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Abstract. The 1997 economic crisis followed by the step daMrpresident Soeharto in 1998
changed the landscape of Indonesia’s economy diigl. owas the beginning of the International
Monetary Fund (IMF) in cooperation with the Indoiaé&s democratising state sailed to a new
economic destination. Preaching market solutiosdcial and economic problems become new
medicines for healing Indonesia’'s economy. Thisepargues that the imposition of economic
liberalisation without accounting for institutionabntexts in which it operates have implications
for business inequality. By situating Pekalongagiae in Central Java as a case study and by
using new institutional approach, this paper sha@awprocess of depletion of various textile
business networks. A process characterised bye$sehing positions of actors in the textile
market and it leads to deindustrialisation. A nasgbm of decoupling rather than close coupling
occurs in the process of managing textile crisis.

In the political sphere, the rise of political pest and civic associations has opened public
dialogue over the issues of textile deindustriéiliza Unfortunately, the issues seem to be kept
floating on air. Recently, new and small movemesgsm to shed some lights in the tunnel.
Young and uncorrupted politicians begin to win 8tets in several cities and regencies in the
country. Much hope to recover textile industry wikk determined by the results of the 2009
parliament and presidential elections.

1. Introduction

The 1997 economic crisis followed by the step dasWnpresident Soeharto in 1998
changed the landscape of Indonesia’s economy aliy.do was the beginning of the
International Monetary Fund (IMF) in cooperatiortwihe Indonesia’s democratising state
sailed to a new economic destination. Preachindaehaolution to social and economic
problems, drastically reduced the role of the statel further trade liberalisation become
new medicines for healing Indonesia’s economy. he political sphere, the country
radically shifted from authoritarian to democrapolitical systems marked by the

existence of multi-party competition and free elats.
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Within such contexts, this paper attempts to ustded and explicate the
contestation of textile business networks as aemumence of economic liberalisation. It
is argued that the imposition of economic libesdlsn without accounting for
institutional contexts in which it operates havedictable implications for business
inequality.

Recently, there seems to be a unanimous consansusy economic sociologists
that the transplantation of institutional formseaonomic liberalisation of the developed
into developing societies will not produce the etpd results and frequently backfired
(Portes, 2006). Two cases are worth noting. Mexeamomic liberalisation represents a
failed model of transplantation. Under Presideringa, the privatization programme has
been severely resisted by the managers of publikedwompanies, trade unions, the
ministries dealing with programme’s supervisiond amational entrepreneurs (Portes,
2006). Salinas’ privatization programme clearly dggs the dynamics of power as
important element of institutional context in Mexie economy. Another case, the China
case of the reform of agriculture collectivism, negents adjusted model of market
transition. Before implementing market economy,n@se government has launched land
reform programmes with different emphasis from oagio region (Walder, 1996).
Reform in power structure has been the priorityasdo harmonise with formal rules of
market economy. China’s experience informs theteggia importance of institutional
context before voyaging into a new ocean of magkenomy.

This paper intends to enrich studies on instihglocontexts of economic
liberalisation with particular reference to a certaregion in Indonesia. The
implementation of economic liberalisation in Inde@ehas been eloquently called by
Stiglitz as “crying fires in the theatre” (Hill, B3). His statement has informed not only
the ignorance of accounting institutional context also the complete withdrawal of the
state in the intervention of textile economy. Whitlsuch circumstances, this paper argues
that Indonesia’s economic liberalisation bringswlibe processes of de-industrialisation.
The existing bonding and bridging types of businessvorks are being contested and
they face difficulties to response to the transg@dniberalisation. As a consequence,
business inequality has sharply increased as iteticay the decreasing power of

entrepreneurs in the structure of textile markée mushrooming of political parties and



civic associations in a democratising Indonesia e@ystrain a further process of textile
de-industrialization as far as their voices aresatgred in the process of public policy
making.

In order to support the above-mentioned argumeantglepth interviews with
strategic actors and content analysis of local papsrs and government documents

were carried out in Pekalongan region, Central J@ra April to August in 2006.

2. A Glimpse of Research Area
Pekalongan region is located in the northern cbasta of Central Java and the total
population is 844, 215 (Office of Statistical Bune2004). This area is considered as
one of thetraining grounds for several large entrepreneurs before they becgzatienal
conglomerates in the Soeharto era Indonesia. €agtthe dominant industry in the region
and it is shouldered by 144,889 workers with préidacvalue of more than IDR one
trilion in 2003. It shares 18% out of total popida (821,870 people) depends their
incomes in textile industries. According to itsesigextile industry in the region consists of
206 (2%) large, 4583 (40%), and 6742 (58%) smadrenises.

While large enterprises involve in export, smalll anedium enterprises engage in
a variety of textile productions mostly for the destic market. In contrast to the last two
decades where weaving dominated, currebdyk clothing and garment dominate and
they respectively share 87% and 85% of textile stidkes.

3. The Contestation of Business Networ ks and I nequality
The coming of the International Monetary Fund (IMHfjuence into Indonesia’s economy
has been considered as a logical consequence Hililve of the Indonesian government
to stabilise the Indonesian Rupiah (IDR). Economerovery and further trade
liberalisation were the backbones of the IMF progrees to salvage Indonesia’s economy.
Years of heavy economic challenges coloured thiera textile community since
2001. On international scene, observers begun toegs the decline of Indonesia’s
exports in textile and apparel and the dominanc€lhese products in the US market
((James, 2003). For the first time in 2005, consegmolved around the fear of losing

competitive advantages of Indonesia’s manufactypioglucts in international market. On



domestic scene, the flooding of China’s textile @mahe burning ofakarta market as a
centre of national and international textile marketl the fuel price increase added to the
already heavy challenges faced by the whole telstiBness community at the first half of
the 2000s.

The current picture of the organisation of textildustry in Pekalongan region has
strikingly changed. Large textile entrepreneurs wiere capable for expansion and
diversification in the years before the step dopresident Soeharto apparently began to
slow down their production process in the post-&dehyears. Medium and small textile
entrepreneurs shift their products freamong® to batik clothing, garment, embroidery and
textile-based handicraft. In contrast to the préidacof sarong which uses power looms,
the latter productions need simpler and cheapennt#agical tools. Moreover, the
products’ shift needs a new arrangement of prodacglations.

Large textile entrepreneurs emerged during theye®70s and continued to
prosper the following decade. Using mass produdimhnology, they producsarong,
batik clothing, undyed cloth (textile raw materialdd bandage for the international and
domestic market. The group consists of Chineseb®dend Muslim Javanese and these
ethnicities have formed a different ways of expee before entering the business.
Chinese and Arabs were big textile traders whoivailtd institutional bases of ethnic
networks for channelling textile commodities acrtigs country. This occupation provided
not only a position within the structure of the Redrbut also strategic information for
future decision to run textile factories. Traditiggrefore, become the ‘training ground’ for
Chinese and Arabs to become industrial capitalists.

In contrast, the Muslim Javanese followed difféerpaths by working in state
institutions, leading textile business associatiamsl developed own markets before
developing a large enterprise. They produce diffepeoducts, develop different patterns
of business networks and market orientations aedetidifferences represent different

population of large textile entrepreneurs in Pehkgdm region.

3.1. The Domestic-Oriented Bandage Entr epreneur®
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The entrepreneur, a Javanese, established textiégpeise in 1967 after retiring as a
pharmacist at the military hospital in Jakartati#d¢ beginning, he rasarong production
under the guidance of his father who was a leafiirectextile association. As time went
by, and the textile industry grew in the countrythe seventies, he switched frearong

to bandage. The bandage is a sort of textile ptothat can be used for human beauty
and health care and related purposes. His indiVichmpetency, experience and family
reputation were important factors responsible fakimg joint-investments with Chinese
and for seizing a secure position in the struabditbe production market.

How did he maintain his position in the chaotiommmic situation? First, the
demand side of bandage products grew unaffecteditognt national economic uneasiness.
The already developed long-term relationships #ighloyal customers and the growing in
numbers of private hospitals in regencies acrodsriesia offered him the opportunity to
expand. On the supply side, the increasing pritstate electricity, transportation cost and
raw materials did not significantly shake his besim

Second, his expanding enterprise is indicatechbyestablishment of new factories
and diversifying the products. In 2005, he madeisiness deal with Smith & Nephew, a
Canadian health-care multi-national corporatioryifm its adhesive bandadactory in
Malang, East Java and agreeing to supply the ptaduke corporation. In 2006, again, he
bought textile factory owned by local co-operatit@expand his bandage production. This
is the last living factory-owned co-operatives swigrivate entrepreneurs and it marks the
closing curtain of factory’s legacy of the 1950mamic protection policy. Supported by
1600 workers and 200 salesmen, his enterpriseese80rmarket areas across the country.

In contrast tasarong production, bandage businesses are new comee itextile
history of contemporary Indonesia. Market actorsrevémited to foreign and state
companies in the early years of the Soeharto @%7(1975). Chinese and Arabs were not
yet aware of the potentials of the commodity. Was the reason why he and his Chinese
partner were capable for building and consolidatingir positions in the structure of
bandage market. One may wonder why his compataeankse entrepreneurs did not
follow his footsteps, considering technology andchirgery they used were quite similar.

He explains - by recalling his initiatives to peada them to join his business in the 1970s -



no single entrepreneur who interested to coop&etause of a relatively good position of

thesarong market.

3.2. A Global-Oriented Sarong Entrepreneur

The entrepreneur, an ethnic Arab, established igelihncompany for running a large and
modernsarong factory in 1972. It is located at the heart of Jlaganese small and medium
enterprises, and as usual, he decided to run tteryaafter long engagement in textile
trading. The Javanese entrepreneurs did not seegaltse that the existence of this large
entrepreneur would threaten them considering slrf®ng market kept lubricating. A
decade after the establishment, however, they biegaiiness evolution of textile and the
down fall of “home factories” ofarong production. The home factories could not cope
with difficulties in maintaining the continuatiorf production.The Seated Elephant - the
brand name of this large enterprise - has goodtguadlatively cheap and fashionable and
they are available in every market place. An enérpur who closed down hgarong

production and turned to run textile handicraftafied,

Our customers (local traders) begun to ask a remucf the quantity of
sarong products and finally they delayed the payment, 4, 5 and even 12
months. This severely affected the cash flow oftusginess.

(Interview with formersarong entrepreneur, 13 May 2006)

This global oriented sarong entrepreneur conseldlaly establishing an integrated textile
factory spanning from spinning, dying, weaving ioishing in the 1980s. Indonesians
across the country would not forget this well-knosarong's trade-mark because it
appeared almost every night at prime time in TVestisement during the fasting months.
The demand ofarong is high during that month and just after. “Thetedaelephant”
concurred and occupied the top position in thectire of market production in Indonesia.
Having successfully consolidated and dominated doenestic market, “the seated
elephant” diversified the product into clothing aledked to international market in the
1990s. Currently, it exports 70% of garongs to the global market with final destinations
in ASEAN, Africa and the Middle East. During thereadecade, it engaged in businesses
of real estate, health care, hotel and electrdieslar Daily, 6 May 2006).



The production of the integrated textile factorygips to slow down in the first
decade of the 2000s indicated by the reductionavkers’ hours and ‘revolt’ in response to
management policy to lay off workers. While the agement keeps confidence to boost
sarong and clothing for international market, the slowidgwn of production reflects
current difficulties faced by the whole businesst@ftile and apparel in the country.
National textile entrepreneurs face considerabédlehges at various fronts.

On demand-side, the increasingly liberalised andpetitive international market
drive the increasing role of China and to a lesséent — Vietnam, Bangladesh, India and
Pakistan. Export became the engine of Indones@is@nic growth and it constituted
80% of the total growth in 2005. While the manutfigictg sector played a leading role in
the 1990s, primary commodities such as palm oigsebmetals and natural rubbers
replace that sector in the contribution to expaert 2000 to 2005. The export of
manufacturing products - especially textile - sttgs, declines and loses competitive
advantage in international market (Gaduh, 2005)e Thss of the international
competitive advantage also means that productpiohsig and services of dying and
finishing offered by the ‘Seated Elephant’ to dotiteentrepreneurs decline. On supply
side, Indonesia’s textile entrepreneurs are seyeafécted by the increase of production
costs such as the rise of fuel prices, taxes,dbal lgovernment exaction and the poor
guality of services at Indonesian ports.

Within this context of poor business climate, theegrated textile enterprise of
the ‘seated elephant’ may revive their past potityay off workers sooner than latter.
Just as small and medium textile entrepreneurs Werevictims of state liberalisation
during Soeharto era, so too large entrepreneuismwakt probably be the victims of

textile free trade in the post-Soeharto era.

3.3. A Domestic-Oriented Undyed Cloth Entrepreneur?

National business climate may sacrifice him ondhar of the domestic textile market.
Similar to the bandage entrepreneur, he made jjougistment with a Chinese to establish
a large and modern factory to produce undyed d¢tatdomestic consumption since 1983.

It is a mass production enterprise using relativebdern power looms made in Belgium

* Interview with factory owner on 10 May 2006.



and China and run by more than 2000 workers. Theegmeneurs occupy a relatively
good position in the domestic market by maintainioigg term relationships to supply
garment and batik clothing entrepreneurs acrosa dad Bali islands. Undyed cloth is
the raw materials for garment and batik clothingduction.

A month after the government increased fuel pricesSeptember 2005, the
factory laid off 1500 workers temporarily and stedpproduction for a month. Two
reasons were put forward by the management. Fmstenterprise’s plan to shift from
electric supply to coal to fuel production processl, second, the decline of domestic
demand for undyed cloth. The customers disagred wi#w price and as a result,
products remained unsold (Radar daily, 3 Decemb@bp

On first appearance, it seems that the increaseedfprice is the only factor
behind the reason why entrepreneurs stop produbirgssence, however, the decline of
domestic demand indicates complex problems facedhbywhole textile industry in
coping with the increase of international competitiand a deteriorating national
business climate. In fact, the price of domestiel f(diesel) in Indonesia (US$ 18
cents/litre) still the cheapest in comparison ton@ (43), Cambodia (61), Vietham (32),
Laos (63), Malaysia (22), Philippines (34) (Gad2d5).

3.4. Small and Medium Entrepreneurs

Sarong has been a dominant textile product for small anedium entrepreneurs.
Historically, this was the product that ignited radpal technological development in the
area. If handlooms were dominant in the 1960s, ptweens were dominant technology in
the 1970s and after. Currently, however, the nurobsarong producers declines sharply.
The total number ofarong producers who used power looms was 162 in 1994vAn,
1997), today, the numbers have been drasticallycestito 9 producers.

Two factors are responsible for the decline of sheong industry. TheSeated
Elephant entrepreneur defeats small and medium producepsdalyicing better quality and
seizing the market domestically and internationaltyexportssarong to Middle East,
South and Southeast Asia. Tlsarong market is not a stable institution in which
participants watch each other in order to occumpes, but it is an arena of actual free-

fight. Second, the consumers’ taste and life dtghee changed a result of modernisation in



the country. These two factors constrain theirtpmss in the market structure and lead to
the close of their businesses.

Runningsarong production is becoming very difficult nowadaysite past,
buyers came to my factory, paying in advance befooaluct delivery.
Several years ago, the situation changed whererbpgéd not in cash but
delayed it for 4 to 6 months after delivery. Todayyers come once in a
year — around one month before great Islamic dagiuffitri — and pay me
6 months after delivery. So it means that busitrassactions occur once in
every 18 months. It is the reason why | closedhihsiness and sold the
whole mechanised weaving tools.

(Interview with femalesarong producer, 15 May 2006)

Sons and daughters s#frong producers who are mostly university graduatesdropg-outs
turn down their parents’ offer to keep running gaeong production. Instead, they run
alternative textile productsatik clothing, embroidery and garments, and provideisesv
in laundering and printing or involve in textileadling. This change of textile production
has far reaching impacts on the organisation diléekusiness in terms of division of
labour, business relations and marketing.

This new industry is marked by a larger varietyteftile producers which were
previously less privileged by thtearong producers due to its lower level of technological
sophistication. An important development in textideoduction is also marked by the
emergence of two types of textile productions whiske different and contradictory raw
materials. Custom batik cloth uses high qualityunflyed cloth but does not for mass
production and develops a specific network of m@arkaother product is the textile
handicraft which uses handlooms. The new industsydiso given birth to new positions
such as wholesale yarn traders specialising fangat and textile handicraft. Moreover,
new positions of producer-cum-middleman are on tise and they displace local
professional middlemen who played a pivotal rolarduthesarong era of the 1970s to the
early 1990s.

In contrast tosarong production, batik clothing and garment industaes run by
simpler technologies. The capital start-up for ¢hpoductions is much lower and flexible
in comparison t@arong production. The lower level of capital needs haslenit possible

for fresh university graduate or drop-outs to ettterindustry.



Everybody is able to become conventional batik hohgf or garment
entrepreneurs now. | start with a working capitatveenty million rupiahs
to run garment production. With that amount, | cam five sewing
machines, buy raw materials such as yarns, undgédand pay wages for
five workers. If the demand of garment productgdsed, | can produce four
hundred pieces per week and earn a profit at arfaurchundred thousands
rupiahs.
(Interview with young garment producer, 10 Deceni¥)5)

3.5. Inequality in Production and M arket Relations

The putting-out system, a type of production refatiwhich appeared in the 1950s and
disappeared in the following two decades, re-enseagel nowadays dominates production
relations. In essence, the system worked differantlboth periods. For old generation,
running textile production, and developing a pgftout system were a common strategy to
expand production in the 1950s. This expansionmee possible because of two reasons.
First, the type of technology used, handloom wegataol, was available and cheap in the
area and, second, the availability of market dem@hd current emergence of the putting
out system, however, should be understood as oeaoti the failure to innovate existing
technology. The simpler technology used for balkhing, garment and textile handicraft
meant that people are easier to enter the business.

The current putting-out system works not only iaduction but also in the supply
of raw materials. In the production sphere, larged smaller traders order to produce
certain design of clothing and provide raw matseriahd labour costs to groups of
producers. The bigger the trader, the larger theb@un who become their clients. Indeed,
the current putting-out system create employmepéeaally for local population in the
lower ladder of economic stratification. Howeveg market demand remains highly
volatile, production continuity is disturbed.

A more interesting phenomenon is the emergenspeadific ‘financial institution’
played by large textile entrepreneurs to contrdileetrading. They provide money in cash
to ‘eligible’ traders who need additional capitaihaintain their trading.

| have been involving in textile yarn trading forora than ten years. |
started this business with a working capital from parents and parent-in-
law who formerly run large textile enterprises. &bof the local people
know who are my parents and parents-in-law. Thaglitlg is highly
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uncertainty and it heavily depends on the marketegfile products. For
several times, my business stops and | come tdinleacial institution’ and
by submitting my house certificate, it is agreeal thcontinue my business
on behalf of the producers’ capital. It is calcaththat | will earn 25% out
of total profit. This earning is very small and ¢ dy best to stop such
cooperation as soon as possible.

(Interview with yarn trader, 13 December 2005)

The current widespread of putting out system refl@ot only on-going processes
of de-industrialisation but also difficulties in mtining textile business in a time of high
uncertainty. Moreover, engaging in a putting ousteyn is becoming more and more
difficult as the above-mentioned Interview attests.

The current structure of the market is simpler ttleprevious market abrong.
The market actors consist of local entrepreneur-taders, local entrepreneurs. This
market continuously inflates, absorbing new cometraders, deflates and cornering
vulnerable traders respectively during high and dtmands of textile products.

In contrast to previous periods, currently a ne@megation of textile entrepreneurs
take over the role of local middlemen in the dmttion of textile products. This is made
possible because responsibility in the productioocgss has been transferred to their
producers. Moreover, relying on local middlemen witrease transaction costs and some
time it has been difficult to predict the exactdimf payment. Outward-oriented behaviour
seems to become a new mindset of current entrgmenead it is such an orientation that
contradicts with previous generation of entrepreneu

In fact, the position of local middlemen is vulalele within the structure of the
textile market. They are easily jeopardised by otin@ders’ who can offer cheaper price of
the same products to big traders in the provirazagital.

I was a middleman specialising in distribution sfrong products in
Pekalongan and other towns in Java in the 1990&hiWhe context of
deterioration of sarong demands in the seconddfidhat decade, | had to
compete against other middlemen and producersteh dbaced difficult
situations when | took sarong products from the ew(producer), he kept
saying that he wanted to join me to go to my bapér in Jakarta. |
understood | could not reject his offer. After heew my big trader, he
made his own transactions with him the followingek®

(Interview with retired local middleman, 15 mardb0B)
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The market of batik clothing and garment is conwsatly centered at market places in
Jakarta, Central Java, and Esat Java. Jakarta Bgbest market place for textile at which
big, medium and small traders struggle to occupyketaniche. Until the year 2001, the
structure of the production market in Jakarta cosedoof big traders, usually of Chinese
and Arab origins, who controlled the domestic amérinational textile market and small
and medium traders who consistently supplied txgbods to big traders. Some
Pekalongan big traders were able to occupy relgtsienilar positions with Chinese and
the Arab and they developed business networksagithrs in the centres of market places
in outer islands. The Jakarta market was vibradtraached it peaks around 1997 to 2001,
years in which Indonesia suffered a tremendousaunancrisis.

I run trading of batik clothing from my kiosk Basar Tanah Abang, Jakarta

and opened new kiosks at market places in MakaSsath Sulawesi and
Bogor, West Java to maintain my long trading pastrthere. Demand of
batik clothing was extra ordinary, especially in922000. My trading

customers came and paid in advance before | detivbatik clothing.

Averagely, | could earn a net profit of Rp. 125l a month, an income
higher than the monthly salary of the presidergaor of state bank. Now,
things have changed completely. The demand fok lolgthing drastically

declines and | closed the kiosk in Makassar angl omdintain the kiosk in

Bogor. | urge president SBY (Susilo Bambang Yudayoto ban the

flooding of China’s textile goods and used-clothingndonesian market if
he wants to salvage Indonesian traders like us.

(Interview with Pekalongan big trader, 25 May 2006)

A similar problem in trading is also faced by snaadtd medium traders. Previously
they had business relationships with big tradedakarta so they could easily contact over
the phone to make business transactions and deééxéle goods. Now, such business

deals could no longer be maintained because afgblne of demand of this trading.

The market of batik clothing is deteriorating deedecreasing demands
from the regions. | have never experienced suchtwat®n before.
However, one interesting fact is that the numbesmill and medium
traders who come to my kiosk is sharply increasifigey are offering
batik clothing with various kinds of design. Of ¢s@ | can not manage
their offers though they prepare to receive thenpayt 6 months after
delivery.

(Interview with Chinese big trader in Jakarta JL@e 2006)
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3.6. Customised Batik Clothing®

Customised batik clothing begins to reappear aftere than 30 years of disappearance.
The reappearance of this business may inspire etiiezpreneurs to follow the footstep of
this customised entrepreneur. It is an art busiméssh is hand-made of high quality to be
sold to specific customers. Minister of trade amdlustry appeals Batik clothing
entrepreneurs to shift to this customised clotharguing such business has niches in the
international and national markets (Kompas, Decer2Be 2003). Talent, a high sense of
art, knowledgeable cultural background of an actisatik are basic elements that must be
possessed by the entrepreneur.

The owner, still in his thirties, seems to be basran artist of batik designer. Since
his childhood, he often made experiment, desigolatihing with variety of colours. After
finishing high school, he went to Jakarta to stadyand design. He stayed in the house of
a well-known batik fashion designer in Jakarta badome his assistant. After graduating
from the institute of art and design, he went backis home town and established a small
workshop for batik clothing. Now, after five yearsning the workshop, he is able to
occupy a small nice in the market of customisedhsotg by maintaining personal
relationships with Jakarta and Semarang elite goaied Japanese tourists. The average
price of one piece of cloth is IDR one million (EWB0) and he earns an annual net profit of
around IDR a hundred million (euro 8,000).

In order to keep the customized batik alive, hganises a community of learning
of customised batik by inviting youths to work atfidcuss in his workshop. It is hoped that
from this community will emerge young creative desirs who are keen to run customised
batik businesses. However, he sadly predicts tBsilple dominance of this business in the

future in Pekalongan. He perceptively says,

Customised batik clothing is a culturally orienfg@duction. One can not
transform the tradition of printed batik and sargmgduction into this
business. Creativity to paint the batik and thditglio engage in the high
society matters and they should become part ofliteeblood of our

community. Formal education plays a pivotal rolehe dissemination of
the culture of customised batik. Such culture @atwity also should be

® Interview with Mr Dudung, owner of customised katiothing, on 20 May 2006. The customised batik
clothing is different in comparison to conventiofwtik clothing. The former requires creativity time
design of batik, high quality of raw materials drehd made.
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socialised in family education. Here, in this ateée,community runs a very
good higher school of nursing, an education that mathing to do with
customised batik. The local government run gerferadal education which
does not pay attention to this cultural businesheei So there is no
connection at all between formal education andllocao#dural richness of
batik making. This makes me worried about the &itircustomised batik
in Pekalongan.

(Interview with customised batik owner, 20 May 2P06

Our study shows that all different groups of emeepurs, except the domestic oriented
bandage entrepreneur, suffered from the presstiegernal actors and show cracks their
business relationships. One may recall that jushaasl loom-based sarong production
ruptured as consequence of national policy ofleekberalisation in the early period of the
Soeharto era, so too the current global orienteetdlisation policy may bring about the
rupture of large and modern textile enterpriseRakalongan.

Small and medium entrepreneurs suffered mostcaielil by the severe reality of
developing personal business relationships withr treding partners. A number of young
entrepreneurs begin to look to another directiontifieir future by joining the national
selections to become officers in the offices oflteal government. This selection process
is extremely very competitive taking into accoungé thuge number of candidates who
apply. If the sons and daughters of the Pekalosgaong producers could become state
employees in big cities in the 1980s and the 19@@Ry, young entrepreneurs and fresh
graduates may become petty employees at villageesfor unemployed.

Successful state policies should be built on vailegady exists, reinforcing and
extending existing social ties among actors in fess life. There is a need to create
macro institutions —political institution — to satye and nurture business networks. In the
current context of democratisation and decenttaisa opportunities to create such
institution are widely opened.

4. The Political Economy of Textile Business

Since the moment in 1998 when Soeharto stepped dswresident and after, much works
have been carried out to reform political instdns. After more than 30 years living with
authoritarian politics, Indonesians witness theingprof democracy marked by the
flowering freedom of press, freedom to organise suratessful parliament and presidential
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elections. However, concerns begin to unfold okierftuits of theReformasi. Democracy,
good governance, social capita, and civil sociggrms coined on daily media in the early
years of Reformasi - have gradually been thwaryecbioruption.

Within the context of such liberalisation, thissen attempts to explain ways in
which textile entrepreneurs, political and civiaders struggle to express their interests in
public policy making. Attention will be focused dhe dominance of current economic
ideology in policy making and their responses ay timfold on national and local media. |
argue that the political liberalisation may faaté the beginning of the embeddedness of
political institutions in textile business.

In contrast to the network approach that emphasme the proximate, the
institutional approach focuses on the underlyingsea of the success and failure of
businesses are rooted in the interaction betwdermal rules and large formal rules (Nee,
2005). This approach provides a framework to ingast the concrete interconnections
between state and non state actors - be theygabljiarties, business associations, civic
associations and even individual actors — in thapisiy of economic policy in textile

businesses.

4.1. Nationalism and Liberalism
Nationalism and liberalism are two different idegpts of economic policies. Normatively
speaking, both principles preach different roleghaf state in the economy. The former
advocates a drastic reduced of the role of the stad believes that individual rational self-
interest and unrestricted pursuit of gain are thig solution of economic problem. “Let
invisible hand and not the hand of government wirkbring economic growth and
prosperity” are metaphor usually coined by its supgys (Carruthers and Babb,
2000:148). The latter advocates state interventidhe economy by protecting domestic
enterprises. In concrete reality, however, bothgyples may evolve from one to another.
Indonesian economy is coloured by subsequenceottf &économic ideologies
since the post-independence The nationalism emegedmainstream economic policy,
guiding the so calledortress programmes, a sort of affirmative policy, to protect
indigenous entrepreneurs from foreign companies @ninese business in the fifties.

This economic ideology operated in different guisesl contested against market
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supporters, kept inspiring public policy in theléoling decades (Chalmers and Hadiz,
1997). The liberal supporters begin to appear i ¢hrly years of the Soeharto era,
guiding Indonesia’s economy to integrate into dglaeconomy.

Following the dramatic collapse of oil prices imetearly eightieth, the liberal
supporters won the race to convince Soeharto ttemmgnt a series of reforms under the
banner of structural adjustment. A set of policyckamges for the reforms in trade,
banking, finance and state monopoly were launcbhesdilivage Indonesian budget deficit.
The influence of liberal supporters achieved itakpduring the economic crisis in 1997
after Indonesia was unable to stabilise the rupifiider close supervision of the IMF,
Indonesia’s economic policy experienced sweepinigrmes in banking, state own
enterprises, state subsidy and last but not laasade. The level of the IMF' influence in
economic policy is so deep and unparallel in coisparto neighbouring countries which
experienced similar crisis (Robison and Hadiz, 2AQ3An Indonesian senior economist
lamented the intervention of the IMF in trade refpra domain beyond its mandate
(Hadisusastro and Basri, 2005: 9). The -curtailmehtalmost all tariff barriers
significantly transforms Indonesian economy into ‘taghway’ of national and
international textile trading. The ideal of the nidmeralism has become a reality in the
Indonesian economy.

The deepening influence of liberalism in the catreconomic policy coupled
with a recent development of the abolition of th® &kport quota for Indonesian textile
and apparel considerably affect textile businessational and local levels. There is
nothing to surprise, however, as Indonesian histbrgconomic policy teaches us, these
developments will be challenged by the proponerftse@mnomic nationalism. The
contestation between liberalism and nationalismth®y political public® needs to be
investigated in order to understand not only theiri direction of textile business but
also the possible entanglement of political insitiu in textile business community at

local level.

® The political public, a term coined by Chalmers! atadiz, refers to actors (individual or institutéd)
who voices their ideas on the media over certalitipad and economidssues. For more information see
lan Chalmers and Vedi R Hadiz ed (1997). The Raglitof Economic Development in Indonesia:
Contending Perspectives. London: Routledge.
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4.2. The National Palitical Public

Beside the IMF and the World Bank, the proponehtderal economic policy come from
international and national economists, the statmistnies of trade and industry. The
supporters of nationalism come from political pegtand textile associations. In the middle
of this spectrum emerges the Centre for Strateggt laternational Studies (CSIS), the
Indonesia Chamber and Commerce (KADIN) aiabonesia Bangkit (Indonesia
Awakening). The CSIS is well-known as a think tank which hverful influence in
economic policy making of the state-nationalistthie period of 1975-1985 (Chalmers
and Hadiz, 1977), wheredsidonesia Bangkit is a loosely civil association led by former
coordinating minister of economy and finance.

The economists are the group most prepared facahgaign of liberal economic
policy. They reject not only the basic tenet of remmic nationalism but also show the
thrive of regional textile entrepreneurs during titeeralisation and economic crisis
(Papanek, 2006; Sandee, 2000). Creating a condbasiaess environment has to be the
prime area of Indonesian state. Economists keegragdhat the current problems faced
by the Indonesian state should not be addressédetdimitation of liberal economic
policy but it should be searched in the incapabibf state bureaucracy and textile
entrepreneurs to revitalise textile industries.

Hadisusastro and Basri (2005) show a number dflpnas that causes the erosion
of competitiveness of Indonesian textile industriesey mention that textile industries
suffer lack of new investment, low labour produityivhigh cost of doing business, weak
industrial relation policy and poor infra structuwrenditions. After liberating Indonesian
textile economy, the liberal proponent blames thieepreneurs, the state bureaucrats and
the textile workers. One may ask question why ditithey study the expected problems
that might come out before the launching of swegpbreralisation?

This question is implicitly raised by its critic3he Indonesia Chamber and
Commerce (KADIN) and a CSIS economist (Gaduh, 20€5)e that the government
policy of no policy has been the prime source bé loss of competitive advantage of
Indonesian textile in international and nationalkess. According to KADIN, the value
of domestic consumption goods, especially textdeds, sold in Indonesia declined to

30% since October 2005 and the Jakarta market-ptaoentre of textile market, has
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been inundated by import goods. In solving thisbpgm, KADIN suggests that the
government should prepare an integrated policy mogérading and agricultural sectors
with a clear roadmap to which direction Indonestertile economy has to follow
(Tempo Interaktif, 7 August 2006).

Indonesia Bangkit and Indonesian Entrepreneur Association (Apindajnie that
the government does not care of textile de-indalgtation currently going on in the
country (Tempo Interaktif, 28 July 2004). The issifede-industrialisation was closely
related to a series of disappointments of textters in coping with current liberalisation
aired on the media from 2003 to 2006. In 2003,dha@rman of the Indonesian Textile
Association (API) lamented that the centres of gartmarkets in Indonesian big cities
have been inundated by import textile goods whibkaper prices in comparison to
similar domestic goods. Perhaps, we should change poofession from textile
industrialists into traders, he desperately saidnfidas Daily, 19 January 2003). The
chairman, who is also the owner of an export oeeénérge company, implicitly wants to
say that an Indonesian textile community - be tlege, medium or small — are the
sufferers of two different but simultaneously akscof international and domestic
markets.

In 2005, triggered by the fuel price increase, th&appointments widen and
culminate to its peak. Sixteen large textile andrgant enterprises in Tangerang (the
outskirt of Jakarta), including few leather entesps, went bankruptcies (Kompas daily,
21 December 2005) and mass of workers’ lay off toelde done by textile enterprises in
Sukoharjo, one of the centres of textile industime€entral Java (Tempo Interaktif, 25
December 2005). Moreover, large group of textilerepreneurs engaged in ‘tag-of-war’
against the PLN, state owned power company, folatgmally increasing the price of
electricity (Tempo Interaktif, 16 November 2005).

4.3. TheLocal Political Public

Earlier | explained that politics and textile biess were two different and unconnected
institutions in Pekalongan regency during the Sdehara. The local government mostly
focused on the development of formal education|ttheand physical infrastructures and

allocation of small part of the budget to small dwine industries. No bold attempt to
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bring textile business in the mainstream of polaéylocal government. The convincing
involvement of textile entrepreneurs, especially #favanese, in formal politics were the
roles they played in the mediation of ethnic cantihat some time coloured local politics.

The All Indonesian Batik Co-operatives AssociafiGiKBI) which played a pivotal
political role during the fifties has transformeuda a holding company controlling a series
of large and integrated textile enterprises dutiregSoeharto era. However, her attempt to
build an economic power has been constrained bgteharto closed associates of textile
conglomerates. In the years prior to the downdb$oeharto, GKBI was appointed by the
Minister of Finance, who closed to Indonesian Mwslatellectual Association (ICMI), to
control the biggest integrated textile factory (KaloTex) in the country. This factory was
converted by the government because of non penfigrioan. After controlling it for three
months, the factory was finally taken over by agiomerate owned by the president’s son.
Again, years after the crisis, GKBI was defeatedhi®yconglomerate, the former owner, in
the bid of acquisition of Bank Central Asia (BCA)e biggest private bank in Indonesia.
Currently GKBI nurtures relationships with textientrepreneurs in the regencies by
providing internet portal to promote their busiresss

The political parties, especially the National Mate Party (PAN), the Nation
Awakening Party (PKB) and the Crescent Star P&BB)), theoretically can engage in the
politics of textile business. These parties arg@eted by small and medium entrepreneurs
and traders in the regencies and even the presidéngational PAN, local PAN and PKB
come from this group.

At national level, the party leaderships begiraitothe current problems faced by
small and medium textile entrepreneurs in the reigen The PBB leader in the national
parliament appealed to the government to seridioslys on the economic empowerment
of small and medium entrepreneurs rather thanatiomal big entrepreneurs. The former
has shown their successful performance during tises @and their non performance loan
have been low (Kompas, 25 September 2004). Im#asiway, the PAN leader criticised
the current government for its failure to developclear economic policy on people
economy (Kompas, 30 December, 2005).

At local level, political parties tend to focus the elections of local parliament and

the head of regency and less on the problems fagddxtile entrepreneurs. One of the
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reasons is the lack of resources and it affectcdipacity to mobilise their members and
formulate political programmésSecond, both the party leaders of PAN and PKBndid
have enough experience in running social organisatbefore becoming party leaders.
However, these political parties have the potential play important roles in the future,
considering their large mass supporters and tmedidinkages to their national parties.

The Pekalongan Textile Entrepreneur AssociatidAT@ was established in the
fifties and during the Soeharto era it could harplsty pivotal role in representing the
voices of textile entrepreneurs. Currently, theoaisgion begins to show her muscles by
organising demonstration against the PLN, stateedwpower company. The oil price
increased in September 2005 was the moment fofidtetime the association voiced
their interests. At the beginning its members esged their disappointment individually
over the increase of production’s cost and theideaf consumers’ bargaining position.
In the following month, the national office of PLiNtroducedDaya Max Plus, a policy to
increase the price 50% for the use of electricuyirt the peak hours (6-10 PM). PLN is
the only enterprise owned by the state relies ean oil for day to day operation.
While being obligated to repay private debt inteztiby the Soeharto administration and
the persistence of corruption within the managenfeboN had no option but increase the
price for the use of power to the customers.

According to local PLN officeDaya Max Plus was not a policy to increase basic
price of the use of power. Instead, it was a pot@yrge business world to use power
wisely. However, Textile entrepreneurs and even wuwekers rejected that idea by
arguing that this policy would have to slow dowmgction process and laid off 20%
workers next year 2006. 20 textile entrepreneursy were members of the Pekalongan
Textile Entrepreneur Association (PPTK), was sufgibiby local KADIN (Indonesian
Chamber and Commerce), APINDO (Indonesian EntrepnenAssociation), and API
(Indonesian Textile Association) marched to lodéice of PLN to demand the delay of
policy implementation to January 2006. They argteed national office of PLN did not
in advance inform this plan. In a similar way baota bigger group, textile workers

supported by local SPN (National Workers Union), BNUnited Society Coalition) and

" Member of local parliament from PAN faction infasrthat the chairman of local PAN finance all party
activities without any support from outside. Heoaleentions that the candidates of local parlianvegre
asked by the chairman to donate the money for ¢ingrthe election campaign not for his own purpose.
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ORI (Indonesian People Organisation) marched to 'BLbffice demanding the
curtailment of the policy.

The head of regencythe Bupati, took an initiative by inviting textile
entrepreneurs and PLN officers to seek a win-wintgm over this policy dispute. Co-
chaired by theBupati and the local police commander, the meeting findigided to
write a petition for the delay of policy implemetitd to a higher office of PLN in
Semarang, capital city of Central Java. Howevecabse this policy was not created by
local PLN office but it was a national policy, tiheeeting did not come up with any
solution. TheDaya Max Plus continued to be implemented and local PLN officers
warned that those entrepreneurs who did not okeyulle would get penalties.

The smaller entrepreneurs who are not membersyflaral textile association
expressed their disappointments individually. Whenister of Trade and Industry visited
Pekalongan, she repeated statements what shesaftérin the media. Sarong and batik
clothing producers must change their productionefy wanted to survive. The current
quality of both products was out of date and pesglin the market. The minister advised
them to use local contents for production likek svhich can be planted locally. Her

statements sparked disappointments among smathaddim entrepreneurs.

| disagree with those who say that sarong and lmtithing goods are
priceless now. In fact both goods had enough ptatee market, especially
in 1998 to 2000. Only recently we suffer badly heeaof the flooding of
foreign textile goods and the burning of Jakartaketa We involve in this
business for decades and we want to renew ourtiiydifsenewal is meant
as the change of our products and production téobies, they may take
long time. You can not adapt to new industry withiweek or months.
(Interview with batik clothing entrepreneur, May, PR06)

At the beginning of this section, | argued that timeible liberalisation currently
going on in Indonesia facilitates the beginningpofitical institutions to engage in textile
business. This study shows that business assogatiespecially the textile association —
beginning to play roles in influencing the currstdte policy on textile industry. This is in
contrast to the period of the Soeharto era whexectimglomerates closed to the office of

the presidency played a vital role. However, thetiooiing role of textile associations and
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other civic associations in steering the statecgalepend on whether they are capable for
bringing textile issues become a national issudénmedia. Indonesian economic history
provides an ample evidence of the roles of thaipalipublic in steering liberalisation. The
mass disappointments over liberalization in théyaarars of the Soeharto era trigger mass
demonstration in Jakarta in 1974. This radicallehgke forced the government to legislate
a new regulation on cheap credit for small and oredntrepreneurs.

Today, the re-emergence of textile associatiodspatitical parties in the supports
of the interests of textile entrepreneurs at regdexel still need to be salvaged, nurtured
and developed. By developing them, all textile emteneurs from different level of
ownership have a say in the process of policy ntaKirberalisation without devising the

possible social costs would bring about human trafatse.

5. Theoretical Reflections

Throughout the previous sections, this study shgutd on the processes of business
contestation that has been occurring in one ofied@'s medium-sized urban areas. Itis
shown how economic liberalisation within the contet political liberalisation has
shaken the underlying social institutions of busfgneetworks in the region. It is evident
that the strong imposition of economic liberalisatt without accounting for institutional
context - has led to the increasing inequality imithiarious business networks in the
textile market.

The findings of this study inform that the impasit of external institutional
blueprint into liberalising economies and polits&#®uld be sceptically understood. Such
imposition seems to be the dominant paradigm inouar areas of life such as the
implementation of Good Governance, developmentif society and social capital in
Indonesia. It is not the economic liberalisatiorn the existing institutional arrangements
that matter most. Walder (1996) warns the geraaains about the impact of economic
liberalisation on inequality. Market economies vaigely in their patterns of power and
privilege, and the characteristics of emerging reerkThey should be taken into account
before the implementation of economic liberalisatio

In his seminal article, Nee (2005) offers a corpresive institutional perspective

of the economy in industrialising societies. Hisgpective, influenced by North, aimed
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at integrating informal social organization of @dait groups and the formal rules of
institutional structures, highlighting the mechamssthat regulate the manner in which
both informal and formal institutions facilitate,otivate, and govern economic action.
Moreover, he introduces concepts of close coupimd) decoupling in order to explicate
processes of integration and disintegration of botktitutions. Following Nee’'s
perspective, Indonesia’s experience shows a mesiinaoi decoupling rather than close
coupling occur in the process of managing textigis

In the political sphere, the rise of political p@s and civic associations has
opened public dialogue over the issues of textdéndlstrialisation in the country.
Unfortunately, the issues seem to be kept floabinghe air considering the weakness in
the connections between textile entrepreneurs afitic@n/political parties at the local
level, as well as between local politicians andrthelleagues at the national level. The
local politicians do not communicate well with thetrepreneurs as they uphold different
issues as their political stakes. The nationaltig@ns, as a consequence, do not have
sufficient input to what has happened to the regidioreover, the weakness of the
Indonesia’ political parties, organisationally dadctionally as the articulation means for
people’s interests, are widely known. All in allulgic dialogue or deliberation as a
mechanism for salvaging textile industry seems ¢oome an end itself. However,
recently, new and small movements seem to shed 8ghie in the dark tunnel. Young
and uncorrupted politicians begin to win electiamseveral cities and regencies in the
country. This development may affect the 2009 garelections. Much hopes to recover
textile industry will be determined by the resufs he 2009 parliament and presidential

elections.
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