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Capital Productivity and Production
Efficiency of the Small-scale Firms in
Indonesian Manufacturing Industry

HONDAI Susumu®

Abstract

When Indonesian manufacturing sector is compared with Japan’s
manufacturing sector, employment expansion of the former small-scale sizes
has been slower. To investigate the causes of slower employment.expansion
in Indonesian casé, capital productivity of both manufacturing sectors was
compared. Although capital labor ratios are smaller at the small-scale in both
countries, Indonesian capital productivity is lower at the scales and higher at
the large-sqales. In Japan’s case, it is higher at the small-scales and lower at
the large-scales. Theoretically the Japan’s pattern of capital productivity is
right one. There are two causes which created Indonesian pattern of capital
productivity. One of them is as follows: because of a lower production level at
the small-scale factories, their assets are not fully utilized and then their
capital productivity is lower. On the contrary, capital productivity is high at
the large-scale factories due to their high production levels. The other is
related to lack of subcontracting arrangement between the small- and
large-scale factories and division of labor among small-scale factories. Due to
the lower levels of subcontracting arrangement and division of labor, the
small-scale factories cannot attain a higher efficiency level in their production
activity. This analysis shows the similar results as the previous studies

indicated in the reference table.
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