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Introduction

Over the past three decades export processing Z&#Zs) have become popular
instruments of trade policy, offering enterprisesated in them free trade conditions
and a liberal regulatory environment. Many coustrgge export promotion as an
important policy for economic growth in developioguntries. Various measures are
being adopted by the governments in these countteespromote export
competitiveness. As a policy means of achieving toal, the concept of EPZs has
gained noticeable significance in recent yearsmbBesuch as EPZs, free trade zones
(FTZs), special economic zones (SEZs) and expatgssing factories (EPFs) refer
to similar concepts, with variations in policy preptions and objectives. As EPZ is
most commonly used, this paper uses it interchdlgedth FTZ and SEZ.

EPZs provide customs-free and tax-exempt, expaeetitgd manufacturing facilities,
investment incentives and streamlined administnatioheap utilities, and better
infrastructure. According to Kankesu (2003), mageeprises in EPZs are engaged in
processing intermediate imports for exports. Alsduded are labour-intensive light
manufacturing such as garment production, assemiblight electrical goods and
electronics. Among the benefits offered are exeompliom: some or all export taxes;
some or all duties on imports of raw materialsnbeimediate goods; direct taxes such
as profits taxes, municipal and property taxesyaud taxes such as VAT on domestic
purchases; national foreign exchange controls.ifimreompanies also benefit from
free profit repatriation. EPZs offer streamlinedraaistrative services, especially to
facilitate import and export, and provide free emtel physical infrastructure for
production, transport and logistics (Milberg, 200Zpnsequently, the opportunities
for Indonesia under the new government initiatiseptish for the export oriented
industrialization and using EPZ’'s as the spearheautluded access for more
workers to formal sector employment.

. The two most important Export Processing Zonare in the greater Jakarta area
and in Bantam which over the years have attdactereasonable amounts of
investment  and contributed to the success ofinldestrialization strategy in
Indonesia .

Indonesia- Macro Economic Perspective

Indonesia has a market-based economy in which ékrergment plays a significant
role. The Government, is implementing a "provgh, pro-poor, pro-employment"
economic programme to reduce unemployment and posgnificantly. This is set
out in the Indonesian governmenksational Medium Term Development Plan 2004—
2009, which focuses on four broad objectives: creatirgpfe and peaceful Indonesia,
a just and democratic Indonesia, a prosperous bBglanand establishing a stable
macroeconomic framework for developmenritlaking the New Indonesia Work for
the Poor (Jakarta, 2006). ) (This was announcedRresidential Instruction (INPRES)
No. 3/2006.)



Despite an annual average GDP growth of 5% bet@8&2 and 2006, Indonesia’s
open unemployment rate has risen from 9.1% to 1Gdd®%ng the same period and
half the population of 220 million continue to liveder the US$2 per day poverty
line. (ILO 2006 ) . In February 2006, the Governmamnounced new policy
measures to improve the investment climate in led@n for both domestic and
foreign investors, so as to generate employmeng. Jdckage consists of policies
designed to strengthen investment services, hammorgentral and regional
regulations, improve customs, excise, and taxae@wmicescreate jobs andsupport
small and medium enterpriseq ILO Jakarta 2006)

In addition to unemployment, underemployment atsmains prevalent, at 30%, and
more than two-thirds of the employed are in thenmfal economy. Many Indonesians
seek better opportunities abroad — there are dooutmillion documented migrant
workers from Indonesia and it is estimated thatiinmber of undocumented migrants
is 2 to 4 times higher. The skills base and praditgt of the labour force is
insufficient and there is continued exploitationnatrk. Socio economic exclusion of
the marginalized and vulnerable in society is atiooing concern, with young
women and men and those living in conflict andisreffected areas most at risk.
Youth, as one example, are three times more likelybe unemployed than
adults .Over the last few years, the governmenbleas looking to the manufacturing
sector particularly the textiles\ garment sectord athe electrical/electronics
sector ,many of them situated in the Export PreiogsZones EPZ’'s to minimise
unemployment in the country

Population , Labour force and Unemployment

The Indonesian population in 2007 is estimateget@23 million. The labour
force is also estimated to be 160 million in 200pen unemployment is primarily
an urban phenomenon. It is very high amongst yughrticularly amongst high
school leavers. The unemployment rate irb208s registered at 10.26% but the
rates for the age group of 15-19 years and 20-24sywere 34.88% and 25.24%
respectively. The rate of unemployment in urbaragamwas almost double the rate of
unemployment in rural areas. The rate of unemptnin rural areas was 7.98%
while in urban areas it was 13.51%. (ILO DeclamnatProject 2006)

To day the main contributor to the GDP is the maaotufre sector (26.2%), then

agriculture sector (16.1%), and the trade, hotdl r@staurant sector (16.0%). During
the last three decades, significant sectoral shiftsirred in the Indonesian economy
and were reflected in the sectoral distributioneaiployment. The proportion of

people engaged in the agricultural sector decrefised 67.3% in 1971 to 46.3% in

2003. At the same time, the proportion of peopbekimg in the manufacturing sector

increased from 6.8% in 1971 to 12% in 2003. Lilksayithe proportion of people

working in the services sector increased from 21.6%627.0% and to 30.7%

respectively. (ILO Declaration 2006 )



The Industrialization Process and the Switch To Eport Oriented
industrialization

During the long Soeharto era (1966-98) the Ind@resconomy grew at a rapid rate
which enabled Indonesia to graduate from the rafkse of the poorest low income
countries in the mid-1960s to one of the eight fpghforming Asian economies in
the early 1990s, along with Japan, the four AsiagerB, and Indonesia’s two
Southeast Asian neighbors, Malaysia and Thailanarif\Bank 1993: 1, 37). During
this period, the Indonesian economy was growirgnaaverage annual rate of 7.0 per
cent over the period 1965 -97. Indonesia’s re@akg national product roughly
doubled every 10 years over this period. This \‘eagely due to the surge in
manufactured exports since the late 1980s.

As the manufacturing sector throughout this pemaabs growing at double digits,
much faster than the two other main sectors, aljm@iand services, the Indonesian
economy underwent a rapid transformation, as refteby the rapid decline in the
relative importance of agriculture and an equadlyid rise in the relative importance
of manufacturing. By 1991 manufacturing‘s contribotto GDP for the first time
exceeded the contribution of the agricultural se@swicahyono 1997:).

The Shift to Export  Oriented Industrialization Policy and
Development of EPZ,s

In the mid 1980,s the government made a shiftugalylto export-promoting policies.
This was achieved by introducing a series of ddetigin measures to improve the
investment climate for private, including foreignyestors, and to encourage them to
invest in export-oriented projects. The governmadsb introduced a series of trade
reforms to reduce the anti-export bias of a higptgtectionist trade regime. A
significant step in encouraging an export-promopagh of industrialization was the
introduction of EPZ’'s and the introduction in Ma®8b of a duty exemption and
drawback scheme, which provided export-orientechdirwith the opportunity to
purchase inputs, whether imported or locally maake jnternational prices. This
scheme turned out to be a crucial factor in engpagaforeign and domestic firms to
export. (Thee Kian Wie 2006)

However, since 1993 up to the crisis year of 198&,growth of the manufacturing
sector slowed to an average of 12 per cent, agrbwth of manufactured exports
grew only at a sluggish 7 per cent (Dhanani 200& $tudy conducted by Sanjaya
Lall and Kishore Rao in 1995 for Indonesia ‘s NatibPlanning Board (Bappenas)
found that manufactured exports had been led lafively few products, textiles,
garments and electrical /electronics the competiiss of which was mainly based
on low wages and access to natural resources. Wgthdhese advantages can be
improved and extended, they are vulnerable to ctitigpefrom new entrants notably
the People’s Republic of China (henceforth PRC) butlia with lower wage costs.
(Thee Kian Wie 2006)

The Labour Relations Framework

After the end of the Suharto era in 1998, numemeses of repressive labour legislation
in Indonesiavere repealed.. The legal framework to proteetworker rights in ILO
Conventions 87 and 98 was thus improved. A keyes® the EPZ pertains to
compliance of Labour Standards , In the last dechlonesia was often quoted as



an example of a country that was able to reforenekisting labour laws and enact
three key legislation within a relatively sharhé.. Act No. 21 of 2000 concerning
Trade Unionism, Act No. Act No.13 of 2003 regardignpower; and Act No.2 of
2004 concerning Industrial Relations Dispute Settlet were enacted within a
relatively short period of time thanks to the elea work of the ILO-Jakarta’s
effective implementation of the US Declaration Bobjfor promoting Good Industrial
Relations in Indonesia in the post Suharto era .

Notwithstanding this, the compliance of these lasvstill a major issue. In the case
of Indonesia, it is not the lack of enabling lakelithe problems faced in Pakistan
Bangladesh and Togo as workers’ rights arelllegaandated. Rather, the
problem is in its capacity to deliver labour adreirative services due the existing
lack of manpower and skills leading to weafoecement of labour laws.

International Labour Standards

AlthoughIndonesia has ratified ILO Convention no. 87, theeldom of Association and
Protection of the Right to Organise Convention, hasl ratified ILO Convention no98 on
collective bargaining, the ICFTU was of the viewatth there were  still numerous
restrictions of these rights and the ability for rikers to exercise them in
practice.(CEACR report 2007). This applies to the right to form a trade unithre right
to bargain collectively and the right to strike waliniwas one of great legal uncertainty and
instability in industrial relations with a generetsult of insufficient protection of
workers’ rights. (ICFTU 2006)

Until the end of 2005, Indonesia has ratified sésen (17) ILO Conventions
including the eight (8) ILO Core Conventions anat{2) Priority Conventions.
Those conventions follow:

Core Conventions

» Convention No.87 concerning Freedom of Associatiaod Protection of the
Rights to Organize

» Convention N0.98 concerning Right to Organize antleCtive Bargaining

» Convention No.29 concerning Forced or CompulsoryadLat

» Convention No.105 concerning Abolition of Forcedbar

» Convention No.100 concerning Remuneration for mes Women Workers
for Work of Equal Value

* Convention No.111 concerning Discrimination in Retpof Employment and
Occupation
» Convention N0.138 concerning Minimum Age for Adnssto Employment

» Convention No0.182 concerning Prohibition and ImragsliAction for the
Elimination of Worst Forms of Child Labour

General Conventions



» Convention No0.19 concerning Equality of Treatmentrfational and Foreign
workers as regards Workmen’s Compensation for Asctid

» Convention No.27 concerning The Marking of the Wieign Heavy Packages
Transported by Vessels

* Convention No.45 concerning The Employment of WormanUnderground
Work in Mines of All Kinds

» Convention No0.69 concerning The Certification oflShCooks

» Convention No.88 concerning Employment Service

» Convention No.106 concerning Weekly Rest in Commarad Offices

» Convention No.120 concerning Hygiene in Commerae@fiices

Priority Conventions

» Convention No.81 concerning Labour Inspection
* Convention No.144 concerning Tripartite Consultagioto Promote the
Implementation of International Labour Standards

Labour Relations Framework :Growth of Trade Unions

As we have seen earlier, in the years followittge Asian Monetary Crisis in 1997,a
major reform in industrial relations came abouthwthe implementation of the ILO
Declaration Project on Industrial Relations by th® Jakarta Declaration Project .
As one of the flagships of ILO - US DOL initia#ig in Indonesia ,the project
facilitated the enactment of the trade union, noavey ,and dispute settlement law
and also the development of labour relations imhasia.

In 1997, in anticipation of a new general elmttimany political parties were
established. This political reform has stimulated teform of the trade unions in
Indonesia.. With the advent of political reformatianany workers felt that they had
regained their right to organize specially with ttaification of ILO Convention
No0.87 on freedom of association and protectiorhefright to organize. The number
of the trade union started to increase. By thee @004, more than 80 federations
of unions had been established and registeredeaDépartment of Manpower and
Transmigration. In addition, more than 100 non-fatktl unions were also registered.
To day, the unionized workforce in Indonesia is around 18f@ in the EPZ's, the
unionized rate is estimated by trade unions to between 20 to 30% (ILO Declaration
Project 2006)



Table 1 VERIFIED TRADE UNION MEMBERS, 2005

No. | Trade Union National No. of | Members
Level Company
Unions
1. Confederation of SPSI 16 6,122 1,657,244
2. Confederation of SPSI 8 1,121 793,874
Reformation
3. Confederation of SBSI 8 1,307 227,806
4, Other National Federation 3 833 269,509
5. Non Federated Unions 31 847 403,714
6. Company-Level Union - 1,237 305,959
Total 64 11,467 3,388,597

Source Directorate General of Industrial Relations

Company regulations are usually formulated in canigs in which trade unions
have not yet been established. Collective Labdgreements (CLAS) are
executed in companies where a trade union or twadens exist. CLAs are
formulated based on agreements between the managemwed workers’

representatives. Company Regulations and CLAsagoihe conditions on terms of
employment and labour protection, including thehtsgand obligations of both
workers and employers or management. The Compaagyl&ions and CLAs are
aimed at improving working conditions and indugtredations.

A company regulation shall be formulated in angnpany employing ten (10)
workers or more. Each company should have onlycomepany regulation applied to
all workers. If the company has several brancheasay have one principal company
regulation applied to all branches with or withadditional regulation for each
branch.

Employers are responsible for preparing the dvhthe company regulation.
They are encouraged to invite inputs and recomnienda from the workers’
representatives for the refinement of the draftaFdraft of the company regulation
should be submitted to the Office of Manpower Savior approval. The Office of
Manpower Service will examine the contents of thmpany regulation to make sure
that there are no conditions lower than the requérgs stipulated by laws and
regulations.



Collective Labour Agreement (CLA) is formulated based on the negotiation
between the employer and one or more registerel@ waion in the said company.
The negotiation shall be conducted in good faitd &eewill and intention of both
parties. Any employer should agree to the traderurequest to negotiate a CLA
provided that the Trade union has been registetethea Government office of
Manpower Service; and the Trade union is suppdrtethore than 50 percent of the
workers.

By May 2002, Company Regulations have been adapt88,118 companies
and CLAs in 9,053 companies. Company Regulatiors GibAs last for two years
and can be extended for a maximum period of one. yg2gompany Regulations
should be reviewed and renewed every two (2) yedigewise, CLAs should be
should be reviewed and renegotiated every two yehosmake sure that the contents
of the Company Regulations and CLAs are consistétit the existing laws and
regulations, the Government should approve all GongpRegulations and CLAs.
(ILO Declaration Project 2006)

The Development of EPZ’s in Indonesia

EPZ's today is growing to be an important featuréhe labour market in Indonesia. .
The number of Zones themselves have increasedtlo@grears and in a recent move
to revamp the EPZ'’s, the government has issuedragulations and have renamed
the EPZ's as Special Economic Zones [SEZ's } In #&tg2006 A new government
proposal to day is the setting up of three spemanomic zones (SEZ) in North
Sumatra, South Sulawesi and in Bojonegara . Inu&u@007 the government
announced the setting up new management agencitdeefepecial economic zones in
the Batam, Bintan and Karimun islands.

However , prior to this,the first EPZ in Indonesias established in the main island
of Java. This EPZs situated in Jakarta produce lgngerments for the EU and US
markets. Aiming to increase labour competitiveriaghie country's free trade zones,
the government is formulating a mechanism for tsal@dishment of local tripartite
labor committees within each FTZ. It is expectedt tthe committees, which will
consist of representatives of the local governmemployers and labor unions, will
serve as local social dialogue forums that can essfally address labor-relations
problems.

As discussed above, EPZ’s in Indonesia are coratedtin two main areas. The
oldest is the Kawasan Berikat Nasantara KBN onathiskirts of Jakarta and the
second important area is at the Batam islanch@Riau Islands Province of
Indonesia, as a part of th8ijori Growth Triangle ,

The Kawasan Berikat Nasantara . KBN

The KBN EPZ being the oldest is located in thathNdakarta within the greater
Jakarta area. The establishments located witenkiawasan Berikat Nasantara
employing a total of 75,551 workers. There are maor industrial sites as follows :
Cakung area, located on Jalan Raya, Cakung-Gifjnabout 5 kms from the main
port of Tanjung Priok, having the status of bondede . At this site there are 104



establishments that have been in operation andf Them are operated by foreign
investors. Most of the establishments are produigrtiles and garments.

The other site is the Tanjung Priok area, locateBanjung Priok Port which wholly
has the status of bonded zone. At this site thexel@ establishments, which are in
operation and 6 of them operated by foreign inwvesend all ten of them are
producing garments for export.

The Kawasan Berikat Nasantara . KBN is theiathtnative authority entrusted
with the Governance of the zones. They are resplanr maintaining infrastructure
and collection of rent. They do not have resguabhtsi for labour matters.

Within the the Kawasan Berikat Nasuntara , Cgkun the Jakarta area is by far
the most important FTZ . Among the factories ardo6tware and 30 garment
factories supplying to  the main buyers being eNilAdidas, Gap etc., Other
companies include wood products, plastics chemiicaectrical\electronics. The
number of workers employed from 1990 to 2006 mnsh in Table 2  According to
the EPZ authorities ,there has been a fall in timaber of workers due to factory
closures and outsourcing .

Table 2 Number of workers employed in Cakung —Jakrta in 2006

1990 42.488
1995 77,767
2000 110,891
2002 96,986
2006 75,511

Data provided at Interview on 23-8-07

Batam Free Trade Zone

The second major area is the Batam Free Trade Aohi&h was developed with
assistance from the Singapore Government. The Batame was the Singaporean
government’s first regional industrial park projecitside Singapore. (Kumar and Lee
1991). The self-contained industrial estate igaséd on the east of Batam Island, is
part of the Sijori Growth Triangle .The island Batam was approximately 20 km
from Singapore. The Indonesians felt that indaktransnational corporations could
take advantage of Batam’'s geographic proximity tog&pore, in addition to the
island’s low labour and land costs, which were quoarter of those in Singapore in
1989 .(Kumar and Lee 1991). In 1991, 15 industremhsnational corporations began
operations at Batam . All of these enterprises fiedocated part of their Singapore-
based production to Batam especially their lowelueradded activities, while
retaining a regional headquarters in Singapore.2B897, the number of industrial
tenants had grown to 77.



. Strategically located on the Indian and Pacifice@ns, Batam Island is also the
second most popular international tourist destomain Indonesia. Due to its Free
Trade Zone status since 1971, strategic locatem cost structure, skilled work force,
and tax and other investment incentives, Theethblow shows the distribution of
key industries In 2007 in the EPZ.

Table 3 Distribution of Key Industries In Batam EPZ

Electronics 40%
Precision Parts 18%
Plastic Moulding 11%
Electrical 10%
Packaging 6%
Pharmaceutical 4%
Others 11%

Source—Data provided at the interview.

Unlike the Cakung ,area electronics emerged amtist important industry followed
by precision parts and electrical goods . Prominaméstors include McDermott
International, AT&T, PerkinElmer, Bechtel, Seagaezhnology, Babcock & Wilcox,

Holiday Inn, Matsushita, Kyocera, Hitachi, Sanyappbn Steel, Hyundai, Siemens,
Sony and Philips.

In both the two key EPZ’'s, women workersamamportant component of
formal employment . In Batam by the end of Julp20there were 80% women
compared to 20% male workers, This illustratespiteelominance of women workers
in the zone workforce and the high percentagexiiéeand garment plants which
are female labour-intensive.

The government has recently announced throughraslar 1\2007 the setting up of a
new management agency for the special economicsz(8EZs) in the Indonesian
Batam, Bintan and Karimun islands. According tasthircular, by September 2008,
the management agencies of these SEZ’s will regicettly to the President. In the
more advanced Batam Free Trade Zone, the announté@meated that the existing
Batam Authority would be one of the management egen with a higher body
known as a "SEZ council"-- to be set up.. The cdumould determine and supervise
the implementing policies for the SEZ .The SEZ aluwill comprise representatives
of the local administration, the customs servidee immigration service, the
investment board, and the provincial council, sat tll the policies can be properly
coordinated so as not to hamper business andtmegas. The new regulations also
stipulated that the management agencies must lup swit later than September 2008.

The SEZs, which will cover most of the three islaninvolve the establishment of
free ports, a one-stop investment office and easmnigration procedures for
business people and investors. An important poimtote is that Indonesia is working
together with Singapore on the further developnuéri@éatam ., Bintan and Karimun
islands in the Riau Islands SEZ project.



The Indonesian Government investment in Batam te idgout at more than

$US2 billion with private investment amounting toand $7 billion. The bulk of the
Economic activities is in export-oriented manufaictg.. The success of Batam in
attracting investments is largely due to theimgihess and determination of officials
to adopt measures that cut through the red tap&h evie-stop interfaces, speedy
processing of development proposals and co-operaindling of visa applications
for key people. Potential investors also have veeoed with investment allowances,
tax concessions and exemptions going beyond thefibenf Batam’s duty free status.

Laws have been relaxed to allow foreign ownershiphouses and commercial
property and enterprises can be established withoutrequirement for Indonesian
ownership participation — the business or compamyle wholly foreign owned.

Secure land leases are available for up to 80 yeadsare extendable. Another
attraction for investing in Batam is the dutyerémportation of Batam-made
technology and medical equipment components int®o WhS. as ‘extensions’ of
Singapore’s manufacturing base under the recemthcted U.S.- Singapore Free
Trade Agreement

, Batam’s overall developmental impact can bestdseribed as being ‘both positive
and negative’. The most positive aspect of theaBaEPZ project was its
effectiveness as a cheap and efficient industrizdyction site for industrial
transnational corporations.. In 1988, just ovef@0,persons were employed in
Batam. But by 1996, this grew to 125,000, of whieler 85,000 were employees of
companies located within Batam EPZ managed by ithgaforeans. What is
interesting here is that there are seven otheustniél estates on the Indonesian island,
which are managed by Indonesian agencies, waieh not so successful. . Thus,
Batam future is heavily dependant on Batam ERZelf. If the Batam EPZ

project had to suddenly cease operations, therédvim@ua serious employment issue
on the island. This was made clear during the we®r with the management. The
other major issue was the state of industrial i@tatwhich was the which was a
major cause for concern affecting the relatigmfietween management and unions
in the development of the Batam FTZ..

Linkages to Local Economy.

, Despite Batam EPZ ‘s growth, there have nenleany local business linkages
with the local economy . according to the uniortee employers preferred to import
and re-export products (usually from and to Singapim order to take advantage of
the duty free tax relief available. Batam ‘s gtiowwas also been uneven for
example, despite the large population increaseabarB, there has not been a
corresponding increase in housing projects andhdssconsequences for workers
housing as not all companies provide accommodéatidneir workers.
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Key Labour Issues

Strategies for coping in a post-MFA environment

The Indonesian garment industry has experiencedlgtgrowth since the 1980’s and
continues to be the one of the important sectoreanufacturing. In the first quarter
of 2007, three factories producing shoes for Adidased leaving 11 000 workers
without their jobs. The main reason for closuresviack of competitiveness over
products made in China and India.

The government of Indonesia hasan important role to play in facilitating the pess
for sustainability of EPZ strategy in the post MEAvironment. The government can, in
consultation with employers’ and workers’ organizas, offer guidelines and incentives in
developing a coherent industrial policy in whicle ttontribution of the industry to social
and economic development would be clearly idemtifiecluding the issue of linkages with
the domestic economy.

In the garment and electronics industries, thapmiitiveness of enterprises, and therefore
their capacity to create wealth and generate emmoy, rests on four major principles:
producing the right product, at the right pricettad right time, under the right conditions.
Each of these principles has a social content.example, it is impossible to produce the
right product if the workers involved have not beelequately trained and quality awareness
has not been made known to them. (ILO 2005)

Although the ending of quotas has had, an overaltive effect on the ability of the
garment industry in Indonesia to compete amuridbute to economic and social
development , the present post MFA environmenh wg competition from China
and India is likely to have some adverse effectsworkers in the longer term..
Given that women make up the majority of the labiouce in the both electrical and
garment industries they will be particularly afiedt by possible mass layoffs.
Measures will therefore have to be taken to ensoae the gender dimension is
managed in such a way that they are main strearm¢d the national strategies on
social protection.

Freedom Of Assocation

Although all national laws apply to zones, traaéons officals interviewed in both the

zones were of the view that in some establishmewsre witnessing victimization as

well as dismissals for union activities as seennmuch as in the rest of the country
side .However, Information from some unions @#jgd that compared to a few years
ago, as a result of the Declaration Projects didsyi there has been some overall
improvements to this situation particularly ungxcess to workers in the EPZ.,s. Apart
from legal restrictions of the rights to freedomasisociation and collective bargaining,
there is considerable anti-union sentiment andiicin Indonesia, and even those rights
recognized in law are not always protected in jract

11



Frequently, when workers try to set up trade uni@wmnpanies either fire or demote
union leaders and members, making workers afraimrganize or join a union. During

the early years of the EPZ, trade unionists citéhcks on their organizers by

paramilitary groups, supported by the military qmdice . However, this activity is on the

decline as a result of awareness workshops orghnime the Declaration Project

particularly  to the uniformed staff includingettpolice. Consequently, unions in

Indonesia have resorted to complaints to the ILdigervisory mechanisms to address
this issue.

In its previous observation, the ILO’s Comestt Of experts On Application Of

Conventions and Recommendations( CEACR ) had stedethe Government,
pursuant to allegations of violent intimidation aaslsault of union organizers, and
dismissals of union activists in the EPZs, to pdevinformation on the number of
collective agreements in force in the EPZs andpieentage of workers covered.
The Committee noted in its report in 2007 with et¢ghat the Government does not
provide any information in this respect and reiedaits request for information on
the promotion of collective bargaining in EPZs..@ER report 2007)
The unions also stated to the mission that whilalective bargaining is permitted in
law but limited in practice, with many agreemenésnly offered to workers to sign,
rather than being negotiated. According to unieaders, the law on dispute
settlement provides for unilateral recourse toteabon in the event of an industrial
dispute, which serves to greatly restrict the pcattalue of collective bargaining.

Stepping Up labour Inspections in the EPZ’s

The meeting with the Labour inspectorate and wsrkevealed that there are many
problems with non payment of statutory dues dusvéak enforcement of the law.
These pertain to gender discrimination, excessshof work and significant health
and safety violations, poor conditions of waeks. In a number of cases the poor
conditions of work in EPZs are very similar to teos the economy proper in the rest
of the country. Inspection reform is already undeay in the MOM but the
inspectorate’s document entitted REVITALISATION d¢dbour inspections itself
needs to focus on a key strategic areas for ieceye implementation. It needs to
address in a strategic way compliance of labous lathin the country as well as
within the zones as a matter of priority. Thaigtry Of Manpower has maintained
that they need to increase the number of inspeatmorsmany field offices lacking in,
funding, staff, and transportation resources.

The Labour Inspection System and Inspections in th&ones

The total number of labour inspectors in Indonegato the year 2006 was
1,697. Among them, 445 persons carry out inspestaomd 155 persons work outside
of the labour inspector function, therefore, thltmumber of labour inspectors who
are effectively performing inspection is 1,097. Mdhan 100 Manpower Offices in
Indonesia have no labour inspectors and speciaipectors.
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In 2005, labour inspectors performed a total @28, inspections, with an
annual average of 27.9 visits per Office, equiviatenl0.18 visits per inspector (this
means that the national average is less than @itepar month). Article 179 of the
Manpower Act establishes that the working units fabour inspection at the
provincial governments and district/city governnseate obliged to submit reports on
the implementation of labour inspection to the Idiai. Decree No.
ep.09/MEN/V/2005 determines and specifies procedfomethe submission of reports
on the conduct of labour inspections ( Jose LudsSivananthiran 2006 )

. . The Jakarta Utara Office for example has ffi@ars to look after about
3.000 establishments which included the EPZ’s Dyithre visit of the mission to the
manpower office in Jakarta Utara , the intervidwdficers stated that the labour
inspectors only intervene when there is a compl&ihthough the basic requirement
is that each inspector has to inspect 8 enterp@asesonth, this was not strictly
followed as labour inspectors had many othereduto perform. This actually
means that the national labour inspection servity mspected 4.76 per cent of
registered companies in a given year. With thegerdis, it is clear that the present
labour inspection system could not effectively mamlabour standards in the EPZ’s
and it is not surprising that many of EPZ factomed continue to remain  without
inspections being undertaken ( Interview on 15-8-G7also means and there was no
system in place in the labour administration gwsté effectively conduct regular
inspections to workplaces. (. \Jose Luis/Sivanaath2006)

As per the information obtained during the missitimre are  work plans or
programmes of labour inspection at the provincisifitt level. Labour inspection
activities are also demand driven i.e. acting omgaints . According to data
available, ,complaints about potential violations of laws acarse. There are no
complaints register which can be used as a potesttiace for targeting inspections..
The Labour Inspection Offices presently do not haveomplaints form at the
disposal of the workers. In case of a complairg,wlorker would either have to go to
the District Office and explain the problem to theour Officer, or to send a letter of
complaint. Thus it is important that such a stadd&d form be made available to
workers or representatives of workers who belidaa & violation of a labour law or
health and safety regulation exists so that theyrequest an inspection.

Each labour inspector who conducts a visit to thgany must be equipped with an
official letter of duty, containing the authority such labour inspection. Each official

is obliged to prepare a report on the result oésgtigation or examination conveyed to
his/her superintendent. The heads of districtceffiare responsible for managing
labour inspections to ensure that the number gieasons allocated to each officer is
completed and proper follow up made. Labour Inspectre obliged to deliver

reports on the result of examinations, periodicatlythe Minister of Manpower and

Transmigration, in this case, the Director Genefdflanpower Supervision.

Given the increasing number of complaints madehkyunions on non compliance of
statutory dues, it is critical for labour inspestdo inspect all the EPZ factories at
least once a year. To increase the presence airafepectors in establishments, it is
recommended that annual national inspection plprepared between Ministry and
regional authorities be monitored and evaluatedes&hplans would determine
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priorities, objectives, type of establishments ® ibhspected, standard number of
inspections per office, and a method of evaluation

Coordanition  with Private Systems of Assessment
and the MOM’s Labour Inspectorate in the EPZ’s

From the discussion above, it is clear that nimeber of labour inspections are in
decline all over the country, and with this thenier of regular inspections within
the zones have also fallen. Unions have statdlis has resulted in an increase in
the number of disputes over payment of statutomyebes to workers mainly over
wages over wages.Closures of factorigghin the zones have often happened
abruptly and without adequate notice, and workezgevieft without compensation or
back-pay and national insurance payments this eas the fate in the closure of the
three establishments supplying shoes to Adadis..

In the vacuum created by the lack of regular labospections from the Ministry of
Labour, many garment buyers and multinational @niegs — comprising 80 per cent
of the total number of EPZ establishments in Jakarea — now implement a system
in their supply chain through which their suppliare assessed for conformity with a
code of conduct. These assessments are also krotaoa@al audits”. For example,
Nike employs 200 such compliance officials as oien compliance officials in its
factories. The assessment form used is more contpkx the Ministries labour
inspection form. A large number of companies witthia zones in the garment export
trade have also recruited their own complianceciafts who work together with the
personnel department. One company visited in thartlarea EPZ paid US$1,000
for each the audits conducted by different buyersng the past 12 months.

In this regard, for the MOL and the ILO, the follioy issues are raised: given that the
ILO international instruments are most frequenitgd in Codes of Conduct ,. what
can ILO do in terms of implementation to apply trénciples underpinning these
international instruments to private enterpriseszoad , what is the relationship
between these private systems of assessment aniGhes labour inspectorate, and
how can their activities be coordinated?

Targeting EPZ Factories Outside the EPZs for Labor Inspections

At present, there are many factories producingefgort outside the Zones. Data on
these  enterprises were not available to the amssi. These factories  are
establishments with the same conditions as inde zbnes. The fate of these
factories remains the same as those within the dmbradea.. One of the constraints
faced by Manpower Officals is understaffing ahe kack of formal training in either

labour inspection skills, dispute settlement oridasonitoring of labour standards
and undertaking assessments as a preventive activit

This situation of non-compliance in some EPZ fae®mregarding statutory dues,
particularly payment for social security, has be@mmpounded by the growth in

outsourcing third-party contracts in the productiahain. Some of these

establishments outside the zones also act as supfir the larger factories inside the
zones. It is therefore imperative that proper lakbospections be undertaken for the
factories on a priority basis.
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Computerising Data on Labour Inspections undertaka in
EPZs

Both the EPZ authority in Jakarta and Batam and M@M and its Manpower
Officers presently lack an effective mechanism foonitoring and analyzing
inspections of enterprises. The MOM’s administatand information processes in
Indonesia have in the past relied heavily on mapuatedures, resulting in a massive
flow of paperwork pertaining to inspections. Data @compliance required by the
Ministry of Commerce /Industry or the Ministry 8fnall Enterprises on for example
the extension of EPZ status were also handledualgn It is now well recognized
that that the manual, paper-intensive system isitoproductivity, inefficient, and not
consistent with a modern approach to labour admnatien.

The ILO-DIALOGUE Better Factories Cambodian Projescturrently reviewing the
computerization of garment factories. In Southernicd, the ILLSA- Improving
Labour Systems in Southern Africa Project has dseeloped a software programme
for monitoring and evaluating labour inspectionihese are being implemented in
four Southern African countries.

To address this, it is highly recommended thatraprderized system be put in place
targeting EPZ factories both inside and outside ldbour inspections .The MOL'’s
work on effective monitoring of the BOI factoriesilwbe greatly enhanced by
computerization. In this manner both the EPZ autilesrand MOM will be able to
tap into a common database.

Increasing the number of Skilled Labour Inspectos

With the expansion of the Indonesian economy,nilsaber of enterprises liable to
inspection also increases. In order to maintain mcdease the quality inspection
penetration rate within the zones, more and bétsémed inspectors will be needed..
This will also require shifting the emphasis tovaetion. Improving the planning,
monitoring, and implementation of labour standarsig priority for the MOM if its
EPZ policy is to sustainable. The labour inspectwred to understand the important
link between inspections, compliance with labownsdards and export promotion.
Indonesia has ratified ILO Convention No. 81 obolar inspection and is thus
obliged to maintain a system of inspection in orndesecure the enforcement of laws
relating to working conditions and the working eowment, provide information and
advice to employers and workers on how to compl wiational laws, and ensure
that defects.

Compliance with Minimum Wages

Wages and benefits appear to be one of the keg isgiere compliance appears to be
generally improving over the past years . Inpkeod after its implementation in
2002 and 2004 there were major strikes including the EPZ's over the
implementation of statutory minimum wages.. Thattkshe good work of the ILO
Jakarta office and the Declaration Project, ther® been an overall improvement in
compliance to minimum wages in Indonesia and iti@dar in the EPZ's. .

Various studies indicate that wages tendedigher in EPZs than outside of
them.( Hendrani 2003 ) This is consistent withLO Istudies that find wages are
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generally better in EPZs. (ILO 2007. ) There Isbaevidence that legal minimum
wages are being respected more in EPZs for mostkens, but, like in many

countries, compliance of minimum wage laws are lofa casual workers and

outsourced workers . Similar to wages, benegtsegally are more likely to provided
in EPZ’'s .Benefits, such as health care and s@aalrity, than other sectors of the
economy and in general compliance with OSH in BPZs better than outside the
EPZ'’s.

. However, the generally higher wages in EPZs, sqmbrts of compliance with

minimum wage laws, do not necessarily mean thak&rsrare receiving living wages.
The formulation and implementation of minimumgea in the EPZ's is still a
thorn in the labour relations between employers amdrkers. For the EPZ's

employers, the yearly increases in minimum wageed to take into account
productivity and prevailing wages in countries @hindonesia’s competing with..
The workers, on the other hand maintain that themum wages are still low given

the rising inflation.. According to workers thermulation and implementation
minimum wages are one of the two most criticalessin the EPZ;s along with and
the rising tide in outsourcing.

Currently the country has regional minimum wagdse highest monthly minimum
wage is in Jakarta, at Rp 900,000 (US$97). tR@®mnions the appropriate national
minimum wage would be around Rp 1.5 million per thofinterview with unions in
Batam )

The employers in the EPZ’s argue that the minimage should protect those at the
bottom of the wage distribution rather than be usedet industry-wide wages, as it
appears to be doing now and that workers and erapgoyshould be encouraged to
use collective bargaining at the firm level to seages against productivity

growth.( (Interview with Batam Employers .)

Government officals interviewed stated that tbeels and structures of wages in
most companies for all occupations above the mimmages in Indonesia are pre-
determined by the management. In the companiegewtie trade unions and
negotiation have been effective, the levels of wamye normally implemented by the
outcome of their negotiations.
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Table 4 REGIONAL MINIMUM WAGES AND BASIC NEEDS PE R MONTH

INDONESIA, 2005
(in thousand rupiahs)

Source :Department of Manpower and Transmigration

One US dollar is approximately 8.5 Rupia

No. | Province and Sub Region Minimum Decent
Wage Needs
1. Aceh 820.0 775.0
2. North Sumatra 737.8 737.8
3. West Sumatra 650.0 668.7
4, Riau 637.0 870.6
5. Riau Archipelago - 760.0 991.2
6. Jambi 563.0 571.1
7. South Sumatra 604.0 853.0
8. Bangka Bilitung 640.0 714.0
9. Bengkulu 516.0 586.0
10. | Lampung 505.0 589.5
11. | Jakarta Metropolitan 819.1 831.3
12. | West Java 447 .6 542.6
13. | Banten 661.6 735.1
14. | Central Java 450.0 582.1
15. | Yogyakarta 460.0 673.5
16. | East Java 390.0 580.0
17. | Bali 510.0 742.0
18. | West Kalimantan 512.0 605.0
19. | Central Kalimantan 634.3 850.0
20. | South Kalimantan 536.3 597.9
21. | East Kalimantan 701.6 764.7
22. | South Sulawesi 612.0 672.6
23. | Central Sulawesi 575.0 615.0
24. | South East Sulawesi 573.4 573.4
25. | North Sulawesi 713.5 691.2
26. | West Sulawesi 612.0 672.6
27. | West Nusa Tenggara 550.0 570.0
28. | East Nusa Tenggara 550.0 670.6
29. | Maluku 575.0 1.076.7
30. | North Maluku 528.0 926.3
31. | Gorontalo 527.0 677.1
32. | Papua 822.5 941.1
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Table 5 Minimum Wages in Batam EPZ from 20020066

2002 535,000
2003 555.000
2004 602.000
2005 635.000
2006 815.000

Source Information handed down during meeting

In both EPZ's the main suggestions emanating ftbe employers on the
implementation of minimum wages can be summedsifollows.:

- Timely and reliable data (local labor conditipfar setting minimum wages to be
made available.

- Clarify the roles of the various participants the Tripartite Board and Wage
Commission.

- As the wage determination process is timelyl aasource intensive ,the
suggestion is to limit minimum wage increasesvierg two years.

-Capacity building of trade union representatived amployers to use collective
bargaining at the enterprise level to resolve thganissue.

Collective bargaining, Strikes and Settlement of llaour disputes in
EPZ,s

Although the bipartite bodies exist for promotiof collective bargaining and
settlement of disputes, upgrading the capacitytsanembership will be the key
for preventing disputes and promoting collectiveghining. In both the EPZ's , the
mission was unable to obtain information on striklbsputes within the Zones. The
table below shows the national data on collectye@ments. However it should be
noted that many collective agreements are beingredfto workers to sign, rather
than being negotiated. The general impressionthatsthe number of strikes within
the EPZ's were declining although disputes otegmination of employment
increased slightly. A major issue for the emplgyand trade unions in the EPZ,s
is to promote good faith collective bargaining .
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TABLE 6

COMPANY REGULATIONS AND COLLECTIVE LABOUR AGREEMENT

Year | Company Collective Labor
Regulations Agreement

2001 | 36,030 8,997

2002 | 36,152 9,081

2003 | 36,174 9,102

2004 | 36,339 9,131

2005* | 36,483 9,154

*As of October 2005- SourcBirectorate General of Industrial Relations

According to the EPZ employers in the Batam,e,gresence of bipartite committees
was a step forward and urged the ILO to target&RZ,s for training in conciliation,
mediation and productivity training and good faitillective bargaining.. In particular
they requested that the existing training centr@atai Latahen Kerajain Batam be
upgraded and to seek the assistance to trade unamir laws, workers rights and
responsibilities and productivity related issues.

Promoting Social Dialogue at the EPZ Zone leveAnd at the
national Level.

The government has enacted new regulations orsB#dch came into force on 1-
8-07 requiring the EPZ's to form new managemegenaies for the special
economic zones in the Batam, Bintan and Karimuaniss,. The zone management is
still not clear on the role of these mechanismsijrtfunctioning etc.. Aiming to
increase labour competitiveness in the countrgg firade zones, the government
through the circular 1 of 2007 has called forek&ablishment of local tripartite labor
committees within each EPZ.

It is expected that the committees, which will dehsf representatives of the local
government, employers and labor unions, will seaasdocal social dialogue forums
that can successfully address labor-relations probl Although some enterprises
have established bipartite bodies for promotion coflective bargaining and
settlement of disputes , the trade unions in Bafalt the need for closer
coordination among the larger unions to speak witie voice and requested
assistance from the ILO to improve collective bargeg skills and to deal with the
management of the zones in a more strategic Waying the mission, trade union
leaders informed the mission that  thay facing an uphill task in developing
appropriate responses to globalization in EPZs.
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The table below shows the national data on ciolle agreements, however it must
be borne in mind that many collective agreemergsaing offered to workers to sign,
rather than being negotiated.

TABLE 7

COMPANY REGULATIONS AND COLLECTIVE LABOUR AGREEMENT

Year Company Collective Labor
Regulations Agreement
2001 36,030 8,997
2002 36,152 9,081
2003 36,174 9,102
2004 36,339 9,131
2005* 36,483 9,154

*As of October 2005- Source: Directorate Genefdhdustrial Relations

One of the most important untapped resources fpromng the governance in the
EPZ'is the social dialogue between government agenand the social partners'
organization, and civil society. Promoting deceotk in the zones is not the sole
responsibility of government institutions alone. rnfetwork of institutions and
agencies are directly or indirectly involved in ragimg different aspects of workers
welfare. Private sector organizations especiallydiganizations that conduct audits,
the trade unions and civil society are powerfuligoforces that can contribute
substantially in addressing many labour marketlehges. Building bridges of social
dialogue between zonal authorities and social pestns an important task ahead for
the MOM.

Social dialogue at the zonal level or at thearatl level in Indonesia is still very
limited, there are some examples of tripartite @lodialogue at the national level
regarding appropriate strategies to attract FDtluding the EPZ option (asm
Mauritius, Kenya and South Africa).
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At the international level, framework agreementsMeen a few multinationals and global
union federations are playing an important roleupgrading the conditions in EPZs as
elsewhere. The unions and employers are of the view thatboth Jakarta \ Batam EPZ's
will benefit from of social dialogue . In the absenof adequate mechanisms and processes
forinformation-sharing, consultation, negotiation alspute settlement, it is difficult
for conflicts to be adequately addressed and chadn€his is further complicated by
the foreign management of many zone enterprises areounfamiliar with the
country. But where at the zone level, through umpessure, employer or government
initiative, bipartite dialogue has taken pladeappears to have benefited from
lower levels of industrial unrest and labour tureov

At the international level, some zone authoritiase included trade unions on their
boards (such as the Philippines, Singapore anddidnand Tobago). Others have
promoted labour-management committees at enterpmasd to deal with working
conditions and occupational safety and health ssubough some of these
committees are seen by unions as a means of umdegnindependent workers’
representation. Alliances between trade unions, evosnorganizations and solidarity
networks need to be forged to improve the workiogditions of workers in EPZs.

Key Conclusions and Recommendations

EPZs today is growing as an important featuréheflabour market in Indonesia. .
The number of Zones themselves have increaseditowgears. The opportunities for
Indonesia under the new government initiative idelwaccess for more workers to
formal sector employment. However, EPZs worldngditions, labour relations and
human resource development are areas in the EPM®hkich require further
improvement. In Indonesia,, the lack of enforcemeh labour legislation, the
weakness of workers' organizations representaiothe zone level on labour
management issues and employers inability to dewieehanism at the enterprise
level to promote sustainable bipartite dialogusl the absence of a national forum
to address EPZ issues have been the major ciomsyassues.. Furthermore, the
shortage of good quality human resource developnmogrammes have
undermined the ability of the zones to upgradesiiks, improve working conditions
and productivity and thereby to emulate the Malaysi\Singapore neighbors in
becoming dynamic and internationally competitilatforms

Issue of Securing Compliance on Labour Legislation.-
strengthening institutions of governance
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. The continuing spread of the global market econbas still to be matched by the
development of adequate institutions for its gogaoe. This certainly poses risks
and dangers, if globalization will continue tangeate exclusion and insecurity.
While it was clear that the Indonesian governnietooking to the EPZs as the
cutting edge of globalization, it did not setn have a clear strategy to address
compliance of labour standards in the zones kEsgterm strategy to manage social
and economic issues. . For example in the two nzaoes visited by the mission, the
social issues remained a major issue The impadalwdur inspection to secure
effective compliance of existing legislation waardly evident due to various
factors including lack of labour inspectors. IretBatam zone alone where there
were 3000 establishments, with only 4 inspectdie wndertook about 5 inspections
a month each . Core labour standards as defindlaebly.O provide a minimum set of
global rules for labour in the global economy ams$pect for them should be
strengthened in all countries. Stronger actionepuired to ensure respect for core
labour standards in the EPZ’s .

Hence, a critical issue to address in the zones the issue pertaining to
compliance of labour standards .In the absenceffgictive enforcement of the law,
Nike one of the key brands sourcing garments anthare from . Indonesia has
employed 200 Compliance Officers in Jakarta to ua#te audits which are
looking more and more like labour inspectionBisThas been followed by other
brand names too. If Indonesia is to continue tapece goods for the EU market or
the US market, effective inspections and coordamatwith buyers and compliance
to national labour laws will be a prerequisitettoe Ministry of Manpower.

Although Indonesia derive benefits from employmand  from exports from
the EPZ's , the labour inspectors both in the H@ &ield do not regard the
monitoring the FTZ's as a priority for the susghility of the zones. In fact, the
guality of governance in the EPZ’s will be a midgctor in determining whether
Indonesia will be able to obtain GSP Plus status(uS Given By the EU for
complying with ILO’s Core standards, the UN Humaigh®s and Environmental
Standards which will allow the country to exportmadhan additional 7,200 items
duty free.) which the nation is hoping to obtawhich will give the country
export subsidy to EU. If this is to materializéetcountries goods must be
produced under decent work conditions. Improvedulabinspections and safe
work management will lead to a decline in the nundfeaccidents, an increase in
the motivation of the labour force and thus higherductivity andbetter quality
products.

In this regard, the ILO Jakarta Office need todemake measures to implement
the project proposal entitled Adapting and streamlining industrial relations
and labour market governance mechanisms in Indon&s” .to enhance
productivity, competitiveness” . This project proposal was prepared by the ILO
Jakarta at the request of the Government and ttialggartners in early 2007 . It
requires donor support .Good governance of the ulabmarket is vital in
maintaining or enhancing productivity and compegitiess, particularly in the face
of mounting pressure from the Indonesian governrpehties to open up markets
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and meet the challenges of globalization. The kegdmpetitiveness is quality,
and products (and services) of high quality cany aelsult from high quality
working practices and production methods. .To #ffect the labour inspectorate
should be strengthened, through effective planning monitoring and
implementation of inspections, increased resouaesbetter training.

Greater Collaboration Between Key Stakeholders IEPZ,s

Cooperation and joint action between the laboypeotorate and the zone authorities,
with the involvement of workers' organizations wheppropriate, could provide
additional scope for compliance. The mission ighef view that given the growing
importance of the manufacturing sector to the mati@conomy and the possibility of
Indonesia bidding for GSP PLUS status, there i®edrfor close collaboration and
coordination and dialogue between the EPZ Authpriiinistry of State Owned
enterprises which has overall responsibility forZESP Ministries of Trade and
Industry, the leading brands , the MOM , emplogeganizations and the trade
unions .

This is best achieved through a multi stakehdidesm . For this to be implemented,
the  Ministry of Manpower needs to select ohéhe zones as a pilot project and
reorganize the inspection system in a more cotith@ and in a more preventive
mode so that the experience gained here can beated in the other zones

The proposed Multi Stakeholder forum can beldisteed at the national level and
be as a subcommittee of the National Tripartislour Advisory Councils. It can be
set up with the objective of developing a frarogwfor integrated and risk-based
inspections in the zone to monitor compliancéhim enterprises in EPZ,s. It has to
function as a Technical Committee , with the objective of providing guidance and
information regarding the regulatory environmenipeyvising labour conditions at
factories, including actual inspections, and impatng a follow-up mechanism for
the factories

.Better compliance with international and natiotetbour standards can also be
promoted through information, education and awasgimaising programmes aimed at
investors, managers of enterprises, workers, ereptpand their organizations. Issues
to be covered could include training in labourA@gement relations, freedom of
association and collective bargaining, non-disanation, gender sensitivity and

cross-cultural management, tripartite and bipaditesultation and cooperation.

One of the key component of the proposed propectid be to increase the
efficiency of the government inspectorates. Infipaaeform is already under way in
the MOM with the publication of the document datd REVITALISATION of
labour inspections. However, the focus of inspediitself needs to focus on a key
strategic areas including the EPZ’s.. It needgdtiress in a strategic way compliance
of labour laws within the country as well as withihre zones. This is clearly a top
priority given that most of the disputes are ovights and over non payment of
statutory dues .Furthermore,the document “rewidlon “of labour inspection
system that needs to also focus on preventiaispites .
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Establishing a Computerised Labour Inspection

Management System

For effective monitoring of labour standards , MMas to eventually develop a
computerized system to enter key outcomes of th@uklainspection,and plan, monitor
and evaluate the state of compliance of labourdsia@s. This will enable the MOM
to brief the employers and trade unions on #mel thestate of complianceand
competitivenessof the EPZ's . The present system ,includinge firesent
inspection form needs to be revised, and a comepmte master register of
establishments introduced and inspectors trained basic computer skills
Therefore a key recommendation is for MOM with IL&3sistance develop a
computerized Information Management system (IM$ilar to those found in
countries such as Singapore, Hong Kong, Malaysmaibia, Lesotho Swaziland and
Cambodia.

Promoting Tripartite Dialogue at the National Lewvel and Bipartite

Dialogue at the Enterprise level.:

As recognized from discussions with the constitsetitere is an urgent need to
enhance the sustainability of the EPZ’'s throughul@gnational consultations and
policy making through a revamped National Labouwi&dry Council.. Within this
new national tripartite body there is a need tostitute a Subcommittee on of NLAC
on EPZ's to monitor labour relations, working cdmahs, and productivity and
quality enhancement of EPZ's . This committeel@¢@lso coordinate the work of
local tripartite bodies being set up in the EPZK.O Technical assistance will be
needed to establish such a mechanism.

Strengthening Trade Unions Capacity to promote codictive
bargaining and increase membership base.

Remuneration packages, including non-wage bensfitsuld be determined through
collective bargaining. However the trade unions itigih there is a need for closer
coordination among the larger unions to receivéestsge from the ILO to improve
collective bargaining skills and to deal with theamagement of the zones in a more
strategicway . They recommended that the training programrbesundertaken not
only in Jakarta but in Batam as well.

A major source of concern is the growing phenaanainoutsourcing and third party
contracts where workers are coerced into bergmidependent contractors, forced
to work long hours for low wages in exploitativenditions. According to the union
leaders, many workers in outsourced companies tdemefit from social security
provisions as well. In the absence of regular syglematic inspections by the MOL
they fear that many workers may lose in terms wagekbenefits and underlined
the need for establishing a legal basis for theerd@hation of an employment
relationship in the same context as the need fbamring collective bargaining
skills. They felt that workers were at the loosery and requested ILO assistance in
strengthening the labour administration system ptovide redress. Their basic
complaint was that legislation regarding hours ofkvshould be respected in EPZs.
Excessive hours and overtime should be avoideddoae the health and safety risks,
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inefficiency and the negative social consequendéskers working late, women in
particular, they argued also face increased rskd and special measures should be
taken to ensure adequate transport and securitgractie facilities An important
outcome of the discussions with the unions underled the importance for the
ILO to sensitize the tripartite constituents on Reommendation 198 on
Employment Relationships .

Strengthening Employers Capacities to promote prouglctivity and
good labour management relations

Discussions with employers in the —Batam EPZ ele¥ that whilst strikes have
come down in (2001 — 32 strikes, 2002: 23 strik#303: 12 strikes, and 2006: 1
strike, , the labour management relations hadimoed to be a problem. . The
Batam EPZ was developed with investments mainlgnf&ingapore with electronics
dominating the composition of enterprises. .. e Employers explained that the
decline in number of companies and workers empl@yedmnainly due to poor labour
relations. The general feeling among employers tvasthe trade unions in Batam
need to have better understanding of the stratemjec of EPZ’s in the global

economy and also for adopting good faith baigginin their negotiation with the

employers..

.Human resource development was cited by the mamagfe as one of the key
elements in improving the social and labour coondsiin the Batam EPZ. Activities
such as the Factory Improvement Programumed effectively by the Employers
Federation Of Ceylon in the EPZ’'s could rai$e human capital base through the
development of skills and provides workers with theans of improving the quality
of life . The Employers also pointed out that Isdiévelopment could be promoted
through a levy fund such as developed in Singapeinech compensates government
agencies, employers' and workers' organizationsclwhindertake training and
retraining initiatives. For longer term sustairidyi lifelong learning, multiskilling
and career path systems should be encouraged.

Obtaining Donor Support for the ILO Jakarta’s Project Proposal

As discussed earlier, as follow up to the ILO Reation Project ILO Jakarta has
prepared a project proposal entitled Adapting and streamlining industrial
relations and labour market governance mechanismsdonesia.” .to enhance
productivity, competitiveness and respect for fundatal rights at work .. This sprout
needs to take into account the recommendations maties report and obtain donor
support . . This will build the foundations for smiand stable EPZ policy and labour
market governance that foster opportunities foredecwork, productivity and
competitiveness upgrading, and respect for the domahtal rights at work in an
increasingly complex and global open market system.

Mobilizing Action for Change

The mission believes that broad-based dialogueusnmecommendations, especially
on the need to gain donor for the project proposel the essential first step in

mobilizing action for change. It is of primary impance that such dialogue begins at
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the national level in order to construct the foatnohs of the necessary consensus and
political will.

During the mission, the tripartite constituentpaatedly requested the ILO to
organise such a forum at the national level | déth emerging labour issues in
EPZ's in relations to the decent work strategyhaf ILO.. This they feel could lead
to development of a more focussed plan of aotthich ILO Jakarta may consider
for integration with the on going DWCP of Indoresind possibly lead to the
implementation of the project proposal on “Adagtiand streamlining industrial
relations and labour market governance mechanishmslonesia.” .
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