, the
evaluation criteria expanded to include not only CBSWP but also integrated
case management services and etc, putting emphases on the linkage between
the planning and implementation.
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METHODS

1. Subjects

o This study used the Comprehensive Evaluation on Social Welfare Policy by the
Ministry of Health and Welfare' to select the cases to analyze. The evaluation has a
separate report for CBSWP. In the first year of a midterm planning, the government
awards for the planning only, and for the following three years, awardees are selected
based on the implementation outcomes according to the annual plan.

o We selected the cases of Namyangjoo, Iksan, and Chuncheon cities that were awarded
for their excellency for two consecutive years in 2011 and 2012 as shown in <Figure.

3>.

Tabel 3

Namyangjoo Iksan Chuncheon

CBSWP 20112 Excellent Excellent  Moderate

Annual Implementation Plans 2012° Grand-prix Excellent Excellent

o Namyangjoo and Iksan cities were ‘Excellent’, and Chuncheon city had a great
improvement in 2012 when compared to 2011. The geographic locations of the three
cities are shown on Figure 3.

! From 2011, evaluation for CBSWPwas included as a separate criterion in the evaluation of socia welfare policies for local governments
by the Minigtry of Hedlth and Welfare. In 2011, the evauation of socid wefare palicies by the Minigtry of the Hedlth and Welfare
included five evaduation criteria; Comprehensve evauation, CBSWP evauation, Integrated case management, Core projects
evaduation, and the evauation for the Loca Social Service Committee. In 2012, three criteria were evauated, Welfare administration,

CBSWPand Comprehensve evaluation.

2 Bvaluation for the CBSWP Term 2(2011-2014).
3 Implementation plans were evaluated for adequacy of the annua plan. Generd projects were evaluated for the outcomes of central

government funded projectsof 2012, and local projectswere evaluated for the outcomes of localized projects of 2012.
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2. Analytical Framework and M ethods

o In order to analyze the common characteristics that contributed to the excellency as
well as limitations and problems that may exist in the three cases, we anayzed the
CBSWPfor Term 2, which isfor 2011-2013 and their outcome reports.

o Analytical framework was applied to quantitative and narrative information gathered
through the internal/self-evaluation reports. The criteria include the degree of goals
achievement of general and core tasks, responsiveness towards changing
environment, adequacy of the review procedure, the degree of public-private
cooperation and community members’ participation.

o Also, community specific characteristics were taken into account in the analysis.

RESULTS

1. Evaluation for CBSWPTerm 1

o Evaluations for the CBSWP Term 1 of the three cities reveal failures in most criteria
such as communication with community members, implementation, and etc possibly
due to lack of experience and readiness since it was the very first term.

2. Community Characteristics and Analysis Results for CBSWP Term 2 (2011-
2013)

(1) Namyangjoo City

o Namyangjoo City is located nearby Seoul Metropolitan city and has characteristics of
both urban and rural areas. The population flows in consistently. The size of the city is

458.05km, the population is 631,586, or 235,955 households, and the city’s budget is

approximately KRW 994.2 billion which is consisted of general budget of KRW 746.4
billion and specia budget of KRW 229.6 billion. (Source: Namyangjoo city, Regiona
Facts, http://www.nyj.go.kr/).

o Namyangjoo won awards in categories of CBSWP and Local Social Service
Committee. Public-Private cooperation was evaluated more active than other local
governments and therefore the number of projects executed cooperatively is steadily
on the rise. The city also newly organized a “private-public cooperation task force” in
four districts and stationed public servants in a private agency, the Hope Care Center.

o Annual implementation results show enlargement of integral social safety net,
expanded coverage for areas that used to lack necessary socia services, and
promotion of user friendly service programs.

o Half-year monitoring,* where the staff of private and public sectors monitored the half
year’s goal achievement accelerated efficient implementation of the annual plans.

o Implementation of CBSWP spurred increased interest of the community, in both

4 CBSWP Term 2 and the annual implementation plans of the previous year were analyzed. For each project, we

compared the input and outcome and reviewed the details.
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public and private sectors, in the welfare of the community, and therefore contributed
to stabilize various socia service programs. Eventually the planning increased overall
welfare of the community members.

(2) Iksan City, Chollabukdo

o lksan city has an industrial park that houses approximately 600 manufacturers but

agriculture is also a central part of the city’s industry. The size is 507,12km and the

population is 310,206, or 120,978 households. The city’s budget is KRW 200.5 billion
(Source: Iksan city, http://www.iksan.go.kr/).

o CBSWP Term 2 of Iksan city targeted improvements in the following areas: job
opportunities for the underprivileged, extended socia services for older adults,
women and multi-cultural families, refinement of socia service delivery system.

o lksan won awards in three categories in 2011, that are CBSWP (Excellency award),
Integrated Case Management (Runner-up), and Research for Service Deficiency Areas
(Excellency award).

o Through the public-private cooperation, the city provided customized and field-based
socia services that resulted in positive responses in the community. These results are
attributed to the betterment of their socia service delivery system such as founding of
comprehensive social service department and staffing increased number of social
workers who have expertise.

o lksan city executed internal evaluation each year for the three years where the city
ensured the participation of more than 50% of the previous year’s evaluation staff,
thereby maintaining consistency and continuity in the evauation process. The
evaluation also ensured its objectivity by adopting opinions from external specialists.

(3) Chuncheon City, Gangwondo

o Chuncheon City is located an hour distance from the Seoul Metropolitan Area and is
friendly to industries for its cheap price of land and water as well as ease of access to
the Seoul area. For its beautiful landscape, it is famous for various tourist spots and
leisure activities. It has an excellent education infrastructure that includes six
universities and is aso a culturaly attractive city because it organizes many cultural

events. The size is 1,116.83km, and the population is 279,244, or 112,932 households.

The total budget is approximately KRW 1 trillion (Annual ChuncheonStats, 2013,
Chuncheon city, http://www.chuncheon.go.kr).

o The goals of CBSWP Term 2 include enhancement of social service network, support
for low income families, promotion of job opportunities for women, expansion of
child-care services, creation of jobs for older adults and people with disability, and
empowerment of children and teenagers.

o In order to improve the service delivery system, the city restructured the social service
department and increased the staffing.

o In terms of communication with community members and public-private cooperation,
slow but steady improvement was achieved.

o For the evaluation of annual implementation plans, private and public sectors
executed separate evaluations that later were combined and reviewed together to
come up with the final report.
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3. Common features and differences
(1) Common features

o Outcomes

- Efforts for public-private cooperation (cooperative business, differentiation of
evaluation process)

- Restructuring of service delivery system, enhancement of integrated social services

- Systemization of evaluation process and differentiation

- Active participation of community members

- Awareness on the importance of socia service committee and empowerment of the
committee

- Increased effort to improve social service networks and ease of access to internal and
external resources

o Limitations

- Shortage of budgets, central government’s affairs prioritized over local affairs

- Problems noted in the quantitative eval uation process

- Credibility over internal evaluation. Measures need to be taken to improve objectivity
in internal evaluation.

(2) Differences

o Outcomes

- Asfor the role of the social service committee, Namyangjoo and Iksan/Chuncheon had
disparities. The committee performed better in Namyangjoo.

- Promotion of public-private cooperation in Chuncheon appears to be a measure to
resolve the city’s lack of finances.

- Compared to Iksan and Chuncheon, Namyangjoo had better consistency and linkages

between the annual implementation plans and CBSWP.

o Limitations

- Namyangjoo City is required to enhance its effort to minimize the overlaps and/or
gaps of services

- Organization and expansion of social serviceinfrastructure

- Iksan and Chuncheon need to strengthen the competence of their local socia service
committee

DISCUSSION AND CONCLUSION

We recommend the followings to help improve the actual implementation of
CBSWP based on our findings.

o Participation of Community Members. Participation of community members in
many local governments is only rudimentary. Needs assessment, public hearing and
notices are minimally performed although noted in the manual (Park, 2012; Park,
2012). However, various avenues to encourage residents’ participation are required
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such as surveys, communal meetings, workshops, and individual meetings as
exemplified in Japan (Noguchi, 2007).

o Budget. In al three analyzed cases, one of the common problems arisen for the three
years is related to budget, which was also noted in previous research (Oh, 2009; Cho,
2011). Due to the shortage of budget, some projects had to be modified or even
forsaken. It was common for the local projects to be outcrowded by centrd
government’s projects because of local government’s fiscal dependency on central
government. Measures are needed at the central government’s level to resolve such
problems in order to promote local projects that reflect the locality and the true needs of
the community.

o Evaluation Process. It is notable that the three cities made considerable efforts to
minimize potential risks to objectivity, consistency and continuity by adopting certain
mechanisms such as citizen’s participation, regular monitoring (Namyangjoo City),
consistent participation of evaluation team members (Iksan City), and public-private
combined evaluation team (Chuncheon City).

Quantified evaluation criteria are based on the usage of budgets by percentage
and thus, do not reveal the actual effectiveness of the projects. New evaluation measures
that can reflect qualitative achievements need to be developed and adopted (i.e. the
degree of community members’ participation and public-private cooperation). These
two items can be best evaluated when observed both qualitatively and quantitatively.
What is more, evaluation results indicate that most criteria received perfect scores and
therefore undermine the credibility of the evaluation.

o Public Support to Improve the Effectiveness of CBSWP. Namyangjoo’s success to
improve the effectiveness of CBSWP can be attributed to the managerial support of the
mayor and directors of the departments in charge as noted in Hamh (2012). Iksan and
Chuncheon cities also restructured their organizations and the service delivery system
that led to positive results and facilitated the participation of community members.

o Facilitation of Local Social Service Commitee and Role Enhancement. In order to
build an implementable CBSWP, not only the public support but aso the role of local
social service committee is required. The committee should facilitate an active
participation of community members and play a centra role in the entire planning
process. As appeared in Namyangjoo’s case, the local social service committee played
an essential role in bringing up positive outcomes of CBSWP. Other local governments
are recommended to follow suit.

o Comprehensive Consideration System. When adopting CBSWP, many researchers
recommended referring to Japan’s case to compare with Korea. Therefore the adoption
of CBSWP was heavily influenced by Japan’s case (Ministry of Health and Welfare,
2006; Kyunggi Welfare Foundation, 2009; Park, 2012; Yoo & Kim, 2013; Park, 2009;

EJIIIEE, 2013) Takekawa Shogo®(2013) explained that when Japan’s Social Services

5 Mainstreaming local social welfare-Welfare State and Civil Society IlI
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Act transformed to Social Welfare Act, socia services became integrated as priorities
were given to cross-categorical consideration system as compared to separated service
system which used to be the norm in developing of social service programs.

In other words, while Korea’s social service system is rather segregated as Japan
in its early execution of CBSWP, it radically adopted integrated service planning from
the very beginning. This situation calls for thorough understanding and consideration of
historical background, and aso raises further research questions regarding how to make
the comprehensive/integrated service system possible in Korea.
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Abstract

Objective: To analyze a range of activities related to public services such as construction of Jami'Al-
Hidayah Mosgue in the Baktijaya Village-Depok City, and the behavior of the government bureaucracy to
improve the service of the mosgue construction. Methods: This research including research literature, the
main object in the form of books, newsletters, research, and journals relevant to the substance of the
research. This research includes the category of qualitative research procedures and activities
descriptively final presentation techniques. Conclusions. 1. Service development Jami'Al-Hidayah
Mosque is supported well service system, namely the lack of time socializing program development
assistance budgets for religious facilities by the Depok City Government to the public. This resulted in a
lack of understanding of society on presence of budget support provided by the Depok Government. But
at the same time, efforts to achieve good governance in Depok be increased, because the awareness of the
duties and responsibilities among the higher officials. It is built with a commitment to the service closer
to the people, hear inspirations, ready to be controlled by the public, and communicating with people
intensely. 2. The behavior of the bureaucracy in the service of the mosgues construction has been shown
by the attitude of the officials responsible, responsive, committed and consistent. For the people of the
Baktijaya Village-Depok City, the construction of the mosques is a need, desire, expectation and even the
pride of the local community. In addition, active participation in the community development funding
petrified the mosques also increased.

Keywords: bureaucracy, civil service, the construction of the mosques.

INTRODUCTION

Background Research. Based on the philosophy of the existence of
government (in this case the Local Government Depok West Java), that are held within
the framework of government services to the community. Therefore, the central theme
of this research is a public service or service to the community that made the
government bureaucracy, the setting and field development services Jami 'Al Hidayah
Mosque in Village Baktijaya Depok. With such understanding, the presence of
government for the people is a necessity as well as solutions to the problems that
accompany the service life of everyday people. Furthermore, at the same time, good
governance is a need, desire, and community expectations.
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In the context of so, the state administration of analysis comes to the conclusion
that modern government is essentially public service, and the service is an essential
function of government. One of the public service domain, which is very important and
related to the needs and problems of people's everyday life as well as the duty of the
government to fulfill a ministry in the field of construction of the mosgue as a place of
worship for Muslims is the main. To worship according to the teachings of Islam are the
basic needs (basic need), as well as the obligation for some people in Depok City, West
Java. Hadis narrated by Ahmad and Ibn Mgah explained that when you see someone
normal to the mosque, it is seen that the person is a true believer. Implementation of
worship (salad) to mosques for followers of Islam, is related to the sustainability and
quality of life for the community as well as confidence in running the Islamic Syari'ah.

Therefore, it is understood that a healthy society is phychis and physically, bore
quality community and quality public can form a government quality, and the quality of
government that will provide a quality service to the community as well. Public
complaints above, together with the initial observation when starting research
Researchers at the construction site Jami 'Al Hidayah Mosque in Village Baktijaya
Depok. This phenomenon, if the meaning associated with the presence of Depok City
Government for the people, the State Administration replied that the local government
bureaucracy, an institution which has a policy of local government politics everyday can
not properly carry out its obligations and satisfy the public.

Though good service to the community Depok City, is one indicator of a
meaningful assessment of the presence or absence of local government for the people.
In other words, the meaning of the presence and the presence of the government in the
eyes of the people, liesin the extent to which the City of Depok capable of producing,
distributing and alocating appropriate, fast, fair and accessible from the economic
aspects as well as available at the time of the people in need. Theoreticaly, it is
understood that one of the institutions which is the personification of Depok City
Government and has a very strategic role for the achievement of the objectives, duties
and functions of Depok City Government is the government bureaucracy. Depok City
Government bureaucracy is to trandate the political policies of local governments into
policies that are operational and implementing it into the empirical level.

In other words, the effectiveness of the policy of Depok City Government will
significantly or achieve a goa if the government bureaucracy is able to carry out its
duties and functions in a professional and responsible and satisfying society. With the
role of the government bureaucracy, the government bureaucracy is as executor of
decisions formulated by local political leaders, namely between the executive together
with the legislature. Thus the government bureaucracy is the most active in the
management of local government power everyday.

This means, that the bureaucracy Depok City Government has a very important
role in realizing the policy of decentralization and regional autonomy. In carrying out
the tasks of government and public service, Depok City Government bureaucracy
required to always be responsible in carrying out the task, responsive and committed
and consistent to always provide a quality service to the community. However, idea
conditions are yet to be fully realized by the City of Depok, it is evident that the results
of direct observation in the midst of society, especially in the Village District of
Sukmajaya Baktijaya Depok City, states have not fully satisfied the public in the sense
of an optimal unmet needs of the community. Common services provided Apparatus
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Depok City Government Bureaucracy is slow, too bureaucratic, and still experience
errors.

Services including licensing of this research, also requires a long time, about
two weeks should be enough two or three days. Similarly, in terms of service
development Jami’ Al-Hidayah Mosqgue in the Village District of Baktijaya Depok.
Services provided seemed to slow and bureaucratic, so often times people often can not
wait for the results of the above services. People really missed posture Depok City
Government bureaucracy that mandate, honest, fast, firm, and dedication, is a real and
urgent needs even as a necessity, when the public is increasingly aware of its existence
as citizens who deserve excellent service in al respects including the construction of
mosgue Services.

Based on the above description, making the discussion about the behavior of the
government bureaucracy in public services, especially related to the construction of the
mosgue remains an interesting topic to be studied more in depth. The study is in the
form of research titled "Bureaucratic Behavior Administration Public Services (Study of
Development Services Jami 'Al Hidayah Mosque in Village Baktijaya Depok City)”.

Problem Formulation. How does the behavior of the government bureaucracy
in public services in the field of development Jami 'Al-Hidayah Mosque in the Village
of West Java Baktijaya Depok City ?

Research Objectives. To analyze the behavior of the government bureaucracy
in public services in the field of development Jami 'Al-Hidayah Mosques in the Village
of West Java Baktijaya Depok City.

METHODS

Research on Behavior Bureaucratic Administration Public Services (Study of
Development Services Jami' Al-Hidayah Mosque in Village Baktijaya Depok City), is
the research library including (Library Research). Asthe main object of this research is
the books or other sources of literature (literature) is the result of research, journals, etc.,
which are relevant to the substance of the research. This research includes the category
of qualitative research procedures and activities descriptively final presentation
techniques. It is intended that this research ams to obtain a clear and complete picture
of the subject matter in the study (Creswell: 2002).

Study confirmed that in the documentation here, data collection techniques are
not directly addressed in a study but through documentation in the form of books,
journals, etc., as noted above. All such documentation, positioned equivalent depending
on the interconnectedness with the main topic of this research. Thus, the study was
carried out to solve the main problem, which is essentially concentrated on a critical and
in-depth review of the materias relevant literature. Ndraha (2003: 657) explains as
follows. "A qualitative approach is to instruspeksi, retrospect, depicting as they are, to
experience and discover verstehen, uniqueness deeply, researching a phenomenon,
observed empirical causality, forming atheory of the data’.

The emphasis of qualitative approach in this study is based on the consideration
that the focus in this study revea the process and find meaning in the form of public
service development Jami' Al-Hidayah Mosgue given by government bureaucracy in
Depok and experienced by everyday people in the Village Baktijaya City Depok. The
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collection of data is used, is the literary data collection by collecting library materias
sustainable (coheren) with a discussion of the object under study. Researchers identify
discourse of the various sources of literature or any other information relating to the
substance of the research for the association with the variables in the research title.
Intended use of the descriptive method to find the facts with proper interpretation, and
accurately describe the nature and action of the phenomenon like any group of
individuals at the level of empirical depth to generate image (think description) and find
meaning (verstehen) (Kerlinger: 2000).

Qualitative data analysis used in this study are the words instead of numbers,
arranged in broad theme. Thus, this study uses content analysis method, which is a
research technique for making inferences replicabel and valid data and considering the
context. In analyzing the data, researchers used the following methods. a Inductive
method, used when the data were found to have elements in common then drawn
general conclusions. b. Deductive method, which is used instead of existing common
sense to look for data that can strengthen it. c. Descriptive method, is used to describe
all things related to the subject in a systematic, factual and accurate information on the
factors, as well as the properties of the phenomena investigated relationships. From this
finaly drawn a general conclusion which was originally derived from the existing data
on the problem object.

RESULTSAND DISCUSSION

Conduct of Government Bureaucracy (In Meet the Development
Services Jami’ Al-Hidayah Mosque). Government, it’s presence the essence of public
service. It is conceptually expressed by Rashid (2002: 12) as follows. "Government is
not held to serve themselves, but to serve the community and to create conditions that
allow every member of the community to develop the ability and creativity to achieve a
common goa". The conceptua explanation, suggesting that the presence of a
government is to fulfill the wishes, needs as well as solutions to the problems that
always accompany people's lives through good service and maximum. To redlize the
nature and purpose of the establishment of government for the people then needed
government bureaucracy.

Bureaucratic government that transate government policies into operational
policies and implementing them at the empirical level through service to the
community. In the context of service development Jami 'Al-Hidayah Mosque to the
community, the role of Depok City Government bureaucracy shows the attitude and
actions of a responsible, responsive to the wishes of the people in the village Baktijaya,
covering the needs and problems of peopl€e's lives to availability of infrastructure, places
of worship, has strong commitment to always side with the people and be consistent in
the act. Attitude and action such as this, is the expectation that is needed by the people
of the city of Depok.

Theoretically, bureaucratic government that was given the task and
responsibility of the state to serve the citizens of the community regardiess of race,
religion, ethnic origin, skin color and so on. In the bureaucracy of the Depok City
Government are the main actors in charge of running the bureaucracy bureaucrats or
Civil State Apparatus (ASN). The ASN, an employee at the Depok City Government
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has the duty and responsibility to serve and carry out development activities in various
fields, both physically (construction of roads, bridges, government buildings, etc., as
well as non-physical development such as maintaining harmony internally would even
among religious communities, increasing faith, and piety towards God and others).

Thus it is difficult to imagine if a big role as well as the duties and functions
carried the Depok City Government, not manivestation in attitude and action in the face
of civilized and respectable society. Some things to do in the Regional ASN in
performing public service tasks are first, related to the ASN responsible behavior. Fill in
Depok City ASN responsibility in the public service duty service recipients construction
of mosques, not just report on the work in accordance with the existing rules or
reporting for work in accordance with their duties, or because of the demands of
administrative duties to report the employer assessment. But rather the meaning of the
moral obligation to carry out the task calls.

Implementation of the ministry because of the call of conscience, and perform
tasks not because no assessment, or because it is driven by fear or because there is
intervention from other parties, that is the sense of responsibility as a cause.
Furthermore, ASN responsive behavior is the ability of the government bureaucracy to
recognize the needs of society, set the agenda and priorities of the service according to
the needs and aspirations of the community. That means, apparatus responsive
behaviors associated with ASN responsiveness and sensitivity to recognize, understand,
identify, and even empathy for what is felt, what is needed by the community. So that
the relevant government services and appropriate to meet the needs of the community.
ASN behavior and consistent commitment in service to the community lies in the
devel opment of service-oriented mosque itself.

Responsibility. The behavior of the government bureaucracy responsible for
providing construction services Jami 'Al-Hidayah Mosque in Depok, a community
needs. A service of building the mosque will not be realized, if not accompanied by a
government bureaucracy that is responsible. The responsibility of the implementation of
the task in question is a bureaucrat (ASN) daily administration, who lived by the rules,
on time, and be able to complete the mission, the building of mosques properly and can
take the risk to various problems and services the construction of mosgues. The point is
the government bureaucracy, is present in the community when needed. ASN is
responsible behavior, is one of ASN's willingness to declare all actions open to the
public. Meaning of responsibility is defined by the meaning of accountability.

In the context of public service, accountability is a measure that indicates the
extent of conformity of the public or owned by stakeholders. Values and norms that
develop services in the community of which include transparency in service, fairness,
certainty, timeliness, security enforcement, human rights and service orientation are
developed for public service users. Responsibility is not in the context of the report on
the work outlined in the rules to the boss. Are the responsibility of the service to the
community is how to run entirely for the sake of fulfilling the needs of the community.
Responsible government means any pattern, shape and specific mechanisms of
government accountability to the people of the state as the owner, holder of power of
the state, resulting in a government relations, which govern the relationship between the
governed.
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Thus the meaning of accountability, is just one dimension of the concept of
accountability is dimensions of accountability. The dimensions of this responsibility
only highlights the ASN tasked to report back on what is assigned in accordance with
what is written. Outside of the written material is not made accountable. This means
that through accountability, the government has to take orders and giving authority to
the command and the source of authority. ASN responsible behavior, in principle, to
answer the two main aspects of responsibel govermance more indicates the nature of the
content of responsibility to society. Govermance responsible essence that gives meaning
and significance obligation causal.

Through obligation, the government is obliged to account for all matters relating
to the good performance of its duties to be performed like any good that has been done
is written like any unwritten, whether requested would aso not be asked to the entire
community. Responsibilities as a cause, means as ASN responsibility to the people for
any consequences caused by inner decisions that are prechoise so he acts and certain
consequences in society and the environment. If there is something troubling, sacrifice,
harm, or bring misery to society as a result of direct and indirect policy taken on the
basis prechoice, then obliged the government accountable to the public.

How the responsibilities of the mosgue construction services officer or
government bureaucracy. Based on the observations the authors show that the
responsibility of government bureaucracy in providing services the construction of
mosques, has not kept pace with the problems and needs of the community. The
presence of service personnel to provide counseling mosque building societies rarely
done. This fact indicates that the government bureaucracy as a public servant in
providing construction services to the community mosque, has not demonstrated
responsible behavior. Good governance, the rule is always present with the community
to hear and answer the various problems faced by the community through a variety of
programs and devel opment activities, including the construction of mosques.

Responsiveness. One of the aspects of the behavior of the government
bureaucracy in providing public service is responsiveness, or the responsiveness of
government bureaucracy to the needs and problems that occur in the community. In the
context of service development Jami 'Al-Hidayah Mosgue in Depok, responsiveness of
government bureaucracy into a much-needed community, when people need services
the construction of the mosque. In brief, here refers to the responsiveness of alignment
programs and service activities with the needs and aspirations of the community.
Responsiveness included as one of the indicators of performance, because the direct
responsiveness describes the ability of a public organization in carrying out its mission
and objectives, especially to meet the needs of the local community.

Low responsiveness, indicated by the unconformity between the service needs of
the community. It clearly shows the failure of the organization in realizing the mission
and goals of public organizations. Organizations that have a low responsiveness by
itself has alow performance anyway. In the case to determine the responsiveness of the
operation, and the performance measures of government services to the public, in this
regard Dwiyanto (2002: 60) argues as follows. There are five indicators into
performance measures of government services to the public, namely 1. There is absence
of complaints from service users over the last year; 2. The attitude of the ASN in
response to complaints from service users; 3. The use of complaints from service users
as a reference for the improvement of service delivery in the future; 4. Various
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measures ASN to provide services to the service user satisfaction; 5. Placement service
users by ASN in the applicable service system.

Responsiveness of government bureaucracy in providing construction services
Jami 'Al-Hidayah Mosque in Depok, adjusted with plans, programs and activities of the
mosque construction services with the needs of the community in the field of
development. Therefore, the government is able to serve the community in order to fit
what is needed by government need to hone sensitive power and responsiveness to the
needs and problems of society. Government bureaucracy must hone sensitive power and
responsiveness to the needs and problems of the community. Government bureaucracy
must respond, respond and care for the needs of the community. It should be
internalized within the ASN which together with the attitudes and behavior of the ASN.
Thisisin line, that the responsiveness of government bureaucracy associated with the
ability to recognize the needs of the community, set the agenda and priorities of the
service according to the needs and aspirations of local communities.

This means, responsive ASN behavior associated with the responsiveness and
sensitivity to recognize, understand, identify and even empathy for what perceived and
what the community needs. Responsiveness aspects of the Local Government in this
case the development of service that handles Jami 'Al-Hidayah Mosqgue in the Village
Baktijaya Depok City to be more agile, more alert, able to do what is best for its
citizens. In principle, the service provided to the public Depok City Government should
and will always meet the real needs of society. Planning work programs and policies,
should aways be taken into account and in accordance with the real needs of the
community. Otherwise, there will be a gap between what is planned, programmed with
what is expected by society.

It aso agrees with what is disclosed Zeithaml, et al. (1998: 111) as follows.
Responsiveness is being willing to help. Responsiveness is the willingness to help
customers and provide the right services. This means, it takes alertness and sensitivity
of the apparatus of government to have the attention (attentiveness) and accuracy
(promptness) in dealing with requests, inquiries, complaints and problems of society.
One of the aspects that are required in the field of public service recipients, namely
responsiveness ASN mosgue construction in the field of development needs of worship.
However, in redlity there is adiscrepancy or gap between the expectations and reality.

Development of service personnel Jami ‘Al-Hidayah Mosgue in Depok city has
to show respect or appreciation for those in need of service. Just because Depok City
Government budget to help fund the construction of a mosque in Depok is still limited,
the service activities are also less than the maximum. The approach taken in serving
public officers often formal and dlitist. ASN responsive behavior can be demonstrated
through service system based on the interests of service users in this community service
recipient, particularly the construction of the mosgue service.

Commitment and Consistency. In this regard, the commitment to implement
the agreement means something duties, while consistent means consistent, according to
the deed. This means, that the commitment in principle directed by executing the task
consciously and responsibly because there is an agreement. Agreement binds the parties
to perform a task, this means that executed its duties consistent, because according to
the normative demands. The task is executed not only verbal, but rather a rea
masterpiece, and this is the meaning of consistency. In relation to government services,
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ASN as an actor, a server, which runs services to the community consciously bound and
abide by the treaty choice task as a public servant.

Furthermore, it serves the interests of society as a recipient of the service in
accordance with the primary function of the government service functions. In carrying
out service tasks, the main priority is compliance with the determination and promise to
consciously perform tasks and responsibilities, meaning that service commitment. ASN
ministry regarding adherence to what has been assigned as the call, as a profession. This
is because not everyoneis called to perform the same task. With this understanding, it is
a government bureaucrat needs to have the commitment and consistent in carrying out
the task of service to the community.

As an officer of the mosque construction services, commitment to duty is
already part of the service. Commitment and consistency in services is closely
associated with a service ethic. In this regard, the ethic of service in the public service
can be viewed from the angle of whether a government officer in providing services to
the community is committed to respect the rights of beneficiaries to receive servicesin a
transparent, efficient service and a guaranteed certainty.

Services are provided by the government or service providers to the consumer in
this case as a consumer society, in principle, are all citizens, both as individuals,
households, people who live in a certain geographical area or a group of people with a
common distinctive character as a group of farmers, merchants, students, school
children and so on. The government has a moral responsibility to create service-oriented
to the achievement of the genera welfare (socia welfare), namely the community
through services provided by the government can experience and feel life is good, just,
and prosperous.

That is the purpose of government service ethics as an integral part of a
commitment to service to the community. When faced with a public services, each
person would expect that service providers were served quickly, aways being at work
when needed and with a pleasant behavior. All it basically shows the existence of
several important aspects in the responsiveness of public services (responsiveness),
presence (availability) and professionaism, on-time (time liness) and fun
(convenience). Commitment and consistency of government bureaucracy in providing
services to the community that lead to satisfaction and trust will gain recognition and
legitimacy and the trust of its people. Meeting the needs and fulfill the demands of the
public interest should be placed as the finality of government services. In this way, the
ethics of public service can run as expected with the creation of bonum commune.

Public Services Building Mosgue In Depok City. Construction of amosguein
Depok, which include Jami 'Al-Hidayah Mosque in The Village Baktijaya Sukmgaya
District of Depok City, is one of the needs of worship Muslim community, as well as
one of the indicators of the quality of the whole human development (psychis and
spiritual), in adverse economic, educational, and others. In addition, good psychis
health, is a prerequisite for people to live and continue the activities of daily life are
good and comfortable. At the same time, a guarantee for the sustainability of the quality
of life of society as a whole. With such understanding, then the mosgue construction
services as a place of worship of Muslims in the quality of hope, wishes and needs of
the community, the community at any time when faced with a variety of social and
economic problems.
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Hopes, wishes and needs of the community services building a mosque, is a
rational and responsible consciousness. This is because sociaty are citizens (citizen),
owner of the country (the owner) and the holders of sovereignty (soverigty), who
deserve quality service from the government or state. Mosques construction services as
the needs of the community is a process that requires interaction and aspects such as
system services, human resources, and customer service strategies. This dimension is to
explain the phenomena in the service of building a mosque because of its aspectsis very
comprehensive.

It is not only related to aspects of service providers (service systems, human
resources and service strategy), but also aspects of the service recipient (customer). In
this view, a public service to give satisfaction and public confidence in the government,
if the government play optimally and at the same time, the environment or the people or
citizens of any country to support or participatein it.

Service System Development Mosgue. Mosgues construction services as a
public service provided by the government bureaucracy in Depok, in the context of the
service system has not gone up in accordance with the needs and expectations of
society. A good service system, will always provide a standardized service procedures,
such as time, cost, and method of service. The results of the study in part of Depok City
Government Public Welfare of the service system construction of the mosque in Depok,
argued as follows. The services provided by the government bureaucracy, using a
passive approach, namely the construction of a mosque services provided to the citizens
who came to the office of Depok City Government (in this case is part of Socia
Welfare) which has been prepared with the proposal.

Under the proposal, then the officer of the Social Welfare Section of the
proposal proceed to the boss (Mayor of Depok) are hierarchical. Furthermore, awaiting
disposition of leadership. Thus the service of building a mosque in Depok were made
officers of government bureaucracy is the public is waiting for Depok City will apply
for the construction of mosques in the region (Anwar, 2013). The observation of the
authors showed that the mosgue construction services in Depok not running optimally.
A primary issue is linked to limited funding, but at the same time found that public
awareness of the importance of the mosque in order to worship in Depok pretty good.
That is, most citizens in Depok are shoulder to shoulder trying to raise funds in the form
of regular donation each according to his ability to build and renovate mosgues.

Another fact is also found that the officers of government bureaucracy at certain
times have visited the places that the mosgue will be built or renovated and the proposal
has been proposed and have gained |eadership disposition in Depok City Government.
Furthermore, aspects of the service system construction of the mosgue as one of the
aspects that contribute to the service of building a mosgue in Depok still needs to be
improved or has not been run in accordance with the wishes, expectations and needs of
the community as well as the results of the service process. It can be seen from the
absence of a minimum service standards, service is still a long process, a lack of
certainty and clarity. A standard construction of mosques good service, will explain in
detail about the process of building a mosque by the officer services to the public, the
proposal went to the recommendation of the leadership out.

Service of building a mosgue in Depok is still guided by the procedures and
laws that exist. In addition to this, another problem is related to funding the construction
of mosques in order to reaize the mosque construction services. Explained that the
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funds or aid the construction of mosques, the Legidative Council with the loca
government has provided funding in accordance with the ability of the Regional Budget
Depok City each year has increased. It shows that for financial support for the
construction of a mosque in Depok, local government support even very notice.
Although the financial support of the Local Government through the Regional Budget
increases every year, but at the level of service delivery for maximum construction of
mosques, the availability of these funds is considered still very small and needs to be
improved.

In this regard, the results of research on the part of Depok Public Welfare
(Anwar, 2013) suggests the following. One of the problems we face in mosque
construction services is still limited financial support in the Regional Budget. On
average each proposal submitted for the construction of the mosgue is only given to
help the Rp15.000,000 or Rp10.000,000. Each month there is a tare Average 5 to 7
proposals submitted to the local government of Depok. Problems building a mosgue in
Depok is increasingly needed and activities is increasingly rising demands of society,
both in quantity like any quality. So expect future funding to be decided between the
government and the Legislative Council to be improved. The presence of mosques as
places of worship for Muslims is a necessity that should be prioritized in order of
psychis development alongside other devel opment.

In the context of infrastructure support construction of the mosque, is one aspect
that is conceptually acceptable to explain the construction of the mosgue to the public
service. Either poor or complete absence of the aspects that accompany its existence
would be a measure of whether or not the public service of this match the standard set.
This is due to the availability of adequate worship facilities, will provide enough space
for the realization of public service both to the fullest. The results showed that the
support facilities and infrastructure as one of the supporting elements of the service
system, as noted above, still needs to be improved according to the expectations of
society. Arranged so that in each Pillars Residents throughout the District in Depok
there are mosgues fairly decent and adequate as a means of worship of Muslims are
comfortable, safe, clean and beautiful.

Urgency presence of mosgues in every Pillars of Citizens, based on the reality
that psychis field services, including the type of service that should be expedited and
should be brought closer to the people. So that the public will be to worship such as a
salad, then they ssmply need a short time to get to the mosqgue. Ismiyati, (2011)
suggested that condition isin accordance with the facts that in 010 Pillars Neighborhood
Residents 013, Village Baktijaya, District Sukmajaya) is a fairly densely populated
urban neighborhoods, requiring the addition of any renovation Jami ‘Al-Hidayah
Mosque in order to increase the been there. With a current mosque, which was once the
density must serve society, especialy during Friday prayers. As away out, then alot of
people who end up taking shortcuts, ie the prayers in the mosque which is rather far
from where he lives.

Citizens expect that the Government of Depok City could soon renovate
mosques and religious facilities renovate the mosque becomes larger and more
adequate. In addition to the limitations of the existence of the mosque, the other
conditions are met is the need for all existing mosque in Depok into a salad Friday,
especially in mosques in densely populated places. That based on the study can be
stated that every month the mothers in the study group Jami 'al-immigrants Pillars 013
Village Residents Baktijaya, Sukmaaya Subdistrict, Depok City collects donation to
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build / renovate the Jami 'Al-Hidayah Mosque. Depok City residents can expect little
help from the government of Depok because of budget constraints. This redlity if it is
associated with the theory of Public Administration by Rashid (2002: 12) that the
purpose of the establishment of a government is in addition to creating a system of order
in society, but also to provide services to the community.

Limitations of mosque facilities can also be seen clearly in the other sub-districts
in Depok. Conditions should be improved so that both existing infrastructure and
facilities, as well as community participation through the Neighborhood, Pillars
Residents, village or district level participation in the construction of the mosque needs
to be enhanced and empowered. Community participation in the construction of the
mosque above implies that participation is not just a purely physical process, but aso
includes psychological processes. Community participation is the willingness,
participation, agree and awareness of each member of the Muslim community to carry
out social welfare efforts both materially and spiritually in order to build the mosgue.

Community participation here is the active involvement of citizens as
individuals, groups or the community unit in the process of building a mosque,
especially in the neighborhood of each, on the basis of a sense of socia responsibility
and awareness and confidence for worship. Though theoretically, that a good service
system will produce a good service anyway. Based on the research, found some things
related to the construction of mosques service system that is related to aspects of
reliability (reliability) means mosgue construction services provided in accordance with
the promised can be proven, reliable and on target. In fact, mosque construction services
are also not able to improve the services of areliable accuracy aspects.

Development services are implemented mosques seem less rapid and less
flexible. One of the factors why the ministry was impressed not maximized, among
others, the limited service personnel and factors of labor discipline or lack of respect for
time/ indiscipline in a matter of time. People who are entitled to public services such as
the construction of the mosque to the fullest, in fact, was not satisfied by the service
Depok City Government especially in terms of the amount of funding the construction
of mosques. Care workers building a mosgue just run the tasks outlined, so the service
process is executed formal, and less able to solve the problems of society. A service of
construction of the mosque, should be supported by the number or quality of significant
government bureaucracy. Such conditions would provide sufficient space for the
creation of a good mosque construction services.

The number of service personnel adequate construction of the mosque will be
able to perform tasks optimally, for example, to check the location of the mosque to be
built or the location of the mosgue to be renovated and others. Service personnel
adequate mosgue construction, will be able to provide good public service for the
community. Reality shows that the ability of service personnel skill like any mosque
construction still needs to be improved. Thiskind of conditions affecting the intensity of
the presence of personnel development services to the community mosque. In this
regard, Ismiyati (2013) argued as follows. That in the 013 Village Residents Fillars
Baktijaya in general society through lectures mothers have raised awareness and
understanding of issues these places of worship such as mosques. Similarly, from the
father and the youth have routinely done through regular meetings of the Board of
Prosperity mosque to identify the problems and activities including the construction of
mosques as well as funding sources.
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The results showed that the service to places of worship such as mosques in the
Pillars of the District 013 Residents Sukmajaya for example, has not been continuously
carried out, even though the area is an area that the mgjority of the Muslim community
IS quite active and take advantage of the mosque (through the Prosperity Council of
Mosques) for religious activities, such as recitation, salad on Friday, Majlis Talim and
others. But unfortunately, the existing mosque is felt not quite adequate for the activity.
In connection with that, the empowerment of the community fundraising masjis
development of communities through the Neighborhood Residents and Pillars is very
necessary. Thisis a requirement even a necessity, because people need the mosgue and
adequately qualified.

Human Resour ces. In this regard, Human Resources is one of the determinant
variables in improving public service in this case is the construction of a mosque
service. Human Resources are adequate, it can be seen from the aspect of quantity and
quality. In the context of this research, Human Resource in guestion is government
bureaucracy or government personnel in the field of construction of the mosgue service.
An adequate mosque construction services, must be supported by the number and
quality of government bureaucracy significantly. Such conditions, would provide
enough space for the creation of the mosque construction services adequately. The
number of service personnel sufficient mosque construction, will be served at any place
where the mosgue to be built or renovated is located. While the quality of the service
personnel are adequate construction of a mosque, will be able to provide a quality
service to the community.

Based on the results of the study indicate that the construction of the mosgue are
implemented and driven by people who are competent in their field essentially is to
create a Situation that allows the emergence of active community participation. Business
plan development process is organized to help members of the public to the rise of the
active participation of the community and to acquire attitudes, skills and understanding
necessary to participate. Indicator that shows whether or not a product is a public
service both from a quality and quantity of the product itself. In this case the product
form of the service is dependent on the professionalism or technical skills of service
personnel who demonstrate whether or not the service is intended. One of the factors
that determine the performance and the forward movement of the apparatus of
government in building good governance and responsible towards his duties and is a
recruitment factor.

Recruitment system is to determine the quality and quantity of personnel or
personnel service providers. Recruitment is not on the basis of proximity, kinship as
practiced today through collusion, corruption, and nepotism. Were overlooked in the
selection process is fairness, which prinsiple the right man on the right place. In the
context of the construction of a mosque services, recruitment of employees who will run
the service work in the community are the ones who clear the level of education, that is,
people who received special education services in the field of construction of the
mosque. In this regard, Zeithaml, et al. (1990) as follows. The gap between service
quality specifications with reality delivery service at lower levels.

Because of the lack of specifications or service image of a typica market,
causing gaps in service delivery at the end of the front line service. The causeis 1. Role
ambiquity or trends affecting employees spearhead the condition of doubt, indecision,
doubt and ignorance of the process of satisfying the service market in the absence of
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standardization of services, 2. Role conflict the tendency for employees to fedl they
have the ability and the power and authority to satisfy the people in the service process.
3. Incompatibility employee skills appropriate to the task. Employees of upper
secondary school education and the Secondary School unskill in the field of quality
services deployed directly into the community without preparation adequate education
and training so that its role limited to executing machine. 4. The lack of technology,
facilities and infrastructure or adequate market infrastructure. 5. Incompatibility control
and reward systems. 6. Lack of teamwork (waiter).

Government management in the public service approach to the construction of a
mosque service recipients are not yet fully have and use the right tools. Care workers
building the mosque is till fixated on a conventional pattern. It will affect the poor
workmanship professional care workers. One aspect that has not been supporting the
construction of the mosque is a matter of service professional workmanship. It is closely
related to the lack of efforts to improve the quality of government bureaucracy resource
development ministry in the mosque. Depok City Government in this section is not
continuous and intensive welfare officers prepare a variety of skills, training, debriefing,
comparative studies, an adequate understanding of what the essence of the issue of the
mosqgue building services, what is the impact, and how to deal with the construction of
the mosque to the public service.

Strategy Services. Strategy is a plan that is appropriate and in the art of setting
goals and objectives of an organization and the use of organizational resources
appropriately and responsibly and be able to implement properly in order to achieve
organizational goals. In the context of the construction of a mosgue services, the service
strategy of building a mosgue is a way to formulate and establish goals and objectives
aswell as the ability to utilize existing resources in realizing a service of construction of
the mosque. It isintended, that the mosgue construction services necessary to realize the
objectives and goals formulation exactly the right way to implement the goals and
objectives of the well in order to achieve the goal of service satisfaction and public
confidence.

To redlize these goals, Depok City Government through the Public Welfare
Section has prepared a vision, mission, goals, objectives, and programs of work in the
field of public service (including the service of building the mosque). For example, the
program administration, program planning, monitoring, controlling, monitoring and
evaluation, quality improvement programs for Human Resources public servants,
function and development program to improve infrastructure facilities and services the
construction of mosques, the stability program to improve access and quality of
construction of the mosgue, program improvement efforts mosque construction
services, and environmental education programs. If seen carefully formulated the
strategy through program development services of worship over very comprehensive.
Because it involves the structuring administration, improvement of Human Resources,
aswell as programs related to public service.

It is recognized by Anwar, (2013) as follows. Programs and activities are
defined by the Section of Public Welfare is good because it touches directly with the
problems facing society today. But we also need to be awaiting execution in the field. Is
actually runs as formulated or not. Because what's a good program but not implemented
and does not provide benefits to the community. A service strategy is formulated
through a service program, as stated by the informant above it should be observed.
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Reality shows that the service strategy formulated by the Welfare Section at the
empirical level has not done well, so it has not been a positive impact for the
community.

Service improvement programs mosgue construction is not running optimally.
Though the construction of a mosque service program is aform of public service that is
needed by the muslim community, as the beginning of the process quality life both in
this world and in the hereafter, which is a decisive factor for the service of building the
mosque is the provision of information and education about the importance of service
development mosgue, explanation of procedures and mechanisms for obtaining
services, the availability of a full service unit and easily accessible as well as officers
mosque professional development services, with appropriate competence.

This regard, Cadwell, and Bruce (1994) as follows. That strategy is the
establishment of long-term goals and objectives of an organization and the use of a
series of actions and the allocation of resources necessary to achieve these objectives
means that in preparing a service strategy, there are three elements that need to be
considered, namely the goals and objectives, the way of acting as well as the allocation
of resources to achieve the goal. Weakness in the aspect of service development
strategies mosque in Depok lies in the implementation of service strategies that seem to
lack purpose contextual and the quality and quantity of human resources,
socioeconomic conditions, socia conditions of the local culture, funding, and facilities,
and infrastructure.

Subscribers. In a service, in addition to the role of service providers that
government bureaucracy, one of the elements that also have an important role is their
community or country. The role of customer or community service is very important in
the construction of the mosque. It is concerned with awareness of the public to
participate in the construction of a mosque service. Related to public participation in the
construction of the mosque ministry argued that community participation can be active-
passive. Passivity community participation, refers to the acceptance of the mosgue
building program without any initiative from her, being activeness not only show the
receipts, but also his willingness to be willing to invite others to participate in the
construction of the mosgue. Associated with such participation, according Ndraha
(1997: 13) include the following. 1. The focus of participation is emotional
involvement. Physical involvement solely in a group, without the involvement of not
participation; 2. Willingness to contribute immovable. Contribution in the form of the
construction of such goods, money, services, ideas, energy, skills, and so on; 3.
willingness to be responsible awakened spirit.

Businesses and community events that grow in the form of initiatives and the
creation of community in the construction of the mosque is a reflection of the sense of
community awareness and responsibility in the development process. Therefore, efforts
to enhance awareness and responsibility in the community is very important to do by
the government to always provide guidance, direction, guidance and assistance so that
people have the ability in all aspects of life and livelihood. Thus, community
involvement in development activities is dependent on the ability of the mosgque based
on the awareness and responsibility to bear the burden and carry out the construction in
accordance with perception, orientation and identification of the community.

This redlity if it is associated with the presence of government meaning for
society as a where proposed by Rashid (1997: 14) as follows. That is the nature of the
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presence of government ministry to the community. Good government is a government
that is aways close to the people and communicate openly with the people and
government that provide space for people to do socia control over government
administration, including services in development. Community participation in service
development is very necessary, especially in imposing socia control on construction
services less answer the needs, desires and expectations of society.

The results showed that the high level of psychological factors that are taken
into account and added to the liveliness of the nature of the implementation of the
different participation differentiate into different levels. Associated with the level of
community participation, it can be argued that there are two levels of community
participation in development, namely, first, the highest level is the level of the
community participate fully in the development activities. Second, a lower level, is the
level of development where every effort was launched by the government or the private
sector, while public support only in the form of physical and psychological.

CONCLUSIONSAND RECOMMENDATIONS

Conclusion

1. Development services Jami 'Al-Hidayah Mosgue in the district of Depok Baktijaya
good enough, only factors help fund the construction of mosgues through the
Development Budget and Expenditure very limited. With a limited budget, so that
the Development Committee Jami 'Al-Hidayah Mosgue in the Village Baktijaya
Depok City should strive to seek funding from various groups of society like any
other donor. These conditions have implications for the less smooth the process of
construction of the mosque, and until now just finished a third of the total planned
construction of a mosgue.

2. Strategy development services Jami 'Al-Hidayah Mosque formulated through
programs and service activities of the mosgue construction is quite good, but less
coupled service implementation strategies that are financial support in the form of
adequate financial resources, employees and the workings of passive impressed for
what it is so impressed slow. 3 Behavior of government bureaucracy in the service
of building a mosqgue is quite good, it is supported by elements of responsibility,
dedication, quite responsive as well as the commitment and consistency in
providing construction services Jami 'Al-Hidayah Mosqgue to the public.

Recommendation

1. It should be reordering service system construction of the Jami ‘Al-Hidayah
Mosque in the district of Depok Baktijaya more oriented to the interests of society,
with the set standards of service, standard service procedures, process service
facilitate community access to services and improve the system construction of
mosques control, from loca governments and communities. In addition, the
necessary political will and political comitment of Depok City Government in
improving the service construction of mosques, and support through the provision
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of adequate budget mosques construction and support facilities and infrastructure
better.

2. It should be improving the quality of human resources in the field of
construction of

3. mosques services through various education and training. Increased professionalism
of employees in the field service of the mosque construction does not involve
technical knowledge, but also an increase in morale and discipline.

4. It should be formulated strategies for the construction of a mosque service with
contextual approach, so as to answer various problems and needs of the community

aswell as pay attention to socio-cultural environment.
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Abstract

Quality of Public Services in Indonesia many complaints by the public, as evidenced by some of the
results of research conducted by the Indonesian Consumers Foundation (2000 ); GMU Center for
Population Research 2002; Institute of Public Administration (2002 ); Her research results reveal that the
low quality of service, officer unresponsive, no discrimination in services, lack of information,
convoluted bureaucracy, lack of transparency and the public is not satisfied. While the mandate of the
Public Service Act (2009) states that the state is obliged to meet the needs of all citizens through a system
of government that supports the creation of public service is excellent/ good. For this reason this study
focused on the quality of public services, especially road transport. Principal problem of this research is
how the implementation of the Public Service of urban transport in Bogor Regency in progress? This
study aims to analyze the quality of public services that are running Urban Transport. Research using
Qualitative Approach. Determination of informants with purposive and accidental. Informant is public
transportation employers, employees and officials DLLAJ. Analysis of the data using a MacNabb. The
validity of the test data using triangulation. The study states that the public service has not qualified urban
transport, there is no transparency of costs.

Keywords: public services, quality of public transport services

INTRODUCTION

Good public serviceistheright of every citizen ; and this creates an obligation
for the state, meaning the state is obliged to provide servicesto its citizens. As described
in the General Explanation of the Public Service Act ( 2009) that the state is obliged to
meet the needs of all citizens through a system of government that supports the creation
of public service excellence in order to meet basic needs and civil rights of every citizen
on public goods, services public and administrative services ( Act No. 25 of 2009: 43) .

Even so aso in urban transport, problems frequently arise are related to the
regulation of urban transport operating licenses , which seem poorly enforced ( Business
Competition Supervisory Commission , 2009: 4 ) . This means that supervision of local
government or the Department of Transportation and Traffic ( DLLAJ) tend to be weak
. Not only in terms of the operating permit regulations but in Administrative services .
Though transportation services is one of the basic public services can be improved for
the welfare of society . In addition, because the levy payer is the people , meaning this
country belongs to the people , the people take precedence in the services provided by
the Government ( Denhardt and Denhardt , 2003) . so also in Bogor Regency , public
transportation fees paid by citizens to be one source of the origina income Bogor. The
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results of preliminary research in 2012 , discovered the entrepreneurs do not know for
sure how much the cost of motor vehicletest , how many dollars Route permit extension
? Each payment letters of public transportation , the officer does not issue a receipt
DLLAJ money paid community . Events such as this impressive how low accountability
and transparency DLLAJ Bogor . Besides waiting room their car people being tested are
not provided by the feasibility DLLAJ , people usualy sit on the front lawn while
waiting for the test space vehicle service process is completed . Taking care of Route
Control Card extension letter and SIPA at different clerk seat adjacent to each other but
still must be accompanied two copies of public transportation annex a copy of the letter
, seen not efficient . ICT (Information and Communication Technology ) is aso not
optimal applied , are still largely manual administrative services . Impressed the
officials do not understand the meaning of the Public Service Act , so that the mandate
of the law has not been implemented . The research question is how to analyze the
results of the actual shooting conditions of urban transport services are carried out by
DLLAJ.

Literature

Definition of Public Service. Public services are defined by Roth (1987) as
"any services available to the public Whether publicly-provided (as is a museum) or
privately (as is a restaurant meal)”, Any services described by Roth relating to goods
and services in the service . Public service means any form of service activities
undertaken by an organization or individual in the form of goods or services to the
public, either individually or in a group or organization. In the public service in general
government make the adjustment to the public good or public intermediate goods. In
line with the above characteristics of the goods, said public service activities Londsdale
& Enyedi (1991: 3 in Wiryatmi, 2007: 34) as "something made available to the whole of
population, and it Involves roomates things people can not provide for them selves, ie
Collectively people must act . This understanding gives characteristic that everyone is
not able to supply its own needs but must be provided in groups. According to Effendi
in Widodo (2001), in conditions of a democratic society, the government should be able
to provide public services more professional, effective, efficient, simple, transparent,
open, timely, responsive and adaptive as well as to improve quality of life in terms of
the capacity of individuals and community that actively determine its own future public
service professionals must have traits - traits accountability of service providers. The
provision of public services need to pay attention to the principles that must be executed
in the public service itself. Islamy (2000) in Wibisono (2002) put forward some basic
principlesin the provision of public services to the community, namely: a. The principle
of accessibility, b. The principle of continuity, c. Principles of technicalities, d. The
principle of profitability, and e.Prinsip Accountability

Quality of Public Services. Quality of service is suitability between
expectation and desire of the recipient or to the fact that the service they receive. Ivonne
wood (2009: 7) customer service is redly satisfying customer needs and expectations
melampoi them. Further ivonne wood mentioning that customer service should pay
attention to the expectations of the customer is in question is a normative assessment
(general expectation), the ideal performance (ideal expectations), the expected
performance (the highest expectations), and adequate expectation (low expectations).
The government must put the public / customer as king, it is consistent with that
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proposed by Osborne and Peter Plastrik (1997 157) "Putting the customer in the
driver's seat". Furthermore, to determine the quality of public services through a number
of public service indicators are: Fandy argues Tjiptono 4 indicators (2002: 58): speed,
accuracy, friendliness and comfort While KeputusasnMENPAN No. 25 In 2004 there are
14 elements that must service a minimum of gaining attention within the bureaucratic
apparatus. a. Service procedures; b. Terms of services, c. clarity; d. discipline, e.
responsibility; f. Ability care workers; g. Speed services; h. Justice get service; i. Politeness and
hospitality workers; j. Fairness in cost of service; k. Certainty costs; |. Certainty schedule; m.
Environmental comfort; and n. Security.

METHODS

Study Object. The research was conducted in Bogor, with the object of the
Department of Transportation traffic.

The Research Approach. The approach used in this study is qualitative,
while the descriptive type of research.

Research Focus. Public services quality research in Bogor is focused on
measuring the quality of public services is underway with 14 elements of the public
service according to Decree No. 25 of 2004 MENPAN

Data Processing. Determination techniques informant with purposive and
purposive accidental. Teknik specifically for employees n DLLAJ officids and some
businessmen Angkot.Teknik accidental part to citizens who at the time of the study
were taking care of the Motor Vehicle Test and Extension Card Trayek..Teknik
Supervision of data collection include interviews depth, documentation and observation.

The data analysis technique refers to the opinion of the Mac Nabb namely 1)
.Organize the data; 2). Generate Categories, Themes and Patterns; 3). Code the data; 4).
Apply the Ideas, Themes and Categories; 5) .Search for Alternative Explanations; 6)
\Write and Present the Report. Test the validity of the data using triangulation Images

RESULTS

Quality of the Urban Transportation Services, are ongoing based
Dimensional Services According Kemenpan 25, 2004, as follows:

Service Procedures. Prosedur periodic testing of motor vehicle services in
Bogor Regency DLLAJ most are in accordance with the Standard Operating Procedure
(SOP), namely: The first stage, the management / owner brings their car public
transportation to the place of test. then handed over to the window of the administrative
requirements. The second stage, the board of public transportation by bringing their car
go directly to amotor vehicle test, but had previously been diesek engine, and is already
taped esek vehicle ingpection form. The third phase of public transportation directly
examined by examiners with 8-9 component testing. Almost all expressed a "pass’
(sometimes occurs engineering graduation). The fourth stage, the board of public
transportation bring the test results to the counter to pay for the test. Then sprayed right
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and left side of body of public transportation on the duration of periodic test date and
take the badge that has been tested / "Peneng"”. While that does not match the SOP is not
provided proof of payment to the people who pay KBM Test. Just follow your
community officials how much money should be paid, because there is not any
information about the costs that should be in accordance with the law. Then after that
the board of public transportation to move to the back of the building to take care of KP
and SIPA. "(Participation observation results from September to October 5, 2013 and
information from informants).

The terms of the urban transport service. There are Administrative
Requirements and Technical Requirements. For administrative requirements, most
informants stated entrepreneurs easy. But there are also employers who do not carry
informant angkotnya loss by reason of rental hours, so that when tested, remain
attractive public transportation (car presumed conditions only). The ease with which
high risk is sufficient to pay the additional cost of Rp. 50,000.

Clarity Service Officers. Employees DLLAJ including the clerk is aways
ready to serve the community. The Ministry of Transportation employee wearing light
blue uniform complete with name and Employee Identification Number. Officers who
face citizen is dways the same. On the Route Monitoring Card and SIPA each have an
officer. In the test of the motor vehicle, the administration is directly related to the
community, there are two people; book a test at the motor vehicle and receiving
payments, while the other part peneng / test pass mark is affixed to the license plate
"(the interview at one of the clerks DLLAJ, August 2013).

Discipline Service Officers. Discipline the time shown by the officers are
correct, before work, the first Apple employee at 7:15. Then anew serving counter from
08.0-14.30 hours, and come home from work at 16.00. However, the Motor Vehicle
Administration section Test home over night, waiting for the car around back to the
garage office to count revenue retribution for that day (information from one of the
testers, October 2013).

Politeness and hospitality Officer. Clerk or examiner is quite polite and
friendly, but there are also employers who claimed officers less friendly and courteous.

Certainty service Schedule. In the office there are two schedules are DLLAJ
service schedules and work schedules. Work schedule is Monday-Friday 7:15 to 16:00
hours. begins with morning assembly. Schedule of Services. 8.00- 14:30, if thereisacar
coming in the top of the hour test will still be served. While Saturday at 12:00 8.0-,
specia clerk who comes, while other employees do not come.

Security. Cars that have passed the test of motor vehicles meaning that the
quality assurance that public transportation is in good condition or roadworthy.
Conversdly, if public transportation is tested carelessly then public transportation is not
safe on the road and endanger other cars, there is a service of insecurity. Lack of
security trajectory, permits continue to be issued as long as there are consumers.
Increasing the number of fleet sometimes invoke discussed with local businesses

Ability Service Officers. The tester is a graduate of transport and there are some
employees who are trained on the test vehicles. Technically classified as capable of
testing officials. Only the officers unfortunately not yet have the skills to use computers
both the administration and the examiners.

Speed Services. According to Standard Operating Procedure (hereinafter
referred to as SOP) Test motor vehicle takes 23 minutes including motor vehicle test
book has been accepted by society. This stage is fast, good. Meanwhile, the extension of
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the route took control card within 14 days, for too long. Department head signature
authority delegated to subordinates in order to happen one stop service (one day only).
(According to interviews with several informants businessman, September 2013).

Fairness Cost of Services. For the amount of fees collected from the owners of
public transportation, there are two kinds of charges, namely: (1). Retribution test
motor vehicles. There is no information about how much the overall cost and details of
the test motor vehicles, so that people do not know how the actua levy set by the local
government, it is already happening decades ago. There are two policies setting out the
fees that Regulation No. 13 Year 2013 on Route Permits and By law No. 28 of 2013 on
Public service levies. (2). Route Permits in accordance with law No. 13 of 2013
In article 11 of the law on the structure and size of the tariff is determined as follows:
each 5-year extension of the minivan owner pays SK Route Permit Rp. 410.000, -. Then
ayear from now minivan owner only pay Rp. 10.000, - per year for 4 years. But in fact
minivan owner must pay every year extension Monitoring Card Route Rp. 80.000, - /
year of that should USD. 10,000. plus when the KP decision-making cost Rp. 10.000, -
again, so for KP pay around Rp. 90.000, - as expressed by some informants employers
in an interview in August 2013. The number is uncertain because there is also public
transportation officials are not asked for money when making KP administration.
In Regulation No. 28 Year 2013 on Public service levies referred to in Article 22
paragraph (1) The structure and magnitude of Motor Vehicle Testing levy rates, defined
as follows: The total to be paid public transportation employers to test motor vehicles
aged 15 to 20 years old is = Rp. 9.000, - + 1.500, - + Rp.5.500, - + Rp. 10.000, - + Rp.
2.000, - + Rp. 5.000, - = Rp. 33.000, -. younger when public transportation is cheaper
payments 2,500, -. so as to Rp. 30.500, - the calculation does not include the
replacement of a new test book, added 20,000, -, and late penalties, 2% per month.
An employer pays alevy KP and test a motor vehicle according to regulations 13 and 28
of 2013 only = Rp. 10,000 - 33,000 +, - = Rp. 43.000, - for cars aged 15-20 years.
Meanwhile, the fact that employers paid is approximately = Rp. 90.000, - + 182,000 =
USD. 272 000, - then that number plus SIPA pay Rp. 15,000, bringing the total of Rp.
287,000, - two turns in a regulation does not mention the existence of SIPA. when
compared to more expensive then the actual payment of approximately 8-9 fold
Regulation Bylaw. These payments without changing the test books and fines. When in
a car kelililing more expensive. Therefore, the fees charged officers as very unnatural
8-9 times higher than the provisions of Regulation No. 11 and No. 28 in 2013.

Certainty Care Costs. Payment of Rp. 287,000, sometimes higher and
sometimes lower. But the cost is not great down about 20,000, - or more expensive ride.
With the description of the item costs morbidities cost certainty letters automatically
direct public transportation unanswered, which is highly uncertain due to levy the costs
vary according to the tastes of the officer.

Leisure Environment. In the comfort DLLAJ office because there is no such
test in building a motor vehicle is not provided space to wait. By contrast, people
waiting vehicle finishes tested while standing or sitting on the grass with -duduk while
overheating. Meanwhile, the level of comfort that is awaiting receipt of public
transportation officials KP and native finished SIPA aso quite uncomfortable. Place
corner, dirty, like never swept and mopped. hard seats made of cement.

Responsibility Service Officers. Seen from the point of view of the
implementation of the test motor vehicles, less responsible, because almost al the
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vehicles passed (which should not pass). Theoretically transportation could endanger
the safety of passengers, the driver, another car and the people who are on the road.
Justice Services. Judging from the above description, the element of justice am
element of service in DLLAJ missed by itself, that is not fair. Because of moral hazard
is too high and do levy higher than the law No. 13 and No. 28 of 2013 without feeling
guilty and sinful. Community only be the object without the subject of, without being
able to do anything about it. because the licensing monopoly, meaning that there is no
third party that can administer the licensing, so that people can only be obedient.

CONCLUTION AND SUGGESTIONS

1. Conclution
Urban transport service quality can be concluded that the ongoing lack of quality that is
not transparent and unaccountable.

2. Suggestions
Above research findings it is suggested: to apply as soon as possible and SME Public
Service Act No. 25 of 2009 in Bogor.
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Abstract

This research is aimed to elaborate and find strategy for an effective policy for South Tangerang City
government in order to manage and restore the function of lakes in that area by involving the participation
of the society. Thisis a descriptive study with qualitative approach which describes whole description of
the lakes; the location, condition, and also the society live around those lakes’ areas. It was identified that
there are 14 lakes located in this city and at least 7 of them are in depreciation. The lakes were being
changed into areafor society living, education facilities and business centre. The condition of the lakesis
not feasible both from ecology and water quality. They become landfills and fishing ponds. It is suggested
that local government is able to implement good policy to participate in managing these lakes because
they really know the real condition of those lakes. The strategies used in this policy can be by taking
apart in the authority of managing the lakes together with central government and involving the society to
keep and optimize the functions of lakes. The participation of the society is very important since they will
get the benefit of those lakes. These groups of society should be fully supported by the government both
ingtitutionally and financially. It is expected that the results of this study can be used by both local and
central government as recommendations to implement the policy related to lakes preservation. The policy
can also be socialized through national and international seminar.

Keywords: the strategy for policy dan participation of society

INTRODUCTION

Deadly flash-flood happened in 2009 because of the broken down of Gintung
Lake (which is called Situ Gintung) in Tangerang Selatan became a precious lesson
either for central government, local government and the society living around that area.
Thus, the government of Tangerang Selatan has the main task to anticipate the same
disaster happensin the future.

Besides Situ Gintung, there are another 13 lakes located in Tangerang Selatan,
i.e. Situ Bungur, Situ Cileduk, Situ Danau Biru, Situ Kayu Antap, Situ Kuru/Legoso,
Situ Parigi, Situ Rawa Badak, Situ Rawa Kutuk, Situ Rompong, dan Situ Sasak. These
lakes have not been used fully utilized, even some of them have been used as the area
for society to live, such as Situ Kuru, Situ Kayu Antap and Situ Rawa Kutuk. Even
worse, these three lakes are considered perish since they cannot be seen from satellite
photo anymore (source: Kompas, Febr 15, 2013).

Water quality of these lakes are getting worse like in Situ Bungur and Situ
Parigi. Besides, the location of other lakes bordered with road are also prone because of
the inappropriate dams such as Situ Sasak and Situ Ciledug a Pamulang. The



International Multidisciplinary Conference 2014
ISBN: 978-602-17688-1-5

government attention for these lakes is not optimal yet. They cannot even control the
environmental damage done by the society living around these |akes.

The authority for lake management that supposed to be handled by Department
of Public Works raise another problem with the regional autonomy system since not all
natural sources can be automatically managed by local government.

In order to limit the breaking down of these lakes, both central and local
government issue some policies and also require the participation of the society. It is
found that most of the damage of these lakes is caused by low self-awareness of the
society about environmental sustainability. Thus, soicety’s role to get involve in
protecting the environment around lakes and all local assetsis highly required.

Based on the problems described above, the description of lakes management in
Tangerang Selatan can become a modd to implement lakes and water resevoir
management policies in Indonesia. This study will comprehensively describe the
situation and condition of all lakes in Tangerang Selatan, how they are being
optimalized both as water resource and local revenue sources and society participation
in these lakes management especially towards govenrment policy and its
implementation.

Literature Review

The Concept of Palitics Policy. The succeed of government programs totally
depends on the plans behind the programs. The plans cover any public policies set by
government in order to achieve certain goals thorugh several stages.

William Dunn proposes severa stages in setting policies, i.e. outlining agenda,
formulating policy, adopting/legitimating policy and evaluating policy. Each stage is
connected to the next stage, and last stage (evaluation) is interrelated to the first stage
(agenda outlining). The anaysis of policies will criticaly assess any relevant
knowledge in one or more stages.

Basic Concept of Lake Management. Riyanto (2011) explains lake (situ) as a
container of stagnant water above the soil surface both naturally or artificially formed
by using land water and or soil surface water as the sources. Lake has some important
functions such as: first, as rainwater reservoir and water inflitration (this is the main
function). Second, as biodiversity evolvement. It can be seen from the evolvement of
flora and faunain this lake. Third, as water sources for irrigation and domestic needs.
Forth, as flood controller. Fifth, as low-scale fishery business which means as sources
for society’s income. Sxth, as recreation centre/area. In some places both in Tangerang
Selatan and Bekasi, some lakes has been developed into recreation centres and these
efforts also contribute to domestic income. Thus, the existance of these lakes in
Tangerang Selatan especialy, shoul be managed well in order to get its benefits. Central
government needs to issue local legal regulation related to this matter.

Ostrom (2009) cited in Adhar (2011) proposes some efforts can be taken in
managing lakes, such as: first, short-term handling, this way can be done through: (1)
building lakes border line and jogging track; (2) avoiding any illegal building and living
area; (3) digging shallow area around lake; and (4) rgecting any certificates issued for
living in the area of lake. Second, mid-term handling, can be done with the following
efforts, such as: (1) admitting fixed area for situ based on spatial plans (Rencana Tata
Ruang Wilayah); (2) land acquisition in the area of lake (3) reforestation the area around
lake . Third, long-term handling, which protects situ area based on legal constitution.
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The management of lakes do not only depend on policy and action of central
government, but it should also require the participation of the society. In genera, this
sustainability devel opment should be based on the following principles: first, integrated,
which means the management of lake should integratedly involve certain related
government offices, association, society, private sectors, and universities. Second,
community-based, which means that lake management should be handled by the
community/society. The society can make a group-work that will be responsible for this
lake management. As Ostrom says that public property must not only be handled by
private sectors or government. Generally, a common good is shared but at the same time
also rivarous.

METHODS

Research Method. This is a descriptive-qualitative study in which the writers
directly saw, observed, and felt how local government implement any policies related to
lake management in their area. The description of the study is also supported by an
evaluative review about social impacts toward these policies and ways to overcome
these.

Data Collection Technique. The data of the study were collected repeatedly
through observation, interview, Forum Group Discussion (FGD), and literature review.
FGD was done to discuss any government policy which was implemented, has been
implementing, and should be implemented especially those related to |ake management,
monitoring and evaluation. The discussion done along the research together with the
government of Tangerang Selatan, society, and |ake management officers. The literature
review done to give detailed and factual description about lake management and all its
policies.

Data Analysis. The data of this study was being analyzed systematically both
in its content and policy.

RESULT

The Review of Lake Management in the Past. It is evaluated that the
management of lake in Tangerang Selatan not maximum yet. The broken-down of Situ
Gintung happened in 2009 became one of the indicators for this. The government seems
to be not responsive to any complaints and information given by the society about
critical condition of lake. And this condition happens as one effect of central
government authorization.

Situ Management Over-lapped between Local and Central Government. In
the development at local autonomy era, the environmental management refers to the
Congtitution No. 23/1997 about Environmenta Management, the Constitution
N0.32/2004 about Local Regulation, and the Constitution No. 33/2004 about the
Balanced between Local and Central Finance. The authority of managing the
environment, it is limited by Government Regulation No. 25/2000 about the Authority
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of Government and Province Authority as Autonomous Region. In managing the
environment, provincial government has 6 authorities especialy those among regions,
so that the main point of this is in regiong/cities. It is stated on letter issued by the
Minister of Domestic Affairs No. 045/560 date: May 24, 2002 about the admission of
authority/positive list that compose 79 authorities in environmental sectors.

The Constitution No. 32/2004 implemented through Local Regulation No.

25/2000 focuses the management of environment as the responsible of loca
government, so that national policy (PROPENAS) explicitly formulates natural
resources and environment programs. These programs cover:

a

Program of Development and Improvement of Natural Resources and Environment
Information Access. This program is aimed to get and share detailed information
related to natural resources and environment potentiality and productivity through
inventarization, evaluation ad information system. The objective of this program is
providing good availability of natural resources and environment information
accesses either in the form of spatial data of infrastructure, amount, and balanced
sheet of natural resources and environment by the society in each region.

Program of Improving the Effectiveness of Management, Preservation and Natural
Resources Rehabilitation. This program aims to keep the balance of benefits and
preservation of natural resources and environment of forest, sea, water, ar, and
mineral. The objective of this program is to utilize natural resources in order to
support the materials for industry needs efficiently and sustainability. Besides, it
also has the objective to protect conservation areas from uncontrolled actions dan
from exploitation.

Program of Avoiding and Controlling Environmental Damage. This program is
aimed to improve the quality of environment damaged by over-used of the natural
resources, activities of the industries and transportation. The objective of this
program is to create a standardized hygiene and healthy environment.

Program to Organize Lega Institutions, Manage Natural Resources, and Preserve
the Environment. The aim of this program is to develop lega institutions, organize
law system, form law stuff and its policies, and to issue legal law related to the
preservation of effective and good environment. This program has the objective to
provide legal institutions related to natural sources supported by legal constitutions
and to implement fair and consistent rules.

Program to Improve Roles of Society in Managing Natural Resources and
Preserving the Function of Environment. This program aims to improve the roles of
stake-holders in managing natural resources and preserving the funtion of
environment. This program designed to provide the facilities for society in
managing the natural resources and the environment starting from the formulating
the policies, taking decision, planning, implementing until controlling. The weakest
part of implementing the constitution of environment isin legal regulation. Thus, at
this part, any problems related to legal regulation will be discussed further.

Some problems related to any implementation of legal regulation related to the

management of environment are as follows:

1) The Regulation about environment
2) The strenghten of environmental institutions
3) The application of environment management in permit process
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4) The socialization of education related to rules and knowledge of environment

5) The improvement of both quality and quantity in the coordiation with related
institutions and stake-holders

6) Theintegrated control towards legal implementation of the environment

7) The formulation of any punishments to those who break the regulation of
environment

8) The improvement of human resources’ quality and quantity

9) Theraising of capital to manage the environment

The Existance of Displaced Lakes. There are many lakes and swamps in
Tangerang Selatan, and some of them are. Situ Rompong, Situ Kuru/Legoso, Situ
Bungur, Situ Kayu Antap, Situ Parigi, Situ Rawa Badak, Situ Cileduk, Situ
Sasak/Pamulang, Situ Danau Biru, Situ Rawa Kutuk, Situ Buaran, Situ Tandan Bukit
Pamulang Indah, and Situ Kencana Loka, and also some lakes in the area of Puspitek
Serpong and rivers in Kota Tangerang Selatan used to irrigating rice fields. There are
1.456 Ha rice-fields with technical irrigation and the other 23.740 Ha rice fiels with
semi technical irrigation.

As the income sources for the society, these lakes and swamps used to multiply
various kinds of fishes such as ikan belida, ikan gabus, ikan bloso, ikan patin, ikan
caung, ikan tawes etc. Besides, these lakes can also be used as the recreation centre.

Lakes-Based Community Group. Besides the government of Tangerang
Selatan, there are some community groups that participate to manage lake. Some of
those groups are such as:

Masyarakat Pengelola Situ Gintung (MPSG)

ASA kelompok masyarakat pemerhati lingkungan

OKP Ganespa, organisasi kepemudaan (Generasi Muda) Pengelola Situ Muara
Paguyuban Pengelola Situ Ciledug 7 Muara, lokasi markas Muara Kelima,
Koalisi Rakyat Pengelola Situ Parigi (Korpsp) Kecamatan Pondok Aren,
Kelompok Masyarakat Pengelola Situ Bungur berdaya

Ranita, kelompok mahasiswa pecinta alam pengelola Situ Kuru/Legoso,

NogkrwbdpE

THE SUGGESTION FOR PRESENT AND FUTURE POLICIES

The policy for lakes” management should be implemented with the purposes of:
protecting and improving the functions of lakes, preventing environmental damage and
recovering lakes damage.

Society’s awareness on value and functions of lakes are totally required to
support these purposes. In relation to this, there are some activities can be done to
improve the quality of human resources, such as:

a. Improving the coordination among institutions

b. Improving human resources’ skill through training

c. Socialization

d. Improving society’s awareness on the improtance of lakes
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The Implication of Tangerang Selatan’s Status from Region towards Lakes
Management. After being developed from region into city, Tangerang Selatan gives
many positive implications towards lakes management. The condition of lakes which
previously not being maintained well and being damaged by irresponsible doers caused
a very serious problems both to the condition of lakes and the society living around
those lakes. After becoming the city, local government of Tangerang Selatan cooperates
with SKPD in managing the lakes better by keeping its cleaness, reforestrating the area
around lakes, involving society to participate in managing lakes, holding various events
in the area of lakes. These efforts are considered effective to reduce the damage of
lakes.

Since the cooperation among SKPD and loca (camat) and (lurah) gives a
significant impacts, the efforts done for this lake management are fully supported by the
society. They do their best in cleaning the garbages and grasses around the lakes. Some
related institutions like BLHD, Dinas Bina Marga and SDA, Dinas Tata Kota, Dinas
Kebersihan and al related officia government in each region of Tangerang Selatan also
take a part in the efforts to maintain lakes and swampsin their own region.

Recommendation for Society-Based Lakes Management. BLHD as SKPD
that responsibles for managing and preserving the environment, proposed several times
in both formal and imformal meeting with central government about society-based lakes
management. The proposal was aso completed by data analysis and facts describing
how important to delegate the authority of lakes management from central government
to local government. It is hoped that this delegation will make these lakes become
better-maintained. BLHD’s proposal covered some aspects in details; planning for the
maintenance, planning for rehabilitation, the person who responsible for this
maintenance, and the society involved. This society should be clearly explained; they
group the community by themselves or by the government, whether they have lega
body and is it temporarily formed? The action plan should also be described whether it
Is stated on the short-term program, middle-term program or long-term program.
Furthermore, how to supervise the maintenance including cost expenses towards APBD
should also be clarified.

This research recommends the policy in which lakes management should be
delegated from central government to local government. In this case, local government
will cooperate with group of society of non-government organization in the area of
lakes. A model of collegial collective can be chosen for this management cooperation in
which all related SKPD like Hygiene Service Office, Dinas PU Bina Marga and BLHD
works together based on their own job description. This collegia collective model is
also aimed to provide the society with direct access to report problems to SKPD through
manager post of lakes. Thus, the secretariat for manager post of lakesis aso needed. Its
organization will be formed on the basis of from, for, and by the society. The forming of
manager post of lakes should be proposed by the society and facilitated by BLHD as the
legal body to manage the environment in Tangerang Selatan. Some organizations
founded by BLHD are OKP GANESPA (Y outh Organization GANESPA) that manages
lake of 7 Muara; community for 7 Muara or Fifth Muara manager; Koalis Rakyat
Pengelola Situ Parigi, community to manage Situ Bungur; MPSG society to manage
Situ Gintung; community of ASSA (social association) which deals with environment;
community of Ranita UIN which manages Situ Legoso; group of community that
manages Situ Sasak Tinggi Pamulang.
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The concept of community empowerment can be united the organizations of
society which voluntarily serve for the environmental sustainability especially for lakes
management. These communities are motivated to actively participate in this
management through facilities providing, information giving related to the importance
of hygiene and sustainability environment. They are aso given incentives for their
works. The symbiosis mutualism becomes the concept of building this community in
which they aware that these lakes give benefits for them and the environment around
them.

The following are some community empowerment that concern with the
sustainability of the environment (in this case situ):

1. Community of Setu Ciledug Tujuh Muara. The vision of this organization
is to safe and maintain the environment around the area of lake (situ) as the
area of water absorbent and soil-water reservoir.

It has missions as the following:

a. Socia mission: to empower the society professionally in order to raise a
prosperous living, religious and environmentally conceptions;

b. Art and Culture mission: to support and initiate the participation of the
society towards local various cultures to be developed in long-term
future and contributors of traditional culture in enriching the cultures of
the nation;

c. Economic mission; to support those two missions above as the efforts to
give an added value to any products which are highly ecomonics and
unigue.

2. Youth Organization GANESPA. This organization was born from youth
determination and desire to express their talent and interest in an organization
to create qualified human resources. Its vision and missions are to tighten up
youths’ relationship in the area of Tangerang Selatan; to express and develop
talent and interest of youths; to actively participate in any of society’s
activities related to environment.

Recommendation for Financing. The financing for this society-based lake
management model can be done through the mechanism of APBN supported by APBD.

1) Financing from APBN can be expensed to maintain the area around lakes
since in the legislation, these lakes are central government’s properties. Its
implementation can be done by local government under the limit of
deconcentration fund. This fund might be granted by the Ministry of Publich
Works or the Ministry of Environment.

2) Funding of APBD can be implemented with decentralized mechanism in
which district finance law regulates the society role to the management of
environment funded by domestic budget.

3) Funding from other sources or donadaom investor, private sectors and any
other parties that concern with lakes management in Tangerang Selatan.
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CONCLUSION
Based on the description above, it can be concluded that:

1. Society-based lake management is a model that can be implemented in all over
Indonesia. This kind of model applied in Tangerang Selatan can also be used as the
guidance to save the asset of our nation, to conserve the environment, and to give
benefits to the community around the location of the lake. A well-managed of this
lake will give some benefits, such as comfortable area, hygiene environment,
additiona income (in this case, domestic income)

2. Society-based lake management expenses can be set by using the allocation of
estimates of state income (APBN), estimates of regional income (APBD) and other
financial resources such as donation.

SUGGESTION

The writers suggest that SKPD can run their job description well especially in
related to society-based lake management by giving the responsibilities to region
environmental agency (BLHD), and Bina Marga to maintain the facilities and Head of
Hygiene Department (Kepala Dinas Kebersihan) as the caretaker for the environmental
cleaning.
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Abstract

This research conducted based on the weak participation of KUD members. KUD members’ participation
is very determined by the members’ habits. The weak participation of KUD members will affect the weak
of KUD activities. Therefore, the benefits that is gotten by members also low which affects the
prosperousness of the members that most of them are live in a small village. Bantul district was chosen as
the field of the research because after the earthquake years ago, the participation of the KUD members are
getting weak. In Bantul, almost 50% of the KUDs are non-active KUDs. This study is intended to
produce a model in a form of “guidance” for KUD, therefore it might be used to develop the KUD
activities in Indonesia. The first year research was funded by Dikti grant competition 2013 found that
KUD participation was weak, then many KUDs went bankrupt because KUD could not rise. In this
second year of research, the researcher emphasized the research on KUD members’ habits and provided
support and training to them assumed that their participation as the members would rise and rise the KUD
activities. The total respondents for this second research was 116 respondents. The instrument used in this
research was PLS (Partial Least Square) to investigate the habits factor which has influence in KUD
members’ participation. The data gathering technique used in this research is questioner, while the
sampling gathering technique is judgment sampling. The result of this research indicates that
Biographical Characteristic, Learning Process and Ability give direct positive influence and significant to
Organization Commitment. Learning Process gave direct positive influence and significant to
Organization Commitment, Organization Commitment gave direct positive influence and significant to
Members’ Participation, Members’ Participation gave direct positive influence and significant to benefits
received by the members. The result of this research also proves that support and training for KUD
members must be conducted continually and increase the KUD members’ participation. Based on the
result of this research, the researcher intended that the government should give better attention to KUD by
providing support and training continually, therefore KUD might rise.

Keywords: biographical characteristic, learning process, ability, organizational commitment,
members’ participation

INTRODUCTION

One way to increase the village society’s prosperousness is by forming KUD
(Koperasi Unit Desa). It is expected that KUD can be a place where the villagers may
own and govern their own economic activity, therefore they can also rise their
prosperousness level. However, the fact shows that KUD have not achieve the
completely goal yet. This is caused by the weak condition of KUD members’
participation.
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Bantul district in Yogyakarta as the area which got the worst effect of
earthquake in 2006 shows that the KUD members’ participation getting weak.
Therefore, there must be a way to increase the consciousness, enthusiasm, and ability of
Bantul society to have cooperative activities through cooperative learning process in
order to increase the villagers’ participation in KUD.

KUD members’ participation is an important thing to achieve good KUD
activities. The more KUD members’ participation, the easier way for KUD to be
developed. Arief (2000) and Arief (2014) shows that KUD and non KUD members’
participation in Yogyakarta is weak. It can be seen by looking through their
participation in RAT (Rapat Anggota Tahunan) or yearly members’ meeting, voluntary
reserved activity, and unit activity using participation that still least.

Besides those cases above, KUD has an important role in National
Development, especially in villagers’ development. It shows that KUD members’
participation as an important indicator in the KUD successness is still in a weak
condition, therefore in the first year of this research tried to find the factor that affected
villagers in KUD participation. The first research found that: 1) the society habit, the
low consciousness of the society and the KUD members’ motivation development
through continually training cause the weak of KUD members’ participation. However,
those things are needed to increase the members’ commitment which will increase their
participation. 2) Doing continually learning is to increase the members’ and the
committee’s ability, so that members’ commitment to KUD also increase.

Based on the first year research, the second year research was done to develop
the KUD participation through the right participation method (Mayoux & Chamber,
2005). In this research, the research did the same research which emphasized on habit
factor, did extension and training to help KUD in increasing their active participation,
and also made model of KUD members’ participation development to rise and build
KUD participation.

Review of Related Literature

Member’s participation. Hersey (1993) shows that KUD members’
participation can be divided into two dimensions based on the members’ dual identity:

1. Member in position as the owner. In this case, KUD member gives
contribution to the cooperative growth and formed in a form of economic
contributions as: infestation participation, reserve forming, and reserve itself. In
a position as the owner, member also take a role in: setting the goal, controlling
process, decision making to the cooperative living.

2. Member in position as the owner/ customer. In this case, cooperative’s
member takes benefits in many chances prepared by cooperative to support the
needs.

Biographical Characteristic. Biographical characteristic can be analyzed
through: age, sex, marital status, number of dependents, and tenure. To understand how
big the effect of biographical characteristic is to the participation, it must be connected
to: productivity, absence, turn over, and satisfaction.

Personality. Luthans states that personality as a dynamic organization in the
individual psychological system will decide the unique consideration to his
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environment. If somebody is able to organize the ability of personality makers, then he
will rise up with the complete personality.

Robbins (2003) states that personality as a dynamic organization in the
individual to physic-psychology determines the unique adaptation regarding the society.
The personality of a men is decided by: heredity, environment and situational.

Perception. Luthans (1994) states perception is a cognition process experienced
by individual in understanding his environment through his sight, hearing, instilling,
feeling and smelling.

Robbins (2003) defines perception as a process where individual organize and
interpret his sensory impressions in order to give meaning to his environment.
According to Robbins (2003), perception is influenced by: perceiver, target, and
situation.

Attitudes. Robbins (2003) states that attitude is an evaluation question about an
object, person, or event that is showed through happy feeling or unhappy feeling.
Therefore, attitude show somebody’s feeling to something. In understanding an
individual attitude to an organization can be measured through: Job Satisfaction and Job
Involvement.

Motivation. Steens, states that motivation is an individual interest power to be
involved in activities which give direction to a work life. This is not a relative feeling,
satisfaction, of a job, but a feeling of willingness to work to reach the job goal. Thoha at
Subyantoro (2006) states that basically, individual consideration is determined by the
willingness to reach a goal. That feeling is the motivation.

Robbins (2003) defines motivation as a real effort to reach a goal, according to
the ability, to satisfy the individual and organization needs. Therefore, those opinions
can be summarized whether motivation and perception affect individual in involving
himself in a work and his organization participation.

Learning Process. Robbins (2003) states that learning process is relatively
permanent change in behavior that occurs as a result of experience. In learning process,
there are important elements:

- change : learning covers a behavior changing
- permanent  : behavior changing should be permanent, therefore there
will be learning.
- experience : different form of experiences are needed in learning process.

Therefore, learning is very influence somebody’s involvement in
a job organization participation.

Ability. Robbins (2003) defines ability as individuals’ capacity to perform the
various teaches in a job, or individual ability to do many duties in his job. Therefore,
individual will use his abilities and his physic. Based on that definition, it can be
conclude that ability affects learning process and individual involvement in his job and
his organization participation. It is shown as follows:
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METHODOLOGY

Population and Sample. In this research, the population was KUD’s members
in Bantul, Daerah Istimewa Yogyakarta. The samples selection were conducted through
judgment sampling. The use of judgment sampling had an aim to make the chosen
sample is appropriated to them who has the characteristic of the population such
Bantul’s people. They are registered as KUD’s member in Bantul.

The determination of the sample size was based on practical instruction (rule of
thumb) which was given by Roscoe (Roscoe, 1997, at Sekaran, 1992), was for the
multivariate research. The sample size of multivariate research had to be several times
(ten times or more) from the number of variable research. This happened because there
were seven variables in this variable research, so the samples which were taken 150
respondents only could be proceed for 116 respondents. This research used The KUD’s
objects in Bantul.

Data Gathering Method. The data gathering method was conducted by
distributing the questionnaire.

Analysis Method

Validity Test and Reliability. The Validity test was conducted to know how
accurate measuring instrument developed could measure the data accurately. This
validity test used Person Product Moment Correlation. The validity test was used to
select question items which is relevant to be analyzed. One way of testing validity could
be conducted through looking at the correlation between each question items score with
the total score( Sugiyono, 2006). If the correlation between each score and total score
showed a significant value, therefore, that question item was valid.

The significance test of outer loading showed that all items have a smaller
significance level from o (0,05). It made all items could be considered to have a good
convergent validity index. Reliability test was conducted to know consistent the
measuring instrument in giving the measurement result. In this research, the test
instrument was through Cronbach Alpha coefficient. The Cronbach’s Alpha coefficient
was increasingly near to 1,0 so the higher the consistency of the answer score points of
the questions, the more trustworthy would it be. The reliability which was less than 0,6
is less good; the reliability 0,6 is enough; the reliability 0,7 could be accepted and
beyond 0,8 is good (Sekaran, 2002). The analysis result showed that the value of
cronbach’s alpha and composite reliability had a value more than 0,7. This showed that
the research variable was reliable.

Analysis Technique. It used Partial Least Square (PLS), Amos program.

RESULT AND DISCUSSION

This research was conducted on the entire of KUD in Bantul district which is
still active. In this research, some members of KUD were the employed sample. The
data gathering process obtained 116 of the respondents.
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The hypothesis in this research was conducted by analyzing the needed data
relation also the relation between the exogenous and the endogenous variable with the
statistic test of Partial Least Square (PLS). The result of the analysis was provided as

follow:

0.551 0.463
E F
D C
Source: Data Primer Diolah, 2014
Figure 2. The Result of Coefficient Path
Table 1
Coefficient Path of Research Variable
Line Coefficient Path t-statistic  Compatibility
Hi:K— A 0,056 0,787 0,433
H,: K— G 0,148 2,232 0,028
H:;: A—B 0,328 3,850 0,000
Hi:B—G -0,021 0,521 0,603
Hs:C—D 0,640 11,505 0,000
He:C—> G 0,346 4,321 0,000
H,:D—-G 0,428 4,624 0,000
Hs:G—E 0,551 9,140 0,000
Ho:E—F 0,463 7,000 0,000

Source: Data Primer Diolah, 2014

Based on the previous table, it can be concluded that:

1. The effect of respondent’s characteristic to personality: In coefficient path, it
is found that the effect of the respondent’s characteristic to personality was 0.056.
The t-statistic was 0.787 with the 0.433 of the compatibility level and it is higher
than 0.05. It shows that the variable of the respondent’s characteristic didn’t
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significantly affect the personality. Therefore, the first hypothesis which states the
respondent’s characteristic affect the personality is not proven.

. The effect of respondent’s characteristic to organizational commitment. In
coefficient path, it is found that the effect of the respondent’s characteristic to
organizational commitment was 0.148. The t-statistic was 2.232 with the 0.028 of
the compatibility level and it is smaller than 0.05. It shows that variable of the
respondent’s characteristic significantly affects the organizational commitment.
Therefore, the second hypothesis which states the respondent’s characteristic
affect the organizational commitment is proven.

. The effect of respondent’s characteristic to motivation. In coefficient path, the
effect of the respondent’s characteristic to motivation was 0.328. The t-statistic
was 3.850 with the 0.000 of the compatibility level and it is smaller than 0.05. It
shows that variable of the respondent’s characteristic significantly affects the
motivation. Thus, the third hypothesis which states the respondent’s characteristic
affect the motivation is proven.

. The effect of motivation to organizational commitment. In coefficient path, the
effect of motivation variable to organizational commitment was -0.021. The t-
statistic was 0.521 with the 0.623 of the compatibility level and it is higher than
0.05. It portrays that the motivation variable didn’t significantly affect the
organizational commitment. Thus, the fourth hypothesis which states the
motivation significantly affects the organizational commitment is not proven.

. The effect of learning process to ability. In coefficient path, the effect of
learning process variable to ability was 0.640. The t-statistic was 11.505 with the
0.000 of compatibility level and it is smaller than 0.05. It can be seen that the
learning process variable significantly affects the ability. Thus, the fifth
hypothesis which states the learning process significantly affects the ability is
proven.

. The effect of learning process to organizational commitment. In coefficient
path, the effect of learning process to organizational commitment was 0.346. The
t-statistic was 4.321 with the 0.000 of the compatibility level which is smaller than
0.05. It shows that the learning process variable significantly affects the
organizational commitment. Hence, the sixth hypothesis which states the learning
process significantly affects the organizational commitment is proven.

. The effect of the ability to organizational commitment. In coefficient path, the
effect of ability variable to organizational commitment was 0.428. The t-statistic
was 4.624 with the 0.000 of the compatibility level which is smaller than 0.05. It
can be seen that the ability variable significantly affects the organizational
commitment. Hence, the seventh hypothesis which states the ability significantly
affects the organizational commitment is proven

. The effect of organizational commitment to member’s participation. In
coefficient path, the effect of organizational commitment variable to member’s
participation was 0.551. The t-statistic was 9.140 with the 0.000 of the
compatibility level which is smaller than 0.05. It can be seen that the
organizational commitment variable significantly affects the member’s
participation. Hence, the eighth hypothesis which states the organizational
commitment significantly affects the member’s participation is proven

. The effect of member’s participation to member’s benefit. In coefficient path,
the effect member’s participation variable to member’s benefit was 0.463. The t-
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statistic was 7.000 with the 0.000 of the compatibility level which is smaller than
0.05. It shows that the member’s participation variable significantly affects the
member’s benefit. Hence, the ninth hypothesis which states the member’s
participation significantly affects the member’s benefit is proven

CONCLUSIONS AND SUGGESTIONS

Conclusions

a) The member of KUD life history characteristics do not affect significantly to the
personality of KUD members.

b) The KUD members’ life history characteristics affect significantly to the KUD
members’ organizational commitment.

c) The KUD members’ personality affect significantly to the KUD members’
motivation.

d) The KUD members’ motivation do not affect significantly to the KUD
organizational commitment.

e) The KUD members’ learning process affect significantly to the KUD members’
ability.

f) The KUD members’ learning process affect significantly to the KUD
organizational commitment.

g) The KUD members’ ability affect significantly to the KUD organizational
commitment.

h) The KUD organizational commitment affects signigicantly to the KUD members’
participation.

1) The KUD members’ participation affect significantly to the benefits received by
the KUD members.

Suggestions

a) From the members’ behavior aspect, it can be seen that the members’ ability is
low. Thus, the continuously learning process is needed.

b) The administrators or members’ biography characteristic is commonly above 50
years of age. Thus, the leadership regeneration is needed.

c¢) Since KUD is involved in common activities, the basic of KUD formation is
needed to be revised in order to keep the values and principles of cooperation.

d) Most of KUD member do not know their right and obligation. Therefore, they
need to be reminded in order to make them critical and participative in KUD
activities

e) Many of KUD members have too high hopes to their KUD. Thus, the members of
KUD need to be given clear and right information about the condition of the
KUD.

f) The management of KUD gives too many promises to the members. It it difficult
to completed if the condition of KUD is not good.

g) The management of KUD must have a bravery to reject the members who have
much debt.
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h) Ownership of KUD infrastructure and facilities adapted to the needs so as not to
result in high maintenance costs.

i) There are so many KUD which are nott ready to face modern technology.
Therefore, the facilities and work method modernization are needed in order to
adapt to globalization.

J) Sometimes KUD is just a merely members gathering. Thus, member
empowerment, training, and ability are needed to be given to KUD members in
order to make them more participative.

k) KUD needs to give a good compensation to the management, so that the work and
achievement of the management can be improved.

I) Sometimes, the management of KUD is not open-minded so that it raises
members’ untrustworthiness.

m) Most of KUD have a limited modal so that it need to weave a good cooperation
with the third party

n) KUD needs to hire professional manager in order to grow bigger. (can be from
hired from outside KUD who has good competency).

RECOMMENDATION

In order to get high participation from the member of KUD, KUD member’s
ability need to be improved through learning and mentoring process to all of KUD’s
members continuously. The Modul of KUD members’ participation improvement and
the active role of government are needed to do the mentoring process.
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Abstract

Equity-based approach MIRR is more redlistic when used in operational decision-making of a state-
owned enterprises (SOES). Investment decision in the SOEs is very strategic because their capitalization
scale is material enough, having a considerable impact on the state budget and influencing economic
growth and public welfare. The approach used thus far is a project-based IRR which may reflect
unrealistic condition as business practices occurring in the business world. The IRR approach has a
weakness because it does not account for surplus cash inflow as a source of fund which isin reality used
to finance new projects, accelerate the payment of debt, and can be used for the company's operational
activity. MIRR approach accounts for benefit gains over surplus cash inflow based upon reinvest rate in
accordance with the field selected. Calculation of cash flow that is more realistic in feasibility analysis
should be equity-based as reality occurring in the business world. The calculation done thus far is till
using project basis so it does not reflect realistic condition because the owners of the project only invest
capital in a relatively small amount, for example, about 30% - 35%, the rest is financed by banks, while
the debt and interest payments are financed by the internal capabilities of the investment concerned, so
that a realistic cash outflow is limited to equity invested by the owners. The size of the investment return
of the owners should be based on the fund spent by the owner, not based on the overall value of the
investment. The management of state-owned enterprises (SOES) in the future is coming to realize the
importance of changing an approach towards a more realistic one, so as to boost the performance of SOEs
in question and provide added values to stakeholders.

Keyword : Capital budgetng, capital structure, opportunity income

INTRODUCTION

Most investment decisions are made using time value of money approach
through net present value (NPV), benefit-cost ratio (B/C ratio), and interna rate of
return (IRR). Investment evaluation techniques will be formulated mathematically in the
following discussion. NPV indicator is obtained from the deduction of the present value
of cash inflows (PVCI) by present value of cash outflows (PVCO). Investment plan is
considered feasible if the NPV > 0. B/C ratio indicator is obtained from PVCI divided
PV CO and declared feasible if the B/C ratio= 1. IRR Indicator is the discount rate that
results in NPV = 0 or PVCI = PVCO, and declared feasible if IRR = cost of capital or
gain required. A development in the uses of IRR indicates weakness of this indicator
because it is less redlistic. IRR indicator does not consider the surplus cash inflow
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which can generate additional returns or benefits. IRR formulation is adjusted to reflect
more redlistic condition through modified internal rate of return (MIRR) indicator.
Some investment decision-making process sometimes doesn't distinguish between
internal and external sources of funds in the calculation of feasibility, giving rise to
unrealistic condition in describing the level of feasibility. Internal sources of funds or
investor equity as part of a cash outflow are used for financing investment whose
returns will be taken into account by the owners. Calculation without distinguishing
source of fund or project basis but calculate the overall value of the project which will
be returned through the return of investment for life of investment can raise some
issues. (a) the use of bank loans is relatively short compared with the life of the
investment, for example, the life of the investment is 30 years while bank loan period is
only 7-8 years, so that a project is feasible according to the indicators mentioned above
but it is not feasible in term of the cash flow as there is a deficit in net cash flow (NCF)
during the installment period or not able to pay the amortization and interests due. (b)
the feasibility indicator resulting from certain circumstances is smaller or less feasible,
but in fact it is quite feasible because of the relatively small investor equity, for
example, 30% - 35% of the investment value, while 65% - 70% of the bank loan
financing is done through surplus cash inflow generated. Surplus cash inflow during the
period of the amortization can be charged to the buyer in the price mechanism, then
adjusted after the debt is paid off, as showed in the case studies of electricity purchase
by the PLN (state-owned electricity company) from private electricity company or
independent purchasing power (IPP) as reported in Financial Management of the PLN
in the Current and Future Times (Aminullah Assagaf, 2014) and Investment Feasibility
Analysisin Power Generation - Application of Seam Power Plant (Aminullah Assagaf,
2009). When the debt is financed by cash flow investment, this also means that if the
debt is paid off after 7-8 years in the future, then the 30% - 35% of equity investment
will become 100% or total assets will be owned by investor, doubling about three times
compared with equity invested by the owners. Based on these descriptions, this study
tries to investigate and recommends a more redistic alternative by evaluating
investment and determining its feasibility based upon MIRR method, equity-based
investment financing, and considering the net cash flow. Implementation of this study is
highly relevant to the State Owned Enterprises (SOES), especialy in planning
investments related to (a) co-operation of private companies, in terms of natural
resource management, business partnerships and long-term purchases. Financing using
loans of the bank or other financial institutions will be much easier when working with
the SOEs; therefore, private equity investment should be taken into account for a
balanced benefit of the parties. Indicators in feasibility analysis must be used properly
as this may cause a harm on the part of SOEs unilaterally. (b) the calculation of the
burden of subsidy with regard to the feasibility level taken into account by the SEOs so
many profitable potentials are managed by SOESs to reduce subsidies, but because the
data used for analysis are less redlistic, so they are handed over to another party. The
SOE lost opportunity income or cost savings to reduce the burden of subsidies that
became rampant. For examples, in some case studies, management of natural resources
such as gas, coal, fuel oil, and other natural resources is handed over to another party.
When natural resources are managed by the SOEs, thisis financially very beneficial to
help ease the burden of subsidies. Investment planning will be very feasible when using
equity-based MIRR approach. SOEs will have no difficulty in the use of banking funds
as government as the shareholders would be fairly decent from the banking side. c)
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determination of the price that will be charged to the public. When using a project
approach, the price charged is higher than equity approach due to difference in levels of
investment feasibility. Thus, equity-based MIRR approach produces lower price thereby
reducing the burdens of the public. The lower price will drive demand or consumption,
meaning that additional capacity and operational expansion are required. The lower
price may aso encourage the growth of the increased SOEs business scale, at the same
time creating multiplier effects in terms of the growth of other business sectors,
employment opportunities and economic growth or augmented rate of growth. The
problem raised in this study is how to convince the stakeholders that the IRR approach
and project-based financing used are less relevant as they do not depict redlistic
conditions in the calculation of the investment or project feasibility.

LITERATURE REVIEW AND RESEARCH HYPOTHESIS

Study on the use of the concept of the time value of money is mostly done with
the NPV, B/C ratio and IRR approaches, but MIRR approach is rarely used, primarily
because of the complexity of the opportunity to do reinvest and level of profitability or
return predicted from existing opportunity probabilities. For ease of calculation, then the
hypothesis is used in determining the return as the reinvest rate. Reinvest rate is
determined using the assumed rate of return in line with the field of business chosen.
For example, investment in the banking field uses the return free risk (Rf) such as
deposit interest, certificates of Bank Indonesia (SBI), and the interest rate of savings.
Each business line has a variable rate of return, thus the reinvest rate will depend on the
assumption of business sectors chosen such as trade, property, construction, energy, and
others. Here are some relevant studies related to the discussion as showed this site (a)
www.ligasekarwangi.blogspot.com on 19 October 2009 with the title of the Modified
Internal Rate of Return, stating that the MIRR (Modified Internal Rate of Return) isthe
criteria for investment feasibility by modifying the IRR method in assessing the
feasibility of an investment project. Using this method, return rate equates the PV
terminal cash flow to investment values. MIRR assumes that all positive cash flows
invested will return to the limit on last year of the project. All negative cash flows are
discounted. Efficiency level of project MIRR is consistent with the present worth ratio
as showed in this site (b) www.proapod.com with the title of What IRR, MIRR and
FMRR Each Provide to Real Estate Investors, stating that the MIRR approach makes
the assumption that negative cash flows generated during the life of the investment
would be financed at a "finance rate", and positive cash flows can be reinvested and
earning interest at a “reinvestment rate”, (c) as showed in site below
www.investopedia.com with title of IRR v. MIRR Valuation Methods, stating that in
terms of IRR v. MIRR valuation methods, MIRR is the better choice as it gives a much
clearer view on what a company stands to either gain or lose in terms of an upcoming
project or purchase. The IRR is more of an optimistic view of returns, while the MIRR
is aredlistic view. This does not mean that the IRR is obsolete or it cannot be used. In
fact, using both in conjecture with a project could be beneficial, as long as you compare
and contrast both results.

Based on literature studies mentioned above, the hypothesis put forward in this
study is the need to make changes in the investment decision approach in order to obtain
a more redlistic results. Implementation of MIRR approach and calculation of equity-
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based cash outflow are more relevant to determine the feasibility of investment.
Meanwhile, net cash flow is used to see internal ability of the projects for settlement of
externa financing obligations. In comparison, the IRR and MIRR approaches can be
described as a graph, where reinvest rate (Rr) determines the amount of MIRR while
IRR is constant as surplus cash inflow is accumulated passively.

%

IRR

Reinvest rate

Point A shows that when Rr is equa to the IRR, then MIRR = IRR. When
reinvestment is done in more profitable sectors or Rr is greater than the IRR, the
MIRR> IRR, otherwise if reinvestment is less profitable where Rr is smaller than the
IRR, the MIRR <IRR. In a more realistic business practices, the surplus cash inflow of
investment will be used again for new investments or for more profitable reinvestment,
thus providing additional benefits over the planned investment. Furthermore, the IRR
calculation ignores redlity and just takes into account the cash inflow and cash outflow
limited to the scope of the project concerned.

RESEARCH AND METHODOL OGY

The methodology of analysis in this study is done using a formulation as in
Intermediate Financial Management (Eugine F. Brigham and Phillip R. Daves, 2007) as
explained below,

() Net present value (NPV), where free cash flow (FCFt) or cash flow (CFt) is cash
flow of both cash inflow or cash outflow from time to time during the life of the
investment of the n, r as the discount rate,

FCF1 FCFZ FCF3 FCFn

= + . SOk IR — Initi
NPV= et Yt T i T +“m”] Initial Cost
CF2 CF2 CF3 CFm
NPV=CFO+“”_:|2 + PR + P + ..., TP
4]
NPV = EFt

? @y

=il




International Multidisciplinary Conference 2014 87
ISBN: 978-602-17688-1-5

(b) Internal rate of return (IRR), where IRR is discount rate that resultsin NPV =0
or PVCl isequal to PVCO,
b2 b2 GF3 Fn
(1+/RR1E  [1#/RRY  (1#RR® T RO
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n

NPV = ) L =0
B {1+ IRR)

r=ll

(c) Modified interna rate of return (MIRR) as the discount rate that resultsin NPV
=0or PVFVClisequa to PVCO,
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To illustrate the calculation mechanism and relationship between NPV, IRR and
MIRR, here are the examples of the hypothetical data of cash inflow (CI) in 1-5 year,
respectively; 14,000, 15,000, 16,000, 17,000, 18,000, while the cash outflow (CO) as
initial investment is 55,000 and the discount rate of 10% to describe some simulation
relationship between NPV, IRR and MIRR.

a) Comparison of the results of the calculation as seen in the following table shows the
NPV 4.933, IRR 13.30%, and MIRR 14.02%. This means that a contract requiring
the interna rate of return at 14% is not feasible with IRR but feasible with MIRR
approach. Similarly, the purchase contract that requires an interna return of 13.5%,
the use of IRR requires the price increase, while the MIRR recommend price
reduction. In this case, it is necessary to use the MIRR approach as not to harm the
buyer or consumer unilaterally, the owner of the investment gets a more realistic
information and management take a more informed decision.

NPV, IRR, MIRR

TH ClI CcO NCF DF PVCI PVCO NPV
10%

o) 55.000 | (55.000)| 1,000 -| s55.000] (55.000)
1 14.000 14.000 0,909 | 12.727 - 12.727
2 15.000 15.000 0,826 | 12.397 - 12.397
3 16.000 16.000 0,751 | 12.021 - 12.021
4 17.000 17.000 0,683 | 11.611 - 11.611
5 18.000 18.000 0,621 | 11.177 - 11.177
Total 80.000 55.000 25.000 -] 59.933 55.000 4.933
IRR 13,30% Finance rate 10%

MIRR 14,02% Reivest rate 15%
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b) IRR generates NPV = 0 as seen in the following table, which is the IRR of 13.30%
indicating the discount rate and generating NPV = 0 or PVCI = PVCO by 55,000.
This suggests that the investment is conceived as feasible if the IRR is greater than
the cost of capital, which also means that the discount rate greater than the IRR will
result in apositive NPV or profitable investment.

IRR
TH (@] CcoO NCF DF PV CI PVCO NPV
13,30%
(0] 55.000 (55.000)|] 1,000 - 55.000 (55.000)
1 14.000 14.000 0,883 | 12.357 - 12.357
2 15.000 15.000 0,779 | 11.685 - 11.685
3 16.000 16.000 0,688 11.001 - 11.001
4 17.000 17.000 0,607 10.316 - 10.316
5 18.000 18.000 0,536 9.641 - 9.641
Total | 80.000 55.000 25.000 - | 55.000 55.000 -
IRR 13,30% Finance rate 10%0
MIRR 14,02% Reivest rate 15%0

c¢) MIRR generates NPV = 0 as indicated in the following table. The calculation
requires reinvest rate (Rr) data corresponding to the sectors chosen and this affects
the amount of MIRR level to be achieved. MIRR of 14.02% is the discount rate that

resultsin NPV = 0 or PVFVCI = PVCO by 55,000.

MIRR >

IRR

Reinvest rate > IRR

TH Cl CcO NCF FVCI 15% DFPV PV(FVCI)| PVCO NPV
n DFFV FVCI 14,02%
0 55.000 | (55.000) 1,000 55.000 | (55.000)
1 14.000 14.000 4 1,75 24.486 0,877 12.704 12.704
2 15.000 15.000 3 1,52 22.813 0,769 11.836 11.836
3 16.000 16.000 2 1,32 21.160 0,675 10.978 10.978
4 17.000 17.000 1 1,15 19.550 0,592 10.143 10.143
5 18.000 18.000 - 1,00 18.000 0,519 9.339 - 9.339
Total | 80.000 | 55.000 25.000 10 - | 106.009 - 55.000 55.000 [o]
IRR 13,30% Finance rate 10%
MIRR 14,02% Reivest rate 15%

If reinvest rate of 15% is greater than the IRR of 13.30%, then the MIRR is
greater than the IRR, and so on when Rr is smaller than the IRR, the MIRR is less
than the IRR, and when Rr isequal to the IRR, the MIRR isequal to the IRR.

d) MIRR is greater than the IRR, with the same calculation but using Rr of 12% smaller
than the IRR, then MIRR of 12.75 isless than the IRR of 13.30%.

e) MIRR isequal to the IRR using Rr of 13.30% or equal to the IRR, then the MIRR of
13.30% is equal to the IRR.
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Simulation of the above can be illustrated in the following chart,

%

MIRR
5% __________ B
13,3% i IRR
12,75%| C ! ;
0 ! : :
12 13,3% 15% Reinvest rate

RESEARCH AND DISCUSSION

Case Studies Selected. The implementation of the IRR technique and equity
base will use projection data from steam power plant (PLTU) developed by a private
power company that sells its products to the PLN using project-based cash flow analysis
as showed in Investment Feasibility Analysis in Power Generation- Application of
Seam Power Plant (Aminullah Assagaf, 2009), and as reported in Financial
Management of the PLN in the Current and Future Times (Aminullah Assagaf, 2014).
This discussion will make a comparison between the project-based cash flow analysis
and equity-based cash flow. MIRR and IRR approaches are used in both analyses.
Regarding this calculation, the level of relevance and reality in the business world can
be compared, as well as the financial impact in operation of SOEs can be demonstrated.

MIRR approach is more realistic in investment decisions. Results of the
simulation in appendix 1 of project-based cash flow anaysis showed that NPV =
16.518, IRR = 11.13%, and MIRR = 13.77%. This shows that the MIRR approach in
investment decisions is more realistic, especially because surplus cash inflow used in
business practice will be used again to support investment and routine operational
activity of the companies that may generate benefits. Benefit of the use of surplus cash
is received from the return of investment and can be used operationally to accelerate
debt repayment if the cost of capital on the loan is greater than the expected return of
the investment. Such benefit is a part of the investment plan that should be reckoned. In
the IRR approach, benefit is not considered, while the MIRR is calculated through
reinvest rate (Rr) indicator. The higher achievement of Rr, the higher the achievement
of the MIRR, even greater than the IRR. Conversely, if Rr achieved is less than the
amount of the IRR, the MIRR is also smaller than the IRR achieved. When Rr is as
large as the IRR, the MIRR achieved is equal to the IRR. Business practices as assumed
in the calculation of the IRR is amost certainly no longer found in the business world,
including state-owned enterprises (SOEs) such as the State Electricity Company (PLN).
The returns obtained from the investment of PLN will be used again for new investment
or for fulfillment of operationa needs so no need to seek new loans to meet their
financing needs, thereby saving the cost of capital for financing categorized as reinvest
rate. In addition, PLN and other SOEs generally still use the IRR approach for anaysis
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of investment decisions. The management of SOEs such as PLN adopts MIRR
approach in investment decisions. The purchase of electricity from private power
companies still uses the standard IRR and even uses the project base, the opportunity of
PLN for cost savings of electricity purchase can be calculated ssimply when using the
IRR approach and equity-based cash flow. In contrast, the private power companies get
significant benefits allowing them to make an expansion after the debt is paid off as IPP
which has been in operation at this time.

Equity-based cash flow approach is more realistic in investment decisions.
The results of the simulation in appendix 2 of the equity-based cash flow analysis
showed NPV = 116.970, IRR = 30.06%, and MIRR = 18.43, suggesting that the equity
approach produces greater MIRR than the project-based approach only reaching
13.77%. Equity-based cash flow approach in the business practice is more redlistic as
the project owners just invest their capital which is relatively smaller, and then the rest
is financed by banks. Furthermore, the investment on its own pays off the debt, so it can
be stated that the investment actually only requires a relatively small capital. For
example, case studies demonstrate that some private power companies only provide
funds of 30% - 35% for financing of steam power plant (PLTU), the rest of about 65%
- 70% is financed by the banks. If the simulation of the project takes into account the
cost of investment at100% or including banking funds, then certain standard IRR is
used to determine rates of electricity sold to PLN, thereby the results can certainly be
greater than the rates calculated based on equity-based cash flow approach. Compare
the results of simulation in appendix 1 with IRR of 11.13% for using project-based cash
flow, and with the same data but using equity-based cash flow approach, then IRR =
30.06%. Thus the rates agreed by PLN and private power companies are much cheaper
when using equity-based calculation. The state-owned enterprises (SOES) should adopt
a concept of equity-based investment decision analysis because the redlization of
investment that occurred thus far also used equity-based calculation including the
cooperation between PLN and private power companies.

Consequences of IRR and project-based cash flow approaches. When a
state-owned enterprise (SOE) remains using the traditional calculation models which are
unrealistic as aforesaid, then the consequences are (a) the harm to the company for
buying at higher price, (b) in the partnership/cooperation, the SOEs only get relatively
small benefit or small share of benefit, (c) increasing the burden of subsidies due to
transaction calculated based upon project-based IRR, (d) providing significant gains to
the private companies, including foreign companies cooperating with SOEs, (€)
increasing cost of the project due to the investment value calculated by IRR which is
relatively smaller especialy when the construction project is done by private company.
This weakness will happen continually if the management of SOEs does not
immediately make changes in the approach used in evaluating the project. Nationaly,
investment in the SOES is so material compared with investment in the private sector.
SOE investment a so significantly influences the economic growth and welfare of many
people, so it is worth considering any weaknesses in the process of calculation as
explained above. Hopefully the management of SOEs in the future would be more
responsive in assessing anything which is of financial or economic importance that can
improve the performance of the company, reduce the burden on state finance and
improve the welfare of people.
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CONCLUSION AND LIMITATION OF THE STUDY

Conclusion

Regarding the description given above it can be concluded that:

a. many investment decisions are made using the IRR approach, while the
weakness of this approach is already recognized as unrealistic as business
practices that occur in the business world.

b. MIRR approach has refined drawbacks in IRR by taking into account of the
reinvest rate (Rr) in utilizing surplus cash inflow.

c. The calculation of investment-cash flow uses project-based approach so that
the value of the resulting rate of returns (IRR and MIRR) is relatively smaller.
The consequence would be detrimental to one of the parties and tend to define
greater price to achieve a greater return.

d. Redlistic cash flow approach is equity-based because it is more realistic given
the business practices that occur in the business world. This approach tends to
be more beneficia to both parties and price level is relatively small compared
with the project-based cash flow approach.

e. Management of state-owned enterprises (SOES) needs to adopt equity-based
investment analysis and use MIRR indicator as a correction of the IRR
calculation.

Limitation of Study. This study is limited by the availability of data and
references presented in the public media. When sufficient information is available, the
implementation of the MIRR and equity-based cash flow approaches can be presented
more perfect. State-owned enterprises (SOEs) can internaly implement those
approaches because detailed information is available to obtain a more redlistic analysis
results.
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Appendix 1.
ANALISIS CASH FLOW - BASE ON PROJECT Lampiran : 1
Th Cl Co NCF Akum Cash Infiow (CI) DF | PVCl | PVCO | NPV
Awal Cl |Bng&Ccl| Akhir | 10%

0 138.952 | (138.952) 1,000 138.952| (138.952)
1 - 0,909 -
2 - - 0,826 - -
3| 19.096 19.096 19.096 19.09 [ 0,751 14.347 14.347
4 19.272 19272 19.096 | 19.272| 22.011| 16.356| 0,683 | 13.163 13.163
5[ 19.441 19.441( 16356 | 19441 22011( 13787 0621| 12071 12.071
6| 19.604 19.604 [ 13787 19.604 | 22.011| 11.380| 0,564 | 11.066 11.066
7| 19.760 19760 [ 11.380| 19.760 | 22.011{ 9.129| 0513| 10.140 10.140
8| 19.907 19907 9.129| 19.907| 22011 7.025| 0467| 9.287 9.287
9 20.046 20046 7.025( 20.046( 22011 5060| 0424| 8502 8.502
10| 20.176 20176 5060 20176 22011 3225| 038 | 7.779 1.119
11 20295 20295 | 3225 20.295 23520 0,350 7.113 1.113
12| 20403 20403 | 23520 20.403 43923 0319 6.501 6.501
13| 20.500 20500 | 43.923 | 20.500 64423 0290 5.938 5.938
14 20.583 20583 | 64.423 | 20.583 85.007| 0263 5.420 5420
15[ 20.653 20.653 | 85.007 | 20.653 105.660 | 0,239 | 4.944 4,944
16| 20.708 20.708 | 105.660 | 20.708 126.368| 0218| 4507 4507
7] 20.748 20,748 | 126.368 | 20.748 147.1161 0198| 4.105 4.105
18] 20.770 20.770 | 147.116 | 20.770 167.886| 0,180 | 3.736 3.736
19| 20.774 20.774 | 167.886 | 20.774 188.660| 0,164| 3.397 3.397
201 20.759 20.759 | 188.660 | 20.759 209419 0,149 3.086 3.086
21| 20.723 20.723 | 209.419 | 20.723 230.142 | 0,135 2.800 2.800
22| 20.664 20,664 | 230.142 | 20.664 250.806 | 0,123 2539 2.539
23| 20583 20.583 | 250.806 | 20.583 211389 0,112 2.299 2.299
24| 20475 20475 271.389 | 20475 291.864 | 0,202 2.079 2.0719
25| 20,341 20,341 | 291.864 | 20.341 312.205| 0,092 1877 1817
261 20.179 20.179 | 312.205 | 20.179 332384 0,084 1.693 1.693
21| 19.985 19.985 | 332.384 | 19.985 352369 | 0,076 1524 1.524
28 19.760 19.760 | 352.369 | 19.760 372129 0,069 1.370 1.370
29 19.500 19.500 | 372.129 | 19.500 391629 0,063 1.229 1.229
30 19.203 19.203 | 391.629 | 19.203 410832 0,057 1.101 1.101
31 18.868 18.868 | 410.832 | 18.868 429.700 | 0,052 983 983
32| 18491 -| 18491 429.700 | 18.491 448.191 | 0,047 876 - 876

Total | 602.268 | 138.952 | 463.315 602.268 | 154.076 - | 155470 138.952| 16.518

Sumber : Studi kasus investasi PLTU 1x10 MW (data diolah)

Catatan : MIRR = 13,77% Rr= 15%

IRR = 11,13% NPV=" 16518
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Appendix 2
ANALISIS CASH FLOW - BASE ON EQUITY Lampiran : 2
Th Cl Cco NCF  [Akum Cash Inflow (Cl DF PVCI | PVCO NPV
Awal Cl Bng&Ccl |  Akhir ]10,00%
0 38.500 [ (38.500) 1,000 38.500 | (38.500)
1 - 0,909 - -
2 - - 0,826 - -
3| 19.096 19.096 19.096 19.096 | 0,751 | 14.347 14.347
4] 19.272 19.272| 19.096 | 19.272| 22.011| 16.356| 0,683 | 13.163 13.163
5 19.441 19.441| 16.356| 19.441( 22.011| 13.787| 0,621| 12.071 12.071
6| 19.604 19.604 | 13.787| 19.604 | 22.011| 11.330| 0,564 | 11.066 11.066
7| 19.760 19.760 | 11.380| 19.760| 22.011 9.129( 0,513 10.140 10.140
8| 19.907 19.907 9.129| 19.907| 22.011 7.025| 0,467 9.287 9.287
9 20.046 20.046 7.025| 20.046 | 22.011 5.060 | 0,424 8.502 8.502
10| 20.176 20.176 5.060| 20.176 | 22.011 3.225] 0,386 7.779 7.779
11| 20.295 20.295 3.225| 20.295 23.520 | 0,350 7.113 7.113
12| 20.403 20.403 | 23.520( 20.403 43.923 0,319 6.501 6.501
13| 20.500 20.500 | 43.923( 20.500 64.423 | 0,290 5.938 5.938
14]  20.583 20.583 | 64.423( 20.583 85.007 | 0,263 5.420 5.420
15[ 20.653 20.653 | 85.007 [ 20.653 105.660 | 0,239 4.944 4,944
16| 20.708 20.708 | 105.660 [ 20.708 126.368 | 0,218 4.507 4.507
17 20.748 20.748 | 126.368 [ 20.748 147.116 | 0,198 4.105 4.105
18] 20.770 20.770 | 147.116( 20.770 167.886 | 0,180 3.736 3.736
19| 20.774 20.774 | 167.886 ( 20.774 188.660 | 0,164 3.397 3.397
201 20.759 20.759 | 188.660 [ 20.759 209.419 0,149 3.086 3.086
21 20.723 20.723 | 209.419 ( 20.723 230.142 0,135 2.800 2.800
22| 20.664 20.664 | 230.142 [ 20.664 250.806 | 0,123 2.539 2.539
23| 20.583 20.583 | 250.806 [ 20.583 271.389( 0,112 2.299 2.299
24| 20.475 20.475| 271.389 20.475 291.864 | 0,102 2.079 2.079
25| 20.341 20.341 | 291.864  20.341 312.205( 0,092 1.877 1.877
26| 20.179 20.179 | 312.205( 20.179 332.384 ( 0,084 1.693 1.693
271 19.985 19.985| 332.384 | 19.985 352.369 | 0,076 1.524 1.524
28| 19.760 19.760 | 352.369 [ 19.760 372.129( 0,069 1.370 1.370
29 19.500 19.500 | 372.129  19.500 391.629 | 0,063 1.229 1.229
301 19.203 19.203 | 391.629 ( 19.203 410.832 | 0,057 1.101 1.101
31| 18.868 18.868 | 410.832 | 18.868 429.700 | 0,052 983 983
32| 18.491 -| 18.491) 429.700 | 18.491 448.191| 0,047 876 - 876
Total | 602.268 | 38.500 | 563.768 602.268 | 154.076 -l - 155.470 [ 38.500 | 116.970
Sumber : Studi kasus investasi PLTU 1x10 MW (data diolah)
Catatan : MIRR = 18,43% Rr = 15%
IRR = 30,06% NPV = 116.970
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Abstract

The purpose of this research is to increase the capacity of Micro, Small and Medium Enterprises (SMEs),
to identify Islamic microfinance ingtitutions (BMT) that provide financing / loans specifically for Micro,
Small and Medium Enterprises (SMESs) in South Tangerang, identify the problems faced by Enterprises
micro, Small and Medium Enterprises (SMES), identify the type and criteria of financing provided to the
micro, Small and Medium Enterprises (SMES). The method used is the method of survey, by conducting
interviews and asking open-ended questions to the list of resource persons of Islamic Microfinance
Ingtitutions and actors Micro, Small and Medium Enterprises (SMEs). Findings. in genera al have
studied LKMS jenisl same financing with various problems that exist in LKMS and SMEs.

Keywords: Institute of Islamic Microfinance, Micro, Small and Medium Enterprises, types of
financing

INTRODUCTION

Issue Background. The disparity of economy in income distribution between
high-earned level community and the lowas well as those that are under the poverty line
is the potency of the biggest problem in many developing countries, including in
Indonesia. The government commit severa efforts to overcome the poverty, among
others through the social safety network program (JPS), a program of rice for poor
people (Raskin), direct cash assistance (BLT), health insurance for the poor (Askesin)
and others. On the other side the discontent wave of the poor and unemployment still
remain against government inability to provide job opportunity, even though allocating
ininformal sector can mute it.

According to Andre BayoAla (1981), there are some weaknesses in application
of the poverty aleviation that are already executed by the government namely :

1. The policy in poverty alleviation is implemented in general without viewing
the context of social, economic, and culture in every region (community).

2. The poverty measurement is more influenced by external parties and using
much economical parameter. The implication is the concept of handling
poverty experience goa bias and reducing the nature of that poverty.

3. The handling of poverty aleviation program undergo beurecracy deeply
whereas much failure due to the long procedure entanglement.
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4. The poverty handling is frequently overlapped by the very thick political
interest so it has no charge or meaning of the poor economy strength.

One of the efforts to improve the people's welfare is the development of Small
and Medium Enterprises (SME) and cooperatives that have a great potentia in
improving the people's living standard. This matter is showed by the existence of SME
and cooperative that already reflects on the real social and economic life embodiment of
the biggest part of Indonesian community. The large role of SME is indicated by its
contribution to national product, the amount of business unit and entrepreneur, as well
as the labor absorption. By 2013 the number of SME in Indonesiais 56,35 million units
with contribution to gross domestic product of 59,08%, meanwhile to labor absorption
is about 97,16% or 107 million people. Despite of its all strategic roles, Small and
Medium Enterprises (SME) in Indonesia have only 20% been accessed by bank credit.

On the basis of that issue, the matters want to be adduced by thisresearch are :
1. What kind of effortsare BMT going to do in distributing its financing to SME ?
2. What kind of problems and constraints are faced by SME in running business ?
3. What sort of types and criteria are specified by BMT in order to alocate its
financing regards with increasing SM Ebusiness?

Research Purpose. On account of the issue background has been mentioned
before, so the purposes going to reach from this research are as follows::
1. ldentifying shariamicro finance institution (BMT) that supply financing / loan
particularly for Small and Medium Enterprises in South Tangerang Region.
2. ldentifying the problem encountered by Small and Medium Enterprises (SME).
3. ldentifying types and criteria of financing delivered to Small and Medium
Enterprises (SME).

Literature Review

Poverty. Poverty is the problem coped by a country, foremost in developing
country. The poverty affair is something complex whether it is viewed from the causes
or dimension. This case is induced by the multidimensional nature of poverty; means
that it concerns with the whole of various human need dimension.

Experts from any aspects and discipline of knowledge have already reviewed the
problem of it by using miscellaneous measurements and concepts.The economists
discuss the poverty by applying the term of life standard, income, and income
distribution. According to the provisions of International Labor Organization (ILO) as
guoted by Schelzig (2005) that there are five categories of non-monetary poverty i.e.
lack of food, water and sanitation, health, education, and housing.

MeanwhileSuparlan (1993) considers poverty as alow level of living standards,
namely the existence of a shortage of materials on a number of levels or a party of
people compared to the general standards in force in the concerned community. Another
case with Friedman (1979) suggests the poverty is inequality of opportunity to
formulate the fundamental of social power, thatincludes. assets (land, housing,
equipment, health), the financialsources (credit and adequate income), social and
political organizations that can be utilized to achieve common interests, social
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networking to get a job, goods or services, adequate knowledge and skills, and useful
information.

Small and Medium Enterprises (SME). The existence of SME can be
reviewed from any perspectives, namely policy perspective, social perspective, and
economic perspective. From those three perspectives, economic perspective is the first
viewpoint formed in cluster literature. In a simple economic perspective referred to in
this article are viewpoints against the phenomenon of the cluster of Small and Medium
Enterprises of economic theory.

There are severa notions of Small and Medium Enterprises according to experts
or parties directly related to Small and Medium Enterprises (SME), for instance:
according to Bolton (1971), qualitatively SME can be defined as an independent
business, managed by their owners or part-owners and has a small portion of the
market. Small businesses are treated as Small and Medium Enterprises (SME) and taken
to become an organization employing less than 250 employees, as adopted by the EU
(CEC, 1996), the Department of trade and industry, United Kingdom (DTI, 1999) and
the Small Business Service, UK (SBS, 2000). Other definitions have been used in the
United States (SBA, 2003) and in Japan (METI-SMEA, 2003). For example, the US
considers small companies to include those with fewer than 500 employees.

SME Disagreement. SME confronts two main problematic cases i.e. financial
and non-financia subject (management organization).

Financial Matters

1. The lack of conformity (mismatchoccurrence) on available fund that can be
accessed by SME;

2. The absence of systematic approach in SME funding ;

3. The high transaction costcaused by complicated loan procedure so it takes much
time while the disbursement of loan amount islow ;

4. The lack of access to formal fund sources, either due to the absence of bank in

remote areas or the unavailability of sufficient information ;

The loan interest for investment and working capital is quite high ;

A lot of Small and Medium Enterprises (SME)are not bankable, either due to not

having a transparent financial management or the lack of managerial and

financial capabilities.

SL

Non-Financial Matters

1. Thelack of knowledge on production technology and quality control caused by
the minimum of opportunity to follow technological developments as well as the
shortage of education and training ;

2. The lack of marketing knowledge which is caused by the limited information on
the market, that can be reached by Small Medium Enterprises(SME), besides of
the limited ability of Small Medium Enterprises (SME)to provide products /
services in accordance with the wishes of the market ;

3. The limitations of human resources (HR) and also the shortage of resources to
develop the human resources;;

4. Thelack of understanding on finance and accounting.

Prior Research. Sukron, in his research entitled strategy of Islamic
microfinance institutions in developing and increasing the financing of Small and
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Medium Enterprises concludes that (1) the strategy used by the BMT Al-Munawwarah
in developing and improving the financing of Small and Medium Enterprises (SME) as
follows : (&) coming directly to the prospective customers, this strategy is used to
provide information as well as the promotion of BMT Al-Munawwarah to society and
also to boost the local community economy. (b) Therecommendation from old partners,
by looking at the partners data that are already known earlier or through another partner
and give each other information if there are other partners who require financing for
their business development. () The types of businesses that are financed, this strategy is
utilized to filter out any kind of business can be financed by BMT Al-
Munawwarahcertainly based on Islamic jurisprudence. (d) The promotion, in doing this
BMT use brochure, newspapers, Internet, radio stations, banners and others. (2) The
progression of BMT Al-Munawwarah financing for SME with strategies that have been
conducted in developing and enhancing SME financing proved successful because, on
average, annually it hasincreased quite significantly.

Muhammad HafidzLidinillah, in his research named the perception of small
entrepreneurs to BaitulwatTamwilfinancing concludes that most small entrepreneurs
have a positive perception of BMT product i.e. mudharabahand murabahafinancing.
BMT through products financing contributes to the empowerment of Small and Medium
Enterprises and supported by the supervision and coaching is executed periodically by
BMT.

Febrinol, Solar Prenanto, and AdiTisnaRiyadianDwiCahyo in their research
published in Compass newspaper site on September 25, 2012, with the title of “the role
of Sharia banking in the Small and Medium Enterprises” said that “when we went
further than the condition of the economic development of our society, that the
community economy will be the initial seed and will achieve the national economy.
Therefore it will contribute to our own society in the development efforts of local
wisdom. The concrete shape from the development of the people economy manifested
in the form of this Small and Medium Enterprises, if we try to eucidate further, it
appears that the thingengaged behind all of those for al this time, one of them is the
role of sharia banks that always contribute to the development efforts for the community
economy itself.

During this, the step of Sharia banks has provided the passion and drive to
materialization and awakening ofIndonesian spirit that come from middle-class and
want to try to participate in the efforts to actualize the nation economy oriented forward
and potentially possesses great bright future that corresponds to the expectations of the
low-class community at large. It is al been realized by Small and Medium Enterprises
development efforts that really grow the economic potency exists in own body of
community.

METHODOLOGY

The type of research used in this study is a qualitative method is inductive
analysis i.e. to collect, compile, and describe a variety of data, documents and actual
information. The material obtained will be interpreted in the form of analysis thus the
goal of this research can be achieved.
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According to Sugiyono (2012: 9) that the qualitative research is the research
methods based on the philosophy of positivismviews social reality as something whole,
complex, dynamic, full of meaning, and the relationship of symptoms to be interactive
(reciprocal).

According to the research issues will be analyzed,the method used is descriptive
and naturalistic method, because this method can dissect, discuss, and recognize the
problems.

Enterpreneurship
Competency

Capital / Financing Management

Technology
\ .| SME Increasing

capacity issues

Market . Supporting
Unskilled ingtitution
HR
RESULT

In South Tangerang there are around 30 BMT that help Small and Medium
Enterprises by the form of capital financing (financing). For example Al Munawarrah
BMT that provide financing to Rp 20.000.000.000 to SME in 2013, this number is
nearly 90% of all financing channelled to the community (Al Munawarrah, 2013).

Tactics of Islamic micro-finance institution (BMT) in providing financing/loans
primarily for Small and Medium Business (SME) is as follows:

a. The Support from Department of KUKM and Department of Industry & Trading
South Tangerang is also quite good through training, exhibition &bazaar,
assistance equipment, program of brand registration, Halal certification, health
service test (PIRT Number) for principals of Small and Medium Enterprises free
of charge. All of these activities help SME and BMT associated with formal legal
filings.

b. BMT is able and willing to finance new and growing businesses in their
surroundingsthat never conducted by both conventional and sharia banking.

c. BMT is able to do the business of financing that has not been established because
the Manager is trained sufficiently to perform assessment of business feasibility
by different methods.

d. BMT often approaches and assists to Small and Medium Enterprises to encourage
the progress of their efforts, that it is the responsibility of the existing BMT for
functioned in prosperity of society.

e. BMT iswilling to serve transaction financing under Rp 1,000,000,- that can never
be served by banking authorities and BPR.
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The results of the study show that micro enterprises have diverse problems.
From this variety of problems faced by the Small and Medium Enterprises, thus it can
be divided into internal and external problem.
Internal Affairs

a. Most businesses forms are usually till individual and do not havelegal status,
thecorporate legality aspects isweak, the simple organizational structure with a
less obvious division of labor ;

b. The relatively simple bookkeeping systems and tend to follow the standard rules
of administration, so that the data is not up to date. This led to the difficulty of
assessing the performance of micro enterprises

c. The limitations of the human resources (HR) constitute one of the serious
obstacles for many Small and Medium Enterprises in Indonesia, especially in the
aspects of enterpreunership, management, production engineering, product
development, engineering design, quality control, organization of business,
accounting, data processing, engineering of marketing, and market research;

d. Thebusiness margin tends to thin in regard tothe very tight competition;

e. The company managerial experience islimited;

f. The economic scale is very small so it is hard to expect to achieve the emphasis
on cost to gain high efficiency;

g. The ability to obtain funds from the capital market are low, due to the limited
system administration;

h. The mgority of AgentsSmall and Medium Enterprises cannot separate the
personal finance and business capital;

i. The most of SME is not able to set upthe business plan that is going to be
prosecuted ; thereforeit is difficult to develop.

Whileits external problemsare:

a. The difficulties in marketing because it is often regarded as one of the critical
constraints to the development of Small and Medium Enterprises. One of the
aspects related to the issue of marketing is the pressures of competition, either the
domestic market from similar products made by large enterprises and import or
export market;

b. The financia limitations in Small and Medium Enterprises, particularly in
Indonesia face two major problems in the financia aspects, namely: mobilization
of theinitial capital (start-up capital) and access to working capital and long-term
financia investments that are indispensable for the sake of long-term output
growth. Although in general the initia capital is sourced from the capita
(savings) or informal sources, but the sources of capital is frequently not
reasonabl e for production activities;

c. The limitations of raw materias (and other inputs) also become one of the serious
obstacles to the growth of output or the continuity of the production for many
micro and small enterprises in Indonesia. This is due to the amount of the limited
availability of raw materials as well as high raw materials prices;;

d. The limitations of technology especially household businesses (micro), caused by
many factors, including the limitation of investment capital to buy new machines
or to improve the production process, information limitations regarding with
development of technology or machinery and new production tools, and lack of



International Multidisciplinary Conference 2014 101
ISBN: 978-602-17688-1-5

human resources to operate new machines or do innovations in products and
production processes;

e. The stakeholder Policies are counter-productive to the development of Small and
Medium Enterprises, such as banking regulations that complicate the loan capital,
security and convenience in conducting business, loca infrastructure, the
complicated processin licensing and certification, and the latest is the duty of 1%
tax payment for SME.

From some BMT as becoming objects of this research that generaly have the
same types of financing include:

a. Mudharabah Financing. Mudharabah Financing is the financing for SMEthat has a
decent effort, but are having trouble in funding, can apply for it. BMT will
provide loan capital stock of mutual benefit to both parties.

b. Musyarakah Financing. Musyarakah Financing is financing for Small and Medium
Enterprises that has decent effort, but run into trouble in funding and business
management, can apply for musyarakahfinancing. Small and Medium
Enterprises,and BMT will jointly finance the SME business and managing for
results in accordance with a system of participation capital of each party.

c. Murabahah Financing. Financing of Murabaha is financing for Small and Medium
Enterprises that requires item or work tools, but has difficulty to collect the funds
in cash. SME can applyMurabaha financing. BMT will provide loan funds to be
returned all at once at maturity with a marked up (value added).

REFERENCES

Andre Bayo Ala(1981), Kemiskinan dan strategi memerangi kemiskinan. Liberty,
Y ogyakarta.

Andang Setyobudi.(2007), Peran Serta Bank Indonesia Dalam Pengembangan Usaha
Mikro, Kecil dan Menengah (UMKM). Buletin Hukum Perbankan dan
Kebanksentralan, Agustus Volume 5, No. 2.

Adenan Djamasri, dkk. (2001), Ekonomi Pembangunan |. Pusat Penerbitan UT, Jakarta.

Adiwarman Karim.(2004), Bank Islam: analisis figih dan keuangan. Raa Grafindo,
Jakarta.

Dahlan Siamat.(1995), Manajemen lembaga keuangan. Fakultas Ekonomi Universitas
Indonesia, Jakarta.

Davis Horward and Associates. (1996), Enabling or disabling local government:
choicesfor the future. Buckingham Philadelphia: Open University Press.

Genjot Sektor UKM dengan Kredit Usaha Rakyat, (2007), Jurnal UKM, edis
November.

Hertanto Widodo, Ak, et a.(1999), Panduan Praktis Operasional Baitul Mal Wat
Tamwil (BMT), Mizan, Bandung.

Ismail. (2011), Perbankan Syariah. Prenada Group, Jakarta.

Kuncoro Mudrgjat.(2000), Ekonomi pembangunan, teori masalah dan kebijakan. UPP
AMP YKPN, Y ogyakarta

Kasmir. (2005), Bank dan Lembaga Keuangan Lainnya. Raja Grafindo Persada, Jakarta.

M. Syafi’i Antonio.(2001), Bank Syariah Dari Teori ke Praktik. Gemalnsani, Jakarta.



102 International Multidisciplinary Conference 2014
ISBN: 978-602-17688-1-5

Mervyn K Lewis, Ltifa M Al-Gaod. (2007), Perbankan Syariah Prinsip, Praktik dan
Prospek, PT. SerambillmuSemesta, Jakarta
Muhammad.(2002), Manajemen Pembiayaan Bank Syariah, UPP AMP YKPN,
Y ogyakarta.
(2006), Teknik perhitungan bagi hasil dan profit margin pada bank
syariah. Ull Press, Yogyakarta.
Meier, Gerald M. (1995). Leading Issues in Economic Development. University Press,
Oxford.
Muhammad Ridwan. (2005), Manajemen Baitul Maal Wa Tamwil (BMT). Ull Press,
Y ogyakarta.
(2006), Sistem dan Prosedur Pendirian BMT”, Citra Media, Yogyakarta.
Suparlan Parsuadi.(1993), “Kemiskinan Di Perkotaan”, Yayasan Obor Indonesia,

Jakarta.
Schelzig, K. (2005), Poverty in the Philippines. Income, assets, and access,Manila
Asian Devel opment Bank.Retrieved from

http://www.adb.org/documents/books/Poverty-in-the-Philippines/Poverty-in-
the- Philippines.pdf.

Soerjani, Moh. dkk. (1987), Sumber daya alam dan kependudukan dalam
pembangunan, Ul-Press, Jakarta.

Sumarsono, Sonny. (2003), Ekonomi manajemen sumber daya manusia dan
ketenagakerjaan, Graha llmu, Y ogyakarta.

Sugiyono. (2012), Metode penelitian kuantitatif, kualitatif dan R & D, Alfabeta,
Bandung.

Todaro, M. P. & S.C. Smith. (2006), Economic development 8t

Philippines. Pearson South Asia Pte. Ltd.
(2000), Pembangunan Ekonomi di Dunia Ketiga, Alih Bahasa Drs.

HarisMunandar, M.A. Jakarta: Erlangga. Future Buckingham Philadelphia
Open University Press.

Umar Chapra.(2001), Masa depan ilmu ekonomi: sebuah tinjauan issam. Gema Insani
Press, Jakarta.

Veithzal Rivai dan Arviyan Arifin. (2010). IsSlamic banking: sebuah teori, konsep, dan
aplikasi. BumiAksara, Jakarta.

www.depkop.go.id, 15 Januari 2013

rizkywahyudin.wordpress.com/2011/01/03/permodal an-ukm/ , 15 Januari 2013

azrafikriansyah.blogspot.com/ , 15 Januari 2013

L ensaindonesia.com

Berita Resmi Statistik N 2 0. 06/01/Th. XVI, 2 Januari 2013

Sumber:http://id.shvoong.com/writing-and-speaking/2157676-pengertian
pembi ayaan/#ixzz2QF5tEbHW

Sumber:http://www.apkasi.or.id/

Negition. Manila,




International Multidisciplinary Conference 2014 103
ISBN: 978-602-17688-1-5

ANALYSISDEGREE OF FIT BETWEEN STRATEGY WITH
TYPE BEHAVIOR, STRUCTURE AND CULTURE AND ITS
IMPACT ON PERFORMANCE

Tri Mardiana, Titik Kusmantini

Fakuntas Ekonomi, Jurusan Manajemen UPN "Veteran™ Yogyakarta.
JI. SWK 104 Ringroad Utara Condong Catur Yogyakarta

e-mail: triana_upn@yahoo.com.sg

Abstract

This study is constructed based on Organizational fit theory stating that the more relation suitability or fit
of variables within organization can improve employee performance. The relation suitability of the
internal variablesin this research includes strategy, type of behavior, structure, and organizational culture.
This research is conducted at the Office of Military Court in Yogyakarta Special Region ( DIY). In this
research the hypothesis test uses contingency approach which will test the relation suitability between two
independent variables or bivariate. Hence, it includes the suitability of strategy and the type of behavior,
the suitability of strategy and structure, the suitability of strategy and culture; and also its effect on
employee performance. The relation suitability will be calculated with euclidian distance score by
bivariate . The result of this study indicates that there is a significant effect of relation suitability to the
performance of the internal variables in the bivariate. This study is in subject to use fit and flexibility
view as a complementary perspective, therefore it is not viewed in the short time dimension. So, if the
organization must change to adapt the changes in the environment, then it is part of how the organization
should be in accordance with the environment. Continuously, it must be followed by the adjustment of
internal variablesin order to obtain better performance.

Keywords: Srategy, Behavior Type, Structure, Culture, Performance, fit, euclidian distance

INTRODUCTION

The study of relationship or fit of the variables in organization becomes very
important to note because it will affect improvement of organizational performance. In
regard of the importance, the fit relation of the organization internal factors can
substantially reduce internal resistance so that efficiency can eventually be achieved to
improve the performance. At this point, the concept of fit relation is relevant with the
definition stated by Drazin and Van de Ven, 1985 (as quoted in Priyono’s dissertation,
2004): “fit is the internal consistency of multiple structural characteristic: it affects
performance characteristics”. Therefore, fit is the alignment relation of organization
internal variables that affects performance. This study is testing in particular the effect
of the level of fit relation between strategy and type of behavior, organizational
structure, and organizationa culture on performance. Firstly, strategy is selected in this
study because the opinion on strategic integration or strategic alignment is described as
a ‘model fit’ which must be implemented properly by corporation. The integration of
strategic is significant in order to provide fit between strategy and numbers of
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contingency variables, hence, it may help to define strategy to improve business
performance continuously (Amstrong, 2003). In order for enabling the company’s
strategy to achieve better performance, the support of type of behavior, organizationa
structure, and organizational cultureis considered to be compulsory.

Secondly, type of behavior is also selected because behavior is a description of
the employee’s manifestation in performing activities of daily live, including the
carrying out-job duties. When entering a company, an employee will bring the ability,
confidence, expectations, needs, and past experience as an individual characteristic.
Other from that point which is closely related to performance is personality. The theory
of personality has many sectors which became the standpoint of connecting it to one’s
behavior. Behavior is strongly associated with the satisfaction of the performance
achieved. Within the scope of organization, the employee’s commitment to work would
be heavily influenced by how the assessment of the employee on structural design and
the existing system may possibly accommodate their motives at work. It may likely
create stress if an error occurs either from the design system or the development of
organizational structure. The possible error in design system or structure is generally
caused by the incompatibility of loading jobs to employees.

Organizational structure is an important variable because structure is areflection
of power distribution in controlling human resources. Similarly, organizational culture
Is a manifestation of values in organization as a result of interaction of several existing
systems. Deal and Kennedy, 1982 (as quoted in Priyono’s dissertation, 2004) stated that
“value is the core of the culture”.

According to Peter and Waterman, 1982 (as quoted in Priyono’s dissertation,
2004) the concept of organizational fit theory from Galbraith and Nathanson (1978) is
also in accordance with the concept in 7-S McKinsey’s framework in which strategy,
system, style, staff, skill, and shared value must cover fit relation to support
organizational performance. The values in organization are the basis of organizational
culture formation from the interaction result of strategy, system, leadership style, staff,
and expertise. This study will examine the effect of the fit between strategy, type of
behavior, structure, and organizational culture on performance since these four variables
have the typology in the level of organizational analysis, therefore, it is likely to be
tested using configuration concept.

The configuration model is based on the principle of holistic which explains how
the ideal type of the related multiple variable independent consisting severa typologies
will affect performance. Furthermore, the configuration concept of the ideal fit relation
between strategy, type of behavior, structure, organizational culture that is going to be
tested in this research are the strategy typology according to Miles and Snow (1978), the
type of behavior typology according to Buck (1988); Baron & Bryne (1994);
Monforton, Helmes & Deathe (1993); Hopkin & QA (1999); and Robbins (2006), the
structure typology according to Burn Stalker (1961), and also the organizationa culture
typology according to Harrison (1972); Handy (1978), Bourantas et al (1990).

The contingency theory states that in order to achieve effectiveness, an
organization is required to have both decision and policy in accordance with the
structure or internal factors of other organizations. For example, an empirical study
conducted by Doty and Delery (1996); Muafi (2008) examine that the complexity of
human resources practices with organizational performance is only suitable for certain
situations, but less suitable for other situations. Therefore, the aspect of contextua
organization in contingency theory is considered to be substantial. The implementation
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of the theory in the empowerment of human resources is relatively rare; so it apparently
becomes an opportunity for researchers. The fit relation concept organizational
contingency factors conducted by researchers such as Bae and Lowier, 2000; Baird and
Meshoulan, 1998; and aso Doty and Delery, 1996 are distinguished into two
perspectives of fit, namely horizontal fit (internal fit) and vertical fit (external fit). Bae
and Lowier, (2000) examined the fit relation between the practices of human resources
(eg training, selection, empowerment, compensation, and work design) in the
configuration of HRM Strategy. It is defined as horizontal fit. In the other hand, vertical
fit is defined as the fit relation between human resource practices with business strategy,
organizational structure, and organizational culture. Additionally, Muafi (2008)
examined the fit between strategy, external environment, organizational structure, and
organizational culture. It focused on testing the fit horizontally, whether or not policies
and human resource management strategies have examined the differences in the
characteristic of the company’s internal contingencies, such as type of behavior
typology, organizational structure typology, and organizational culture typology being
perceived. The object of the study is at Military Court 11, Y ogyakarta considering
there was a transition of judicial power in organization, administration, and finances
from the executive branch to the Supreme Court which substantially has given impact of
restructuring in the Supreme Court. The logical consequence of this situation also gave
impact in the management transition of military justice from the Court-Martial to the
Supreme Court in 2004. The transition has brought the consequence in the internal
environment of military court since organizational change is generally followed by a
change in the structure. In order to empower human resources in the Military Court is
complex since there is a dichotomy of human resources; purely civil servants of
Supreme Court and civil servants of the Court-Martial. The problem in this dichotomy
of employee status will become much more complex if it is not immediately addressed
because it will affect the level of ambiguity either from the employee and the
performance as well. Somehow the values that have become customary for employees
to behave in the old environment (Court-Martial) will of course certainly be different in
the new environment (Supreme Court). According to Prawirosentono (2008:2),
performance is the result of work that can be achieved by a person or a group of people
in an organization in accordance with the authority and responsibility of each individual
to achieve the goals legally, with no law violation, and accordingly to moral and ethical.
Developing a conducive work culture requires a long term attempt, assuming that the
process can be well-controlled by involving all human resources to behave collectively
in the system and organizational structure. The orientation of restructuring is generally
aming a empowering employees to have higher quality by workload configuration
approach for each employee; and therefore it will be much optimal if strategy typology
can set accordingly with the developed type of behavior, organizational structure, and
organizational culture.
Based on the description that has been formerly proposed, the formulation of the
problem in this research are as follows:
1. Isthere any effect of fit relation between strategy and the type of behavior on
performance?
2. Isthere any effect of fit relation between strategy and organizational structure on
performance?
3. Isthere any effect of fit relation between strategy and organizational culture on
performance?
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CONCEPTUAL MODEL AND RESEARCH HYPHOTHESES

Conceptua model of this research is conducted to analyze the degree of fit
strategy orientation with the observed contingency variables such as type of behavior,
structure, and organizationa culture. The strategy orientation of entrepreneur will have
alignment with the environment of type A behavior, organic structure, and
organizational culture of Athena, and vice versa. The importance of this fit to be
completed is so that the employee’s performance of Military Court Office in
Y ogyakarta Special Region can further be increasing. The proposed research model is
shown in Figure 1.

Type of
Behavior fit
TypeB TypeA
it Orientation of Employee
Organizationa > | Strategy » Performance
| Structure _‘ "——
fit
Mechanistic Organic conservative Inter preneur

Organizational
— | Culture

Apollo Athena

Figure 1. Conceptual model on the effect of the fit degree of type of behavior, structure,
organizational, and performance.

The hypotheses of this research are as follows:

H1. In the configuration, the more there is afit between strategy orientation and type
of behavior, the better it will improve employee performance.

H2. In the configuration, the more there is a fit between strategy orientation and
organizational structure, the better it will improve employee performance.

H3. In the configuration, the more there is a fit between strategy orientation and
organizational culture, the better it will improve employee performance.
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RESEARCH FINDINGS AND DISCUSSION

In general, this study has obtained findings that the civil servants of Military
Court Office in Yogyakarta has fundamentally acquired orientation fit of conservative
strategy with contingency variables such as type of behavior and organizationd
structure. The first hypothesis supports the effect of alignment relation upon strategy
and type of behavior on performance. Therefore, it supports the researches of Buck
(1988); Baron and Bryne (1994); Monforthon, Helmes, and Deathe (1993); Hopkin &
QA (1999); Covin and Slevin (1989); Robertson and Chetty (2000); and Muafi (2008a,
2008c). However, it shows the opposite that fundamentally the civil servants of Military
Court Office in Yogyakarta do no support strategy orientation of entrepreneur because
there is no fit with what they face in type of behavior, structure, and organizational
culture. The incompatibility is perhaps due to the lack of demand for leaders or the
Head of Military Court Office to produce high-quality and innovative work; but instead
they incline to emphasize on the use of strategy of stability and maintain the core
business without many changes. In brief, they are focusing more on long-term stability.
In accordance with its status, the Military Court Office does not have the intensity of
intense competition and it is not affected by strict and harsh business climate. Referring
to Luo’s findings (1999), he explained that there was actually no significant effect of
munificence environment on strategy orientation particularly on inovation strategy,
proactive, and high risk.

Asessing the strategies and performance of type of behavior, the employee’s
performance will increase if there is a match between the work with competence.
Conversdly, if the employee does not have the requisite ability then most likely they
will fail. If the fit of work-competence is not suitable since employee’s competence
goes far beyond the requirements of the work, performance will likely be adequate.
However, there will be inefficiencies in the organizations and decrease in employee
satisfaction (Robbins, 2003). Furthermore, John Holland (1997) said that satisfaction
and propensity to leave a job depends on the extent to which individuals feel a lack of
compatability between their personadities with the work environment. It means
satisfactory achieves the highest level while resignation achieves the lowest level
whenever it suits his’her personality and work. Conservative individuals will have high
performance if they are in the works of conservative, whereas individuals with high
openness to experience will achieve the performance of the organization which
emphasizes on innovation instead of organization (Judge and Cable, 1997).

The second hypothesis also shows support for the concept of strategy and
structure fit relation to performance. This is consistent with the previous research
regarding the relationship of strategy, structure, and performance conducted by
Chackravarthy (1982), Miller (1987), Habib and Victor (1991), Jennings and Seaman
(1994), Christopher Robertson and Sylvie K. Chetty (2000), and in particular Priyono’s
research (2014) using the same typology of strategy and structure.

The issue of structural strategy relation discussed by Chandler (1962), Miner
(1982) and Hammond (1994) is around the question of whether the structure follows
strategy, or otherwise the strategy follows structure in organization. The organizational
structure is a way to help management achieve the target because it is derived from the
overal organizationa strategy, therefore the structure and strategy are closely related.
More specifically, the structure should follow strategy. If management makes a
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significant change in strategy, the structure needs to be modified in order to
accommodate and support changes (Amburgey and Dacin, 1994). Chandler’s thought of
historical analysis is often called strategy/structure theory, in its development has
provided the emerge of organizational fit theory proposed by Galbraith and Nathanson
(1978). Organizationa fit theory is basically suggesting the need for fit relation among
strategy, structure, and other contingency factors such as task, information systems for
decision making, remuneration systems, and human resource development system that
will affect performance (Miner, 1982). According to Miles and Snow (1978), based on
research evidence and underlying theories, there is an ideal relationship between
strategy and organizational structure.

The third hypothesis indicates the need for fit relation of strategy and
organizational culture on performance, however, it is not supported in this study. Thisis
not in accordance with the findings of Hickman and Silva (1984), Kotter and Heskett
(1992), Christopher Robertson and Sylvie K. Chetty (2000), Priyono (2004), and Mué&fi
(20083, 2008c). This is due to the transition of judicial power in the organization,
administration, and finances from the executive branch to the Supreme Court gives
impact on the restructuring of the Supreme Court. The logical consequence of this
Situation also gave impact in the management transition of military justice from the
Court-Martial to the Supreme Court in 2004. The transition has brought the
consequence in the internal environment of military court since organizational changeis
generally followed by a change in the structure. In order to empower human resources
in the Military Court is complex since there is a dichotomy of human resources; purely
civil servants of Supreme Court and civil servants of the Court-Martial. The problem in
this dichotomy of employee status will become much more complex if it is not
immediately addressed because it will affect the level of ambiguity either from the
employee and the performance as well.

The result is generally concuded that organizational culture affects performance
through strategic contingency variables. Actually, the essence of contingency theory is
the organization must adapt to the contingency variables such as environment, size of
the organization, and business strategy if the organization wants to obtain a high
performance. (Gerdin, 2001; Edelman, et al.,2005). Therefore, it is clear that any
organization operating in a particular environment need to adjust to the demands of
external environment and internal conditions in which the organization operates. The
primiar task of aleader isto identify a method which in certain situations and at certain
times can best contribute to the achievement of the performance. A leader needs to play
an active role in determining the methods and techniques which are best applied in each
case. Every different situations require different managerial reactions. If aleader faces a
particular situation then he/she needs to learn certain important contingencies. There
should be no longer on the basis of universal approach (Winardi, 2005; Muafi, 2008d).
According to contingency theory, it is difficult to accept that what works well in an
organization is not necessarily a good run at another organization because there may be
differences in strategy, culture, organizational structure, management style, technology,
or work practices. Overall, universal adviceisvery difficult to be implemented.
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CONCLUSION

This study is primarily built based on Organizational fit theory proposed by
Galbraith and Nathanson (1978), who stated that the higher the degree of fit relation
variables in the organization will improve the performance of the organization; which in
this case the performance of the employee. The fit relation of internal variables that
have been examined in this study include the implementation of strategy as the main
variable;, and contingenc variables namely the type of behavior, structure, and
organizationa culture. The consistency between strategy and each of the contigency
variables will reduce the internal resistance within the organizaiton; and eventually will
be a positive influence of employee performance . The internal variables form a
configuration which is then measured on the level of its incompatibility through
“euclidian distance” in “‘bivariate fit’ to test its influence on employee performance.

The main findings of this study is that the strategy implementation of
organization must have the fit relation with other contingency factors such as type of
behavior and organizational structure in order to achieve better employee performance.
The findings are taken based on the result of hypothesis testing which also show that
this study can contribute; firstly to the theory and development, and secondly for the
benefit of policy or practice.

This study is expectedly to give suggestion to practitioners or leaders of an
organization; particulary in this case to the Head of Military Court Office, Y ogyakarta.
In determining the policy of the organization, a leader should take into account the
strategic factors, particularly the strategic fit relation with the type of behavior and
organizational structure. The point is to support the employee performance that
ultimately will affect the overall performance of the organization. In another words, a
leader must not only focus on strategical changing but he/she must also pay attention to
the characteristic of type of behavior and organizationa structure which is a
manifestation of shared values. Moreover, a leader must not ignore the organizational
culture athough in this study it is not quite significant but it is a'so a manifestation of
shared values. Oftenly, a policy by the management in making changes is likely to be
less attentive to the internal factors which has shaped the organizational culture; but
instead it inclines to be externally oriented.

Finally, in regard to practioners or the Head of Military Court Office in
Yogyakarta, the result of this study demonstrate the importance of consistency to
maintain fit relation of internal factors in making strategic policies of organization.
Hence, a better employee performance can by mean be achieved and it will ultimately
affect the performance of the organization as awhole.
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Abstract

ASEAN Economic Community will be implemented in 31 December 2015 and there are alot of policies
yet to be taken by national government including small and medium enterprises empowerment.
Accounting for 30-60% of GDP of ASEAN member states and the largest source of employment for all
economic actors, small medium enterprises is a very important economic actor in Southeast Asia. The
SME sector in ASEAN, however, is confronted with a wide-range of structural, financial and other
challenges, among which are limited access to finance, technologies and markets. As one of international
organization, ASEAN has many important roles in developing SMEs. ASEAN ingtitutions can guide,
direct, and fund many development programmes related to SMEs. Moreover, AEC, a new set of regional
liberalization package, will have important consequences to SMES' growth in the ASEAN member states.

Therefore this paper will ask the impact of AEC to SMEsin ASEAN member states. It also asks the role
of ASEAN in promoting SME development toward AEC. In this paper, interview and content analysis
will do as the main data source. The author conduct an interview with policy makers in ASEAN
Secretariat, ASEAN governments and national business association to answer the research question. This
paper concluded that ASEAN has developed a comprehensive empowerment plan through Strategic
Action Plan for ASEAN SME Development but lack of coordination between ASEAN ingtitutions has
hindered the full implementation of the plan.

Keywords: Small and medium enterprises, ASEAN, ASEAN Economic Community, international
organization

INTRODUCTION

ASEAN leaders have repeatedly conveyed their political will and commitment
to building ASEAN Economic Community (AEC) by 2015. They establish ASEAN
Vision 2020, signed the ASEAN Charter, and decided to accelerate ASEAN
Community into 2015. ASEAN Charter puts in place the institutions and mechanisms to
build up an ASEAN Community. ASEAN Vision 2020 consisted of three pillars.
ASEAN Economic Community, ASEAN Socio-cultural Community and ASEAN
political security community.

ASEAN Economic Community consists of four main elements. single market
base, competitive economic region, equitable economic development, and integration
into global economy (ASEAN Secretariat, 2009). ASEAN Economic Community
Blueprint has been signed and adopted at the 13" ASEAN Summit on 20 November
2007 in Singapore.
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In the competitive economic region, there are five pillars: (i) free flow of goods;
(i1) free flow of services; (iii) free flow of investment; (iv) free flow of capital; and (v)
free flow of skilled labor.

In the case of "equitable economic development”, ASEAN developed the
Initiative for ASEAN Integration (1Al), which identified the needs of CLMV countries
(Cambodia, Lao, Myanmar and Vietnam) and the promotion of small and medium
enterprises.

Accounting for 30-60% of GDP of ASEAN member states and the largest
source of employment for all economic actors, small medium enterprises is a very
important economic actor in Southeast Asia (ASEAN Secretariat, 2013). Indonesia, for
example, is home to 55,2 million SMMEs which contributes to 57% Indonesian GDP
(Chandra & Hattari, 12). SMEs are important in cyclical downturns and recessions.
They cushion the impact on economies that more often than not comes from large
enterprises (Nixon, 2009).

Table1
Significance of SMEs in the Economy in Selected Years (Economic Research Institute
for ASEAN and East Asia, 2008)

Country Share of Total Share of Total Share of GDP Share of Total
Establishments Employment Exports
Share Y ear Share Y ear Share Y ear Share Y ear
Brunel 98.2% 2010 58% 2008 23% 2008 - -
Cambodia 99.8% 2011 72.9% 2011 - - - -
Indonesia 99.9% 2011 97.2% 2011 58% 2011 16.4% 2011
Lao 99.9% 2006 81.4% 2006 - - - -
Malaysia 97.3% 2011 57.4% 2012 32.7% 2012 19% 2010
Myanmar 88.8% - - - - - - -
Philippines  99.6% 2011 61% 2011 36% 2006 10% 2010
Singapore 99.4% 2012 68% 2012 45% 2012 - -
Thailand 99.8% 2012 76.7% 2011 37% 2011 29.9% 2011

Viet Nam 97.5% 2011 51.7% 2011

Single market and production means greater opportunities for SMEs to export
their products to ASEAN market. A strong, dynamic and efficient SME sector will
ensure the sustainable, inclusive and broad-based economic and social development. A
vibrant SME sector is critical in supporting closer regiona integration through the
establishment of the ASEAN Community, particularly the ASEAN Economic
Community (AEC). Thus, the encouragement and promotion of competitive and
innovative SMEs is necessary in contributing to greater economic growth and social
devel opment towards more inclusive and broad-based integration of the ASEAN region.

The SME sector in ASEAN, however, is confronted with a wide-range of
structural, financial and other challenges, anong which are limited access to finance,
technologies and markets. There is also the question of entrepreneurial spirit and
management skills among ASEAN SMEs. These problems are compounded by the lack
of information, inadequate capacity for compliance with standards and certification, and
the absence of a more conducive business and policy environment.
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In addition, there are the new trends of conducting business utilizing information
and communications technology (ICT) with on-line linkages across the value chain as
well as the outsourcing and networking strategies adopted by large enterprises and
multinational companies (MNCs) which lack participation by SMEs. All these require
SMEs and government to undertake proactive capacity building and other measures to
ensure and sustain SME participation in supply networks and to sharpen SME
competitiveness, flexibility and hence business sustainability.

The formation of SME-based clusters, and inter-firm networks and linkages
within ASEAN will help leverage collaboration and collective efficiency, including
scale economies across the value chain, thus creating further opportunities for business
devel opment and supply linkages for SMEs and their entrepreneurs in the region.

There is additionally a need to create and promote a more conducive business
and policy environment for SME development where Government, ASEAN institution
and the private sector assume synergistic and complementary roles. The Government
and ASEAN institutions act as a facilitator, while SMEs themselves are the engine of
growth. Indeed, collaborative SME development programmes within a public-private
partnership framework will ensure the continued economic growth and socia
development in the region. These programs can be achieved through structured and
organized action plans and development initiatives, including though the introduction of
wide-ranging capacity building and fiscal and financial incentive programmes, with
SMEs and their entrepreneurs as the main target beneficiaries.

Research question. As one of international organization, ASEAN has many
important roles in developing SMES. Together with states, ASEAN institutions can
guide, direct, and fund many development programmes related to SMES. In the context
of AEC, ASEAN has big responsibility to nurture SMEs. Moreover, AEC, a new set of
regional liberalization package, will have important consequences to SMES' growth in
the ASEAN member states. It can be two-edge swords for SMEs. AEC can be
opportunities to internationalize SMEs but in other hand it can threaten the SMES by
fiercer competition from big corporation.

Therefore, this paper will ask several questions:

1. How AEC will affect SMEsin ASEAN member states?

2. How ASEAN will prepare SMESto be ready to face AEC?

3. What are the specific roles of ASEAN institution in promoting the readiness of
SMEsto face AEC?

METHODOLOGY

Thiswriting will refer to qualitative analysis with post-positivist methodology. It
is assumed that redlity is still considered to be objective (external to human minds), but
it is only imperfectly knowable. The positivist thrust who believe that researchers can
be separated from the object of his/her research, is modified by the admission that some
phenomena are not governed by causal laws but, at best, by probabilistic ones. If
positivism closely resembles the traditional scientific method in its search for
regularities, post-positivism is closer to modern scientific approaches, which accept a
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degree of uncertainty. It holds that there is areal material world but that our knowledge
of it is often conditioned and subject to challenge and reinterpretation. There are
mechanisms governing human affairs that may be unobserved and unobservable, but
these are not therefore to be discounted.

In this paper, interview and content analysis will do as the main data source. The
author conduct an interview with Ms. Lai Peng Yap Assistant Director for Business
Competition, SME, Consumer Protection and IPR Division of ASEAN Economic
Community Department of ASEAN Secretariat to know the state of the art of ASEAN's
policies and implementation for promoting SMEs. To know the policy implementation,
the author conduct an interview with Endah Srinarni, Deputy Assistant for SME
Development — Indonesia Ministry for Cooperatives and Small and Medium Enterprises
and the author also conduct an interview with Nina Tursinah, head of IKM UKM -
Indonesian Employers Association to know the impact of the policy implementation.
The author is using semi-structured interview, allowing new ideas to be brought up
during the interview as a result of what the interviewee says. The interviewer in a semi-
structured interview has a framework of themes to be explored. For research data, the
author conducts textual analysis to some selected official ASEAN documents. Textual
analysis or content analysis is a set of procedures to make inferences from text (\Weber
1990: 19). Berg (2001) further explained that text is used as means to uncover the telos
(content). He said that this orientation alows researchers to treat social action and
human activity as text. In other words, human action can be seen as a collection of
symbols expressing layers of meaning. Interviews and observational data, then, can be
transcribed into written text for analysis. How one interprets such atext depends in part
on the theoretica orientation taken by the researcher. Thus, a researcher with a
phenomenological bent will resist condensing data or framing data by various sorting or
coding operations. This approach provides a means for discovering the practical
understanding of meanings and actions. This paper will refer to two main texts, ASEAN
Economic Community Workplan and Strategic Action Plan for SME Development. It is
expected that these documents will give pattern and model of ASEAN’s policies in
SME devel opment.

Literature Review

Afta (Asean Free Trade Area). The premise of AFTA and AEC is based on the
creation of a single market and production base. But since the AFTA was launched in
1992, there have been constant changes in the global economy. There were two
economic and financia crisis that led to mgjor setbacks in ASEAN member countries,
namely Asian financial crisis in 1997/8 and global financial crisis in 2008. There is an
ongoing change in the regional context with the emergence of China, the changing
behavior of multinational companies, and developments in technol ogy.

According to ASEAN officia scorecard | (2008-2009), ASEAN has achieved
around 75 percent of its targets, it defies the understanding of the private sector. It does
not assess their benefits in terms of lower transaction costs, reduced prices,
attractiveness to investments, and expanded consumer choices (Das, 2012).

Lack of awareness of ASEAN agreements seems to be uniform across al
countries, although there is some understanding of the ASEAN Free Trade (AFTA), a
process that was initiated in 1992. In most ASEAN countries, awareness of ASEAN
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agreements amongst SMEs is quite low. The high administrative cost, low margin of
preference (the Phillipines, Vietnam), and complicated rules of origin (Thailand,
Vietnam) are cited as the most common reasons for low utilization rate. The private
sectors of some countries feel that the product structures of ASEAN member countries
are relatively similar. Consequently, ASEAN member countries find little interest in
importing products from one another.

The size of a company affects how it views ASEAN regionalism. For example,
SMEs of Singapore tend to be more optimistic as they are attracted to ASEAN
neighbors by their market size, geographical proximity, and lower costs due to
production networks (Das, 2012).

Nesadurai attempted to convey the historical journey of ASEAN Free Trade
Area. The economic incentives for forming a free trade area (FTA) in ASEAN seemed
far from overwhelming to sustain the regionalist project, especially since member
countries were not ‘natural trading partners’. Failed attempts at regional economic
cooperation during the late 1970s and 1980s as well as the continual rejection, by most
members, of the idea of aregiona free trade area, the most recent in 1987 at the Third
ASEAN Summit.

Its six original or core members agreed to bring forward the date of AFTA's
completion to 2002/2003 when tariffs on al manufactured products and processed
agricultural products are to be at the 0-5 per cent level while a zero tariff ASEAN for
the six original AFTA signatories is due in 2010. The scope of AFTA has been
expanded to include unprocessed agricultural products, services, and investment, all
potentially contentious issue areas that member governments had initially excluded
from AFTA. (Nesadurai, 2003) AFTA has become a composite project of ASEAN
economic regionalism comprising three component programmes:

1. The Common Effective Preferentia Tariff (CEPT) scheme governs

liberalisation of goods trade

2. The ASEAN Framework Agreement on Services (AFAS) governs

liberalisation of services trade, and

3. The ASEAN Investment Area (AIA) scheme governs investment

liberalization

Globalization/Regionalization and its Governance. Stopford & Strange
(1991) argues that globalization imposes enormous burden on emerging firms,
especially in the developing world, that are new to the game and which also usually lack
the ownership-specific assets to compete with well-established global corporations from
the advanced countries in global competition.

Globalization - regionalization relationship takes two basic forms:

1. Regionalization is stumbling block to globalization. Oye (1985) argues that
collective action problems are strongly needed to create incentive and
potential bargaining tool for further negotiation. Cooperation is easier to
negotiate with smaller numbers that the case for negotiating global
liberalization. Regionalism constitutes an efficient but possibly an interim
approach to global liberalization
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2. Regionalization is resistance to globalization. Globalization makes
arrangements for socia responsibilities more costly to maintain at national level.
Governments, deriving political legitimacy to undertake traditional socia
responsibilities for the societies they govern, may be compelled to turn to
regiona collective action as the only viable option to maintain national
social/economic arrangements like the welfare state apparatus. In the European
Union, for example, the social democractic economic systems and re-distributive
policies lies in a European regional project However, Nesadurai comes with a
theory determining the relationship between regionalism and globalization. He
argues that regionalism and globalization can be modified by governments to
integrate their economies with the global economy. Governments may be using
regionalism and globalization in a purposeful manner to manipulate aspects of
globalization processes to benefit the state and its society, or particular members
of the politica community.

Governments are not totally helpless in the face of globalization and may find
the space to engage in actions through cooperation that alter or interfere with global
market outcomes in a certain desired ways. The states can give privilege and advantages
to certain firms over foreign rivals to enable the firm to realize 'learning by doing'
benefits. By employing selective protection or privileges for group members only and
market expansion through regional cooperation, governments can use regionalism to
help develop competitive domestic industries to survive global market competition and
eventually become world market leaders. Regionalism should consider national politics
such as distribution of wealth in society. In Indonesia in Suharto era and Maaysia, the
government is actively intervening re-distribution of wealth from Chinese minority
ethnic who are earning better to ethnic Malay and indigenous Indonesian domestic
capital class.

Governance, according to the Commission on Global Governance (Governance,
1995), is the sum of the many ways that individuals and institutions, public and private,
manage their common affairs. Since world politics is characterized by governance
without government (Rosenau & Czempiel, 1992), the process of governance
encompasses a broad range of actors. In addition to the public (interstate) economic
organizations such as the IMF, World Bank and the WTO, states retain a key decision-
making role. Indeed, most of the international relations literature that deals with regimes
views states as the only significant actor (Hasenclever, Mayer, & Rittberger, 1997).
Large scale private enterprises or multinational corporations aso participate in
governance by attempting to influence the activity of international organisations and
states. In some cases, private enterprises have created their own systems of regulation
and governance (Culter, Haufler, & Porter, 1999).

Multinationals are a new power in international relation. UNCTAD (2000)
shows that in 1999 there are 63.000 MNCs accounting for 25% total production from
global output. Foreign Direct Investment (FDI) has been doubled from 7.000
frequencies in the late 1960s to 40.000 in 1990s. FDI ratio to Gross Domestic Product
(GDP) isaso significantly increased from 2% to 14% in the late 1990s.

Not only capturing the global market through innovative products, MNCs also
established lobbying with state officias, local peoples, and international organizations.
Wallach and Sforza (1999) introduced the notion of "corporate globalization" which
connotes the presence of lobbying power of MNCs to government. Uruguay Round of
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World Trade Organization and the success of US biotechnologies penetration to
devel oping market has been claimed as the example of the corporate globalization.

Globalization and SMEs. There are many definition of SMEs but this paper
will refer to The Indonesian 1995 Small Enterprise Act No. 9 (amended in 2008) as the
"Minor, Small & Medium Enterprise Act (UNDANG UNDANG REPUBLIK
INDONESIA NOMOR....TAHUN.... TENTANG USAHA MIKRO, KECIL, DAN
MENENGAH)" asfollows:

1. A micro enterprise is based in a traditional industry and is managed privately,
and has net assets of no more than 50 million rupiah (not including land or
buildings) and annual sales of no more than 300 million rupiah.

2. Small enterprises are managed privately or by a corporate entity, but are
independent from and are not the subsidiary or branch office of a medium or
large enterprise. They have net assets of at least 50 million rupiah, and no more
than 500 million rupiah (not including land or buildings), and they have annual
sales of between 300 million and 2.5 billion rupiah.

3. Medium enterprises have net assets of between 500 million and 10 billion rupiah
(not including land or buildings), and have annual sales of between 2.5 billion
and 50 billion rupiah.

Theoretically, trade liberalization affects individual local firms, positively or
negatively, in four magor ways (Tambunan, 2007; 2008a). The first is through an
increase of foreign competition that results from the lowering of import tariffs, quotas
and other non-tariff barriers (NTBs). The increased flows of foreign competition and
imported goods to the domestic market are expected to push inefficient, unproductive or
uncompetitive local firms to improve their competitiveness by eliminating unnecessary
cost components, exploiting external economies of scale and scope, and adopting more
innovative technologies and better management practices. The openness of an economy
to international trade is also correlated with increasing plant size (e.g. efficiency of
scale), particularly as local firms adopt more efficient technologies, management,
organizational and production methods. This argument isin line with genera theory that
suggests that size is capable of positively affecting firms' export performance.

The new international trade theory posits that market size has a positive impact
on economies of scae and that economies of scale provide cost advantages in
production, research and development (R&D) activities and marketing efforts
(Tambunan, 2011). Export marketing literature, on the other hand, suggests that large
enterprises have greater resources to gather information on markets in foreign countries
and to deal with the uncertainties that prevail in foreign markets. As a genera
hypothesis, therefore, it is more likely for large enterprises, instead of SMEs (including
MIES), to become export-oriented firms.

The second way in which trade liberalization could affect the development of
SMEs is related to the lower production costs that result from cheaper imported inputs.
Local firms benefit from lower input costs, which improve their price competitiveness
and enable them to compete more effectively in both import and export markets.
However, the validity of this hypothesis hinges on two assumptions:
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1. that other factors determining competitiveness, such as wages (Iabour costs) and
transportation costs are constant; and

2. that many local firms are dependent on imported inputs because of the absence
of domestic production of these inputs, or that trade liberalization pushes prices
for inputs lower than those produced in the domestic market.

The third way in which trade liberalization could affect the development of
SMEs isrelated to the relative increase of export opportunities. Opening an economy up
to international competition not only induces increased efficiency in domestic firms, but
also encourages these firms to increase their exports. This view is generally supported
by econometric analyses. However, this theoretical view rests on the assumption that
other factors determining the ability of a firm to export, such as production capacity,
labour and energy costs, and government regulations do not change so as to become
unfavourable for SMEs.

Finally, the fourth effect of trade liberalization on the development of SMEs is
through the reduction of available local inputs. The elimination of export restrictions on
unprocessed raw materials is likely to increase the export of goods made from them at
the expense of local firms. Theoreticaly, therefore, if domestic inputs can be sold at
better prices abroad than in the domestic market, this would encourage domestic
suppliersto sell more abroad than to produce for domestic consumption

Thus, asillustrated in Figure 1, the combination of lines () (i.e. imported goods)
and (b) (locally made substitution goods) is the competitive effect of international trade
liberalization. If goods and services produced by domestic firms are less competitive in
comparison to those imported from other countries, domestic firms are likely to be
pushed out of the domestic market. Meanwhile, the combination of lines (c) (imported
inputs) and (d) (locally made substitution inputs) is the production cost reduction effect
of international trade liberalization. As import tariffs and other NTBs are removed,
resulting in cheaper imported inputs than those produced domestically, domestic
production costs are likely to decline. Line (e), furthermore, is the export-opportunity
effect of firms. In this context, domestic firms accrue greater export opportunities from
the imposition of an open economic system. Finally, the combination of lines (d) and (f)
(localy made inputs sold abroad) is the domestic input scarcity effect of international
trade liberalization. The production cost-reduction effect and the domestic-inputs
scarcity effect can be put together as the overal supply-side effect, whereas the
combination of the competition effect and the export-opportunity effect can be referred
to as the overal demand-side effect of international trade liberalization. The overall
supply-side effects can be negative if the second effect is greater than the first one;
aternatively, it could be positive if the opposite happens or if one effect is fully
compensated for by the other effect.
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Figure 1. Four Main Ways in which Trade Liberalization Affects SMEs (Tambunan,
2011)

ANALYSIS

AEC: Threat to SMES?. The increasing interdependence of countries in a
globalised world makes them more vulnerable to economic problems for smaller firms
like the Asian financia crisis of the late 1990's. Smaller firms will find it difficult to
compete on the globa level as they lack the financial and technical resources that
multinationals have. In addition they lack the economies of scale which resultsin lower
cost per unit for the multi nationals.

Pricing could be a challenge since the smaller firms are likely to have high costs
per unit. Larger firms have the capacity to undercut the smaller firms prices as a
consequence of this competition between smaller and large firm would erode margins of
smaller firms and some of them would end up making loses and winding up.

It would be difficult for smaller firms to attract a highly skilled work force
because multi nationals have the capacity to pay better packages as they will have more
financial resources. This would pose a challenge for smaller firms to operate efficiently
and effectively. High promotional, advertising and branding costs are a barrier to entry
for small firms.

Cultural and religious factors can also affect competitiveness of small firms. For
instance, in countries where Islam is a dominant religion in which strict adherence to
halal standardsis arequirement, small firms may find it difficult to penetrate the market
or to survive in such markets.

Import restrictions can also affect small firm competitiveness. For example, in
some countries such as Egypt, where there is an import ban on raw materials small
firms may find it difficult to penetrate in such markets without a diversified global
market base. Smaller firms may find it a chalenge on the globa market in terms of
meeting certain international standards imposed by certain markets.

Export restrictions may aso pose a problem. In some markets there are
restrictive export regulations which, smaller firms find difficult to comply with e.g,
small firms in Africa exporting agricultural produce into European markets such as
honey or paprika. Membership of a Trading blocs such Common Market For Eastern
and Southern Africa COMESA, Southern African Development Community SADC and
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the European Union EU, inter alia, could be another source of hindrance to smaller
firms. Countries that are not members of such trading blocs may find it difficult to trade
with member countries. Further other government policies such as high taxes are a
disincentive to investment. Small firms are likely to be affected by such taxes.

Unlike multinationals, small firms are likely to suffer currency exchange losses.
This is because small firms may not have capacity to hedge against such losses.
Multinationals, operate in different markets and can easily cushion such effects.
Multinationals have the capacity to produce better and cheaper goods as a result of the
superior resource endowments such as modern technology and have larger budgets for
research and development as compared to smaller firms. Purchase Power Parity is
another factor to consider e.g, multinationals can procure inputs in countries where the
currency has a higher PPP.

Globalization poses new challenges for SMEs by leading them to at least
partialy integrate the consequent idea of globa change in their strategy. The expansion
of markets does not mean that only large businesses will be able to profit fully from this
trend. There is no correlation between large market and large business. Whatever the
cost, to encourage the competitiveness of large national businesses. A fish that has
become bigger and bigger in its pond will be eaten when it reaches the seg; it is better to
teach it how to fight when it is small so that it can deal with the competition, wherever it
is.

On the other hand, the internal factors constraining the globalization of SMEs
are lack of experience on their part, insufficient resources and an excessive perception
of risk. The major external factors are national information networks that are inadequate
or poorly connected internationaly, deficient complementary regiona resources and
assistance programs that are maladapted to SME requirements. In a number of
countries, the positive factors appear to be gaining ascendance over the negative.

Indonesian SMEsi s left behind in the AEC?. The integration of SMEs in the
ASEAN market is the key issue considered in this paper. It is a common view that, in a
highly integrated global market, SMEs suffer from a twofold problem: on the one hand,
asset constraints and limitations in critical resources restrict the capability to competein
agloba environment; on the other hand, local markets and niches are being attacked by
powerful multinational corporation.

As amatter of fact, if the capability to cope with the global market is a must for
real competition, we find that most of the competitive advantages are size-related; as a
consequence, a question which we frequently hear is: How can SMEs compete against
large firmsin the global market? In our opinion, the key-question for SMEs might better
be reshaped as follows: which global-business opportunities might be better exploited
by SMES? We claim that, while some business opportunities might be successfully
exploited by large corporation as far as they can internalise (or control) the critical
resources and competencies needed for these enterprises, there might also be business
opportunities (e.g., short-term ones) that big companies would find too complex, or too
risky to exploit. These opportunities might well be exploited by a network of SMEs
with reduced investments. Bruch & Hiemenz (1984) argues that SMEs are supposed to
have advantages over large-scal e industries because:

SMEs are labor-intensive and use relatively simple techniques of production that

correspond to the abundance of labor and the scarcity of physica and human

capital that prevail in most devel oping countries
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SMEs demonstrate a higher degree of efficiency in using capita and in
mobilizing savings, entreprenerial talent and other resources that otherwise
remanidle.

Schmitz (2004) further argues the advance of SMEs relied on governance
triangle comprising: a) local policy network, b) lead firms of global chains, and c) a
global policy network concerned with the setting and monitoring of standards. His key
point is that small enterprises have to interact with the sector-specific global governance
structure and that the options and limits for local action arise from this interaction.

SMEs in ASEAN face tough challenges to acquire global standard and integrate
into global economy. This paper will focus to SME's experience in Indonesia. In 1997,
Indonesia have 39,7 million SMEs and in 1998 economic crisis, 3 million SMEs went
bankrupt. There are two characteristics of Indonesian SMEs, clustering. Many SMEsin
the same core business are located in one place. For example, Jepara, Cirebon and Solo
are famous for their wooden furniture and Cibaduyut for shoes industry. Another
characteristic is Indonesian SMEs face many development constraint: human resources
power, financing, skills upgrading, etc. Indonesian SMEs employ mostly low-skilled
workers and use traditional/old (many often own made/modified).

Table 2
Level of the education of the Owners/Entrepreneurs in Microenterprises (MIEs) and
Small and Medium Enterprises (SMES) Indonesia (2006) (%)

Scale
Level of Education
MIE & SE '\éﬁtgﬁdsgq MIE & SMEs

Not completed primary education 12.20 7.97 16.09
Completed primary education 28.87 21.29 31.30
Completed first level secondary education 23.04 19.58 22.10
Completed second level secondary education 30.42 37.54 26.87

Completed academic level education (D1,
P 02, D3 ( 1.96 353 1.44
University Diploma 351 10.09 2.20

Total

Source: BPS quoted in Tambunan (2009)
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Table3
Sources of capital in Indonesian Manufacturing MIs and SEs, 2005 (%)
Sour ce of Capital Mls SEs
Own money 82.41 68.85
Borrow money 2.86 1.75
Own money and borrow 14.73 29.40
Total 100 100

Source: BPS quoted in Tambunan (2009)

According to ASEAN SME Policy Index by Economic Research Institute for
ASEAN and East Asia, Indonesian SMEs have critical problems in technology and
technology transfers and effective representation of SME interest. Business registration
and start-up remains cumbersome and costly. The long administrative procedures/steps
and the presence of unofficial costs remains key disadvantages of Indonesian red-tape
bureaucracy. However, the legal and regulatory framework on credit in Indonesia has
been largely in place and is quite advanced to enable access to finance.

Singapore has the most developed infrastructure and support system to develop
their SMEs. The overall SME Policy Index for Singapore is far more than ASEAN
average which indicates that Singapore has one of the strongest foundations in the area
of technological capabilities, regiona integration, infrastructure and support systems,
and strong regulatory and institutional framework for intellectual property rights. The
average index score of Malaysia is also above the ASEAN average and Thailand has
performed at an intermediary level. (Economic Research Institute for ASEAN and East
Asia, 2008)

ASEAN Policy Blueprint for SME Development. As part of the third pillar of
the ASEAN Economic Community (AEC) Blueprint on Equitable Economic
Development, the ASEAN members states have reiterated their commitment to foster a
strong, dynamic and efficient SME sector. The ASEAN Small and Medium Enterprises
Agencies Working Group (SMEWG) is responsible for formulating policies, programs,
and activities to foster SME development. It also serves as a consultative and
coordination forum for SME agencies. SMEWG meetings are convened regularly twice
ayear.

The 1% SMEWG meeting was held in Jakarta, Indonesia, on 24 April 1995. The
ASEAN Plan of Action on Small and Medium Enterprises DeveIoEment and the Terms
of Reference (TOR) for the SMEWG were endorsed at the 37" ASEAN Economic
Ministers (AEM) Meeting held on 7-9 September 1995 in Bandar Seri Begawan, Brunei
Darussalam. At the 10" SMEWG meeting, a brainstorming session on the ASEAN
SME Development Decade (ASDD) 2002 — 2012 was held on 12 March 2002 in
Manila, the Philippines. To accelerate the transformation and integration of regional
SMEs into a competitive and dynamic supplier of the global and regiona markets, the
ASEAN Policy Blueprint for SME Development (APBSD) 2004 — 2014 was considered
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and endorsed at the 36™ AEM Meeting held on 3 September 2004 in Jakarta, Indonesia
(The ASEAN Secretariat, 2012). The APBSD outlines a framework for SME
development in the ASEAN region and comprises of strategic work programmes, policy
measures and indicative outputs.

In 2009, following the sixth year of implementation of the APBSD, the AEM
agreed to undertake a stock-taking exercise to review the implementation of the
APBSD. Subsequently, the ASEAN country leaders at 14™ ASEAN Summit on 27
February — 1 March 2009 in Hua Hin, Thailand, tasked the AEC Council to develop a
concrete plan of action amed at enhancing the competitiveness and resilience of the
SMEs in the region. In operationalizing this mandate, the SMEWG decided to develop
the Strategic Action Plan for ASEAN SME Development (2010 — 2015).

The Plan defines the mission, objectives, guiding principles, current status, and
future policies and programs for ASEAN SME Development. It aims to provide specific
activities to be conducted in the short and medium term, wider dissemination of
information on regional activitiesto ASEAN SMESs, and implementation of national and
regional SME policies and programmes. It also shall promote SME development
through improving access to financing and technology, strengthening export capacity,
utilization of ICT solutions, enhanced capability to innovate and strengthened human
resource development through regiona programmes. The plan shall aso support
mechanisms that promote access to information, database development and
dissemination of best practices.

Table 4
Strategic Action Plan for ASEAN SME Development (SAPASD)
No Plan Key Activities Timeline  Responsibility
Access to financing
1  Establishment of SME Financia Survey conducted by 2009 AMSs
Facility in each member country Malaysia/Brunei
Sharing experience on best 2010 Brunei
practices of SME Financial Darussalam
Facility
2  Feasility study of SME credit systems Survey to be conducted by 2010 Indonesia

for enhancing SME access to bank Indonesia

lending and loan guarantee in ASEAN

3 Setting up of a Regional SME Developing the conceptual 2009 - 2010  Thailand
Development Fund framework
Innovative financing support systems  Getting comments from
(besides financia grants, tax stakeholdersin AM Ss
concessions and fiscal incentives, Drafting conceptua framework
interest free or low cost loans, venture
capital and FDI, etc) for technopreneurs
- including those based on many newly Finalizing the proposed 2010 Thailand
developed financing concepts and framework
schemes to value knowledge as Conducting

intangible capital and to fund ventures
based on new and innovative ideas

expert group meeting with
ADB, World Bank, and EU

Commission
SME-related regional infrastructure,  Completing conceptual
such as (a) ASEAN SME Web Portal  framework

(Information and education), (b) virtual
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ASEAN agencieslinkingup all SME- Establishing regional SME2010-2015  ASEAN

related agencies, (c) SME service Development fund Secretariat/ AMS
provider, and (d) ASEAN Credit Bureausubmitting the framework to

Financing, such as (a) improved higher bodies

financial products for SMEs, (b) establishing the fund

developing regional capital market for

SMEs, (c) expanding mutual SME

investment, (d) improving SME access

to finance, (e) getting SMEs listed in

growing stock market, (f) national and

regional SME credit guarantee scheme

Networking, such as (a) high and new

technology SMEs, (b) SMEswith

notable brands, (c) financing agencies

providing servicesto SMEs, (d)

management experts

Facilitation
1  Development of amulti-mediaself-  Conceptual design 2010 - 2012 Malaysia/AMS

reliant system toolkit package Design and devel opment of
prototype
Test run
Training for trainers
Workshop for AMSs
Fine tuning of the multimedia
system
Field trip and workshop to
promote the multimediakit
Implementation of the toolkit by
SMEs
Monitoring and implementation
Reporting and evaluation

2 Improving technology transfers and
licensing within the SME sector through
the dissemination of concrete food
practices and replicable success stories
within and outside ASEAN

3 Hyperlink national SME portals AMSs to hyperlink their 2010 AMS
Improve the operation of the National  national SME portalsto each
Service Desk other
Exchange of information on2010 AMS

best practices in making the
operation of SME Service
Centers effective and

sustainable
4  Establishing a comprehensive SME Undertake feasibility study for2010 Thailand
service center with regional and sub-  establishing the ASEAN SME
regional linkagesin AMSs Service Center

Establishment of the SME
Service Center 2012 AMS
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5  Dissemination of information on AMSs to wupload ASEAN2010 AMS
regional and international opportunities related information on their
in trade and investment to SMES, respective SME agencies portal
including FTA-related information on
the liberalization of trade and
investment within ASEAN (e.g. AFTA-
CEPT/ATIGA, priority integration
sectors, ACIA) and outside ASEAN
(FTA with Australia, New Zealand,
Japan, South Korea, China)
Technology Development
1  Sharing of information on technology =AM Ssto upload information on 2010 AMS
availability for SMEsin AMS available technology for SMEs
in their national SME portals
2  Developing KPIson SME Innovations Information sharing on KPI to 2010 AMS
be used for promoting SME
innovation in each AMS
3  Development of technology incubators Conducting technology training 2010 AMS
so as nurture and support (through low- programs for managers of
cost training programs for continous  technology incubatorsin AMS
upgrading and improvement) of Setting up technology
technopreneurs from infancy to take off incubatorsin each AMS
and commercialization stages
Promotion
1  Identification of the top 1000 ASEAN ASEAN Secretariat to obtain 2010 ASEAN
SMEs (top 100 from each AMS) the criteriafor selection of top Secretariat
by sub-category of services and ASEAN companies from
manufacturing ABAC/other ASEAN sources
by sub-category of micro/small and SMEWG to finalize the criteria
medium scale for the selection of top 1000
ASEAN SMEs based on 2010
ABAC/other sources criteria SMEWG
AMSs to conduct the search
through their respective
chambers of commerce and
industry or agencies Annually
Conduct search for top ASEAN AMS
SMEs
Publish results on the ASEAN
Secretariat website and AM Ss
national media Annually
AMS
2  Edtablishing ASEAN SME Innovation Annual SME Innovation
Awards Awards
AMSto develop aset of criteria 2010 AMS
AMS to conduct the search for
top 5 ASEAN SMEsper AMS  Annually AMS
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3 Promoting ASEAN SMEsto the Establishing a virtual SME
international market Exhibition portal
g’r\;l)(éléct profile of selected 2013 Indonesia &
o . SMEWG
Policy initiative on promoting
product of SMEs
4 Wider dissemination of information on Sharing of information on
SME tradefairs and festivalsineach ~ SMEs trade fairs and festivalsin
AMS, and facilitating SMEs to each AMSs 2010 AMS
participate in these events Facilitating the participation of
ASEAN SMEsin ASEAN and
Plus Three trade fairs and Annually AMS
festivals
Human Resource Development
1  Established acommon curriculum for  Devel oping the Common 2009 Indonesia &
entrepreneurship in ASEAN Curriculum for Singapore

Entrepreneurship Development

Pilot project on the

implementation of thecommon 2010

curriculum for entrepreneurship AMS
development in each AMS

Monitor and review the

common curriculum for

entrepreneurship ”
Annually

SMEWG
2  Established aregional program for the 2013
promotion of internship scheme for staff
exchanges and visits for skills training

Source: (ASEAN Secretariat)

National governments. Clearly much of the blueprint policies are implemented
by national government because the resources of funding and expertise are on hands of
the governments. Actually ASEAN has organs to implement the blueprint such as
ASEAN Community Council and ASEAN SME Working Group. However, national
governments decided to take much of the responsibilities leaving ASEAN SME-related
organs inactive. It is also important to note that ASEAN aso are not involved in
monitoring and evaluation the implementation of the blueprint. ASEAN Economic
Community Scorecard focuses on the creation of the blueprint of SME devel opment
without going to details of the implementation of the blueprint.

Indonesia has issued Presidential Decree No. 11/2011 to implement the ASEAN
Economic Community work plan including ASEAN Policy Blueprint for SME
Development. In the decree, it is explicitly mentioned that Indonesian Ministry of
Cooperatives and SMEs are responsible for many ASEAN SMEs action plan but to
date the program that has been executed is SME Service Center. They have launched
the website www.indonesiasme.com as the information hub for financial access,
marketing, human resource management and trade fairs. The website also served as
forum for exchanging information on problems faced by SMEs.

Meanwhile Ministry of Foreign Affairs of Thailand has launched the feasibility
study of ASEAN SME Regional Fund. The feasibility study aims to compare the
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proposed ASEAN SME Regiona Fund with the similar plan in the European Union and
Latin American and the Commonwedth. The study is completed but the SME
Development Fund is still waiting for the implementation in each country (Affairs,
2010).

Most of the development programs is focusing on information dissemination and
financial facility. However, fulfilling health and safety standards is also important and
national governments should assists SMEs to achieve international standard. SMEs have
to face different quality standard in each ASEAN member states. Over time, each
member state has developed its own often very different standards for products,
something which can hamper the ease of exporting goods. If trade isto be truly free and
unencumbered by administrative confusion, then unity must be achieved across ASEAN
to make, for instance, the sale of Indonesian goods in Viet Nam as easy as in another
Indonesian city. Thisis especialy important for SMES who do not have the resources or
experience to establish knowledge of procedures and networks in other member states.
Indonesian vegetables, for example, can't access freely Singaporean market due to lack
of health and safety requirements. Indonesia is only the third biggest vegetables
exporter to Singapore accounting 6,5%, overtaken by Malaysia (43%) and China (31%)
(APINDO, 2014).

It is also important to note that much of the Blueprint is not executed by the
inter-governmental cooperation. Selected activities is handed over to individual member
countries and there is no cooperation with other member countries to implement the
activities. Lack of cooperation mechanism between governmental agencies can be a
factor for poor cooperation between member countries in implementing the Blueprint.

APINDO mentioned that they have been invited to many ASEAN meetings but
there are less follow-up policies. She even further said, "ASEAN has many meetings
without concrete result". On SAPASD implementation, APINDO argues that there are
no serious commitment from government to fully implement SAPASD. It is aso argued
that there are lack of coordination between Kemenkop UKM and business association
aswell asregional government to implement SAPASD..

ASEAN Business Advisory Council. Alongside national governments, there
are aso ASEAN Business Advisory Council and ASEAN Secretariat that is also
responsible to implement the blueprint. First institution is ASEAN Business Advisory
Councils. The ASEAN Business Advisory Council (ASEAN BAC) was inaugurated in
April 2003 at the ASEAN Secretariat in Jakarta, Indonesia with the mandate to provide
private sector feedback and guidance to boost ASEAN's efforts towards economic
integration. Its objective are:

1. To provide private sector feedback and guidance to boost ASEAN's efforts towards
economic integration

2. To identify priority areas for consideration by the ASEAN Leaders

3. In fulfilling the mandate to provide policy recommendations to the ASEAN Leaders,
ASEAN BAC organizes the annual ASEAN Business & Investment Summit
(ASEAN-BIS) to coincide with the ASEAN Summits.

ASEAN BAC members are appointed by the Ministers in-charge. It comprises
of high-level CEOs of companies from each member country. Each country is
represented by a maximum of 3 members, with one representing the interest of small
and medium sized enterprises. The member can meet trade minister every year and
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given the opportunity to discuss their problems and their requests. The basic idea of
ABAC isthat using input from private sector, ministers will take it back to their country
and disseminate the information to the private sector. There is also the special SME
working group in ASEAN and minister aso conveyed ABAC's recommendation in the
working group.

ABAC has done many survey projects relating to SMEs and ASEAN integration
policies. ASEAN Business Advisory Council (ABAC) has interviewed 475 export-
manufacturing firms across ASEAN countries. The participants cover all industries in
the manufacturing sector. The sample is selected with the consideration on size,
ownership, location and other firm characteristics. The research shows that SMES across
ASEAN countries ssimply know nothing or very little about FTA (W.Roosdiono, 2014).
Interviews indicate that they do not know about FTA and never used any FTA, yet they
use 'Form D' which is a certificate to enjoy benefits from ASEAN FTA for their exports.

According to the survey, the reason why it is so difficult to provide information
on AEC to SMEs is twofold. One reason is that SMEs are impacted not only by SMEs
development programs but also by many other AEC measures that have large
implication on SMEs. For example, enhanced trade facilitation measures in the AEC
will ensure that SMEs can enjoy the benefits of the AEC since there is much greater
efficiency in import/export and customs processes. However, these measures are not the
responsibility of SME Working Group and keeping track of developments in order to
inform SMEs accordingly is challenging.

The second reason is that reporting AEC policy measures is usually intended for
ASEAN governments and administrations and comprises a lot of information that is
quite abstract for most SMEs. If they read that a certain agreement has been newly
ratified by a number of member states, they will still not know what specific
opportunities arise for them and by when these will become practical business reality.

The progress of ASEAN's internal and external economic integration (i.e.
ASEAN-+1 free trade agreements and various new regional trade agreements) have not
been matched with active participation by the region's SMEs. Surveys conducted by
various national and regional think tanks, such asthe ADBI and ERIA, confirm that the
utilization rates of ASEAN-led FTAs are generaly low across member states. Those
firms that are taking advantage of FTASs tend to be large and multinational in nature.
The 2011-2012 ASEAN BAC Survey also suggests that, while financing remained the
major barrier to SMES engagement in ASEAN-related arrangement, the problem was
compounded by poor communication with SMEs. The survey showed that businesses
were unsatisfied with the availability of platforms to promote networking among SMEs
in ASEAN, the opportunity to carry out business missions to other ASEAN countries,
and the availability of information on ASEAN-led activities. Respondents from 502
companies expressed "dightly above-average satisfaction” with the bloc's overall
implementation of the blueprint across 16 selected policy areas except one:
dissemination of information.

According to the ABAC, small firms were also relatively not as satisfied with
measures relating to establishing transparent, consistent and predictable investment
rules. Medium-sized firms were also less satisfied with areas relating to enhancing
cooperation in regiona infrastructure development as well as enhancing the
competitiveness and dynamism of Asean small and medium enterprises. Companies in
different countries also expressed dissatisfaction in implementation in different areas.
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Brunei and Philippines "expressed less satisfaction™ with efforts to enhance
national competition to create a fair competition environment. Indonesia and Myanmar
were not as satisfied with how the AEC "enhance cooperation in regional infrastructure
development”, Laos and Malaysia were less satisfied with efforts to simplify customs
procedures while Thailand and Vietnam were less satisfied with ASEAN's efforts in
reforming rules of origin. Companies in Singapore were "less satisfied" with ASEAN's
efforts relating to the establishment of transparent and predictable investment rules.

In its policy recommendations, the ABAC "strongly urged" the regional
grouping to intensify its engagement with the business community, by strengthening the
process of information dissemination and consultation with businesses on AEC
initiatives, which have been consistently rated by respondents of the survey and its
successors as being among the least satisfactory areas of AEC Blueprint
implementation.

ASEAN Secretariat. Interestingly, ASEAN Secretariat has taken active role in
assisting the implementation of the SME development plan. According to ASEAN
Charter Article 11 point 2 (b), it is mentioned that ASEAN Secretary General has task
to facilitate and monitor progress in the implementation of ASEAN agreements and
decisions and submit an annual report on the work of ASEAN to the ASEAN Summit.
In the case of SME blueprint, ASEAN Secretary General should monitor and assist the
implementation of the blueprint with the assistance of Deputy Secretary General of
ASEAN for ASEAN Economic Community and staffs in ASEAN Economic
Community Department.

From the author's interview with a Secretariat's official, the Secretariat has the
human resource constraint to monitor and assist the implementation of the MSME
Blueprint. There are only three to four individuals that are available to promote the
information regarding the blueprint. However, with limited amount of budget and
human resource power, the Secretariat has managed to cooperate with international
donors to devise programs to outreach various stakehol ders.

For example, recently the Secretariat has launched SME Guidebook toward the
AEC 2015, the result of cooperation with Deutsche Gessellschaft fir Internationale
Zusammenarbeit (GlZ) and funding support of Federal Foreign Office of the Federdl
Republic of Germany. The book provided comprehensive information on financial
facilities and market access policies for MSMEs in ASEAN, custom procedures,
ASEAN standards in cosmetics, rubber, medicine, fruits, vegetables, tourisms, shrimps
and livestock products. If this book can be distributed widely in Indonesia, it can help
significantly Indonesian entrepreneurs to access financing and market opportunities in
ASEAN.

The Secretariat also works closely with ASEAN Business Advisory Council and
alot of national business councils, such as ASEAN-EU business council and ASEAN-
Japan Business councils to promote MSME devel opment.

SUMMARY AND RECOMMENDATION
Individual ASEAN states still retain key roles in promoting SME development

toward the ASEAN Economic Community. ASEAN Business Advisory Council and
ASEAN Secretariat played complementary roles in executing ASEAN Policy Blueprint
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for SME Development by searching donors, conducting the policy, and monitoring and
evaluating the program.

SMEs have to find ways to compete with multinationals in the ASEAN
Economic Community and ASEAN have focused to empower SMEs through ASEAN
Economic Community Work Plan and ASEAN Policy Blueprint for SME Development.
However, the progress of the work plan implementation is slow and lagged behind the
large multinationals who have started building regional production bases for the
ASEAN market. There are disappointment from APINDO that government has no
serious commitment to implement the work plan.

Congtraint of financia access, human resources and information are key
priorities for ASEAN officials to overcome. ASEAN Business Advisory Council
(ABAC) mentioned that keeping track of Policy developments for SMEs is
challenging. National governments should be serious in trandating the Policy into real
activities. ABAC reported that if SMEs read that a certain agreement has been newly
ratified by a number of member states, they will ill not know what specific
opportunities arise for them and by when these will become practical business redlity.
SMEs are the main stakeholder of ASEAN national economies and should be
considered as the agent of development.

In the plan, by 2015, ASEAN SMEs shall be world-class enterprises, capable of
integration into the regional and global supply chains, able to take advantage of the
benefits of ASEAN economic community building, and operating in a policy
environment that is conducive to SME development, exports and innovation. To achieve
this, individual ASEAN states should apply a more detailed programs and monitoring
toward the implementation of ASEAN Policy Blueprint and think about adding specific
needs of SMEs in individual ASEAN states. Indonesia, for example, can raise programs
In increasing awareness and capability in health and safety standard for food products.

Given the stake of SME development in ASEAN and the fact that the success of
the regional integration needs to have vibrant and competitive SMEs to fully benefit
from a deeper regiona integration and narrow development gaps, a higher ASEAN
body should be established, i.e., elevate the ASEAN SME Advisory Board to an
ASEAN SME Ministers Meeting level which reports directly to leaders in coordinating
regional efforts and mobilizing resources for SME development. These efforts will
involve the integration of other regional initiatives (trade, investment, banking, and
finance) in harmony with the SME devel opment agenda.

Leader’s mandate and statement is indeed important in establishing an ASEAN
SME Ministerial meeting on SME Development. This involves the mandate to focus on
anumber of areas and commitment to set specific targets for reduction in time and cost
for forma business registration, commitment to markedly improve information,
advisory, technical services on quality control, operational improvements and
managerial training and commitment to encourage dialogue partners to help out
especially on technica assistance for SME access to finance (e.g., credit risk
management, etc.)
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Appendix 1 - Interview Transcript

Name : Lai-Peng Yap

Position . Assistant Director, Competition, Consumer Protection and IPR
Division ASEAN Economic Community Department

Interview is held in ASEAN Secretariat's office, JI. Sisingamargja 70A, Jakarta at 28
January, 2014, 13.00 - 15.00pm.

Interview script

Verdinand Robertua (V): ASEAN will implement ASEAN Economic Community
which is liberalization of goods and services. It will bring significant impact to a lot of
stakeholder and one of them is SMEs. How do ASEAN Secretariat see SMEs in
ASEAN policy making?

Lai-Peng Yap (L): As you know, when it comes to AEC, we have a roadmap, AEC
Blueprint. Inside AEC Blueprint there is SMEs blueprint. It is under equitable economic
development. SMEs is seen.. when we talked about AEC, we look at the single market
and production base, then we look at competitive region. At the same there is a goal of
equitable economic development. The last goa is integration with external
environment, integration with the global economy. With this four (goal), SMESs is
considered one of areas where it can contribute to equitable economic development.
SMEs by themselves, is seem to be that something they could promote more inclusive
growth among all 10 ASEAN because as you know, most of the big companies are in
the bigger ASEAN countries, there can help to develop SMEs, then it can help develop
smaller ASEAN economies, the ASEAN 4. So SMEs is not seen in the single market
and production base but in the equitable economic devel opment.

V: in the equitable economic development, are there any concrete programs that will be
implemented?

L: Yes, SMEs is lack in many areas. What ASEAN is done is the member created for
ASEAN Blueprint Policy SME Development. This has been developed until we have
the ASEAN Strategic Action Plan for SME Development 2010-2015. From there,
there are 7 elements where they need to focus on. Environment, this is about policy
environment for SMEs. Do they have issues on business startups? Do they have easy
access to get permits? Licensing. These are the things SM Es they looked forward to
when they started a business. Taxation. This kind of policies. Also do they good
environment to operate. Secondly, the access to finance. Are they able to borrow
money from the bank? They have no track record, they have no business plan. They
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have no good accounting report to show to the bank. Or they have no collateral assets
for the bank.

V: So, let me go back to the idea of equitable economic development and single market.
Because here we have small enterprises and big enterprises where ASEAN want to
impose new rules that enterprises are free to come here to Indonesia and set up
business here. Do you see this becomes threat for small enterprises as they have
weakness, business plan and financing?

L: When ASEAN come up with this plan for AEC, the objective isto bring growth and
development to the ASEAN region. It is a balance of benefits, we cannot have like
we must benefit everybody, that would be very difficult. There would be most sector
would be benefit but there are some sectors will benefit but there are some sectors
will gain less benefit because they are less competitive. Is not done overnight it
started in 1993 with afta, that when tariff started going down and you will finish
2010. The degree of liberalization took about 7-8 years and until today there are
some sensitive list where you can keep your product. But theideais for SMES that to
see this as opportunities rather than threat. So SMEs mainly cater the retail domestic
market. And the idea of community is to get them is to utilize the single market.
Because under ASEAN they done a lot project to outreach the SMEs. SMEs that
export are aware of what happening. I'm sure those who export will know because
they can export with lower tariff, they can use certain green procedures. Single
window, this are the things they will benefit.

V: | want to continue on access to export because is the biggest advantage of having
regional free trade area. but there are some research showing that SMEs have
problem in accessing preferences offered by the regiona free trade agreement such
as they want to know what kind of tax discount that they can enjoy; and secondly
when they want get the preferences, they have to pay for some administrative cost
which is aburden for small enterprises

L: The good thing about ASEAN eco community is that more than 90% products are
zero, so actualy they don't really need to go see anybody or to pay any user cost
because about 95% products are zero. So when they export they don't need to pay
tax. There are only small groups of items that still get some tax like some alcohal,
cigarettes or rice and some protected products, such as chicken, and mainly
agriculture products and certain consumer products, maximum 5 percent. For those
items that have duties, ASEAN come up with a lot of tools like distributed website,
CDs on how to use preferences, booklets, I'm sure KADIN and ministry of SMEs is
already worked to distribute those items. They come around Indonesia giving a lot of
talks on ASEAN. Indonesia, in terms of outreach, is the best outreach because
ASEAN Secretariat is here in Jakarta. There have been many events that ASEAN
Secretariat is invited to speak or to organize, thereis a lot of visits of businessmen,
association, KADIN. Probably the most advantage of ASEAN is here comparing to
other countries.

V: Let me clarify here: there is no cost here to pay the preferences.
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L: Ya, there is no cost for preferences. Indonesia has imposed some taxes on pam oil,
timber in order to protect the resources. But otherwise, if you want to export to other
ASEAN countries, other ASEAN countries will not impose charge or duties on your
products except the (beep) in fact my number is even low. 99,65% rate lines has been
eliminated in ASEAN 6. 98,9 across ASEAN 5. Most of the goods that you see is
there is no tax to pay unless you pay for transport cost, shipping cost. But those are
logistic costs. <break: confirmatory statements> They also need to meet the
standards. For examples, vegetables. Don't contain some level of pesticides.
Vegetables are grown in a area free of diseases. This is normal, technical barrier to
treat. Health and Sanitary requirements.

V: how does ASEAN Secretariat works with KADIN and other stakeholders and its
partner in Indonesia?

L: ASEAN have ASEAN Business Advisory Councils. At that level, each country have
representatives in ABAC and then from this representatives the flow whatever they
request they will meet trade minister every year and then they given the opportunity
to discuss their problems, their requests. Minister is given the opportunity to break
them and present it to the committee. The idea is that with this input from private
sector, and they will take it back to their country and disseminate this information to
the private sector. But in the same time ASEAN has number of committees, trade
and good committee, custom committee, whereby sometimes business
representatives also attend probably they are interested in subjects. So there are
business association that were liased to apec. But at the same time there is also the
special SME working group in ASEAN. So this SME working group in ASEAN only
carried out work currently governing SMEs.

V: Is there any direct line between ASEAN Secretariat like you said, ABAC will
facilitate the meeting the forum between the businessmen and minister?

L: ABAC is consists of trade minister, so there is 10 of them, right? So but before they
meet the minister, they should consult the KADIN, I think KADIN has external
relation, so they should have some discussion what is the problem and issues, and
they can bring it to the trade minister. That's one channel. There is other channel,
SME working group where ministries of SMEs in Indonesia. | Made Kawan deputy
minister. Example he represents Indonesia in SME working group. It helps to design
project and action plan. Under the action plan, there are 7 projects technology
transfer, markets, innovation, so these are the things SMESs needs to serve. So we do
projectsto do in that cases.

V: One of the problem is lack of socialization from the national government to SMEs
and the secondly the SMEs is not putting too much attention to the AEC. How do
you motivate central, regiona and local government since SMEs is spread all over
Indonesia? In the region they mostly contact the local government.

L: ASEAN was objected to form single market production base. From there, this
information is given to al the countries: minister of trade, minister of SMEs. All the
officials attend the meeting. After that, they go back to their home countries and
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devise programs to outreach various stakeholders, to SMEs companies.. So much
responsibilities to member countries. ASEAN Secretariat is consists of 3-4 peoples.
They don't go out to promote to all ASEAN countries. Member countries are tasked
to promote these informations. <break: confirmatory statements> that's why we use
existing bodies, and we aso have a lot of business council. ASEAN eu business
council, ASEAN japan business council, ASEAN india. This business council helps
to convey these messages to the people. We also used newspaper, website, facebook
and twitter for ASEAN. It's impossible to talk to everybody. Every issue area have
their own website. It depends on the person whether they are internet friendly. They
are too busy and they don't care. They just want to make more money. But to make
more money they should ook to programs available and sometimes they don't look.
People are not really aware what is aec. This year is a very important year for
ASEAN so there are more programs to outreach peoples. We also produces this book
that 1 will pass it to you <book transfer>. National government can request the
trandation of the book to the nationa language and we also think to get eu funding
for trandation. <information is very good> al these information is uploaded in the
website <suggestion about the language>,so basically we produced publication, we
tried to get a good website, getting this publication out, we getting more talks.
Hopefully we can reach more peoples. It's not easy to each many peoples <600
million peoples>.

. There are some forums, business council and campaigns, done by ASEAN
secretariat. how do you evaluate these programs?

: Some of the projects we do evaluation there are some questionnaires especialy now
we are designing questionnaires whereby we try to get feedbacks. In fact a lot of
projects that we do, we receive a lot of feedbacks. For example we do some policy
studiesin three sectors, electrical and electronics, tourism and | forgot one more. For
this sectors, the researchers goes to the ground and visit 10 member countries design
some questionnaires and they will find out what are the problems. Usually they find
the same thing, For business startups, some countries can take 1-2 days, and some
countries can take months. Even You get it and you should apply to many other types
of licenses. That's one of the problems. The other problemsis <unclear> but most of
countries have put special place financing for SMEs. And then they look for exports.
What are the problems affecting the exports. <repeating about websites>

: How many people out there know about aec?

. There is the work done by our public outreach department. They do conduct
sometimes survey about knowledge about ASEAN. Most of people knows about the
flag and the name of ASEAN, but when they are asked about meaning of ASEAN
they will get lost. Don't ask about ASEAN programs. <confirmatory stataements> It
will help to design programs for the next 5 years. ASEAN will not stop in 2015.

| want to talk about the politics. Do you thinks SMEs a politically sensitive or
politically important issue?
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L: as an entitiy, SMEs is a political important component because they can makeup
mostly until 96% all the enterprises. So | don't know about Indonesia. Let's say
Malaysia, there 1 million SMEs and average they makeup 60% workforce. There are
6 million people out there working in SMEs. I'm sure Indonesiawill have much more
than that. So if SMEs have an association, it will be an effective then they become
effective political support and become important political forces.

V: This year become the election year for Indonesia. Jobs and Economy will become a
very important topics. Extremely nationalist president will try not to open or to close
the cooperation. Do you it will depend on the president or you believe it will works
as scheduled?

L: If we are talking about the economic growth, we have to look at the policies of the
government. Government policies should be structured in the way.. you keep the
fundamentals right, keep the unemployment low, inflation low, debt low, high salary
good jobs good transport, social things, so you get the policies right, people feel not
very rich but comfortable so the government will get vote from the pople. But if the
government seem to be <unclear> . like in Singapore, government have slogans: 3cs
car condo. <The symbol of welfare>. Then the government is not good. SMEs, |
know, can be a very important economic and political force. Usually they organize
via trip associations. So we can use that network to disseminate information about
ASEAN and | think they don't have tapped to the network how to bridges among
peoples. People like KADIN and so many association.

V: The last question, KADIN is one civil society organizations (CSOs). How does cso
works ASEAN decision policy making especially about SMES? Do you connect
with NGOs, universities?

L: Under ASEAN charter, there are some list of ngos that ASEAN have interaction
with. Those csos have contacted with ASEAN, they are given information, dialogues
so this how we keep a breast of cso requests.

V: Those organizations have privileges to meet and communicate with ASEAN
officials?

L: Yes, for example, certain press when they registered, when summits in order, they
would get permission to cover the summit. Sometimes they have dial ogues.

V: specia on SMES, do they engage with ASEAN officials?

L: We adways have workshops, and so on. But | believe SMEsis need. They don't need
to know alot. They just need to know basic information. Because we tell alot of
information, they will go back they forget it. But if wetell them thisis what they
need to know then they can find this website to research. We also targets SMEs in
key specific areas like key area exporter, what they need to know. They need to
know about standards, tariffs, manufacturers. What'sin in ASEAN good for you.
These are the things we put in the book, website, the facebooks.
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Abstract

The goal of thisresearch is to develop economics, especialy in strategetical management science aiming
the development of fit model for high degree competitiveness in Micro and Middle Enterprise SMEs
(Usaha Mikro Kecil dan Menengah and abbreviated as UMKM in bahasa) in Batik (Indonesian
traditional hand-made clothing design by applying wax (malam in bahasa)). The practical aim of this
research is to apply this model serving as an alternative input for Batik Micro Enterprise in order to
develop their high degree competiveness. The result of this study is tended to give input for Indonesian
government in terms of maintenance policy effectiveness and in up scaling Batik Micro Enterprise. This
study analyzed the governmental role, resources and entrepreneurship in affecting the leadership cost and
differential strategy in building the high degree competitiveness of Batik Micro Enterprise by applying
the descriptive analysis and Structural Equation Modelling (SEM). The data were processed with AMOS
software. The Respondents were taken from batik's small enterprise in jogja and solo as many as 144
enterprise, registered in the Department of Cooperatives and SMEs jogja and solo. The researcher found
that most of strategy batik’s small enterprise are differentiation strategies. Government and resources
variable have a positive influence and significant to competitive advantage by batik Micro Enteprise.

Keywords: government role, resources, entrepreunership, competitive advantage, cost leadership
strategy dan differentiation strategy

INTRODUCTION

Micro, small and medium enterprises (SMES) is the work done by most people
all over the country, both in developed countries and in developing countries. In the
United States, the number of small businesses that are less than 100 employees account
for about 24.92 million people, or 99.7 percent, and the remaining 0.3 percent are
medium and large businesses. Nearly 90 percent of small businesses employing less
than 20 people. Small businesses are labor-intensive effort, so as likely to create more
jobs. Small businesses create two thirds to three quarters of the new jobs in the United
States economy. Based on the research of David Birch, only 3 percent of small
businesses, which create 70 percent of new jobs, growth of 20 percent or more per year.
Most of the small businesses do not grow and do not create many jobs. Small businesses
also contributed 51 percent to the Gross Domestic Product (GDP). In addition, many
small businesses also create new ideas, products, and new services and have a very
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important role in innovation. Many important discoveries that can be traced its roots
from an entrepreneur (an entrepreneur) includes zipper, FM radio, laser, air
conditioning, escalators, light bulb, computers, and automatic transmission (Zimmere,
Scarborough, and Wilson. 2008).

In Indonesia, the number of SME population in 2011 reached 55.2 million units
or 99.99 percent of the total Indonesian unit. In 2011, the number of people working in
SMEs reached 101,722.458 people or 97.24 percent of al Indonesian workers
numbering 613 681 104 people. In 2011, the amount of the contribution of SMEs to
GDP by 57.94 percent, while large enterprises contributed 42.6 percent to the GDP.

In 1997 when the economic crisis, many large companies in Indonesia are
falling, but SMEs till survive, and even experienced growth. This is because small
businesses are evenly distributed in all parts of Indonesia, most of who are independent
businesses. Strengthen and develop SMEs means to reduce unemployment and poverty.
While many large businesses are actually reducing its workforce to be replaced with
machinery or electronic equipment and computers.

The results of the economic census in 2006 showed that in Indonesia, 47.7 per
cent of SMEs do not have a plan or expand their business pengembangkan upcoming
year. What is meant by "developing / expanding a business' is a business plan to
expand, opening branches, improving skills, or other. SMEs that do not have the plan
because of not only the problem of capital, but a'so a marketing issue. Indeed, it isclear,
50.2 percent of MSEs do not have a plan because of the difficulty of capital, followed
by 24.2 percent due to the constraints of marketing.

Due to various constraints faced by small businesses, especialy in terms of
marketing, the low bargaining power of small business. It also does not have a
competitive advantage that its competitiveness was low. To overcome the various
problems faced by SMEs need the participation of government as regulator, facilitator,
and motivator. So far the government has issued various policies in an effort to nurture,
empower and develop SMEs, to enhance national economic development based
community economy or economic democracy. However, in reality the policies that have
been made have not been able to be fully implemented to address the various problems
facing SMEs.

Batik is strategic SMEs to be empowered and developed, as it is one of
Indonesia's cultural heritage, which has been recognized by UNESCO as a World
Masterpieces of the Oral, and Intangible Heritage of Humanity. Historically, batik has
existed since the seventh century in the kingdom of Srivijaya, and continues to grow as
the cultural activities of the Majapahit kingdom and other kingdoms in Java. New Batik
Indonesia became the people's business since the 18th century AD Indonesian batik
industry has contributed creative economy Rp 3 trillion each year and is able to absorb
up to 7 million people working either directly or indirectly (Indonesia.com media on
Wednesday, 25 May 2011).
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Literature Review

The competitive advantage of SMEs. Unique chalenges of SMEs today are
globalization, increased customer expectations, technological advances, and increased
competition. Models, business process improvement, and business management
techniques have been widedly used by and originate from large organizations, and the
private sector, which are not necessarily applicable to SMEs. It is considered
appropriate by the researchers to make the argument that the planning and the process
of change from a large organization can be applied to SMEs with less forma manner or
on a smaller scale (McAdam, 2000; McAdam & Armstrong, 2001, and Curran &
Blackburn 2001 in Banham, 2010).

To be able to survive and grow in a healthy manner, then SMEs require the
ability to respond to the growing expectations of customers by utilizing creativity and
exploit technological advances in order to compete both nationaly and globaly
(Banham, 2010).

Competing ways that have been used by SMEs, which only uses just such a
comparative advantage of cheap labor and abundant natural resources, for now and in
the future is no longer appropriate. SMEs face a competitive environment that is
changing very rapidly due to the influence of communication technology, information
technology, and technology to produce goods and services more efficiently, effectively,
and productively. In order to have high competitiveness of SMEs need the ability to
create benefit by using the competitive advantage is the ability to compete on the cost,
quality, shipping / delivery, and flexibility (Porter in UNCTAD, 2005: 5).

A study analyzing 1,789 strategic business units (SBU) found that businesses
that combine differentiation and cost leadership, as a competitive advantage is better
performance compared to using only one strategy. Lowest performance occurs when the
business unit is not to identify the types of advantages (Dess, Lumkin, Eisner, 2008:
157).

Table1.1
Strategies for Gaining Competitive Advantage
Competitive Advantage
Differentiati on | Differentiat | Cost Different | Costand | Stay In Midst
and Cost ion iation Focus
and
Focus
Performance
Return of 35,5 32,9 30,2 17 23,7 17,8
Investment (%)
Sales Growth 15,1 13,5 13,5 16,4 17,5 12,2
(%)
Addition of 53 53 55 6,1 6,3 44
Market Share
Sample Size 123 160 100 141 86 105

Source; Dess, Lumkin, Eisner, 2008: 157
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Assets and processes within an organization that provides a competitive
advantage is a source of competitiveness. Competitiveness is divided into three, namely
the country's competitiveness, industrial competitiveness, and competitiveness of the
company. Competitiveness reflects the economic strength of a country, industry or
company taking into account economic competitors in the globa market in which
goods, services, people, skills, and ideas move freely across geographical boundaries
(Murths, 1998, in Ambastha and Momaya, 2004).

Competitive advantage in genera indicates that the company can achieve higher
performance than the competitors in the industry can by utilizing the assets and or
competence. There are two streams of theories of competitive strategy that influence the
competitive advantage. One of them is the theory of Porter (1994) in Lee and Hsieh
(2010) which describes its positioning within the structure of the competitive strategy
and the use of "five forces (" five forces ") to analyze the competitive advantage in the
industry. The theory suggests that a company should choose an appropriate position in
the industry, to further relieve the pressure of competition, or to take some action on its
competitors, so that the company's own benefit.

Another school is the resource-based view (resource-based view / RBV)
proposed by Wernerfelt (1984) and emphasized by Prahalad and Hamel (1994) in Lee
and Hsieh (2010). RBV suggests that the competitive advantage of a company should
be built based on its core competencies, which include resources (tangible) and invisible
(intangible).

Jacobson (1988) and Porter (1990) in Lee and Hsieh (2010) define sustainable
competitive advantage as a competitive advantage to survive in a long time. Such
competitive advantage must have the following characteristics: 1). Sustainable: A
company should lead its competitors on an ongoing basis or survive in alittle time, and
will end when the competitors managed to replicate the same competitive advantage; 2).
Unigueness: A company only needs to pick the competencies possessed by a small
number of companies; 3. Robustness. A company needs to lead the company's
competitors with a significant gap.

Role of Government. The primary roles of government in the development of
creative industries (Ministry, 2008) are as.

1. Catalyst, facilitator, and advocate. The government has the political power that
can be used to create creative business environment to provide stimulation,
challenge, and encouragement of creative ideas that move the business to a level
of competence that is higher.

2. Regulator Government as regulator making policies related businesses people,
industrial, institutional, intermediary, resources, and technology. Wisdom
government to be one of the tools to create a conducive business climate.
Government policies that have been made should be regulated by a particular
mechanism, so that can be implemented.

The Government of Indonesia has set several SME development policies:
1. Government Regulation No. 44 Y ear 1997 About the Partnership.

2. Government Regulation No. 32 Year 1998 concerning Guidance and
Development Small Business.
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3. Instruction President of the Republic of Indonesia Number 10 Year 1999 on
Empowerment Medium Enterprises.

4. Regulation of the State Minister of Cooperatives and Small and Medium
Enterprises Republic of Indonesia Number: 23/Per/M.Kukm/Xi/2005
Amendments to the Decree of the State Minister of Cooperatives and Small and
MediumNumber:32/Kep/M.Kukm/Iv/2003 about Guidelines for Growth and
Development Centers Small And Medium Enterprises

5. Indonesian Presidential Instruction No. 6 of 2007 on the Acceleration of Real
Sector Development and Empowerment of Micro, Small and Intermediate.

6. Regulation of the State Minister of Cooperatives and Small and Medium
Enterprises Republic of Indonesia Number: 02/Per/M.KUKM/I/2008 About
Guidelines for Empowering Business Development Services-Provider (Beds-P)
for the Development of Cooperatives, Micro, Small and Medium Enterprises
(MSME)

7. Law of the Republic of Indonesia Number 20 Year 2008 on Micro, Small, and
Medium.

MSME development policy has been quite a lot, but in practice not meet the
needs, especialy the needs of micro and small businesses, because it has not fully
implemented and well socialized. For example, in the capital MSME policy.

Entrepreneurship. Entrepreneurs are often defined as those who organize and
manage business risk-taking for profit. An entrepreneur isreally as a strategist. He made
a strategic and operational decision. Strateji all levels, be it corporate, business, and
functional managers be a concern as the founder and owner of the company (Hunger
and Whedlen, 2012). Meanwhile, according to Schumpeter (1934) in Rodney et a
(2008), who first described the entrepreneur as an innovator? Entrepreneurial
orientation is evidenced by the apparent trend to innovativeness, proactive, and willing
to takerisks.

Entrepreneurship development in SMEs has been part of the development plan
of action in India, Malaysia, Pakistan, and Philippine. Such initiatives are also
undertaken by Bangladesh and Nepal. Promotion of entrepreneurship among small
industries widely addressed by a combination of public sector organizations and the
cooperation of public and private organizations in several countries. In Bangladesh,
India, Malaysia, Pakistan, and Philippine, the Prime Minister or the President has
emphasized in his speech about the importance of building entrepreneurship. In
Malaysia have been established SME Award and Quality Award, as well as in
Indonesia, SME Award and Quality Award was successfully launched for SMEs (Baig,
2007, APO, Integrated Report). The award aims to motivate SMES to develop
entrepreneurial and produce a quality product.

Cost Leadership Strategy. For small businesses, to achieve the cheapest price,
specia attention should be given to all activities in the business ranging from material
purchase to final sale to the end customer. Competition today is no longer from business
to business but from the supply chain to supply chain. Lowest price among all members
of the supply chain will result in lower prices than retailers result last and increase
demand without reducing profit margins. Different strategies can help to obtain a price
leadership strategy in an industry. The most common strategy used by many small
businesses is the economies of scale and learning, business process re-engineering,
product design, and purchase materials in large amounts (Small Business Course).
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Some of the ways that can be done by the company to achieve cost advantage, namely
by improving the efficiency of the process, adding a unique access to sources of raw
materials (materials) are large at lower prices, making optimal outsourcing and make
decisions that are vertically integrated, or avoid some of the overall costs (QuickMBA).

Company Resources. Dess, Lumpkin, and Eisner (2008) explains that the
company's resources include all assets, capabilities, organizational processes,
information, knowledge, etc. controlled by the company and can be developed and can
be implemented for value creation strategy.

Resource-based view (the Resource-Based View / RBV) offers basic theory
about the importance of awide range of resources for competitiveness and performance
of the company. RBV argues that firms can achieve and maintain a competitive
advantage if they have the resources tangible and intangible valuable, rare, inimitable
and irreplaceable (Barney, 1991; Wernerfelt, 1984 in Roxas and Chadee, 2011). Four
characteristics of the resources, as described by Barney (2007) in Roxas and Chadee,
2011 is seen as a strategic asset if properly mobilized, build and maintain a competitive
advantage and improve performance.

RBV combines two perspectives: 1) Anaysis of internal company, and 2) an
external analysis of the industry and the competitive environment in an integrated way.
The ability of the company's resources to provide a competitive advantage can not be
determined without taking into account the broader context of competition (Dess,
Lumpkin, and Eisner, 2008: 88). It is important to note that the resource itself cannot
create a competitive advantage if it is not integrated with value creation activities are
important as well as marketing and sales. Therefore, the central theme of the RBV of
the firm is that competitive advantage is created and maintained through a combination
of uniquely from some resources.

Micro, Small and Batik . According to Law No. 20 Y ear 2008 on Micro, Small
and Medium Enterprises, Article 6 stated that the criteriafor SMEs based on total net
assets, excluding land and buildings, and the number of sales per year, as can be seenin
the table which follows.

Table 1.2
Criteriafor Micro, Small and Medium Enterprises
Nature of Net Annual Sales
Business Wealth (USD)
(USD)
Micro 50 million 300 million
Small > 50 500 million -
Business million - 2.5 hillion
500
million
Medium 500 2.5 billion - 50
Enterprises  miillion - billion

10 billion
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Among smal and medium enterprises, batik business has very special
characteristics, and has Indonesian cultures that consistently survive. With the influence
of a particular region motifs, batik evolved and spread, especially in Java, for example,
known as Batik Garut, Taskmalaya, Kudat, Pekaongan, Kedungwuni, Tegal,
Banyumas, Navan, Kudus, Demak, Surakarta, Y ogyakarta, Heilbron, Apex, Lasem and
Madura. Meanwhile, until the batik current regional growing nationally (Bank
Indonesia, 2001). According Ulum (2010), batik has been around since the Kingdom
Mojopahit, and then extends to the Kingdom of Mataram, Solo, and Y ogyakarta. In
Java, batik is aso not only growing and expanding into the island of Sumatra.

More than just a cultural heritage, batik has been transformed into the industry
that provides high's contribution to the Indonesian economy. Batik industry export value
reached US $ 32.28 in 2008, and the first quarterly of 2009, the export value reached
US $ 10.86 million. Originally, batik became one of the kings of the family culture as
clothing royal family and their followers. Many followers of the king who lived outside
Kerton, they brought the art of batik is out of the palace, and then the making of batik
cloth made in their respective places. Long batik art was imitated by the people nearest
and subsequently expanded into the work of women in the household to fill his spare
time. Furthermore, batik clothes that used only the royal family then became popular
folk clothes, both women and men.

In general, the process of making batik through 3 stages. coloring, giving the
night (candles) on the fabric and release wax from the cloth. White cloth that will be
based on batik can be colored according to our tastes remain white or before then in the
given night. The process of giving tonight can use the process of batik canting or with a
hand stamp process. In the evening, the fabric is given a batik dyeing process cannot go
on as it is covered by the night (wax resist). After a given night, batik dyed. This
coloring process can be performed several times as you wish what color you want. If the
process of coloring, and the night finished the night dilunturkan the heating process.
Batik, which has been boiled until the evening, so be melted and separated from the
water. The boiling process is done two times, the last with a solution of soda ash to turn
off the color attached to batik, and avoid smearing. After the boiling is complete, batik
soaked cold water and dried (http://batikpekal ongan.wordpress.com/category/teknik-
batik-making). On October 2, 2009, Batik has a patent as non-objects of cultural
heritage, cultural heritage among the 76 non-object world. This patent was obtained
through the Organization of Educational, Scientific, and Cultural Organization
(UNESCO). Despite of 76 arts and cultural heritage that is recognized the world,
Indonesiais only donate one, while China 21 and Japan 13 legacies (Ulum, 2010).

Previous Resear ch

Previous research studies related to the influence of the Role of Government,
Socia Media, the Cost Leadership Strategy and Differentiation Strategies, and Impact
on Competitive Advantage of SMEs, can be seen in the following table.
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Tabel 1.3
Previous Research

- The resultsrelated to The similarity .
No Researcher Topic/ Title this study with this study Information
1 Rodney et  Entrepreneurial Entrepreneurship Entrepreneurship  Researchin
(2004), Orientation versus  Orientation young the United
Small Bus Ness (<11 years) > States, 267
'(A)\:leegthaéli?n. What Performance. Small small
Relationships to Business Orientation businesses,
Firm Performance ~ €lderly (> 11 years) using SEM
-> performance
2 Lee Jia A Research In Entrepreneurship > Entrepreneurship  Researchin
Sheng and Relating Sustainable directly affect the  Taiwan 1000
Chia-Jung Entrepreneurship,  competitive competitive companies
Hsieh Marketing advantage, anindirect advantage of manufacturing
(2009) Capability, effect through Using SEM /
Innovative marketing Lisrel 8.7
Capability And capabilities and
Sustained innovation
Competitive capabilities
Advantage
3 Pribadi and  Examining and Internal and external - Differentiation  In East Java,
Kanai Exploring factors > SME strategy Indonesia.
(2011) Indonesia Small strategy. SMEswith - Researchers Number of
and Medium high performance took the role of samples 258
Entff prise A tend to use a government to
Empirical Qudy  differentiation nuemal factors, - people. Using
strategy entrepreneurial Factor _
Emphasizingonthe  resourcesof the ~ Anaysis
assets of the internal factors, Confimatory
organization and and 2 competitive
human resource strategy.
capabilities and focus
on customer needs.
4 Roxas and A Resource-Based  This study showsthat e« Resources in Philippine
Chadee, View Of Small superior performance  *Entrepreneu Sample of 175
2011 Export Firms isafunction of a rship small firms
Social Capita In valuable resource «Competitive export. using
A Southeast Asian  cannot beduplicated  Advantage SEM
Country and organized enough
to develop and
maintain the
company's
competitive
advantage.
Entrepreneurial
orientation influence
on export
performance.
5 Raduan at A Conceptual Organization's Resources Maaysia



al, 2009

6 Rami
Schayek,
2011

7 Wingwon,
and
Piriyakul,
2010

Shigang.
2010.
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Framework of the
Relationship
between
Organizational
Resources,
Capabilities,
Systems,
Competitive
Advantage and
Performance

The Effect of
Strategic Planning,
Entrepreneurship,
Human and
Financial
Resources, and
Market

Orientation on
Small Business
Performance

Antecedents of
PLS path model
for competitive
advantage and
financial
performance of
SMEsin Thailand

Competitive
Strategy and
Business
Environment: The
Case of Small
Enterprisesin
China

resources, directly influence
capabilities, and Competitive
systems directly advantage

affect the competitive

advantage, and

performance, as well
asindirect effect on

performance through

competitive

advantage.

Entrepreneurship, Entrepreneurship,
financial resources, resources (human
and market and financial).

orientation directly
influence the
performance of small
businesses, while the
strategic planning and
human resources had
no effect on both Path
and SEM models.

Entrepreneurship
->Logistics
Performance
Entrepreneurship
—->Operating
Performance
Entrepreneurship >
performance
Marketing

Entrepreneurship

This study confirmed
the importance of
generating a
competitive strategy
to achieve
competitive
advantage. Four
competitive strategy
in question is the cost
strategy,
differentiation,
innovation, and
collaboration which
are dl positively

Cost strategy and
differentiation
strategy is critical
to achieving
competitive
advantage.

144

Using SEM

Israel, sample
135 small
trade and
service
business
development
project
participants
conducted by
the Ministry of
Industry,
Trade and
Labor

Israel .Menggu
nakan path
analysisand
SEM

Total sample
of 450
respondents
SME General
Manager
Northern
Region of
Thailand.
using SEM

Survey on
SMEsinthe
Big City and
Provincein
China, with
133 samples.
Using
correlational
analysis.



145

9

10

Note: The sign > means adirect and significant effect

MirzaP,
2011

A.B
Susanto,
2011
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Environmental
Influence Of
External And
Internal
Environment
Competitive
Strategy and
Partnership
Strategy And Its
Impact On
Competitive
Advantage And
Their Implications
On Small And
Medium Industry
Performance In
West Sumatr

Influence
Government
Policy and
Resources
Strategy Tourism
to Compete, and
Their Impact on
Tourism Business
Performance.

correlated to the
performance of
Chinese SMEs

Competitive
Strategy-> External
Environment, |nternal
Environment
->Competitive
Strategy, Competitive
Strategy >
Competitive
Advantage.

Government policy
- Business
Competitiveness and
Performance,
Resource Tourism

- Competitiveness
and Business
Performance
Government Policy
and Resources
Indirect Impact on
Tourism Business
Performance through
Competitiveness.

Therole of
government is
one variable
externa
environment.
Entrepreneurship
and resources are
part of the
internal
environment.
Cost Leadership
and
Differentiation
Strategies are
competing
->competitive
advantage
strategy
(Competitive
Advantage).

Government,
Resources

Doctord
Dissertation
Economics
UNPAD
Bandung. The
unit of analysis
inthe SME
sector
embroidery,
embroidery,
and weaving
which operates
in West
Sumatra, and
customers.
Using SEM

Analysis Unit
of the
countries listed
inthe Travel
and Tourism
Competitivene
ss Report
(TTCR, 2011)
and the Wolrd
Economic
Forum and the
World Travel
and Tourism
Council
(WTTC,
2011). The
dataused are
secondary data
fromTTCR
and WTTC
(2011). Using
Partial Leas
Square (PLS)
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Status of this study in the Development Model of Competitive Advantage.
Based on the results of previous studies novelty of this study is the role of government
influence on cost leadership strategy, differentiation strategy, and its impact on
competitive advantage. In addition, the effect of entrepreneurship on cost leadership
strategy, and competitive advantage, then the effect of resources on a cost leadership
strategy and differentiation strategy. The similarity with previous studies is that staregi
two generic strategies cost leadership and differentiation strategies affect the
competitive advantage, which has become patent Michael Porter. Another similarity is
the entrepreneurial resources and affects the competitive advantage. Sedangkang
similarities with other studies indirectly in the form of external and internal factors, the
study focused on the role of government as part of the external factors, and
entrepreneurship and resources as part of the internal factors of SMEs. Another
similarity is only on stand-alone variables without causal influence of the study of
entrepreneurship, resources, cost advantage, differentiation and competitive advantage.

Framework

Based on the formulation of the problem, literature review, and previous
research, the framework can be structured as follows.

Effect of Direct and Indirect Role of Government, Entrepreneurship, and
Resources, Cost Leadership Strategy Against, And Differentiation Strategies, and affect
Competitive Advantage in SMEs Batik Y ogyakarta and Surakarta.

1. Direct Effect of Exogenous Variables on Endogenous Variables
- Role of Government Influence on Cost Leadership Strategy SMEs Batik

Y ogyakarta and Surakarta

The role of government influence on the differentiation strategy MSE Batik
Y ogyakarta and Surakarta

Role of Government Influence on  Competitive Advantage in SMEs Batik
Y ogyakarta and Surakarta

Effect of Entrepreneurship on the MSE Cost Leadership Strategy Batik
Y ogyakarta and Surakarta

Effect of Resources on Cost Leadership Strategy SMEs Batik Y ogyakarta and
Surakarta

Effect of Resources on Differentiation Strategy MSE Batik Y ogyakarta and
Surakarta

Role of Government Influence on Competitive Advantage Batik Y ogyakarta
and Surakarta M SEs

Effect of Entrepreneurship on the Competitive Advantage of Y ogyakarta and
Surakarta batik SMEs

Effect of Competitive Advantage Resources Against MSE Batik Yogyakarta
and Surakarta

Effect of Cost Leadership Strategy against Competitive Advantage of SMEs
Batik Y ogyakarta and Surakarta

Effect of Differentiation Strategy against Competitive Advantage MSE Batik
Y ogyakarta and Surakarta
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2. Indirect Effect of Exogenous Variables Against Endogenous Variables
Through theintervening variable
- Indirect Influence on Government Role Competitive Advantage Through
Strategic Cost Leadership, Differentiation Strategies MSE Batik in Y ogyakarta
and Surakarta
Indirect influence Entrepreneurship Strategy Against Competitive Advantage
Through Cost Leadership, Differentiation Strategies MSE Batik in Y ogyakarta
and Surakarta
Indirect Influence Resources Strategy Against Competitive Advantage
Through Cost Leadership, Differentiation Strategies MSE Batik in Yogyakarta
and Surakarta
Framework based on the research paradigm can be described as follows.

Cost leadership

b Competitive
advantage

. resources Differentiation
strategy

Source: Researcher. Compiled by Framework

Figure 1.4. Paradigm Research

METHODOLOGY

Methods Used. This study used a quantitative approach. Types of non-
experimental research. In terms of time, used a cross-sectional method, the research
carried out a a time. The research method used was a survey method to collect
guantitative data are required, and then processed with descriptive datistics and
Structural Equation Method (Structural Equation Modeling / SEM) using Amos
software Version 5 Measurement scale used for the survey is a modified Likert Scale to
6 scale, namey: Strongly Agree (SA), Agree (A), Somewhat Agree (SA), Somewhat
Disagree (ADA), Disagree (D), and Strongly Disagree (SDA).

Analysis Unit. This research was conducted in the city of Y ogyakarta, Sleman
regency, Kulon Progo, Bantul, Gunung Kidul and Surakarta. Of the six selected areas
where there are many batik entrepreneurs to serve as the unit of analysis. Preliminary
research has been conducted on 18 to 25 February 2013; to get an idea of the population
as a basis for sampling and sampling techniques were used. Researchers visited
Yogyakarta Provincia Department of Industry, Department of Industry, Yogyakarta,
and Sleman regency, Kulon Progo Regency, Bantul, Gunung Kidul and Surakarta, as
well asthe Great Hall of Batik (National) in Y ogyakarta. Researchers express intent and
purpose of this preliminary study to obtain secondary data from the Office of the City
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and County. Preliminary Research Report and Data Address Entrepreneur Batik can be
seen in the appendix.

Population. From the results of preliminary studies we can see that the
population of batik in Y ogyakarta City, Sleman regency, Kulon Progo Regency, Bantul,
Gunung Kidul District obtained 166 entrepreneurs Surakarta batik and batik
entrepreneurs gained 103 addresses, but most districts drawn batik entrepreneurs, the
District Laweyan.

Samples. When it comes down to the field, many of which address data is no
longer compatible with the data obtained from the Department of Industry Y ogyakarta
Special Region and the Department of Industry, City and County in the province.

Finally the sample was determined by a quota sampling technique to obtain a
sample of approximately 150 batik entrepreneurs to qualify in data analysis using SEM.
Quota sampling is less precise for SEM models, more appropriate use of random
sampling, but conditions on the ground it was not possible given the cost, and the
manner of limited power to conduct a census in each district in determining the exact
amount of the population. When the researchers conducted a preliminary study to define
the sample population and found that each area has its own characteristics in the policy
and collect and present data MSE batik, there are areas that already have data that is
neat with a special computerized for MSEs batik, there are areas that collect data M SEs
by mixing batik products to clothing and skin, there are areas that do not collect the data
in a computerized, only relying on notes / handwriting. Data batik in Y ogyakarta
Province is not exactly the same as the existing data in the area, so researchers need to
examine the similarities and differences to obtain a number of addresses in Y ogyakarta
batik entrepreneurs. According Ghozali (2005) the minimum sample to estimate the
model using Maximum Likelihood (ML) is 100 recommended getting the goodness of
fit better model using a sample size of between 100-200.

In detail, the following number of samples

Table1.5
City / County and Number of Samples
No. , Total
City / County Sample

1 Y ogyakarta 51
2 Sleman 10
3 Kulonprogo 14
4 Bantul 25
5 Gunung Kidul 16
6 Surakarta 40

Totd 156

Source: Adapted from Field Research

Number of samples that can be processed only 156 of the 144 samples due to
lack of completeness of datain the questionnaire.
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L attice Research I nstruments

Obtained from literature review a conceptual definition of each variable as a
basis for the operationalization of the research variables to construct the grating
instrument as follows.

Table 16
L attice Research Instruments
Variables Indicator Name Item Question
Indicator

Role of Government Motivator X1 1,23
Catalyst X2 4,5
Facilitator X3 6,7,8,9
Lawyer X4 10, 11, 12
Regulators X5 13, and14

Cost Leadership Cost Leadership 1,2,

Strategy Strategy Y6
Focused cost |eadership Y7 56

Differentiation Strategy Differentiation Y8 3,4
Focus Differentiation Y9 7,8,9, 10
Integrated Y10 9,10

Competitive Advantage Product excellence Y11 1,23
Cost advantage Y12 4,5
Values of excellence Y13 6
Advantage of resources that are rarely 7,8
owned by competitor Y14
Product excellenceis not easily 9,10

imitated and sought a replacement
Y15

Source: Calculated from Library Studies

The data obtained from the study were analyzed using descriptive and inferential
statistical analysis. Descriptive statistical analysis is used to describe all the data from
all study variables in the form of frequency distributions, histograms, mode, median,
average price, and the standard deviation (standard deviation). While the inferential
statistical analysis used to test, the hypotheses and the results are applied to the
population. The resulting data are arranged in intervals. Structural Equation Models will



International Multidisciplinary Conference 2014 150
ISBN: 978-602-17688-1-5

be used to examine the causal relationship between the study variables (latent variables)
that have been formulated based on theoretical research and specific knowledge called
structural models. In addition, to measure the contribution of each indicator of the latent
variable by using the so-called loading factor measurement model.

RESULTS

Questionnaires were distributed to respondents totaled 146, which is located
along the city of Yogyakarta, Sleman regency, Kulon Progo district, Bantul, Gunung
Kidul District, and the city of Surakarta.

Distribution of the respondents can be seen from the following table.

Table1.7
Region of Origin/ Location of Business Respondents

city districts
Frequency Percent  Valid Percent Cumulative Percent
7 4.8 4.8 4.8
Y ogyakarta 51 34.9 34.9 39.7
Sleman 5 3.4 34 43.2
, Kulonprogo 14 9.6 9.6 52.7
Vvalid

Bantul 25 17.1 17.1 69.9
Gunung Kidul 16 11.0 11.0 80.8
Surakarta 28 19.2 19.2 100.0

Total 146 100.0 100.0

From the above table location unknown number of businesses that most
respondents respectively are in the city of Y ogyakarta, Surakarta later, Bantul, Gunung
Kidul, Kulon Progo, and at least in Sleman. Characteristics of batik in Yogyakarta,
Surakarta, Bantul and Gunung Kidul concentrated in places that are close together to
form the centers of batik making it easier for data collection. Unlike the batik in Sleman
and Kulon Progo Regency, spread his business location (far from each other) and not all
potential respondents are willing to fill out a questionnaire with specific reasons or
provide specific requirements. Prospective respondents are not willing to fill out
questionnaires voluntarily excluded from the category of respondents.

The city of Yogyakarta and Surakarta (Solo) has historically come from the
kingdom of Mataram kingdom that was split into two / Kraton, batik origin. Originaly,
batik is the work of the women of the palace, a new start of the 18th century AD, batik
spread beyond Kraton Y ogyakarta and Solo. Thus, it can be understood until now there
are many batik entrepreneurs in the second city of the kingdom. In addition, both cities
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also become a tourist destination both nationally and internationally to visit both the
palace of Yogyakarta and Solo. Yogyakarta is famous for its batik trade center in
Malyoboro, whereasin Solo in Klewer Market.

In Bantul, batik business getting a lot of attention from the local government
district of Bantul so grows the villages of batik production houses and his showroom.
Batik of Bantul is also many that are sent to Y ogyakarta. The founding of the company
in the Batik of survey respondents can be seen from the following table:

Table1.8
Company Y ear of Establishment Batik

years of existence
Fregquency Percent vaid Cumulative

Percent Percent

1960 - 1970 19 13.0 17.0 17.0
1971 - 1980 12 8.2 10.7 27.7
1981 - 1990 11 75 9.8 375

Valid 1991 -2000 13 8.9 11.6 49.1
2001 - 2010 50 34.2 44.6 93.8
After 2010 7 4.8 6.3 100.0
Tota 112 76.7 100.0

Missing  System 34 23.3

Tota 146 100.0

From the above table it can be seen that the people who responded to the
founding of the company Batik 112 people or 76.7 per cent, the remaining 34 people not
filling the question of the establishment of the batik company. Year established
company’s batik highest between 2001 to 2010 in the last two years there is an increase
of 7 companies, or 4.8 percent, if the increase in the linear batik company in eight years
to come grow 35 companies, or about 25 percent. It shows that the establishment of the
new company developments occurred most rapidly between the years 2001 - 2010, after
which it is expected to decline, unless there are efforts to increase the production of
batik to develop business and create new batik firmsin the years to come.

Initialy batik is the women of the palace, then spread beyond the palace of
Y ogyakarta and Solo, then a lot of men who are interested in setting up companies or
become entrepreneurs’ batik. Gender of respondents can be seen in the following table.
Initially batik is the women of the palace, then spread beyond the palace of Y ogyakarta
and Solo, then a lot of men who are interested in setting up companies or become
entrepreneur’s batik. Gender of respondents can be seen in the following table.
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Tabel 1.9
Respondents Gender

Gender
Frequency Percent Vaid Cumulative
Percent Percent
38 26.0 26.0 26.0
.. Male 57 39.0 39.0 65.1
Valid
Female 51 34.9 34.9 100.0
Total 146 100.0 100.0

From the above table it can be seen that the number of respondents who filled
out the age there were 108 people, 38 do not fill out the rest. Than 108 people turned
out to the number of men more that 57 people, or 39 percent, and women 51 or 34.9
percent. The difference is not so much; however, prove that the batik business is a
business that promises so attractive men as a source of family income. According to
Islam, men are required to provide maintenance to his Wife and his children, while the
earnings of women as wives, if used to meet the needs of the family as Sunna nature
worship. Of the respondents, educational level from elementary to college spreading can
be seen in the following table.

Table 1.10
Education Levels of Respondents

Education
Freqguency  Percent ValidPercent Cumulative
Percent
37 25.3 25.3 25.3
elementary 14 9.6 9.6 34.9
school
Junior High 6 4.1 4.1 39.0
valid School
Senior High 39 26.7 26.7 65.8
School
University 50 34.2 34.2 100.0
Total 146 100.0 100.0

From the above table it can be seen that of the 109 respondents who filled out
the last tinkat education, college educated respondents were the most in number that is
50 people or 34.2 per cent, followed by high school 39 people or 26.7 percent.
Respondents were last education only up to basic education (primary and secondary) as
many as 20 or 13, 7 percent. This composition is very interesting because most of the
entrepreneurs had high school education and college, when they formed community
groups batik, better educated they can share knowledge and technology to the less
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educated, while most respondents have primary education are those who have
experienced continue the legacy of ancestors effort, could share the experience to new
entrepreneurs.

From Table 5.5 it can be seen that the respondents who filled out the age of 144
people, two people do not fill the remaining life of the data. Based on the age group in
mind that 68.5 percent of respondents fall into the age group between 31 to 50 years,
whichisin full swing work, and isusually in a state of stable/ steady.

Table1.11

Age Group
Age Group
Frequency Percent  Valid Percent  Cumulative
Percent

19- 30 years 12 8.2 8.3 8.3
31-40years 49 336 34.0 124

valid 41- 50 years 51 34.9 35.4 77.8
50 - 60 years 23 15.8 16.0 93.8
More than 60 years 9 6.2 6.3 100.0
Total 144 98.6 100.0

Missing System 2 14

Tota 146 100.0

The number of employees can be seen from the following table.

Table1.12
number of employees

Frequency  Percent  Valid Percent Cumulative
Percent
1-10 people 79 54.1 68.7 68.7
11 - 20 people 20 13.7 17.4 86.1
valid 21 - 30 people 7 4.8 6.1 92.2
31 - 40 people 3 2.1 2.6 94.8
More than 40 people 6 41 52 100.0
Totd 115 78.8 100.0
Missing System 31 21.2
Totd 146 100.0

From the above table it can be seen that the number of employees from 1 to 10
people occupying the highest number of 79 companies, or 54.1 percent, followed by the
number of employees between 11-20 people as many as 20 companies. So companies
that have a number of employees 1-20

People numbering 99 people or 67.8 percent. The size of the company when
seen from the number of employees, the majority of enterprises is micro enterprises
with number of employees less than 20 people. The size of the companies seen of
capital can be seen in the following table.
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Table1.13
Type of business

type of business
Freqguency Percent Valid Percent Cumulative

Percent
7 4.8 4.8 4.8
1 75 51.4 51.4 56.2
vaid 2 57 39.0 39.0 95.2
3 7 4.8 4.8 100.0

Total 146 100.0 100.0

CONCLUSIONS AND SUGGESTIONS

Conclusions

1. The effect of the government's role to competitive advantage, either directly or
indirectly through a strategy of cost leadership and differentiation strategies
influence obtained atotal of 0:41.

2. The effect of entrepreneurship on competitive advantage, either directly or
indirectly through a strategy of cost leadership and differentiation strategies
obtained total effect of 0.37.

3. Influence of resources on competitive advantage, either directly or indirectly
through a strategy of cost leadership and differentiation strategies obtained total
effect of 0.28.

4. Cost leadership strategies directly affect the competitive edge with path
coefficient of 0.38.

5. Differentiation strategies directly affect the competitive edge with path
coefficients at 0.17.

Suggestion

For Academics in the Context of Development Science Strategic
Management and Community Services. The results of this study can be a reference
for further research both quantitative approach to menelitian other variables that affect
the cost |eadership strategy and competitive strategy, and the competitive advantage that
is not covered in this study or re-study the same variables with the study for make
broader generalizations of the generalization of this study is confined to the MSE Batik
in Y ogyakarta which consists of the city of Y ogyakarta, Sleman regency, Kulon Progo,
Bantul and Gunung Kidul and Surakarta to take the District Laweyan yan MSE batik
population at most.
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Moreover, it can also be developed into a qualitative and experimental research
related to the role of government, resources, entrepreneur-ship, the cost leadership
strategy and competitive strategy to achieve competitive advantage MSE batik.
Quantitative research is very limited, if supported by qualitative research and
experimentation, the results of the study will be more comprehensive in order to form a
model of the competitive advantage of SMES batik.

Experimental studies in order to improve resource uniqueness of batik as a
source of competitive advantage can be performed to obtain patents and increase the
production of natural dyes natural dyes that do not depend on the MSE batik synthetic
dyes from imported products that are more expensive and difficult to make batik
achieve competitive advantage against similar products or product substitution batik
batik, batik is a non textile products. In addition, experimental studies can also be
performed for batik waste treatment to be safe for the environment, thanks if waste can
be utilized.

The academics can perform community service through the development of the
batik SMEs and encourage the government to work together as a triple helix increases
the creative economy through the development of batik SMEs in order to play better in
improving the local economy.

For the MSE Batik Practitioners. To improve competitiveness and achieve
competitive advantage, batik SMEs need to improve entrepreneurial capacity and
resources. MSE batik can form their own cooperatives both cooperative services, to
gain greater access to capital, consumer cooperatives to gain access to cheaper raw
materials, and cooperative manufacturers to improve product marketing batik and
expand market orientation not only the domestic market, but for export market . If the
cooperative has been formed, cooperative batik SMES can cooperate with universities
and government to gain access to various resources such as enhancement, management,
expansion into overseas markets, batik waste treatment, and so on.

For the Government. The results of this study can serve as an input for the
government to increase its role as a facilitator, catalyst, advocate, motivator and
regulator in creating a conducive environment for the development of SMEs batik as
part of local economic development.

The role of government has the greatest influence on batik competitive
advantage, either direct or indirect effect and total effect. It can be used by the
government to make the MSE batik as a unique resource that is becoming one of the
sources of competitive advantage by nurturing and empowering local batik SMEs are
more instensif.

To Society. Community can participate in developing and marketing the product
quality of batik with batik SMEs provide input to what the community wants and
expectations of batik products, so that it continues to grow batik as an intangible
cultural icon and creativity of the people of Indonesia that has been recognized
worldwide
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Abstract

This research was to know is there is interdependence and substitutability Effect of five financial policies
as Ownership Structure, Risk on business, Financial Decision, Dividend Policy, Institutional Ownership
and Firm Value at Indonesian deep monitoring agency conflict mechanism. This observational object is
enrolled manufacturing firms at Indonesian Stock Exchange, base purposive sampling was found by
sample as much 51 firms from 2005 until 2010. Analysis’s tool that is utilized is Simultaneous equation
as Two Stage Least Square to see how interdependence corporate financial policy. This empirical result
are: 1 ). There is interdependence among Ownership Structure, Risk on business, Financial Decision,
Dividend Policy, Institutional Ownership and Firm Value at Indonesian deep monitoring agency conflic
mechanism 2 ). There is substitution relationship among Insider Ownership and Dividend Policy, Insider
Ownership and Institusional Ownership, Dividend and Debt Policy, Debt Policy and Firm Value,
Institusional Ownership and Dividend Policy, Dividend Policy and Risk Policy.

Keyword: ownership structure, dividend policy, debt policy, risk, tobin * s q

INTRODUCTION

Every company has a shared objective, which is maximizing the value of the
company and its shareholders. In order to achieve that objective, the financial managers
are faced with three financial decisions: investment decisions, financing decisions, and
decisions regarding the distribution of profits in the form of dividends. These three
decisions are interrelated and every decision made will affect the others or, in other
words, every decision made is interdependent. (Van Horne 2004)

The agency theory clearly relates the decision of dividends distribution and
company financial decisions. If a company’sdecision of dividends distribution is based
on a monitoring mechanism as proposed by Easterbrook (1984), the decision of
dividends distribution and capital structure should be decided simultaneously. A
studyby Noronha etal. (1996, in Xiaoming& Victor (2010)) also supports this finding,
that is, the decision of the selection of capital structure and dividendsare interdependent
or simultaneous when the distribution of dividends to shareholders is necessary to
reduce the agency cost.

A study by Xiaoming& Victor (2010) about the simultaneity of financial
decision-making in companies in the UK found evidence that the selection of capital
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structure and dividendsis simultaneously influential, and that thedividends distribution
decisions taken are greateron the interest of minority shareholders. Other findings are
that insider ownership, stock returns, growth, total assets, and the volatility of operating
income also affect capital structure decisions (leverage) and dividends significantly.
This result is supported by Gugler’sstudy (2003) onAustralia companies, as well as by
astudyby Fitr and Mamduh (2004) and one by Harjito (2007) on the Malaysian capital
market.

Literature Review

The Agency Theory. The separation between the status of the owner and
manager of the company poses a problem commonly referred to as agency problems,
which occur between the owner of the company or its shareholders on one side and the
management on the other. (Jensen, 1976)

Substitutional relationship between insider ownership, debt policy,and
dividends. Related empirical studies onthe mechanismsin monitoring agency conflict
havebeen done.Evidence was found that there is a relationship between the variables of
such mechanisms. Substitutional relationship suggests that if a mechanism becomes
effective, then other mechanisms do not work anymore. The relationship between
insider ownership and dividends decisions can be found in bothsubstitutionaland
complementary relationship (Miguel, etal.: 2005, in Harjito: 2007).

Prior Studies. Chrutcley, Jensen, Jehera, and Raymond (1999) found evidence
of a substitutional effect between insider ownership and institutional ownership on the
mechanisms in monitoring agency conflict. The study byXiaoming& Victor (2010) on
the simultaneity of financial decision-making found empirical evidence that the
selection of capital structure and dividends policy has simultaneouseffects, and that the
decisions taken are greater on the interest of minority shareholders. The dependent
variable used is the dividend payout ratio (POR) and the equity ratio (EQR).

Jensen, Solberg, and Zorm (1992) stated that the financial policy and insider
ownership are interdependent; more specifically, insider ownership has a negative effect
on the company’s debt and dividend levels. Chen and Steiner (1999) found that there is
a substitutional effect between managerial ownership and debt, as well as between
managerial ownership and dividends. Tandelilin and Wilberforce (2002) observed the
relationship between insider ownership, debt, and dividends using simultaneous models.
This study focuses on whether there is a substitutional effect between debt, dividends,
and insider ownership in an attempt to control the agency problems. The results show
high levels of debt that will replace insider ownership in reducing conflicts between the
external stockholders and the managers.

RESEARCH METHOD

This research was conducted at manufacturing companies listed on the
Indonesian Stock Exchange from 2005 to 2010. The selection of samples was done
through purposive sampling method. Within 2005-2010 there were 420 companies
listed on the Indonesian Stock Exchange (BEI). Of the 420 companies, a sample of 193
manufacturing companieswas selected, and of that number 142 companies were
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excluded from the sample due to incomplete data. Thus, the final sample was 51
companies.

The models of this study are as follows:

a. Debt equation:

DEBT = al + Bl INSD + B2 DPR + B3 FASET + B4 RISK + 5 INST + B6Q +ei
b. Insider ownership equation:

INSD = 02 + p7 DEBT + 8 DPR + B9 INST + p10 RISK + p11 SIZE + p12Q + ei
c. Dividends equation:

DPR= a3 + B11INSD + 12 DEBT + 13 GROWTH +B14PROFIT+B15 RISK+ei
d. Institutional Ownership

INST= a4 + B16INSD + p17 DEBT + p18 DPR +B19ROA +B20RISK+ p21Q+ei
e. Risk equation

RISK= a5 + p22INSD + 23 DEBT + p24 DPR +B25ROA +B26RISK+ B27Q+ei
f. Firm value equation:

TOBIN=06+328INSD+329DEBT+B30DPR+p31SIZE+p32ROA+B33RISK +ei

RESULTS AND DISCUSSION

A. Descriptive Statistic and Regression Analysis by two stage least square

Table 1
Descriptif Statistic

INSID DEBT DPR INST RISK TOBIN Q
Mean 0,7520 0,6632 33,6679 0,2391 0,1170 13,5841
Maks 0,9800 20,307 239,150 0,943 0,957 16,571
Min 0,1416 0,0114 0,0100 0,0000 -0,7980 9,3648
SD 0,1633 1,1911 25,9943 0,1630 0,3340 1,1606
Observasi 306 306 306 306 306 306
ROA FASSET  SIZE GROWTH
Mean 0,1375 0,3414 1,3598 -0,1515
Maks 0,943 4,056 4,183 0,925
Min -0,0038 0,0390 0,0763 -9,1506
SD 0,1258 0,2799 0,6016 0,6541
Observasi 306 306 306 306

Sumber: hasil regresi 2SLS, diolah (2012)

Table 2
Two Stage Least Square
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Independe DEBT DPR RISK INST | TOBINQ
n
(+) () (+) () (+)
1,5317** - 4,4301%* - 0,3803
29,5933%** * 1,1517%*
*

DEBT (+) (+) () (+) ()
0,0207** 3,3251** | -0,0271 | 0,0216** -

* * 2,3488**
*
DPR () (-) () (+) ()
-0,0004* | -0,1143** 0,1606** | 0,0012** -

* * 0,0198**
RISK (+) (+) (+) (+) ()

0,1679 7,3134 1105*** 0,3577** | -5,450***
*

INST () () () (+) (-)
- -2,243 - 5,6299** -0,1441
1,1098** 147,274%** *
*
TOBIN Q (+) () (+) () (+)
0,0017 - 3,0032 - 0,0134**
2.0255** 0,3779%* *
* *
ROA (+) () (+)
165,0378** - 0,0393**
* 2,3520%* *
*

SIZE

(-)
-0,0019**
()
-0,1470

FASSET

GROWTH

Note:
***significant 1%
** significant 5%
*significant 10%

B. Analysis and Discussion

Discussion of Insider Ownership Equation (INSID). Debt has a positive and
significant correlation with insider ownership. The results of this study support the
study by Fitr&Mamduh (2004) and Ambarwati&Hikmah (2010) that the higher the
debt, the better can it increase inside ownership and reduce the company’s need for
external capital. However, thisstudy does not support the findingofHarjito (2007).
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Dividend policy (DPR) shows a negative and significant relationship to insider
ownership.It indicates the substitutionalrelationship between DPR and insider
ownership in reducing agency conflict. Dividend policy is usually used to reduce the
company’s free cash that would restrict insidersattempt at cheating, so that insider
ownership tends to decrease. This study does not support the findingofFitr&Mamduh
(2004) and Ambarwati&Hikmah (2010), but supports that ofChen and Steiner (1999).

Firmrisk shows a positive and significant relationship with insider ownership. It
indicates that the higher the risk,the higher the insider ownership, because insider
ownership can reduce agency conflicts, thereby reducing the risks that may occur or, in
other words, this type of investor is a risk-taker. This finding is not in line with the
result of study byFitr&Mamduh (2004). Institutional Ownership (INST) shows a
negative and significant relationship to insider ownership, meaning that it shows the
substitutional relationship between institutional ownership and insider ownership in
reducing agency conflict. This study supports the resultof study by Fitr&Mamduh
(2004) and Harjito (2007), but is not in line with the study byAmbarwati&Hikmah
(2010).

Discussion of Risk Equation (Risk). Debt has a negative and insignificant
relationship with risk. The results of this study do not support the study
byFitr&Mamduh (2004).The higher the risk, the lower the use of debt to avoid the risk
of bankruptcy due tofixed interest expense. Although not significant, the direction is in
line with the hypothesis. This study also does not support the result of study by Chen
and Steiner (1999). Dividend policy (DPR) shows a negative and significant
relationship to risk, meaning that the higher risk of the company, the lower the ability of
the company in paying the dividends. This study supports the resultof study by
Fitr&Mamduh (2004) and Chen & Steiner (1999).

Institutional Ownership (INST) shows a positive and significant relationship
withrisk.The direction of this relationship is not in line with the hypothesis because the
higher the risk, the higher the institutional ownership, because institutional ownership
can add external controls that are expected to reduce the risk. This study does not
support the result of study by Fitr&Mamduh (2004) and Crutchley, et al. (1999). Insider
ownership has a significant and positive relationship with risk, which is not in line with
the hypothesis which indicates a negative relationship.This may be because the higher
insider ownership, the higher the firmrisk due to lack of control from external parties.
This type of investors is risk-taker. This study does not support the result of study
byFitr&Mamduh (2004).

The firm value has a significant negative relationship with risk.This resultis not
as hypothesized andhas a negative relation, probably because the higher performance of
the company, the lower risks faced by the company, as the company’s business risks
can be prevented. This study is in line with the findingof Servaes (2007).

Discussion of Debt Equation (DEBT). Insider ownership has a positive and
significant relationship with debt policy. This finding fits the hypothesis and supports
the finding ofFitr&Mamduh (2004) and Ambarwati&Hikmah (2010) that the higher the
debt, the better can it increase inside ownership and reduce the need for external capital.
Dividend policy (DPR) shows a negative and significant relationship with debt policy,
indicating the substitutionalrelationship between DPR and debt policy in reducing
agency conflict. This significantly negative relationship shows that increasing dividends
will reduce the use of debt available in the company. This study supports the resultof
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study by Ambarwati&Hikmah (2010), but is not in line with the study by
Fitri&Mamduh (2004).

Firm risk shows a positive and insignificant relationshipwith debt policy.This
positive direction is in line with the hypothesis, while not significant, which means that
the higher the firm risk, the greater the use of debt and vice versa. This finding is in line
with that of Fitri&Mamduh (2004). Institutional Ownership (INST) shows negative and
significant relationship with debt policy, meaning that the direction of the relationship is
in line with the hypothesis. Thisindicates the higher institutional ownership, the lower
the need for external equity. This study does not support the result of study by
Fitr&Mamduh (2004). Firm valueshows a significant negative relation with debt policy,
meaning that if the company’s performance is high, the possibility is that the use of debt
will tend to decline because it was able to finance the retained earnings of the company.
This finding is consistent with that of Ambarwati&Hikmah (2010).

Discussion of Dividend Policy Ratio (DPR). Debt has a positive and
significant relationship with dividend policy. The result of this study supports the
finding ofFitr&Mamduh (2004) that the higher the debt, the more it can improve the
performance of the company, and consequently, the ability of the company to pay
dividends. Insider ownership (INSD) shows a negative and significant relationship with
dividend policy, meaning that there issubstitutional relationship between DPR and
insider ownership in reducing agency conflict. Dividend policy is usually used to reduce
the company’s cash so that it would restrict insidersfrom cheating, thus, insider
ownership tends to decrease. This study does not support the finding of study
byFitr&Mamduh (2004) but supports that ofAmbarwati&Hikmah (2010).

Firm risk shows a significant positive relationship to dividend policy.This
direction does not support the hypothesis, because the higher the risk, the greater the
return so that the company’s ability to pay dividends increases as well. This study does
not support the finding of Fitr&Mamduh (2004). Institutional Ownership (INST) shows
a negative and significant relationship to the dividend policy, meaning that there
issubstitutional relationship between institutional ownership and dividend policy in
reducing agency conflict. This study does not support the result of study by
Fitr&Mamduh (2004) and Tandelilin&Wilberorce (2002). Firm value (Q)
showsinsignificant positive relationship with dividend policy, confirming the direction
of the hypothesis.It means the better the firm value, the higher the ability to pay
dividends.

Discussion of Firm Value Equation (Tobin’s Q). Debt has a negative and
significant relationship with firm value, indicating that the direction is opposite to the
hypothesis.This may be because the use of high debt without good management will not
increase firm value. The result of this study does not support that of Servaes (2007).
Dividend policy (DPR) shows a negative and significant relationship with the Q,
meaning that the higher the income, the smaller the dividend payout ratio, resulting
inthe decline of long-term company performance. This study does not support the
resultof study by Servaes (2007).

Insider ownership shows positive and insignificant relationship with the Q, as
shown in the hypothesis. This means the higher insider ownership, the more the agency
conflict can be reduced so that the company’s performance tends to be better.
Institutional Ownership (INST) shows negative and insignificant relationship with the
Q, as hypothesized,which means the greater institutional ownership, the more it can
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reduce the use of external equity and the better the companyperformance. The risk of
having a significant negative correlation with the Q means that the higher the firm risk,
the lower the company performance. This study is not consistent with that of Servaes
(2007).

Discussion ofInstitutional Ownership Equation (INST). Debt has a positive
and significant relationship with institutional ownership. The result of this study
supportsthat of Fitr&Mamduh (2004) and Cruthcley, etal. (1999) that the higher the
debt, the stricterthe monitoring, the more careful the manager so as to encourage
institutional ownership for investors. Dividend policy (DPR) shows a significant
positive relationship with institutional ownership, not indicating a substitutional
relationship between DPR and institutional ownership in reducing agency conflict. High
dividend policy indicates stability of the company, which will encourage institutions to
invest. This study does not support the result of studies byFitr&Mamduh (2004),
Crutcley, etal. (1999), and Tandelilin (2002).

Insider Ownership (INSD) shows a significant negative relationship with
institutional ownership, indicating a substitutional relationship between institutional
ownership and insider ownership in reducing agency conflict. This study supports the
resultof studies by Fitr&Mamduh (2004), Crutcley, etal. (1999), and Tandelilin (2002).
Firm risk shows a significant positive relationship with institutional ownership, a
direction that does not fall in line with the hypothesis that the effect is negative.lIt
indicates risk-taking investors, that the riskier the company, the higher the expected
return. This study does not support the result of studies by Fitr&Mamduh (2004) and
Crutcley, et al. (1999).

Firm value (Q) shows a significant positive relationship with institutional
ownership, which is not consistent with the hypothesis.This may be because
greatcompany’s performance will encourage institutional ownership, as a performance
indicates the company’s prospects in the future. This study supports the findingof
Servaes (2007). This study found asubstitutional relationship between insider ownership
and dividend policy, insider policy and institutional ownership, dividend policy and
debt, firm value and debt policy, institutional policy and dividend policy, as well as
dividend policy and risk. There is no substitutional relationship between ownership
structure and debt policy, risk and firm value.

CONCLUSIONS AND RECOMMENDATIONS

This study was aimed at proving the interdependence between insider
ownership, debt policy, dividend policy, firm risk and value, as well as institutional
ownership. Overall, fromall of the six models studied,empirical evidence has been
produced that there is interdependence between insider ownership, debt policy, dividend
policy, firm risk and value, as well as institutional ownership, though not entirely. The
study also examined the substitutionalrelationship among the various policies
implemented by the company in the mechanisms of agency conflict monitoring, and has
found empirical evidence that there is a substitutional relationship between insider
ownership and dividend policy, insider policy and institutional ownership, dividend
policy and debt, debt policy and firm value, institutional policy and dividend policy, as
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well as dividend policy and risk. It has not founda substitutional relationship between
ownership structure and debt policy, as well as firm risk and value.

Other researchersmay develop this research with the addition of variables
relevant to this study,to support previous empirical research findings. Because it was
found that ownership structure has no substitutionalrelationship with the debt, the
decisions taken in the agency conflict monitoring mechanism should be carried out
simultaneously,therefore creating the need to consider which policy toselect so that
agency conflict can be reduced.
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Abstract

Cottage industries are increasingly prevalent in the community because the community can support the
economy, in order to improve the standard of living better. One of these is a cottage industry making
business idea. The potential for this cottage industry needs to be supported by the government's growing
creativity and innovation in their business development. The research method used was a survey, SWOT
analysis and focus group discussions. The object of research is the entrepreneurs know that there are in
the area Cipete Selatan and Tegal Parang, Jakarta Selatan, basicaly a lot of opportunities while
diversification can be done by the entrepreneur. Opportunities could include waste pengolahaan of the
production process into other products that can be used for consumption by the public, such as nata de
soya, bean curd, oncom and biogas. So far, because of the limitations of their knowledge and abilities, the
waste is only used as animal feed only. In the second year the researchers conducted the training and
guidance by means of, among others, to invite the object of study to know the milk Lembang Bandung to
directly follow the direction and guidance of the experts there. It is expected that after they attend the
training, there is a desire to expand its business, but after the guidance they apparently no desire to
expand its business, because they had had enough with the current situation.

Keywords: The housing industry, development, training, Business, Introduction to Technology
and Perspective

INTRODUCTION

Home industries are increasingly considerable in the community because it can
support their economic life, in order to improve the living standard to the better one.
Therefore, these home industries must be supported by the government in order to make
it more creative and inovative. One kind of these home industries that is cultivated by
the people is the making of “Tahu”, since “Tahu” is the staple foods of Indonesian, and
it isloved by the people in upper and lower class.

Looking on the preceeding researches which already held in Kelurahan Cipete
Selatan and Kelurahan Tegal Parang Jakarta Selatan only focus on the process of
making “Tahu”, while basically there are so many oppurtinities of product
diversification that can be done by the businessman. It can be such as recycling the
waste into a good things that can be used by the people, for example nata de soya,
kembang tahu, and biogas. Among this time, because of their limitness of knowledge
and abilities, the waste only used as forage. In order to motivate them in developing
their bussiness, the researchers did a research that included a training and guidance by
inviting the research’s object to “Tahu Susu Lembang Bandung”, besides that the
researcher give an informally training by visiting them at work.
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Hoping after they get more knowledge, it can change their persprective of
making “Tahu in order to develop their bussiness.

Research’s Problems

1. Their lack of knowledge in managing and devel oping their business.

2. Traditional technology still exist

Research’s Objects

1. Providing any business development training in order to make their bussiness
becoming better and more competitive.

2. Giving any training and guidance wether in teorytically or practicaly,in
“Tahu Susu Lembang Bandung”, directly.

Literature

Training

1. Definition of Training. Training refers to the methods that is used to provide any
skills required by the employees to do a good job. According to Pearl S
Panggabean (2004: 41) Training is "A method that is used to provide or improve
any skills that required to do the job now".

2. Purpose of the Training. According to Pearl S. Panggabean (2004: 41), the purpose
of the training is as follows: Providingany skills and knowledge required by the
employees; Improving the morales; Improving the employee’s performance;
Supporting the employees in dealing with the changes, such as the changes in
organizational structure, technology, or human resources; Improving the
employees’ career; Improving the feedback which is accepted by the employees.

3. Objectives of training. According to Edi Sutrisno (2011: 69) the training target is:
Improving the works’s productivity; Improving the work’s quality; Improving the
accuracy in Human Resources planning; Improve the morales;, Maintaining the
health and safety; and Supporting personal growth.

Business Development. Until now, restrictions on small businesses still
different depending on the focus of the problem, respectively. According to Steinhoff
and John F. Burggess (1993 14) that "Small businees has been defined in different
ways by different organizations and agencies'. Small businesses have been defined in
different ways depending on the interests of the organization”.

Many concepts explained by the economists about how to get success on
business in maintaining their existence dynamically. In many concepts of competitive
strategy in a business said that a success of a business is dependending on the
manager’sability. According to Albert Wijaya (1993) on the theory of "resources based
strategy”, explained that if the company want to getthe benefits continously, that is by
reaching al the competitors in the industry involved, the company must give a priority
to thegreat internal capability, which is not transparent, difficult to be imitated or
diverted by the competitors and give a great long-term competitiveness that exceed the
demands of today's powerful on the market and the volatile external situation.

Management. Management is a form of working with people whether
personally or in group to achieve a goa. Management has the same goal of achieving an
organization's goals. Management is derived from a word "manage" which means " a
process, or away, or managing an actions by employing the others" (Big Indonesian
Dictionary, 1999: 470). According to Pearl S. Panggabean (2004: 13) in the context of
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management, control or management can be defined as a series of activities which
including planning, organizing, leadership, and controlling the activities of human
resources and other resources to achieve a purpose efficiently.

Appropriate Technology. Nowadays, the market developments which are
moving into a very competitive and increasingly complex business competition and
tight in the community make a new chalenges for the organization / company.
Therefore, the speed of getting an information technology is becoming an important
factor in growing a competitive value of a company or organization. To handle these
problems, the company leaders really need a solution that can help them to see the
overal picture of their business (comprehensive) and rea-time, in the sense of what
they seein the report is completely describe the current condition of the actual company
now, not one week ago, one day ago, or even one hour ago, so the role of technology
becomes very important in the business, the entrepreneurs can use the right technology
to help them in improving the efficiency, sharpening the response, and finally is be able
to produce a competitive value for the company.

The framework. The framework of this research as follows:

The scope outside the object of
resear ch;

Economic factor
Technologyi

Socio-cultural Evaluation :
Government policy

= The development

of businessman of
Tahu in Cipete

Selatan, and Tegal
Business development strategy ; Research Goal ; Parang including
= Didabenchmarktoa = Theimplementation of the product
successfull businessman of good business quantity and
. Giving business development Busincssincome
o . . o " usiness income
development training. d The using of better "| = Theusing of better
»  Guidance and motivation technology. technology.

/

Condition of the object research;

= Object’s research profile,
businessman of Tahuin
Cipete Selatan and Tegal
Parang.

= Theexist social phenomena

= Interaction ability

Figure 1. The Framework

METHODS

Research Area. Thisresearch held in Kelurahan Cipete Selatan and Kelurahan
Tegal Parang. Starting from January till December 2014.
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Research Methods. The method used in this research is a survey method. The
researchers did a preliminary survey to identify the number of entrepreneurs of Tahu in
the area. There are ten entrepreneurs, and sampled by 6 entrepreneurs.

Data Collection Methods. Interview is a process for gettingany relevant
information in order to get the research goals by doing an interviewbetween the
respondent or parties that related to the research.

The document is a datathat used to get information held in the past. Therefor, the
researchers need to have a theoretical sensitivity to interpret al the documents so they
will turn to be meaningful stuffs.

Sample of theResear ch. In this research there aresix entrepreneurs of Tahu are
used as sampleinKelurahan Cipete Selatan and Kelurahan Tegal Parang Jakarta
Selatan. They are: Mr. Madanih; Mrs. Jamilah; Mr. Tarman; Mr. Ahmad; Mr. Suprapto;
and Mr. Tarno

Data Analysis. The purpose of data anaysis is to arrange the data in a
meaningful way so it can be understood. To facilitate the analysis, the used methods
are:

1. FGD (Focus Group Discussion). Used to analyze the data research through a
discussions in focus,well known as FGD (Focus Group Discussion) is an
attempt to find the meaning of an issue by a group of people to avoid a wrong
meaning of the issue by a researcher. FGD is not a discussion group or chat
interview.

2. SWOT. SWOT anaysis is a balancing analysis between the company's
internal analysis that includes an assessment of the strength factors (strengths)
and weaknesses (weakness), with external analysis of the company which
includes opportunity factor (opportuntities) and threats (treatment). This
method is simple and direct way in its use, but it can aso provide a
comprehensive and accurate analysis of a research undertaken. SWOT
analysis can be applied by analyzing and sorting anything that affect all
factors, then apply it in the SWOT matrix image, where the application is
how the power (strengths) are able to take advantage (Advantage) from the
chance / opportunity (opportuntities) that exist, how to cope the weakness
(weakness) that prevents the profit (advantage) from thechances
(opportuntities) that exist, then how strengths (strengths) are able to deal with
the threat (treatment) that exist. And the last, how to overcome weakness
(weakness) that capable to make any threats (treatment) to be real, or create a
new threat.

RESULTS

Trip to Tahu Susu Lembang Bandung. Trip to Tahu Susu Leambang Bandung
has already held on on Tuesday, June 17, 2014 by inviting six (6) employers from
Cipete Selatan and Kelurahan Tegal Parang.

The trip to Tahu Susu Leambang Bandung areadyhighly motivated the
entrepreneurs of Tahuto expand its business whether from the processing techniques of
Tahuor the products produced. They are very interested in the concept in marketing
techniqgues made by the management of Tahu Susu Lembang, so thatTahu Susu
Lembang besides used as a place to buy Tahu, it can aso be used as tourist spot where
the visitors can see the process of making Tahu Susu directly.
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Profile of Tahu Susu Lembang. Tahu Susu Lembang is a family culinary
tourism area which incorporated in Corporate PRICE CUT THE BIG GROUP. Which
is in running the daily operations, Tahu Susu Lembang works independently, however
Tahu Susu Lembang still supervised by the Corporate. Tahu Susu Lembang is designed
transparantly, it means that the consumer can see the process of making Tahu directly.
The time spent to make Tahu Susu Lembang is aboutseven hours. Tahu Susu
Lembanghas a favourite product that isTahu Susu, these Tahu susuare made in 5
variants, they are in form of Tahu Goreng , tahu buntel, takus panjang, takus kotak dan
takus kasurthat are sold in a raw state. Tahu Susu Lembang culinary ares not only
provide a beautiful view, but also offers an outdoor activitiesin an area of 2 ha.

1. Training and Guidance Materials from Tahu Susu Lembang.

a.  Review to the place of Tahu manufacture. The participants see the process
of making Tahu Susu Lembang directly starts from raw materials and
equipment used, and the way of production process from the beginning till
the Tahu is ready to be marketed.

b. Given a guidance and management of business development whether in
terms of marketing and human resources that are used. Participants are
given the opportunity to do an interview.

EVALUATION

After visiting Tahu Susu Lembang, researchers did an evaluation and guidance
about their Tahu business development. The result is the employer of Tahu is not
willing to develop their business because some of these obstacles, such as the lack of
labor required and there is no one from their family want to continue the business,
marketing of the products, and the business ares that is not condusive. They think it is
already enough for what they get now and it will run as usual
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Abstract

This study aims to formulate the concept of Islamic economics to solve the problems of poverty and
income inequality. The research method used was a qualitative method. The collection techniques of data
used were observation, interviews, direct participation and search through the library of data in the form
of books, print and electronic media. The results Showed that agriculture and trade in an effort to
Overcome poverty. Murabaha concept can be one of the unemployed group cooperation and guidance in
doing business. Another important effort is the mental coaching and motivation and a strong will and the
cooperation of all parties so that the Efforts were made to give effect to increasing in revenue that come
out of poverty and unemployment.

Keywords: agriculture, trade, poverty

INTRODUCTION

Religion has values of emancipation inherently, because religion has established
itself as a driver of change in the history. In the Indonesian context, a delay which
means poverty is a challenge that must be addressed with the participation and religious
alignments, because of the composition of Indonesian society is known as a religious
community. However, significant untapped potential to free people from a variety of
problems

According to data obtained from Press Release No. 45/07 / Th.XlIl, July 1, 2010
that the reduction in the number and percentage of poor people during the period March
2009-March 2010 seems to be related to the following factors: 1) Inflation was
relatively low; 2) The average daily wage laborers and peasants 3.27% 3.86%
construction workers; 3) Rice production in 2010 reached 65.15 million tons of paddy;
4) Most poor people work in the agricultural sector; and 5) The Indonesian economy
first quarter of 2010 grew by 5.7% against the first quarter of 2009, while household
consumption expenditure increased by 3.9% in the same period.

Gross inequality in income distribution (which included economic inequality) of
the poverty level (percent of total population living below the poverty line) are two
major problems in many LDCs, not least in indonersia. Said to be large, because if these
two issues are left to drag on or get worse, it will eventually lead to political and social
consequences are very serious (Tulus, 2003: 34). Turmoil of social life is strongly
influenced by the level of social welfare that occurs when economic inequality, it is
possible the vulnerability.
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The problem mentioned above is the problem of poverty in Indonesia, another
case with Nobel laureate Prof. Norway October 13, 2006 Muhammad Yunus (2007: 14)
a hard struggle for 30 years with one of Philosophical Reflection Analysis of Poverty
and Human Rights.

Islamic Economic System that can provide solutions to all the problems of life,
offers a number of formats poverty and income inequality. Islamic Economics aims to
study the human victory to be good, which is achieved through the organization of
natural resources based on cooperation and participation as stated by Akhram Khan in
Muhammad (2004: 34) that: "Islamic Economics aims to the study of human falah (wel
being ) Achieved by organizing the resources of the earth on the basis of cooperation
and participation ".

The fact suggests that the problems and natural resources, man-made resources,
and human resources each district / city is different from each other. The difference in
the potential of these resources can be a cause of the development gap in each region,
especially with the strengthening of regional egoism has encouraged more area to look
into. Based on the background of the research problem above issues include: the
concept of Islamic economics in addressing poverty and income inequality and efforts
to be made in developing the business model of agriculture and trade.

METHODOLOGY

Locations used in the study of Aloe Vera Plant Agriculture at Pasir Muncang -
Ciawi, and in Cinagara Sempur - Caringin, Palangon - Cijeruk, and Vegetable Secin,
Pok Cai, Cauliflower in Tajur Halang - Cijeruk Bogor. As for Ink Refill trade in East
Cilendek - West Bogor, Garment in Cimanggu - Tanah Sareal, bubur Cianjur in Bantar
Jati - Central Bogor in Bogor City, and Baso Malang in Bilabong - Kemang, Bogor. The
reasons for selecting these locations as a test site because the majority of the Moslem
community and economic conditions of low or relatively poor. While their place of
many natural resources such as vacant land. Human resource potential in the area varied
there are graduates of formal education (high school, D3, and S1) but have not been
able to improve the local economy. Agriculture can be a job for the residents in the
region.

The data used in this research process is the primary data and secondary data.
Primary data is information collected directly from the source, results form interviews,
observations, and participate directly with farmers and traders as well as a team of field
extension. Secondary data is data obtained by means of literature study, which is done
by reviewing and understanding the information according to the subject matter
covered.

Instruments used for the data mengumpulkan to prepare a list of questions,
samples and materials that will be asked outreach workers, farmers and traders. Another
instrument used for ongoing research activities include: 1 Table of information, namely
the development of the periodic table are used throughout the study as a medium for
writing the information obtained during the course of the study. 2 digital cameras, as a
documentation tool important events during the study. 3. Notebook, as the recording
medium while from the information obtained. 4. stick, used as a data storage medium.
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After the data collected and then reviewed and analyzed for the discussion set
forth in the form of an easy construction. Analysis of the data used in this study is
qualitative deskriptir. In addition, the authors also conducted a comparative analysis of
the research object is related to the difference in income between before and after the
experiment. The experiments referred to in this research is the venture capital assistance
to farmers and traders.

The object of study in this study are the ones who do not have jobs named idle.
They were given help to try to fit their abilities and interests have. Among them are
some who have an interest in farming and trade. Furthermore, they are given financial
aid to increase the family income. Capital assistance for people who are interested in
agriculture: farming eels and planted spinach, sweet corn, and others. As for people who
are interested in trading capital assistance to sell cartridges.

Al-Kasb

Al-Kasb (work). Working means physical exertion or thought undertaken to
obtain financial rewards. This includes all forms of work, whether done by hand or with
intelligence. Imam Syaibani in Azra (2010: 137) defines Al-Kasb (work) as a search for
the acquisition of property through lawful means. Based on such understanding then any
property acquisition in a way that is not kosher does not belong to the category of al-
kasb (work). Given the importance of work to acquire wealth as well as work in
producing wealth, the Qur'an gives tremendous pressure to it. It is very clearly stated in
the letter of al-Najm verse 39:

rmla¥) i Gl
"Surely not get anything, except what has been cultivated"

The paragraph above explain that working hard is the only way to produce
something of that nature. People can get to the success and progress on earth is
dependent on effort. The more diligent in her work, the more revenue that it becomes a
rich man. Prophet on many occasions has always appreciated the importance of labor
and always appreciate the work of the workers and experts in a particular field of work.
He once said:

ST Cakaing V™ I adle A Ll ) (Tl QLB LB Ade 20 paza ) 300 ool Sdoa
(& s2l) QS (8 5 )lal 4a Al Aafley Tl Akaindd Tl U O 0e Tia 0 gds e 478

Meaning: hadeeth of Abu Hurayrah may Allah he said: "The Prophet., Said;" Bundle of
firewood on his back one among you indeed better than others she asked and he gave
him or reject (request) ". (collected by al-Bukhari in the book of al-Buyu *).

Thus, stronger human body meant that he was indeed able to overcome all the
difficulties of life. He was given the resilience and strength to be able to bear all the
burden of suffering in the struggle to achieve success and victory (Afzalurrahman,
1997: 237) Looking for a living is part of the human task that has a position as worship.
In the Qur'an al-Jumu'ah mailing letters / 62 verse 10 which reads as follows:
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(10:42421))

Meaning: "If the prayer has been fulfilled, then Extend you on earth, and look for the
gift of God and remember (dhikr) Allah as much as possible so that you are lucky."

Islam really appreciate the efficient workmanship and ordered that Muslims do
all kinds of work efficiently and neatly. The factories are also encouraged to produce
everything well, durable and neat. In general, the efficiency is highly dependent on the
physical, mental, moral, education and skills of workers.

Poverty. Simon Kuznets found the existence of a relation between income
inequality and capita income levels are interpreted as the evolution of income
distribution in the process of transition from a rural economy to an urban economy, or
of agricultural economics (traditional) to industrial economy (Modern): at the beginning
of the development process , income inequality increase as a result of the process of
urbanization and industrialization. But after that the higher the level of development or
the end of the development process decreases inequality, namely during the urban
industrial sector has been able to absorb most of which come from the rural (agricultural
sector), or at the time of the smaller farms in the production and creation of income
(Tulus, 2003: 86). These conditions affect the social conditions of the people in its
various aspects. Poverty, hunger, and pain, always be the actual problem from time to
time in developing countries, including Indonesia.

The Qur'an mentions the term poverty (maskanah) and derivative words, the
poor (the poor) with masakin plural, as many as 25 times. The term indigence (al-Faqr)
with the derivative words, namely Faqir along plural fugara mentioned 12 times.
Contextually, words poor and Fagir have the same meaning, that is, those who can not
meet the minimum daily requirement. The difference is only meaningful if the poor
material poverty, while poverty Faqir is a mental or work (Marthon, 2007: 123). Quran
sometimes mentions people with dzu usrah, people who have difficulty.

The word "poor" is an adjective formed from the verb "Sakana" or "sakuna"
which has the basic meaning silent or stay in place, while the word Faqir is the adjective
formed from the word "iftagara™ which means the need. By combining these two terms,
from the lexical approach, it can be seen that the poor are those whose wealth is not
sufficient for a minimum of families, or those who are weak of its human resources so it
can not settle the problem of life within the very minimum, namely: clothing, food, and
board (An-Nabhani, 2009: 97). Poor people is a group of people who have not been able
to meet their needs to the maximum so need help from others.

Regional Economic Development. Law no 22 of 1999 on Regional
Government is the replacement for Law Number 5 of 1974 on the Principles of regional
governance and Law No. 5 of 1979 on Village Government. Of Law No. 22 of 1999 can
be seen one of the core implementation of the autonomous region is the presence of
local governments the flexibility to organize their own government on the initiative,
creativity, and active participation of the community in order to develop and promote
the region. Allow local autonomy not only means implementing democracy in the
bottom layer, but also encourage auto-activity to carry out what is important for the
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environment itself. It must be realized that the basic underlying principle is regional
otonommi democracy, equality, justice, and awareness of the pluralism of Indonesia.

Economic Development. The development process can be divided into 4 stages.
Usually the fourth stage was set in a series that began at the time of the goal set by
political leaders and translated into quantitative targets for growth, employment
creation, income distribution, poverty reduction, and so on. Political leaders must set
priorities for the purpose of directing the planners if there is some conflict of objectives.
The result is a welfare function that provides a measure of whether the plan (and
planners) will meet the national objective or not. The first is a welfare function that
shows the rank (the sequence of destination), which makes the planners to perform
judgment. The second phase is to measure the availability of scarce resources in during
the planning period, for example: savings, foreign aid, government revenue, export
revenue, trained manpower, and other third-lain.Tahap is to choose a variety of ways
(activities and tools) that can be used to achieve national objectives. At this stage set of
investment projects such as roads, irrigation networks, factories, medical centers were
included in the national plan. The fourth stage is the implementation of the program.

Islamic Economic System. Economic systems differ with economics. If the
economics are universal, not tied to a particular ideological outlook on life, then reverse
the economic system. Therefore, economics is the science that discuss the production
and improvement of quality of production, or creating the means of production and
quality improvement. While the economic system is legal or views that discuss the
distribution of wealth, ownership and how to manage it. Although it is not distinguished
by the capitalist and socialist economists. Therefore, the Islamic economic system is
different from capitalism and socialism. In this case, Islam has established principles of
economic system, namely: a. Ownership (al-milkiyyah or ownership) b. Management
and use of property (tasharruf al-malkiyyah) c. Distribution of wealth in society (tawzi
‘al-Amwal bayn an-nas) (Hafidz, 2007: 217)

Agriculture. Agriculture is an important sector in the national economy.
Agriculture has an important contribution to the economy, namely the contribution of
products (product contribution) in its contribution to Gross Domestic Product (GDP)
also contributed market (market contribution). Agriculture is also the sector that is
capable of creating jobs (employment contribution) and bring in foreign exchange for
the country (export earnings contribution). Other roles are in demand and supply of
energy for humans. Said Dr. Ir. Apriyantono, MS (IPB Rector 2009)

The annual report of the World Bank (World Development Report / WDR 2008)
recently published the theme of agriculture to development (Agriculture for the
Development). The agricultural sector in the WDR is confirmed (again) can be used as
instrrumen fundamental to sustainable development (pro-growth) and reduce poverty
(pro-poor). The report states that based on GDP growth of other sectors. This was based
on the ability of the agricultural sector to absorb and create employment (pr-
employment).

Agriculture is a way of life and the source of most people's life. Approximately
45% of our workforce depends on the primary agricultural sector. The role of the
agricultural sector in the national economy during this often only seen through its
contribution to GDP, employment creation, income generation and foreign exchange



180 International Multidisciplinary Conference 2014
ISBN: 978-602-17688-1-5

earnings society. The new role of agriculture sector can now be placed within the
framework of "3 F contribution in the economy", ie food (food), feed (fodder) and fuel
(fuel). Agriculture of the role associated with the "food" is the agricultural sector as the
leading sector in the development of food security. That is, the role of the agricultural
sector largely determines the realization of human resources (HR) quality. Qualified
human resources development should be supported by a quality animal food sufficiency
as well. This shows that food security is no longer defined as the availability and
adequacy of food availability but also accompanied with the adequacy of animal protein
and other food in accordance with the desired food pattern (PPH). The livestock sector
within the framework of agricultural development in the broadest sense has played a
large role in creating high-quality animal food. (Arsyad, 1997: 9-13).

The role played by the agricultural sector, including aspects of food (food), feed
(fodder) and fuel (fuel) showed that the existence of the agricultural sector has been able
to create added value chain of the business comes from business fields to fast food
(from farm to table business). The agricultural sector is not only related to on-farm, but
also related to off farm, both upstream and downstream. This shows that the agricultural
sector is a strategic role in achieving development comprehensively, so as to reduce the
level of poverty, while creating economic growth and employment for jobs.

Trade. Trade is something that is very important in the economy of a country.
Jealous trading activity is an indicator of a country's level of prosperity of the
community as well as a measure of economic growth, the country itself. So you could
say the trade is the lifeblood of the economy of a country. Through trade also a country
can establish diplomatic relations with neighboring countries and thus indirectly also
closely linked to trade politics.

The basic principle of Islam that has been set on trade and commerce is halal
products, honesty, trust, and sincerity. Today many market imperfections, which should
be eliminated if this pinsip accepted by the business community of nations in the world
derada. Principles of trade and commerce has been there in the Qur' an and Sunnah,
such as the conduct of perjury, giving incorrect doses, and create goodwill in a business
transaction. (Mannan, 1992: 288) The behavior deviates in the trade can be detrimental
to society because it creates economic instability.

The study of and solution to the problem of poverty continues to be done by a
variety of approaches. One is the study, entitled Strategies to overcome poverty in the
Fishing Village: A Case Study on the village of Kendal Gempolsewu by Abdul Kobar
Mudzkir, SP, M.Sc. According to Abdul Kobar that efforts to overcome poverty, among
others, human resource development, the formation of groups of fishermen, and the
provision of adequate facilities for pre fisheries, and evaluation of policies that are not
in favor of the fishermen. Abdul Kobar studies conducted specifically on the fishing
community to community development approach. Meanwhile, Ruslan Abdul Ghafur in
his dissertation (2011) concluded that the Islamic economic system load distribution
concept is loaded with the value of justice, morals, and norms when applied in
accordance with the Indonesian national identity.
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DESCRIPTION OF DATA AND RESEARCH RESULTS

Here's a description of capital assistance for community empowerment in
agriculture and trade.

1 Agriculture
1.1. Sweet Corn; Sweet corn intercropping on cassava plants, with the following
provisions;
1.1.1. Overlapping Planting Process Sari (sweet corn)
1) The land area of 5000 m2
2) Sweet Corn Seed =5 Kg x Rp. 80.000,00.- = Rp. 400.000,00.-
3) chicken manure = 50 sacks x Rp. 6000,00.- = Rp. 300.000,00.-
4) Urea = 150 Kg (3 sacks) x Rp. 80.000,00.- (per sack) = Rp.
240.000,00.-
5) HCL =50 Kg x Rp. 2000,00.- = Rp. 100.000,00.-
6) The process of planting to harvest for 70 days
Total Capital Rp.

1.040.000,00.-

1.1.2 Intercropping crops (sweet corn)
1. 1 Kg seeds of sweet corn yields of 700 kg
2. Results Total harvest 5 kg x 700 kg = 3500 kg
3. sweet corn price Rp. 1500.00 .- / Kg
4. Revenue 3500 Kg x Rp. 1500,00.- = Rp. 5.250.000,00.-

Crops Rp. 5.250.000,00.-

c. Postharvest Rp. 5,250,000.00 - Rp. 1.040.000,00.- = Rp 4.210.000,00.-
The median income in 30 days = Rp. 4.210.000,00.-: 2 = Rp. 2.105.000,00.-
Place: Bogor PDK Complex Rt. 13 Rw. 05 Village Kedong Halang Bogor

1.2. Caesim; Caesim intercropping broccoli plants, with the following conditions;
a. Overlapping Process Plants Sari (Caesim)
1. The land area of 2000 m2
2. Seeds Caesim = 2 packs x Rp. Rp.10.000,00.- = Rp. 20.000,00.-
3. chicken manure = 20 sacks x Rp. 6000,00.- = Rp. 120.000,00.-
4. Urea = 25 kg (1/2 sacks) = Rp. 40.000,00.-
5. NPK =5 Kg x 12.000,00.- = Rp. 60.000,00.-
6 The process of planting to harvest for 30  days

Total Capital Rp. 240.000,00.-

b. Overlapping Crops Harvest Sari (Caesim)
1. 1 pack =200 Kg Yields
2. packs 2 x 200 kg = 400 kg
3. caesim price Rp. 1500.00 .- / Kg
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4, Revenue 400 Kg x Rp. 1500,00.- = Rp. 600.000,00.-

Crops Rp. 600.000,00.-

c. Postharvest Rp. 600.000,00.- USD. 240.000,00.- USD. 360.000,00.-
The median income in 30 days = Rp. 360.000,00.-
Place: Taman Sari Gg. Sapodilla Rt. 03/04 Sand Village Jaya Bogor

1.3. Kale, kale plants in the home garden soil with the provisions of as follows
a. process spinach
1. The land area of 200 m2
2. Seeds Caesim = 2 packs x Rp. Rp.9.000,00.- = Rp. 18.000,00.-
3. chicken manure sacks =5 x Rp. 6000,00.- = Rp. 30.000,00.- 4. Urea = 10 kg x
Rp. 1.600,00.- = Rp. 16.000,00.- 6 The process of planting to harvest for 30
days with 4 times the harvest

Total Capital Rp. 64.000,00.-

b. Overlapping Crops Harvest Sari (Caesim)
1. 1 pack = 200 belt Yields
2. packs 2 x 200 = 400 tie belt
3. kale price Rp. 300.00 .- / connective
4 .300 Income connective x Rp. 400,00.- = Rp. 120.000,00.-
5. Within 30 days = 4 harvests x Rp. 120.000,00.- = Rp. 480.000,00.-

harvest Rp. 480.000,00.-

c. Postharvest Rp. 480,000.00. - Rp. 64.000,00.- = 416.000,00.-
The median income in 30 days = Rp. 416.000,00.-
Place: Telaga Kahuripan Rt. 17/03 Pa- Bogor Regency Village Jampang

1.4. eel; eel seeding in the pool, with the following provisions;
a. Seeding Process Eels
1. Area of pool 4 M2 =200 cm x 200 cm x 60 cm waking costs Rp. 170.000, -
2. Seeds eel = 15 Kg x Rp. 45.000,00.- = Rp. 675.000,00.-
3. cow dung fertilizer sacks x =5 USD. 10.000,00.- = Rp. 50.000,00.-
4. postharvest rice straw
5. 3 banana trees 6 During the 45 days are not fed, after fed snails and fish Kites
(fish Small river or solokan)
7.The process of growth until harvest for 80 days

Total Capital Rp. 895.000,00.-

b. harvest eel
1. 1 Kg eel harvest produce 13 Kg
2. Results Total harvest 15 kg x 13 kg = 195 kg
3. eels price Rp. 25,000.00 .- / Kg
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4, Revenue 195 Kg x Rp. 25.000,00.- = Rp. 5.250.000,00.-

Crops Rp. 4.875.000,00.-

C. postharvest
Rp 4,875,000.00 - Rp. 895.000,00.- = Rp. 3.980.000,00.- The median income in
27 days = Rp. 3.980.000,00.-: 3 = Rp. 1.336.666,67.-
Place: Lamping Rt. 05/01 Village Kedong K. Bogor

In conducting the business of agriculture, business activities in which there are
two forms of direct (direct) and indirect (indirect). Forms of assistance made directly
done with provision of capital and facilitation of the agricultural measures. For
example, in an effort to raise eel farmers briefed eels as well as ways to raise capital.
Thus different forms of assistance to farmers kale. Farmers do their business without
any target or mentoring. However, coaching as a form of monitoring to see progress is
still being done. Mentoring is done so that the desired results can be achieved, namely
an increase in revenue (income) for farmers.

Trade. In this trade using contract types Bai 'Al-Murabaha (Sale and Purchase
With Tough Payment). Bai 'al-Murabaha is selling goods at the original price agreed
with the additional advantage. In Bai 'al-Murabaha seller must deliver the product price
that he bought and determine a level of profit in addition. Another source said that
Murabaha is a contract sale of goods by declaring prices and earn a profit (margin) as
agreed by the seller and the buyer.

Murabahah is one form of certainl natural contract, since the prescribed some
require Murabaha rate of profit (the profit to be obtained). Because the character of
Murabaha is the seller should inform the buyer on the purchase price of the goods and
stating the amount added to the cost, it is necessary to agreed profit.

Al-Murabahah is done based on the verses of the Qur'an and Hadith as follows:

LN aTaTy aaall ) Ul
"And Allah has permitted selling and forbidden usury" (QS. Al-Bagarah / 2: 275)
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"It was narrated from Salih ibn Suhaib from his father he said: The Messenger of Allah
said:" Three things in which there is a blessing: Buying and selling is tough,
mugaradhah, (mudaraba), and mixed with wheat flour for home, open for sale "(HR .
Ibn Majah)

The purpose of al-Murabahah contract was to provide relief to the community in
social life. It is important in al-Murabahah contract is a lack of transparency and
honesty between the parties berakad.
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Descript of murabahah practice in this study are as follows:
1 Retail Merchants Raffle Ink cartridges with the following details;
1) Purchase price Rp. 300,000.00 .- / 1 kg to fill 6 cartridges
2) Capital 1 cartridges with a price of Rp. 100.000,00.- x 12 cartridges = Rp.
1.200.000,00.-
3) Selling Price 1 cartridges filled Rp. 200.000,00.-
4) Dealer inventory requires 2-fold
5) Suspension of payment for 30 days

b. Revenue within 30 days
First Month 6 cartridges 1 x Rp. 200.000,00.- = Rp.1.200.000,00.-
Second Month 6 cartridges 2 x Rp. 200.000,00.- = Rp.1.200.000,00.-
3 Third Month 6 cartridges x Rp. 200.000,00.- = Rp.1.200.000,00.-

c. Post-earnings for 90 days (3 months)
1.Capital 12 cartridges 1 x Rp. 100.000,00.- = Rp. 1.200.000,00.-
2. Ink Raffle 2 x Rp. 300.000,00.- = Rp. 600.000,00.-
Total Capital Rp. 1.800.000,00.-

2 Payment of the first month of Rp. 1.200.000,00.-
The second month of Rp. 1.200.000,00.-
The third month of Rp. 1.200.000,00.-
During the 3-month USD. 3.600.000,00.-
The median income in 30 days = Rp. 3.600.000,00.-: 3 = Rp. 1.200.000,00.-

Business process as follows:
1 Pre-Production Process
a. Merchants doing business Murabahah in Recharge (Raffle) ink, pre
Cilendek products made in West Bogor subdistrict East - Bogor, the price
300,000, - / 1 kg.
b. Premium Toner Ink Type Raffle types 12, 13, 15, etc. and the type of
cartridge Series 35, 56, 85 and so on with each price Rp. 300.000, - / 1 kg
to fill 6 cartridges.

Based on the above description, the merchant provides capital in an amount not
enough to buy a Raffle Ink Toner Type Type Type Series Premium and 2 kg for Rp.
600,000, -, and for the second set of computer printer plus Rp. 2.000.000, -, and 36
cartridges for Rp. 100.000, - / cartridges together with Rp.3.600.000, -. Thus, the total
capital above Rp. 6,600,000, -. (Six Million Six Hundred thousand dollars)

2. Production Process
The production process of the work done in the merchant can be detailed as
follows:
a. The time used ink production process Raffle approximately only 2 days to 36
cartridges with filler made by the vendors themselves
b. Implementation efforts based on Murabahah agreement between traders with
buyers Ink Raffle (Raffle Ink users) with the agreement of deferred payment
for 30 days.
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Traders should have a supply of ink cartridges Raffle doubled mean 36
cartridges

3 Post-Production Process

a.

After the production process for 2 days, then the trader first entered Al
Murabaha Ink Toner Premium Raffle kind of type 12, 13, 15 and so on and the
type of cartridge Series 35, 56, 85 and so on to 18 cartridges as per 1 kg
menghasil 6 cartridges multiplied by 3 kg .

Of 18 cartridges are sent upon request to the Foundation Umm Quro
Institutions elementary, middle, and high schools in Salabenda West Bogor -
Bogor city as much as 5 cartridges, and Foundation Day RBSC IPB Baranang
Central Bogor - Bogor many as 10 cartridges, as well as PT. Young Jien Jave
Sukagarment Cicurug - District Sukaumi much as 3 cartridges. So the total
number of production Inks Raffle proceeds of approximately 200.000, - / 1
multiplied by 18 cartridges each cartridge Rp.3.600.000, - cut buy refill 3 kg
multiplied by 300,000, - equal to Rp. 900,000, -,. Total gross proceeds of the
sale of production after the above, namely Rp.1.700.000, - (one million seven
hundred thousand dollars).

Traders generate profits (margins) in 30 days or less Rp.1.700.000, (One
nevertheless seven hundred thousand dollars) and has been able to exceed the
salary of civil servants 2C group, Al-Murabahah means the system is already
providing solutions for the people who pick the willingness and determination
to want to work (al-Kasb) in the field of trade. Place: East Cilendek Rt. 04/04
District of West Bogor - Bogor

Base on description above, if we look at the development efforts can be seen in

the table below:

Table 1
Comparison of Percentage of Capital Gains and Commaodities
Comparison percentage
Commodities  Gains Capital with capital Difference difference of
gains capital (%)
Corn 4.210.000 1.040.000 4,05 3.170.000 405
Cesim 360.000 240.000 2 120.000 150
Kale 416.000 64.000 7 352.000 650
Eels 3.980.000 895.000 4 3.085.000 445

Commodities Capital Gains Comparison with capital gains keuntuangan

percentage difference of capital (%) Corn 4 1,040,000 4.21 million, 3.17 million 05 405

Cesim

360,000 120,000 240,000 2 150 Kale 416,000 352,000 64,000 7 650 Eels

3,980,000 895,000 4 3,085,000 445
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Based on the table above, there is an increase in income through farming and
trading business from the initial income. In this study, efforts in the field of agriculture
conducted independently commitment and motivation to succeed in the field so as to
obtain the desired results so as to increase the family income.

The businesses that use cartridges murabahah with capital of Rp. 1.800.000,00.-
the average income in 30 days = Rp. 3.600.000,00.-: 3 = Rp. 1.200.000,00.-. In this case
the merchant receives an order 18 ink cartridges from 3 subscribers and the total amount
of ink production Rafill proceeds of approximately 200.000, - / 1 multiplied by 18
cartridges each cartridge Rp.3.600.000, - cut buy refill 3 kg multiplied by 300,000, -
equal to Rp. 900,000, -,. Total gross proceeds of the sale of production after the above,
namely Rp.1.700.000, - (one million seven hundred thousand dollars).

ANALYSIS OF RESEARCH FINDINGS

The concept of Islamic economics is a system that can be used in addressing
poverty and income inequality. Efforts to tackle poverty and inequality income can be
done by conducting business activities in the form of agriculture and trade.

In order for agriculture and trade it may be necessary to find a way to overcome
poverty model of agriculture and trade in accordance with the ability of the
perpetrator. This is to facilitate the business to be conducted so that the benefit can be
achieved. Desired benefit in this regard, as mentioned by Abu Hamid al-Ghazali and
Abu Ishaq al-Syatibi ie, (welfare) society as a whole is the goal of Islamic law.

In trade and agriculture substantively contains some welfare benefit both
essential (daruriyyat), secondary (hajiyyat) and complementary (luxuries). Beneficiaries
that are associated with the maintenance of essential assets due to legitimate business.
Thereby avoiding the occurrence of deviant behavior to get the treasure that is not
lawful. With a wealth of kosher menajdikan one strong belief in God, so avoid
infidelity.

Efforts to create such benefit should be shared between the public and especially
public institutions, in this case the government. The government has an obligation to
protect the citizens of the various disturbances and obstacles. While the Muslim
community has a social obligation through zakat obligation that can be used as an
economic instrument in an effort to reduce social inequalities in the society.

Zakat as part of Syari demands' for mukallaf that aims to keep life steady
harmonization, integration, and sustained between worldly and hereafter purpose.
Encashment charity function properly when dilkaukan with good managerial system
and the synergy with the government. Similarly, the role of the company with its CSR
can be the driving force of the local economy, especially the dhu'afa, so that they are
assured of the protection of life.

The above problems affect the public good is a milestone welfare and prosperity
of society. Maintenance of essential needs (necessities) have an influence on hajiyyat
interests and luxuries that have the goal of turning a situation into better shape, whether
it be social or economic.

The third related to the primary interests of the public good (dharury) hajjiyat
and luxuries as well as the role of government is very urgent to protect the third
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requirement because it needs a human need (human needs). Protection of the dna
dhu'afa to eliminate poverty as an absolute retardation government with society.

Protection as a step towards well-being which includes a sense of justice,
compassion, and kindness. Economic oppression can give birth to hatred, hostility, and
murder that led to the situation and the conditions become unsafe and full of turmoil

On this basis, as we must understand that the economic system is based on
Islamic principles is not only a means to maintain the balance of economic life, but also
a means to relocate resources to people who are entitled according to sharia. Thus the
goals of economic efficiency and fairness can be realized and achieved simultaneously.
Achieve economic success is based on Islamic principles according to Chapra (1992:
215) means to create a perfect society.

Furthermore, according to Chapra (1992: 215) that these goals will not be
achieved without maximum effort with earnest work so requires a strategy to restructure
the socio-economic system as a whole with the participation of all citizens. Thus the
economic benefits based on sharia principles can be felt and achieved by the whole
society. Restructuring the funding agencies that adhere to Shariah principles are
important.

Education and skill enhancement of the poor people can encourage economic
revival and indirectly can also increase market Shari‘ah financial institutions. In addition
to the problem of education and skills, strengthening character's personality in shaping a
strong, efficient, and does not have a culture of wasteful need for habituation. In this
case, the habit of saving, leave the snack culture, and shopping items that are not
essential should be a public personality, especially the poor people.

Good personality can be a major influence for the improvement of quality of
life in many aspects. Will indirectly increase aghniya group (the have) quantitatively
and qualitatively and reduced the poor poeple which is an indicator of the realization of
a prosperous society.

CONCLUSION

Based on the results of the research can be broadly concluded that the teachings
of Islam who ordered his people to have a job (kasb) has a close relationship with
tackling unemployment effect on poverty reduction.

Unemployment can occur due to various factors, among others, because he did
not have to venture capital as well as the motivation to perform the business. To that
end, efforts to solve problems of poverty and income inequality can be done by
promoting the business through agriculture and trade.

The move was done for example by providing venture capital assistance for
people who do not have a job (unemployed). The concept of of murabahah may be an
option in implementing cooperation in a group coaching melakuakn unemployed in
business. Another important point is also the mental coaching and motivation and strong
will and cooperation of all parties, every effort be made to give effect to an increase in
their income. This shows that agriculture and trade as an alternative to poverty
reduction.

In order for agriculture and trade increased incomes for the unemployed, the
need for appropriate strategies according to the capacity and ability of each person. In
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addition, place or location and type of business to be developed should be appropriate to
the abilities, interests, and region or condition of society in which it was built.
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Abstract

Business success in an unpredictable and volatile market is no longer dependent on the ability of the
company’s business operation individuals, because the effectiveness requires synchronization of all
business entities involved in the supply chain of products or services. Strategies of building a robust
supply chain are needed to reduce market uncertainty. The study is aimed at conducting a risk assessment
of supply chain roadmap for the company in designing risk mitigation strategies. The risk mapping uses
the framework House of Risk (HoR) with visual basic software tools. The data collection techniques
include in-depth interviews and questionnaire. The empirical evidence from the case study of supply
chain risks in PT Jawa Furni Lestari identify as many as 34 events and 5 risk appetites which have
priority risk index values over 1000. The five risks are accuracy of Bill of Materials (BOM) information,
saw timber buildup, frequent delay of loading and shipment schedules, unstable material quality,
uncertainty of raw materials availability. Strategic plans for the company required in mitigating the
potential risks can be realized through strategic stock, flexible supply base, postponement strategy,
flexible transportation, coordination with forwarder agents, leasing strategy, and IT-based information
sharing.

Keywords: Supply Chain Risk, Synchronize, Robust Supply Chain, Framework HoR, Risk
Mitigation

INTRODUCTION

Globalization makes the concept of SCM a critical and appealing aspect for
academia, as well as business practitioners and consultants for the emergence of a
domino effect on the issue of globalization. Aside from creating vast market
opportunities, the global market also has challenges and obstacles to anticipate. One of
the biggest challenges in the global market is market unpredictability and the volatility
of demands. In unpredictable and volatile market situations, Tang (2005) emphasized
the importance of the strategy of building a robust supply chain, that is, a condition of
the supply chain that is resistant to various kinds of noise or unprecedented disasters.
Some researchers, such as Hendricks and Singhal (2003); Tang, Manuj, and Mentzer
(2005 and 2008), identified that noise or disruption in the supply chain can negatively
affect the sustainability of the business and many companies are not able to recover
after the disaster. Munuj and Mentzer (2008) also stressed the importance of
contingency planning in the supply chain risk management.
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Industrial developments of furniture in DIY (Yogyakarta Special Province) are
very significant. The results of mapping by Deperindagkop DIY (2009) identify
furniture products as one of nine DIY superior products. The assessment criteria used to
define a superior product are (1) the prospect of the products on the international market
exceeds 70%; (2) focusing on the use of local raw materials; (3) aimed at absorbing
local employment. PT Rumah Jawa Furni Group is one of the furniture exporters, which
has three business sub-units, namely UD Rumah Jawa Lestari; PT Jawa Furni Lestari,
and PT Rumah Tropika Abadi. UD Rumah Jawa Lestari business unit focuses on
fulfilling the local market with classic products, colonial furniture and leather, while PT
Jawa Furni Lestari business unit manages domestic market especially thematic indoor
furniture products, such as kitchen set, living room, bedroom, and so on. Since its
establishment (2003) until today, the prospect of local and foreign markets from time to
time experienced significant developments in some destination countries such as
France, Spain, Finland, Canada, USA, Korea, Singapore, and the European Union.
Export capacity in 2012 reached 10 containers per month (40 feet per container), along
with the development of the market share, there is high demand for Djawa Management
to meet the criteria of products to enter foreign markets. Assessment of the extent of
risk management is expected to encourage the creation of company’s competitive
advantage through robust supply chain management.

Given the high market potential of PT Rumah Jawa Furni in local or global
markets and the complexity of supply chain network, a robust, reliable supply chain
strategy is desperately needed over the possibility of predictable noise or interference.
Then the problems of this research are:

(1) 1dentifying risks and risk sources in the supply chain network in both the local
and foreign markets;

(2)Conducting an evaluation and assessment of risk by using perception-based
approach;

(3)Designing an applicable risk management strategy to support risk mitigation
actions and the creation of a robust supply chain.

Literature Review

The Concept of Supply Chain Management . Supply Chain Management is
the management of the flow of information, materials, and services from suppliers,
manufacturers, warehouses, retailers, to consumers by applying the total system
approach (Chase, Aquilano, and Jacobs (2001)). Therefore, specifically, supply chain
management consists of many stages, in which there are customers, retailers,
distributors, manufacturers, or suppliers, whereas the purpose of supply chain is to
maximize overall value. This means that the advantages of supply chain management as
a whole re benefits divided for all stages of the supply chain management’s success,
resulting in a win-win solution.

Supply Chain Council or SCC (2009) defines the SCOR model or the Supply
Chain Operations Reference as a process reference model that combines familiar
concepts in reengineering business processes, benchmarking, and the size of the process
in a cross-functional framework (www.supply-chain.org). The SCOR model is very
effective as a frame of reference to identify supply chain performance matrix in five
important activities within the supply chain management. The five key activities include
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(1) Plan; (2) Source; (3) Make; (4) Deliver; and (5) Return (Huan,, et al. (2004)). In
each of these activities, there is possible risk. Therefore, in risk identification and risk
agents in this study, the SCOR model is used. The researcher will detail the potential
risks and the sources in the five activities of supply chain management.

The Concept of Supply Chain Risk Management. Risk management requires
a better understanding of the risks (Hallikas, et al. (2004), Faisal, et al. (2006)), and at
the heart of supply chain risk management is the identification of risk (White (1995),
Sinha, et al. (2004), Waters (2007), Rao and Goldsby (2009)). Therefore, this paper
focuses on identifying supply chain risks resulting from the changes in design
requirements. Most of the risks of supply chain are focused on the problems of
supply/purchase (Zsidisin, et al. (2000), Sinha, et al. (2004), Levary (2007), Blackhurst,
et al. (2008)), production/manufacturing (Katayama, et al. (1999), Warburton and
Stratton (2002)), planning/information (Finch (2004), Poba-Nzaou, et al. (2008)), and
delivery/distribution (Cavinato (2004), Tsai, et al. (2008)).

According to Waters (2007), supply chain risk can be separated into three
categories: internal risks, risks in the supply chain risk, and risks in external
environments. Internal risks are resulted directly from the operations in the company
and from management decisions and practices on R & D, planning, production,
information (Waters, 2007), and organizational structure. The latter two risks are
outside the company, and this paper defines them as external risks, which include the
risks in the supply chain (from both the supplier and the customer (Waters, 2007) as the
macro environmental risks that affect the entire supply chain.

Measurement of risk in this study refers to the definition of risk as proposed by
Christopher (2003), that is, to identify, analyze, and evaluate all the risks that occur in
the process of information flow, material flow, and product flow from suppliers to the
delivery of products to the final consumers. Gaudenzi and Borghesi (2006) emphasized
three things that must be observed in the measurement of risk: (1) what drives the risk;
(2) where the risk is; (3) what the risk is associated with.

The Concept of Robust Supply Chain. A robust supply chain is a supply chain
that is able to survive against a variety of interference and unexpected disasters (Tang,
2005). If unexpected interference appears and negatively impacts the supply chain of a
product, it means that the the supply chain network is vulnerable. According to Tang
(2005), if interference occurs, the efforts to minimize the negative impacts can only be
done by the companies that implement proactive strategies and have contingency plans
to mitigate the risks. Cophra and Sondhi (2004) also suggest the need for proactive
plans in the management of production capacity, supply, flexibility, and delivery. While
Faisal, et al. (2006) identified 11 variables that can drive the company’s success in the
supply chain risk management: 1) information sharing; 2) supply chain agility; 3) trust
between partners in the supply chain; 4) information security; 5) CSR/Corporate Social
Responsibility; 6) policy of incentive and profit sharing in the supply chain; 7)
preparation of strategic risk plan; 8) risk sharing; 9) knowledge of risk in the supply
chain network; 10) continual risk; as well as 11) the collaboration between partners in
the supply chain.
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RESEARCH METHOD

Type and Focus of Research. This research is an applied study with a case
study of PT Jawa Furni Lestari. As for the research model, it uses the “analysis of
existing conditions”. Existing conditions are depicted and described systematically
based on factual data. The focus of this research is all matters related to the efforts to
mitigate supply chain risk of PT Rumah Jawa Furni.

Data Collection Techniques. The data collection uses the following methods:
observation; in-depth interviews with Focused Group Discussion; documentary study of
secondary data that has been collected by the sample of study, such as the documents of
PT Rumah Jawa Furni as a research partner and of several companies associated with
the supply chain of PT Rumah Jawa Furni such as the suppliers, Disperindagkop (the
Agency of Industry, Commerce, and Cooperative) and UKM (SME) in DIY. The
researcher also distributed questionnaires to company management staff in marketing,
product development, finance, human resources, purchasing and material control,
production, and quality control.

In this research, it was not possible to obtain quantitative data of the supply
chain financial risks during the measurement of data risk. What was obtained was rather
the data of perceived supply chain risks to be borne by the company as well as the
assumed risk value as the financial consequences that the company has to bear, which
are used as the case study. The researcher use perceived measurement because most
companies are reluctant to share objective performance data due to confidentiality
considerations (Ward, et al., 1996).

Data Analysis Techniques. The framework for risk management generally
includes the steps and foundation for the identification, analysis, and evaluation of risks
as well as for designing risk mitigation strategies that can be implemented in the
company. The identification and evaluation stages are based on the risk standard AS/NZ
4630 as quoted by Christopher, et al. (2003), while risk mitigation actions are based on
the concept of proactive strategy developed by Tang (2005) in order to encourage the
creation of a robust supply chain.

The framework risk management is based on the Failure Mode and Effect
Analysis approach using HoR method. The House of Risk Framework is used because it
is one of the techniques that can help analyzing the potential causes of interference,
measuring the probability of risk occurrence, and because it can be used to evaluate
efforts in preventing and managing risks (Christopher, 2003). The difference of this
research with that conducted by Christopher in 2003 is that the HOR was modified with
the implementation of a proactive strategy developed by Tang (2005) in order to design
a robust supply chain.
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Figure 1. HoR Framework

in which:

E;or risk event, or risk event number i =1, 2, etc.

C; or potential causes of risk, in which i =1, 2, etc.

A; or risk agent or the cause of risk, in which j =1, 2, etc.

Si or severity level of risk or the severity of risk as perceived by the resource

person calculated using the formula S; = §/S i1 X Si2x ... x Sik:
in which i =1, 2, etc. and k is the assessment by the person number k

Oj or occurrence level of risk calculated using the formula Oj = ¥/0j1x0j2x... XOjk i.1
in which j =1, 2, etc. and k is the assessment by the person number k

Rij is the correlation between risk agent number j and risk number i; when there
is correlation, the value is 1; when there is not, the value is 0.

P; or risk priority index calculated using the formula
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S x(RijxWij)

Pi=0; & in which j =1, 2, etc. and Wij is the value of correlation

between risk agent number j and risk event number i
DATA AND DISCUSSION

Data of Source Risk Mapping and Risk Appetite. According to the interviews
with the owner or director of PT Rumah Jawa Furni (Ir. Jajak Surya Putranto, May 15,
2013), it was revealed that the supply chain risk comes from two dimensions within the
context of product design change. External risks result from external parties, but have
an influence on the product supply chain (external risks include supplier’s risks, policy
risks, delivery risks). Internal risks come from supply chain risks often faced by some
departments or internal functions, such as the risks of R & D department, production
risks, information/IT risks, and organizational risks). The risk mapping process uses the
SCOR conceptual model, which is identifying risk events that often occur during the
plan, source, make, deliver, and return stages.

Determining the level of occurrence of each risk appetite on the scale of 1 to
5. Figure 1 Probability of once in many years, Figure 2 probability of once in many
months of operating, Figure 3 probability of once in some operating weeks, Figure 4
probability of weekly occurrence, Figure 5 probability of daily occurrence.

Determining the weight of each risk appetite that indicates the severity level
of any risk event based on manager perception on several functions
The assessment of severity level uses a scale of 1 to 5 with criteria of Figure No. 1
direct effect on operating service level, Figure 2 Minor deterioration in operating
service level, Figure 3 Definite reduction in operating service level, Figure 4 Serious
deterioration in operating service level, Figure 5 operating service level approaches
zero.

Risk appetite identified at the time of in-depth interviews were then translated
into a questionnaire distributed to some of the management staff in the areas of
production, purchasing and material control, quality control, HRM, finance, as well as
and research and product development. From the data collected from 28 respondents, a
mode value was generated, which reflects the occurrence level of each risk appetite and
the mode of severity of level. Risk appetite was identified as many as 34 items or
interference that is often faced by PT Jawa Furni Lestari, as presented in Table 1.
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Table 1
Mode Value of Risk Appetite
Risk Events Occurrence | Severity Level
Level
(1) Engineers lacking experience 4 3
(2) Duration of product development cycles 4 3
(3) Poor product standardization design 4 3
(4) Poor understanding of Customer Requirement 4 4

(5)Technological engineering re-design and packaging

(6) Employee strike 3 3
(7) Mechanical breakdown

(8)Accidents and damage to means of transport/truck 2 3
(9) Limitation to production capacity 3 4
(10) Factory fire 3 3
(11) Natural disasters, such as floods, earthquakes, 4 4
volcanic eruptions, etc. 1 2
(12) Terrorist attacks 1 2
(13)Accuracy of Bill of Material (BOM) information

(14)Obstructed upstream tracking system mechanism 1 2
(15)Poor quality control at the upstream or partner 4 4
(16) Saw Timber buildup 4 4

(17)Poor vision-sharing with suppliers/poor IT support
(18)Buildup of half-baked products in the workshop 4 4
(19)Non-punctual delivery schedule by

suppliers/partners 5 4
(20) Inaccurate demand forecast 4 4
(21) Frequent delay of loading and shipment

(22) Orders often rejected 4 4
(23) Poor interdepartmental communication

(24) Prone to conflict 4 4
(25) Poor adaptability to changes in the business

environment 4 4
(26) No interdepartmental share value; lack of 4 4
information sharing 3 4
(27) Fluctuating lead time 4 3
(28) Unstable material quality 2 3
(29) Uncertainty of raw materials availability 3 2
(30) Unpredictable shipping cost

(31) Risk of foreign currency 4 3

(32) Risk of international quality standardization
(33) Risk of negotiation terms with buyers
(34) Economical, social, and politic stability

WhrWWWEADMDNM
AP, owoprbhoaobrpd
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Application of House of Risk (HoR). Analysis using House of Risk framework
has drawback in the technical aspects of the data input. The more data to input, HOR
user will encounter technical obstacles in the data entry that can lead to biased results.
To overcome this, the researcher used visual basic software tool contained in the Excel
program because it could minimize data entry errors so that a more systematic process
of data input could be carried out. Therefore, using the above P; formula and the visual
basic software tool, 5 risk appetites that have the largest index were produced:

(item No. 13) Accuracy of Bill of Material (BOM) information (priority index 1150)
(item No. 16) Saw timber buildup (priority index 1064)

(item No. 21) Frequent delay of loading and shipment (priority index 1474)

(item No. 28) Unstable material quality (priority index 1290)

(item No. 29) Uncertainty of raw materials availability (priority index 1240)

The five risk appetites have risk priority index values over 1000, because the
five risk events are the top five, which require proper management. By finding
confirmation in the field and conducting interviews, the researchers designed potential
risk mitigation strategies for five potential risk events which have significant impacts on
the company’s supply chain operations. Ideally, despite having a low priority index
value, all risk events must be provided with strategies to overcome the risks. However,
due to limited funding, the company can prioritize specific mitigation strategies for risks
that often arise and have a significant impact on supply chain operations.

Applicable Risk Mitigation Strategy Recommendations for PT Jawa Furni Lestari

Table 2
Risk Mitigation Plan
Risk Appetite Mitigation Plan (Tactical) Explanation of Plan and Mitigation
Mechanism
(21) Frequent delay of Coordination with logistic Shipment schedules are often
loading and shipment (priority agents inaccurate due to lack of
index 1474) Flexible Transportation communication between the

forwarding services.
Finding  alternative  forwarding
agents and alternative shipment
routes will minimize the risk of
delays in shipment.
(28) Unstable material quality ~Coordination with suppliers ~ Qualifications of the material
(priority index 1290) Strategic partnership required are specifically detailed in
the contract with suppliers.
To improve the supplier’s
commitment, strategic partnership
that can build a win-win solution is
to be fostered.
The company may select suppliers.

(29) Uncertainty of raw 1. Strategic stock Uncertainty of  supply causes
materials availability (priority 2. Flexible supply base shortage/overstock, so by applying
index 1240) strategic stock it will minimize the

risk. In addition, if there is shipment
delay, the company can anticipate it
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by transferring to alternative
suppliers in order to meet the
immediate material needs.

(13) Accuracy of Bill of 1.Information sharing
Material (BOM) information 2. Postponement strategy
(priority index 1150)

(16) Saw timber buildup 1. Leasing strategy
(priority index 1064)

Details of need of materials required
for short term production process is
always changing. To improve
accuracy, the company may share the
master production companies using
electronic data. For higher accuracy,
shipment is to be done after the
order’s due date is confirmed.
Building a large factory cannot
necessarily anticipate a surge in
demand, so if there is a sudden order,
indoor process often occurs and
results in frequent buildup of saw
timber. To minimize it, the company
can lease vacant land.

CONCLUSION

The conclusions that can be inferred from the case study in PT Jawa Furni
Lestari on risk mapping and risk mitigation actions using the framework of House of

Risk are as follows:

1. The risk identification at the initial stage found 34 risk appetites, followed by 5 risk
appetites which have the largest index of potential occurrence and have impacts on
the company’s supply chain, because they have index values above 1000. The five
risk events are (risk item 13) Accuracy of Bill of Materials (BOM) information
(priority index 1150); (risk item 16) Saw timber buildup (priority index 1064); (Item
risk-21) Frequent delay of loading and shipment schedules (priority index of 1474);
(risk item 28). Unstable material quality (priority index 1290); and (risk item 29)
Uncertainty of raw materials availability (priority index 1240).

2. The results of the risk mapping using risk priority index values provide a road map
for the researcher and partners to develop proactive strategies to mitigate potential

risk events.

Recommendations

Some tactical strategy recommendations for PT Jawa Furni Lestari in order to
create a a robust supply chain is designing strategic stock, designing flexible supply

base, implementing postponement strategy, designing

flexible transportation, building

coordination with forwarder agents, leasing strategy, and using IT-based information

sharing.
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Abstract

Solar energy is on the forefront of Malaysia’s renewable energy source to supplement and compliment
current energy sources to meet the country’s future energy demand. Malaysia has plenty of sunshine all
year round, which justifies the use of solar energy. The main challenge is social acceptance. Although
research and development in solar research is promising, the bigger challenge is getting Malaysians to
accept and adopt this new renewable energy source. Adoption decision is a five-phased process. Although
the Malaysian government has implemented many policies to encourage use of renewable energy sources,
including the feed-in-tariff program, the desired outcome is still elusive. This paper will identify and
discuss the adoption phase of the new energy source based on a national survey data in early 2014. The
study findings clearly suggest some alternative but a more innovative policy implication is necessary. The
National Transformation Agenda platform is seen a viable vehicle to achieve the government’s new
policy direction for sustainability and achieving the desired development agenda.

Keywords: Solar energy, adoption decision and social acceptance

INTRODUCTION

Social acceptance of renewable energy innovation can be explained via a three-
dimensional model, which includes socio-political acceptance, community acceptance
and market acceptance. Although many innovations and inventions have been
successful, their adoption is never guaranteed. Technology is important on human life;
but it may only be appreciated only if it is situated within a context of social, cultural,
economic and political relations (Hughes, 1987). Thus technology or innovation cannot
be developed outside society, as there exist symbiosis or synergy between political,
economic and cultural factors (Garcia & Bartolome, 2010). Hence, new innovations
must not only be evaluated on the basis of its tecnological impact and effect; but also
for its social impact, and especially how the wellbeing of the society has been
improved.

The Ministry of Energy, Green Technology and Water or more commonly
referred to in its Malay acronym, KeTHHA (Kementerian Tenaga, Teknologi Hijau dan
Air), is the ministry responsible for implementing the renewal energy sources in the
country. In 2001, through the KeTHHA, the Renewable Energy (RE) and Sustainable
Energy Development Authority (SEDA) Acts was passed by the Malaysian Parliament.
Thus SEDA was officially established in June of the same year to administer and
manage the implementation of the feed-in-tariff mechanism under the RE Act.

Hence, this paper will discuss public acceptance of energy policies, actors and
programmes implemented by the KeTTHA. Culture, attitudes and social-psychological
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conditions, including attitudes toward the current and proposed services, policies and
mechanisms; trust in political and social institutions involved in energy provisions,
programmed and activities, perceptions of risks; relevant psychological coping and
adjustment capacity; cultural cognition of society and environment; assessed quality of
life; and improvement values that may be relevant to or affected by the existing and
proposed energy services in Malaysia.

Development of Energy Related Policies in Malaysia. The conventional
energy source to produce electricity is not sustainable. Without a more sustainable
source of energy, Malaysia’s growth and development is expected to be even more
challenging. Thus, as far back as the mid-1970s, Malaysia has introduced several acts
and policies aimed at reducing dependence on the non-renewable and sustainable fossil
fuels generated energy and electricity to be the engine of industrial growth. The
Petroleum Development Act, 1974, was the first energy related act introduced in the
country after oil was discovered. A year later, the National Petroleum Policy (1975) was
passed by the Malaysian Parliament to addresses the issues of energy production,
distribution and consumption in the country.

It was not until 1979, when the National Energy Policy (1979) was formulated
to provide guidelines on long term energy objectives and strategies in a sustainable
manner. Subsequently, other policies were introduced to complement the objectives of
the National Energy Policy, 1979. The National Depletion Policy (1980) was introduced
to safeguard the nation’s natural oil reserve. A year later, the 4-Fuel Diversification
Policy (1981) was formulated to prevent overdependence on oil, but to focus on four
other energy sources: oil, gas, hydropower and coal.

It was only in 2001 that a policy directly aimed at promoting a more extensive
use of renewable energy sources was introduced. This 5-Fuel Policy (2001) clearly
encourages the use of renewable energy (RE) sources including solar (Chuah & Oh,
2010; Oh, Pang & Chua, 2010). This actually marks another beginning of the Malaysian
government’s more serious attention towards energy efficiency. Malaysia is convinced
of the potential of solar as a potential sustainable source of energy, although its use is
still not extensive to create any significant impact on the nation’s economy. Although
nuclear powered electricity has potential and was near implementation, the Fukushima
Daiichi, Japan nuclear meltdown due to Tohoku earthquake of magnitude 9.0 in March
2011, has put this option on hold indefinitely.

The solar energy source currently remains the most with potential in Malaysia.
Being located close to the equator, Malaysia has abundance of sunlight. Although,
based on current solar technology, useful sunshine is only six hours per day on the
average; more efficient solar cells are being developed to tap energy for longer hours.
The new solar cells technology, when available, will make solar energy more cost
effective and efficient to propel the national development agenda on a more sustainable
platform.

Although the distribution of conventional electric energy is wide, in some areas
the service is not available for many reasons. Thus, solar has been the alternative energy
source for some communities, particularly those living in the rural areas. Sensing
potential demand now and in the future, many investors have set up factories in
Malaysia to produce solar photovoltaic cells. However, the cost is still high for many
other potential consumers to switch to this source of energy. The installation cost of a
solar PV to produce 1KW of solar electricity ranges between USD 3,000 to USD4,000.
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Lower income population, living away from the national grid, will not be able to afford
solar energy. Therefore, the introduction of the Renewable Energy (RE) Act 2010 and
many other efforts to make this energy source more affordable.

Innovation and Social Acceptance. Nations and societies need innovations for
economic growth, sustainability and to remain competitive in a globalized world.
Although many new innovations have been developed, not all is accepted for many
reasons. Cost is probably the most influencing factor that determines acceptance.

Rogers (1962) proposed that four main elements influence the spread of a new
idea: the innovation itself, communication channels, time and the social system. The
five stage adoption processes according to Rogers (1962) are knowledge, persuasion,
decision, implementation and confirmation. An individual may be exposed or have
knowledge about the innovation, but has not been inspired to find more information
about it. At the next stage, the individual is interested and will seek more information.
The individual is at the decision stage when all advantages and disadvantages are
considered.

Beal and Bohlen (1957) proposed a five step path that an individual appears to
go through in making a decision: awareness, interest, evaluation, trial and adoption.
After being aware of the innovation, the individual develops interest and may want
more information to examine its usefulness at the next evaluation stage. Next, the
individual tests (trial) the innovation if it meets the expectation. Finally, the adoption
stage, if the individual finds the innovation useful or beneficial.

This paper is based on study of 1,143 respondents from rural (371 respondents)
and urban (772 respondents) areas in Peninsular Malaysia in 2013. A pretested survey
instrument was used to obtain the respondents’ perception and acceptance on renewable
energy sources, including solar energy.

FINDINGS AND DISCUSSION

Although not unexpected, six of ten of the respondents in Peninsular Malaysia
were still in favor of the conventional energy sources, which include hydro power, coal,
oil and natural gas. The pattern was similar regardless of urban (57.6%) or rural (63.1%)
respondents. Among those in favor of renewal energy, the urban population (42.0%)
showed a slightly greater preference over rural population (36.9%). Figure 1, illustrates
the rural-urban preferences for conventional and renewable energy sources.

The conventional energy is relatively cheap in the country as fuel is subsidized,
thus the overwhelming preference for it when the survey was conducted. Among those
showing preference for renewable energy sources, the urban respondents were probably
better informed and more knowledgeable of its long term potential. Thus for the future,
public awareness campaigns may be needed to improve the awareness levels among the
general population and particularly among the rural population.
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Willingness of the Respondents in Favour of Utilisation of
Conventional Energy Resources (%)
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M Rural 36.90 63.10
B Urban 42.40 57.60

Figure 1. Willingness of the Respondents in Favour of Utilisation of Conventional Energy
Resources Across the Region and Across the Rural Urban Areas

It appears that solar and hydro energy sources were the most familiar among the
respondents who has knowledge about RE sources. Biogas and biomass energy sources
appear unfamiliar to the respondents, then. Similarly, many respondents were also not
knowledgeable about nuclear energy. But, there were still many respondents who were
not knowledgeable about RE given the relatively high no response rate to this question
(Table 1).

Table 1
Knowledge of Respondents Regarding Renewable Energy Sources
Knowledge About Yes No Did Not Respond
RES
Nuclear energy 13.4% 25.6% 61%
Biogas energy 11% 26.4% 62.6%
Hydro energy 26.6% 17.6% 55.8%
Biomass energy 8.2% 27.9% 63.9%
Solar energy 44.3% 6% 49.7%

Source: Estimated from the survey data

When asked if the respondents will use RE in the future, majority of the
respondents either agree or strongly agree to use of RE. This may suggest that RE has a
good potential to be accepted in the future given the right incentives (Figure 2).
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Willingness of the respondets to use RES (%)
No openion

Strongly agree Strongly disagree

Figure 2. Agreement / Disagreement by Respondents to use of RES using 5-point Likert Scale

Expectations of the Respondents. Implementation of RE requires delicate
planning and requires clear strategies to ensure final acceptance and adoption. There is
lack of evidence about the cost effectiveness of RE, at least from the end users
perspective. Malaysians are still unaware of the full implications of RE for future
sustainability. Nine of ten respondents interviewed expect government, if they were to
opt for RE. Some of these supports include financial incentives (38%), other mentioned
tax reductions (24%) and many others expect some sort of support in helping them
purchase the needed equipment.

Respondents' Expectations from the Government

m Finance

m Purchase of equipment
Income tax reduction

u Others

Figure 3. The Expectations of the Respondents in terms of Different Sources
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Perception of the Respondents. Based on three Focused Group Discussions
with RE stakeholders, RE was shown to have potential in both urban and rural areas.
The national electricity grid in Sabah and Sarawak do not fully cover the whole state
and in particular the interior parts. Energy from solar seemed to be favored in all parts
of the country, except Sarawak. Stakeholders from Sarawak expressed that people of
Sarawak are more interest in hydro-generated energy. The rationale being, Sarawak’s
topography and geography, is more suitable for energy from hydro sources. Sabah has
had good experience in solar energy.

The above discussion though notwithstanding, suggests that implementation of
RE may need to be done in stages where acceptance level is higher or where it is needed
most. Perception of respondents is very crucial and need to be understood and changed
towards greater acceptance of RE is to be implemented.

CONCLUSION

Adoption is a five-stage process. Beal and Bohlen (1957) five-step path is shown
in Figure 4. It starts with awareness and from being aware, individuals develop interest.
If more people are expected to use the new innovation, larger or bigger scale efforts
must be undertaken to inform the target population the need and importance of the new
innovation, its advantages and its impact. Such endeavor is probably the role of the
state. If people are expected to be convinced on the advantages of solar energy and its
potential cost savings to the user as well as its environmental.

5
ADOPTION

4
EVALUATION

Figure 4. Adoption 5-step Process
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To achieve the first two of the five stages, public awareness campaigns are
mandatory. Mass media, social media and print media all have roles in spreading the
message on the importance of RE. The industry players will need to take over the role
once sufficient level of interest has been achieved. Potential clients need demonstrations
on the new available technologies and their effectiveness. This is to give potential
clients the opportunity to evaluate the new product and how it can benefit them in the
long run. Adoption will take place once the potential client is convinced of the benefits
of RE.

In summary, this paper attempts to highlight the awareness, willingness,
knowledge, preferences, expectations and perceptions of the respondents in Peninsular
Malaysia regarding RE. While the survey revealed that the majority of the respondents
showed their willingness and they feel comfortable with the use of conventional energy
source, they also revealed their willingness to use RE as a substitute of conventional
energy given the right incentives or support.

Solar energy is the most popular preference of the respondents as RE followed
by biomass and hydro. On the other hand, solar technology still has vast room for
improvement regarding it cost effectiveness. With better and more cost effective
technologies in the pipeline, solar has great potential as possible energy of the future in
the country. However, some aspects of the prospect need more government’s role in
terms of policies and financial support to make solar an attractive long term solution to
the nation’s impending energy problems.
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Abstract

The topic of this research was strategic management in educational institutions. This research’s aim
empirically examined the direct and indirect effects of strategic leadership on competitive advantage and
the indirect effect mediated by unique resources. This study used Alternative Structural Equation Model
namely Partial Least Square. The samples comprised of 79 from 114 course chairman that had been
surveyed and returned the filled questionnaire (69 percents). The result showed the significant direct and
indirect effects of strategic leadership on competitive advantage, and unique resources as intervening
variable. So, to create competitive advantage, the courses had to strengthen the strategic leadership and
developed unigue resource. The finding of this study supported Resource Based Review, had contribution
to the strategic management literature, and gave importance information to both practitioners and policy
makers on the subject matter.

Keywords: strategic leadership, unique resource, competitive advantage, and educational
quality.

INTRODUCTION

Colleges are nonprofit organizations, but they should strive to achieve
competitive advantage, so they can survive and grow continuously. Economic colleges
in Jakarta that consist of Management, Accounting, Finance and Banking courses must
be compete among them to get more qualified lectures, students and other resources in
order to be winners. Competition is not to kill each other, but by competing to improve
quality of the product, efficiency of program delivery, and provide excellent service to
their main stakeholders, especially to students. The course of economic field colleges
was the highest number compared with non-economic courses, so the competition was
very high. Resources of the course (study program) can be internal strengths and
weaknesses. How did the strategic leadership of the courses able to build, develop, and
combine resources in such a way to becomes a unique resource that can be used as a
source of competitive advantage of the course. This research empirically examined the
direct and indirect effects of strategic leadership on competitive advantages through
unique resources. The strategic management research in economic colleges in Jakarta
were still very rare, so this research had given contributions to fill the gap.



210 International Multidisciplinary Conference 2014
ISBN: 978-602-17688-1-5

Literature Review

According to Hitt, Ireland and Hoskisson (2011: 371), Boal and Hooijberg,
(2001: 522), Hinterhuber and Friedrich (2002: 191), Boal and Schultz, (2007: 412) Bass
(2007: 36, 42) and Ussahawanitchakit, 2012, strategic leadership affected on the
competitive advantage so that the stronger strategic leadership, the higher the
competitive advantage and consequently the higher performance of its business.
Strategic leadership was a key determinant that drove and explained the competitive
advantage. Strategic leadership was the company's ability to develop a structure that
allowed them to focus. In Willcoxson, Ireland, Hitt, and Vaydianath (2002), Ireland,
Hitt and Hoskisson (2011: 371) and Abbasi, et. al., (2012: 84) were stated that the
strategic leadership affected the resources. Hitt, Ireland and Hoskisson (2011: 371)
shows that strategic leadership affected the competitive advantage through unique
resources (combined from Barney, 1991: 99, Dess, Lumpkin, Eisner, 2008: 88,
Rufaidah, 2012: 100. AL-Mfraji, 2012: 12, 16, Raduan et al, 2009: 91-92, Rose, at. al.,
2010, Tuan, Phong and Takahashi, 2010: 1, 12-13, Ismail, et. al., 2012: 152, Bani-Hani
and AlHawari, 2009: 98).

Strategic Leadership. Leadership was the ability to influence a group to
achieve a vision or set of goals. Top management has been the task to set strategic goals
for the organization and motivate employees to implement the plan of achieving that
goal. Employees were people who change written strategy into the form of practice, so
their involvement in decision making would increase their motivation and interest to
perform the specific task (Robbins and Judge, 2013: 368). The definition of leadership
expressed in Robbins and Judge (2013: 384) address aspects of transformational
leadership. According Willcoxson, strategic leadership could be associated as
transformational leadership.

Strategic leadership was expected characteristics possessed by the leader of the
organization at the highest hierarchy or can also be found in all parts of the organization
that fully utilize the human resource competencies and other resources, especially
technology. The characteristic form of nature, ability, behavior, and capacity of strategic
leadership could be associated as transformational leadership such as insight into the
long-term thinking, detailed and critical information seekers, interpersonal relationship
builder, able to inspire, influence, provide stimulation, were also very aware of the
internal and external context, and acted as a good strategists. They made observations
and interpreted organizational environment of actual and potential, build structures,
processes and relationships that will maximize the effectiveness of the current
organization and the organization's ability to adapt in the future (Willcoxson).

Ireland, Hitt and Hoskisson (2011: 354), stated that the competition in the 21st
century global economy will be complex, challenging and full of opportunities and
competitive threats. Effective strategic leadership is the foundation of success in using
the strategic management process. Effective strategic leadership practices that can help
improve performance in competition (competitive advantage) in a turbulent
environment and can’t be predicted. The practice of strategic leadership can be a source
of competitive advantage. Furthermore, the use of competitive advantage which
contributes significantly to achieving competitiveness and profit above the average. Al-
Zoubi (2012: 234) also states that one of the strategic leadership competencies is
building strategy to achieve competitive advantage.
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Unique Resources. Resources are classified into three categories, namely
physical resources, human resources, and organizational capabilities. By their nature,
resource is divided into tangible and intangible (Hitt, Ireland, and Hoskisson, 2011: 78).
Resource Based View (RBV) has suggested that the competitive advantage of a
company should be built based on unique competency (core competency) that includes
tangible and intangible resources. Not all of the resources have the potential to become
a sustainable competitive advantage, but these resources are unique characterized by
four attributes, namely: rare, valuable, inimitable, and can’t be replaced (inability to be
substituted) (Rufaidah, 2012: 88. AL-Mfraji, 2012: 16, Dess, Lumpkin, Eisner, 2008: 1-
92, Barney, 1991: 99). Gibcus, Kemp, Zoetermeer (2003: 23) mentions the importance
of the unique competencies of the company as a force that is not owned by competitors
to achieve sustainable competitive advantage and superior performance. In Scilling
(2005: 104, 109) is stated that the purpose of the company is to create value for the
benefit of all stakeholders. Unique resource is important for the company to achieve the
goal of creating value. Unique resource becomes a source of competitive advantage that
ultimately results a high performance. Kandampully (2002: 19) stated that the value of
the resource depends on information and knowledge current. The words “current
knowledge" is important because as a new knowledge have the ability to change
something in this world including human into a resource. It also implies that resources
are worth today, tomorrow may not necessarily have the same value, if new knowledge
to develop a superior replacement.

Organizational capabilities to create value in the most efficient compared to the
competitors at the center of the generating sustainable competitive advantage (Peteraf
and Barney, 2003: 314). In terms of superior performance and unique historical
development, capability is regarded as the foundation to build a sustainable competitive
advantage (Schreyoegg, G and Kliesch. 2007: 919). The results of the study by Tuan
and Yoshi (2010, 1, 12-13), suggest the effect of the capability on competitive
advantage and competitive advantage affect on performance. Based on Amit and
Schoemaker (1993: 37-43) statement, the specific resources and capabilities of the
company to be very important in explaining the performance of the company. For
managers, the challenge is to identify, develop, protect, and allocate resources and
capabilities in such a way that gives the company a sustainable competitive advantage,
with the way the company produces a high rate of return on capital.

Njuguna (2009: 32) stated that learning within the organization helped the
business to achieve sustainable competitive advantage, particularly in relation to
organizational learning process that leads to a sustainable competitive advantage.
Organizational learning through a company can build knowledge resources and
capabilities (human capital and organizational capital) that difficult to replicate to create
value that leads to superior performance.

Competitive advantage. Competitive advantage is defined as the difference
between the value created by the company and the value created by competitors. Thus,
the total value creation for customers, suppliers, and business owners should be higher
than a total value created by the competitor (Spulber, 2004: 11). In the strategic
management, sustainable competitive advantage is a company's advantage relative to
competitors. A source of advantage can be company do something different and
difficult to imitate, also known as a unique competency (core competency) (Raduan, at.
Al., 2009: 494). In Resource-based theory (RBT), competitive advantage derives from
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firm-specific resources that are scarce, immobility and superior in use, relative to others
(Barney, 1991: 99, 101, Peteraf, 1993, Peteraf and Jay B. Barney, 2003: 311).

When an organization implements value creation strategies that are not
simultaneously implemented by current competitors or potential competitors, it can be
said that the organization has a competitive advantage. If other organizations can not
duplicate the benefits of this strategy, then it shows that the organization has a
sustainable competitive advantage (Barney, 1991: 99, AL-Mfraji, 2012: 16).

The basis of competitive advantage is the ability to create and disseminate
knowledge from one part to another part of the organization. Knowledge creation is a
continuous dynamic process, involving the interaction at various levels of the
organization. Organizations must learn from them how to sustain the environment and
produce competitive conditions that characterize success. Time is important factor that
make knowledge easy to be obsolete. Learning is a source of sustainable advantage, so
managers must connect with its core competencies, strategic types different all the time.
Competitive advantage lies in the fact that the operation be integrated to meet
demanding quality targets or specific customer needs, serve customers better in the
newer way. If the rare organizational capabilities, can be maintained, or difficult to
replicate, then it becomes the basic capabilities of sustainable competitive advantage
and greater profit (Bani - Hani and Al Hawari , 2009: 97, 102).

This study looked at competitive advantage from the perspective of quality and
values, which consists of three elements, namely cost-based, product-based, and
service-based. Companies that have a cost advantage compared with competitors, for
example, lower cost of manufacturing or production, lower raw material cost, so the
product price is cheaper. Firms that experience product-based competitive advantage
over their rivals, for example in terms of better and/or higher product quality,
packaging, design and style, have been shown to achieve relatively better performance.
Firms that benefit from service-based competitive advantage compared with their rivals,
for example in terms of better and/or higher product flexibility, accessibility, delivery
speed, reliability, product line breadth and technical support, have achieved
comparatively better performance (Ismail, et. al., 2012: 153; Morgan et al., 2004: 94).

Hypotheses

This study advances the following hypotheses:
H1:  Strategic leadership effect directly on competitive advantage, and indirectly
trough unique resource.
H1a: Strategic leadership and unique resource directly effect on competitive advantage.

The mathematical equation is n,= Blnl +yE+ S, 1)
H1b: Strategic leadership directly effect on unique resource
The mathematical equation is n, = Y&+ <, @)

Where ¢ is strategic leadership, nlis unique resource, n, i1s competitive advantage, vy is
the path coefficient linking the endogenous latent variables (nland nz) with exogenous
(§). While B is the path coefficient linking the endogenous latent variables (nl) with
endogenous (nz); o is a variable inner residuals.
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METHODOLOGY

Even though the economic colleges as higher education institutions are nonprofit
organizations, they face competition in obtaining resources to create competitive
advantages and organizational performance. They can utilize strategic management like
profit organizations or firms to achieve their vision and mission by making some
adaptations according to their unique characteristic as education institutions. Ismail, et
al (2012: 151) stated that the main objective of business organizations in particular
should strive to achieve a competitive advantage position relative to their competitors.
This research was conducted in the course of economic field colleges, in Jakarta,
Indonesia.

The method used for this research was survey using questionnaires. The
questionnaire was given to be filled by the Chairman of the courses. There are 114
economic field courses, namely management (management, insurance management,
transport management, industrial management course), accounting, and the financial
and banking course. For 79 questionnaires or 69 percent which were returned, then were
processed to test the hypothesis. This study used a time horizon: a cross-sectional or the
research done at one time. Data collection was conducted from the end of November
2013 until the end of February 2014 (for 4 months). A structured questionnaire was
used to obtain responses from the Chairman of the courses as unit observations. Using a
6-point interval scale, modified from Sekaran (2003: 191) namely strongly agree (6),
agree (5), somewhat agree (4), somewhat disagree (3), disagree (2), and strongly
disagree (1).

The characteristic of an educational institution is different to a firm, so the
questionnaire was developed based on a modification, extension and combination of
past studies on strategic leadership, unique resources, and competitive advantage. This
study used a variant-based or component-based structural equation modeling by using
SmartPLS 2.0. to test the model, the validity and the reliability of the models. The
construct validity of the instrument was done through expert review and by testing the
data.

The second order confirmatory of the latent construct variable was used to
confirm the effect of the latent construct variable on the dimensions. The observed
variable measured by their indicators as the first order. To determine the validity and
reliability of all questions included and considered as an indicator in the model of the
First Order and Second Order. The number of manifest variables or indicators used
twice (repeated indicator approach), for First and Second Order (Ghozali, 2011: 84).

Strategic leadership consists of three dimensions, namely its ability to create a
vision (as a vision creator), run strategy management process as a strategist, and become
agent of change (synthesized from Robbins and Judge, 2013: 368, Hitt, Ireland, and
Hoskisson, 2011: 371, Scott, et. Al.: 8, 2012: 6-8, Wheelen and Hunger, 2012: 15).

Strategic leadership consist of 22 questions, grouped into 3 dimensions, namely
create visions (consist of clarity of vision, the accuracy of the mission statement, the
relevance of the vision and mission, the ability to realize the vision and mission); a
strategist (the ability to respond to changing internal and external environment, the
accuracy of formulation strategy, the ability to implement strategies, the ability to
evaluate and control); a change agent (the ability to internalize goals, the ability to set
targets, the ability to motivate followers, the ability to facilitate followers, the ability to
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empower followers, the confidence on the followers, and the ability to evaluate and
provide feedback).

The construct validity of the strategic leadership and the dimension of strategic
leadership that consist of a vision creator, a strategist and a change agent, the results are
shown with the scores of AVE (Average Variance Extracted). The AVE of strategic
leadership and their dimension > 0.5, mean all constructs are valid. Cronbachs Alpha
values all above 0.70 indicates construct reliability eligible. Composite reliability is all
above 0.80 indicate very good reliability (Ghozali, 2011: 115-116). R Square of the
vision creator is 0.70, the strategist is 0.91, and the change agent is 0.77. This means
that the variability of the vision creator, the strategist and the change agents can be
explained by the strategic leadership in accordance with its R square.

Inner model of strategic leadership show that path coefficients > 0.05 and t
statistics > 1.96 for the third dimension of strategic leadership, mean that strategic
leadership has significant influence on its dimensions, with a 95 percent confidence
level. Outer model of strategic leadership shows the factor loading of strategic
leadership’s dimensions > 0.50 and t statistic >1.96, mean that its dimensions have high
and significant convergent validity, with 95 percent confidence level. The cross loading
value of strategic leadership show that the value of the construct indicator’s loading
each dimension of strategic leadership (as a vision creator, a strategist, and change
agent) higher than the value of the construct indicator’s loading from other dimensions.
Thus, the strategic leadership’s dimensions have good discriminant validity. These
mean that all the indicators as outlined in the statement on the questionnaire to measure
empirically the strategic leadership has qualified validity of the instrument (to measure
what should be measured).

Unique resource as a latent variable consists of three dimensions, namely the
tangible resource, intangible resource and organizational capability, each with its
indicator as the first order, and second order to measure the validity and reliability of the
variable. The resources must be valuable, rare, not easily to be imitated and not easily to
be replaced (adopted and combined from Barney, 1991, Dess, Lumpkin, Eisner, 2008:
91-92, Raduan et. al., 2009: 493-494, Ismail et. al (2012: 152, 154) and Morgan, et . al .
(2004 : 94-95).

There are 14 questions in the questionnaire of the unique resource variable, with
detailed dimensions of tangible resource consist of 6 questions (the capital adequacy of
financial and revenue sources, the availability of facilities and infrastructure, the use of
technology, the support of organizational structure) intangible resource consist of 1
question (achievement of reputation), and organization capability consist of 7 questions
(the human resource management competency, operations management competency,
information systems management competency, competence of research and
development, financial management competency, and marketing management
competency).

AVE show that the value of each construct of unique resource as a latent
variable and tangible resource, intangible resource, and organizational capability as
dimensions, all > 0.50 that mean all construct are valid. Cronbach Alpha values all
above 0.70 indicates construct reliability are eligible. Composite reliability of unique
resource as a latent variable and tangible resource, intangible resource, and
organizational capability as the dimensions, are all above 0.80 indicate very good
reliability (Ghozali, 2011: 115-116). R Square of tangible resource 0.86, intangible
resource 0.61, and organizational capability 0.91. This means that the variability of the
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tangible resource, the intangible resource and the organizational capability can be
explained by the unique resource in accordance with its R square.

Path Coefficient values of the inner models are all greater than 0.05, and t
statistic >1.96, mean that the unique resource variable has a significant effect on
tangible resource, intangible resource, and organizational capability. In addition, in the
outer model, each indicator to measure the dimensions in first order and each repeated
indicator to measure the unique resource variable in second order shows a loading factor
greater than 0.50, means that each indicator has a good convergent validity, except one
indicator namely y;¢, the indicator of tangible resource. Indicator y,, poured in the
form of a statement: "Revenue institutions largely derived from students”. So, the
indicator was dropped from the model.

Each indicator of each dimension (tangible resource, intangible resource, and
organizational capability) except y,, has a cross loading value greater than other
dimensions, that mean each indicator has a good discriminant validity value (refer to
Ghozali, 2011: 186). These mean that all the indicators as outlined in the statement on
the questionnaire to measure empirically the unique resource variable has qualified
validity of the instrument (to measure what should be measured).

Competitive advantage consists of three dimensions, namely cost advantage,
product advantage, and service advantage that were measured by indicators from the
dimensions as first order confirmatory. Variable Competitive Advantage using thirteen
indicators of as repeated indicators to be second order confirmatory variable consists of
15 questions grouped in three dimensions, cost advantage (3 questions of cost
efficiency), product advantage (2 questions of product quality, 1 question of product
uniqueness) service advantages (9 questions consist of 2 questions of the quality of
administrative services, 2 question of the quality of academic services, 2 question of
reliability, and 3 questions of empathy). The dimensions of competitive advantage is the
cost advantage, product excellence, and excellence of service (adapted and combined
from Michael Porter, 1989 in Wheelen and Hunger, 2012: 135, 186, Mustafa, et. Al.,
2012: 67, Dess, Lumpkin and Eisner, 2008: 156-157, Abdullah, 2006: 44, Treacy and
Wiersema, 1996 in Knapp, Karl, R., 2001: 10).

Competitive advantage has good construct validity (AVE) and reliability based
on composite reliability, as well as Alpha Chonbach. The value of AVE > 0.50 for all
construct of competitive advantage and its dimensions. R Square of product advantage
0.50, cost advantages 0.70, and service advantage 0.95. This means that the variability
of the cost advantage, the product advantage and the service advantage can be explained
by the competitive advantage in accordance with its R square.

Inner model of competitive advantage suggests that all path coefficients were
greater than 0.05 indicate a positive influence of the variable to the model dimensions as
reflective. On the outer loading models seen that all the above factors in 0.50, which
means its convergent validity was excellent (Ghozali. 2011: 115) Cross loading value of
competitive advantage show good validity discriminant value as evidenced by the value
of the correlation indicator of the construct each dimension cost advantage, product
advantage, and service advantage higher than the value of the correlation indicator
construct of other dimensions (referring to Ghozali , 2011: 186). These mean that all the
indicators as outlined in the statement on the questionnaire to measure empirically the
competitive advantage variable has qualified validity of the instrument (to measure what
should be measured).
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The construct of strategic leadership, unique Resource, and competitive
advantage as latent variables have AVE over 0.50, mean all of the construct are valid.
All Cronbach Alpha values of strategic leadership, unique resource, and competitive
advantage above 0.70 indicate that construct reliability are eligible. All Composite
Reliability of strategic leadership, unique resource, and competitive advantage, above
0.80 indicate very good reliability (Ghozali, 2011: 115-116). R Square of unique
resource is 0.64, and competitive advantage is 0.55. This means that the variability of
the unique resource can be explained by the strategic leadership in accordance with its R
square, 64 percent. The variability of competitive advantage can be explained by
strategic leadership and unique resource in accordance with its R square, 55 percent.
These mean that all the indicators of strategic leadership, unique resource, and
competitive advantage as outlined in the statement on the questionnaire (the instrument)
to measure empirically those variables have qualified validity (to measure what should
be measured).

Cross loading value of strategic leadership, unique resource, and competitive
advantage have a good validity discriminant value as evidenced by the value of the
correlation indicator of the construct each dimension cost advantage, product advantage,
and service advantage higher than the value of the correlation indicator construct of
other dimensions (referring to Ghozali , 2011: 186). These mean that all the dimension
as outlined in Figure 1 and Figure 2 to measure empirically the strategic leadership,
unique resource, and competitive advantage variable has qualified validity of the
dimensions (to measure what should be measured).

RESULT AND DISCUSSION

The algorithm calculations by SmartPLS 2.0, were used to test the hypothesis
and to know the validity and reliability of the instruments and the models. To determine
the significance (t statistic) of the path coefficients values was used bootstrapping
calculations. The path coefficient value of the strategic leadership that shows its effect
on the unique resource is significant. The path coefficient value of the strategic
leadership shows that its effect on competitive advantage is significant. The path
coefficient value of the unique resource effect on competitive advantage is significant
(see Figure 1 and Figure 2) with t statistic smaller than 1.96, but greater than 1.65. The
t statistic 1.96 indicates confidence level of 95 percent while the t statistic 1.65 indicates
90 percent confidence level, so the significant of the path coefficient value of the unique
resource effect on the competitive advantage still high between 90 and 95 percent. All
of the path coefficient value of the variables qualified > 0.05 and t statistic above 1.96.

The convergent validity of each dimension for all variables above 0.50 and t
statistic above 1.96, it shows by loading factors in Figure 1 and Figure 2. It means that
all dimension of the research variable have good convergent validity. The cross loading
values have proved that each indicator of strategic leadership, unique resource, and
competitive advantage variables have a good and significant discriminant validity. The
total effect of the strategic leadership on the competitive advantage is 0.790, with t
statistic 14.98. So, the strategic leadership has significant direct and indirect effect on
the competitive advantage. The direct effect of strategic leadership effect on competitive
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advantage is 0.629, so the indirect effect of strategic leadership on competitive
advantage through the unique resource is 0.790 - 0.629 = 0.161. So, the hypothesis 1 is
proved.

Path coefficient values further included in the equation hypothesis
H1a: Strategic leadership and unique resource directly effect on competitive advantage.

The mathematical equation is n,= vE+ Blnl tg, 1)
H1b: Strategic leadership directly effect on unique resource

The mathematical equation is n, = YéE+ S, (2
Whereg; = 1—R? (3)

H1la: Strategic leadership and unique resource directly effect on competitive advantage
IS proved
To find the residual of the inner variable S, using the formula the equation (3), that is S,

= 1—R?2= 1-0.643407=0.5972
Using the equation (1), the resultisn, = 0.629320& + 0.211212n, + 0.5972

H1b: Strategic leadership directly effect on unique resource is proved and the
hypothesis is accepted.
To find the residual of the inner variable (g;) using the formula the equation (3), that is

g1 = 1—0.552945=0.6686
Using the equation (2), the result is n; = 0.762687 £ + 0.6686

This finding support what were stated by Hitt, Ireland and Hoskisson (2011:
371), Boal and Hooijberg, (2001: 522), Hinterhuber and Friedrich (2002: 191), Boal and
Schultz, (2007: 412) Bass (2007: 36, 42) and Ussahawanitchakit, 2012, that strategic
leadership affect on the competitive advantage. To improve competitive advantage, the
course of economic field in Jakarta, Indonesia should strengthen their strategic
leadership. According to path coefficient and R Square of the dimensions of strategic
leadership, it can be make priorities, first, improve the management strategic process as
strategist, second, as change agents, the priorities also can be made based on the score
of the loading factors. The third is the leaders should be defined the course vision as
clear, realistic, and relevant as possible based on the institution’s vision. Strategies must
be chosen, implemented, and evaluated by using steps of strategic management process
to achieve competitive advantages.

The finding strengthen the statement of Willcoxson, Ireland, Hitt, and
Vaydianath (2002), Ireland, Hitt and Hoskisson (2011: 371) and Abbasi, et al., (2012:
84) that the strategic leadership affect the resources. Strategic leaders should be able to
develop and combine the organizational capabilities of the course and the tangible
resources to create excellence reputation as intangible resource. The finding also
support statement of Wernerfelt (1984) and Spulber (2004 that specific resources were
identified as the source of competitive advantage and in accordance with the RBV
recommendation that competitive advantage of a firm should be develop based on
unique competence which encompass tangible and intangible resources. Not all of the
resources own by the company has the potential to become a sustainable competitive
advantage, but these resources are unique characterized (Rufaidah, 2012: 88. AL-Mfraji,
2012: 16, Dess, Lumpkin, Eisner, 2008: 1-92, Barney,1991: 99).
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To create the uniqueness of the resource, the economic field course should make
priorities. The first priority is to develop its organizational capability, then used the
specific organizational capabilities to combine in such away the capabilities and
tangible resource to improve the reputation as intangible resource. It is consistent with
the R Square size order of the dimensions of the unique resource variable. The R Square
size order of the dimensions of competitive advantage as follow: the first is service
advantage, the second is product advantage, and the third is cost advantage. Focus to
develop competitive advantage, should be consistent with the order size of its R Square.

Effective strategic leadership is the requirement of the successful of strategic
management’s process. Strategic leadership requires the ability to anticipate events, the
possibility of seeing the vision, maintain flexibility, and empower others to create
strategic change. Top management is an important institution resource to build and
exploit competitive advantage. When they are and what they do is worth, is rarely
owned by another institution, not easily imitated and not replaced, then the strategic
leadership becomes a source of competitive advantage. Top management team
consisting of key managers who play a very important role in selecting and
implementing institution strategy. In general, they are employees of the corporation and
the board of directors or members. The characteristics of the top management team, the
company’s strategy and its performance all interrelated (adapted from Hitt, Ireland and
Hoskisson, 2011: 371). Hitt, Ireland and Hoskisson (2011: 371) shows that strategic
leadership affect the competitive advantage through unique resources (also combined
from Barney, 1991: 99, Dess, Lumpkin, Eisner, 2008: 88, Rufaidah, 2012: 100. AL-
Mfraji, 2012: 12, 16, Raduan et al, 2009: 91-92, Rose, at. al., 2010, Tuan, Phong and
Takahashi, 2010: 1, 12-13, Ismail, et. al., 2012: 152, Bani-Hani and AlHawari, 2009:
98) support by this research finding.

CONCLUSION

Even tough economic field courses are non-profit oriented, they should use
strategic management process to create competitive advantage. The result of this
research has shown that competitive advantage is affected by strategic leadership and
unique resource. Its means that to create competitive advantage, the course should be
strengthen the strategic leadership to develop and combine its resources in such a way to
be unique resource as the source of competitive advantage. The R Square size order of
the dimensions of strategic leadership, unique resource, and competitive advantage
variable, can be used as a guide to formulate the steps to be taken on a priority basis.
The result of this research supports the finding before and proof that course of economic
colleges in Jakarta can take the benefit of strategic management theories and best
practices to find new knowledge as the source of competitive advantages. The limitation
of this research is that the population and samples only cover the courses of economic
field colleges in Jakarta Indonesia, used quantitative approach with survey method. The
data was taken from the respondents (the chairman of the course) based on their
perception that influenced by many factors that did not include in this research. Further
research is needed with wider population and sample, involve other stakeholders.
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APPENDIX

The Hypothesis Test Result

Strategic Leadership

Competitive Advantage

Figure 2. The Result of Hypothesis Testing by Bootstrapping Calculation that show t
Statistic values
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