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ABSTRACT 
 
This paper examines how is Indonesia governance structure give impact to the roles of Board of 
Commissioners (BoC). It focuses on the corporate governance issues of Indonesian state-owned enterprises 
(SOEs) that have been partially privatised and fully controlled by the government. While the SOEs had been 
unsatisfied in terms of its contribution to industrial output and bad governance, its dominance in strategic 
industries and in employment continues.   The SOEs indicates in many ways the future path in implementing 
good corporate governance arrangements for all enterprises in Indonesia. Based on semi-structured 
interviews of SOE executives, BoC members of listed and non-listed SOEs, and SOEs’ officials, this paper 
show that the governance model that now exist in Indonesia is not support the functions of BoC on 
implementing GCG in Indonesian SOEs. Considering SOEs’ historical and cultural contexts, the SOEs 
should have their own governance model which in light of Indonesia’s current political, economic and social 
conditions.   
 
RESEARCH BACKGROUNDS 
 
The Indonesian government started to introduce the implementation of CG in the enterprises after Asian 
financial crisis (1997-1998). As the crisis triggered political, economic and social chaos in Indonesia, the 
International Monetary Fund (IMF) pressured the Indonesian government to create a bailout package for the 
economy. The IMF also suggested the government to conduct economic policy reform by following a market-
based economy. The suggestion is based on several factors such as the need of government budget 
constraint, corruption and collusion issues, the need of good corporate governance (GCG), the requirement 
to improve the capital market and to rebuild investor’s trust.  The reform includes the elimination of family 
monopolies, the introduction of new bankruptcy law and the privatization of selected SOEs (Abeng 2001).   
Although the economic reform has been conducted but the bad governance still exists and the collapsing of 
the Indonesian private and public enterprises still continue. According to IMF, World Bank and other 
agencies, the bad governance is caused by an ineffective management and the weakness of the board 
governance in Indonesian enterprises. This bad governance was one of the caused factors to the 
Indonesian low economic growth rates in 2000-2005 (McLeod 2006).  
 
Several examples of bad governance in Indonesian enterprises has been illustrated by the major scandals in 
Indonesian public companies such as HM Sampoerna (Indonesia 2001), Lippo Bank (BAPEPAM 2003), 
Indonesia National Bank (BNI) (Wordpress.com 2006) and around 26 other cases in 2008 (Kompas 2008). 
Most of these scandals were related to misusing enterprises asset by BoD or other related parties for their 
own interest (Habir 2005). Therefore, the IMF insists the Indonesian government to take more serious in the 
implementation of CG in the Indonesian enterprises, especially for the public enterprises and SOEs. 
 
In Europe, Asia and Australia, the principles of GCG were formally introduced by Organization for Economic 
Co-operation and Development (OECD) in 1999 and been revised in 2004. The principles are intended to 
assist the governments to evaluate an improve the legal and regulatory framework for CG in their countries, 
and to provide guidance and suggestion for stock exchange, investors, corporations, and other parties that 
have a role in the process of developing GCG (OECD 2004).The code of CG is one of the key elements in 
improving economic efficiency and growth as well as in enhancing investor’s confidence. Additionally, CG is 
believed to become a critical element in breaking a vicious cycle of bad governance by minimizing the 
bribery, collusion and corruption in the enterprises (Daniri 2006).  
 
Following the CG framework from OECD, the National Committee on Corporate Governance (NCCG) 
established the Indonesia’s code of CG in 1999 and it has been revised several times until the last in 2006.  
The code describes steps to be taken in creating checks and balanced process in enforcing transparency 
and accountability, as well as in promoting corporate social responsibility toward the company’s long-term 
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survivability (KNKG 2006). Unfortunately, this code is published on the basis of ethics-based approach
1
 as 

the result this code does not have legal consequences. This approach only provides references for business 
community in implementing GCG. Probably, this is one of the reasons why Indonesia has poor ranking in 
various ratings of CG

2
. This argument is also supported by the data which place Indonesia in ranks 143

rd
 of 

180 countries for Transparency International’s Corruption Perception Index 2007 (McLeod 2008) and ranked 
10 of 12 Asian countries with a score of 7.5 on a survey of perceptions of CG standards (EDB Singapore, 
cited in Kamal 2008). From this fact, it can be seen that Indonesian enterprises need to improve the practice 
of CG, especially the one related to the management’s transparency and accountability.  
 
Issues for Corporate Governance in Indonesian SOEs 
 
The improvement of CG’s practice has become more important for Indonesian SOEs which own  important 
resources and make direct contributions from their products and services to the state budget and indirect 
contributions from the realization of their social function of Indonesia’s prosperity (Djajanto 2007). 
Additionally, from 139 SOEs (June 2007), the SOEs total asset is around $150 billion (McLeod 2008) and 
holds 40.23% of the total market capitalization at Indonesian Stock Exchange (equal to 493.26 trillion 
Rupiahs). Thus, such factors put SOEs as one of the main actors in the Indonesian economy reform.  
 
Unfortunately, although the SOEs’ reform already began in 2002 and since then the SOEs implement CG as 
the best practices, but the performance of Indonesian SOEs is still very disappointing (BUMN 2002). This 
argument is supported by the data which shows in 2004 only 59 of 159 of SOEs were able to give a dividend 
to their shareholders and 46 SOEs recorded losses during 2003-2004 (BUMN 2011). In 2006/2007 from 139 
SOEs, there are 20 enterprises recorded losses with total loss amount is US$ 250 million (Wicaksono 2008). 
These losses increased in 2008 with 28 SOEs had poor performance with total financial lost around $2.94 
billion (Daniel 2008). In 2010, from the total of 132 SOEs, there were 22 SOEs which recorded losses and 
had problems, as it did not have commercial value and high potential for the political intervention on the 
enterprises (Irene 2010). These enterprises includes the state electric company (PLN) that always becomes 
the biggest loser among SOEs (Daniel 2008), PT. Kereta Api Indonesia (the Indonesian Train Company) etc. 
Additionally, the performance of the SOEs benchmark industries such as banking, plantation and energy 
were not good enough. Although these enterprises made profit, but generally these enterprises’ performance 
lagged behind from private enterprises.  
 
The IMF, investors and academicians believed the poor performance and inefficiency of SOEs could be 
traced back to the poor CG practices, especially with the regard to the monitoring and controlling of the BoD 
(Habir 2005; Syakhroza 2005; Wicaksono 2008). Thus, the Ministry of SOEs should give more intention in 
the implementation of CG codes in Indonesian SOEs, as the CG principles are believed to prevent “agency 
problem”

3
 and inefficiency. Additionally, the CG principles can influence the board’s decision making 

processes, especially it related to the environmental, anti-corruption and ethical concerns. The CG also can 
manage the relationship between the BoD, the BoC, its shareholders and other stakeholders become better 
(OECD 2004). The current governance system in Indonesian SOEs is generally not harmony with either the 
pace of progress in, or gradual characteristics of the overall reformation process. The governance structure 
that have been installed in Indonesian SOEs have clearly not worked in the same way and effectiveness as 
were intended (Syakhroza 2005). It is clear that the conditions associated with history and culture of SOEs 
such as undermined the importance of competition and the culture of “lobbying business management” 
become challenging factors for the government to achieve good governance in Indonesian SOEs.  

                                                        
1 There are two approaches in driving the implementation of GCG, ethics-based approach and regulatory-
based approach. Ethics-based approach is predominantly driven by the consciousness of business 
practitioners in their business not only for short-term profit orientation but more on a healthy longer term 
relationship with their stakeholders. 
2 According to Credit Lyonnais SA, Emerging Market 2011-The Saint and The Sinner which ranked 495 Blue 
Chips in Emerging Market, includes 18 Indonesia Companies. The data shows there are five Indonesian 
companies in the worst 25, with the worst ranked 495th. And none of them ranked in the top 50. 
3 Agency problem is the condition when the BoD as an agent of the shareholders (principal) who are supposed to 
manage the SOEs, fulfil their own personal interest by using enterprise’s asset. The full explanation in agency problem 
provide in Chapter two. 
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It may be argued that the way forward is simply eliminate those conditions in the reformation process. 
However, there are some fundamental problems that make SOEs different from others. First,  the ownership 
of SOEs belongs to all the people in a country (Mar and Young 2001). However, who are the people? We 
cannot appoint someone or an institution or a group or even a Ministry as the ultimate owner. Ownership by 
all the people could also mean a sense of ownership by none of them (Mar and Young 2001). Indeed, 
according to the law, SOEs have could be managed by the state and then the state delegate the authority to 
particular Ministries in order to coordinate the operation of those SOEs, but still it cannot be said that the 
SOEs belong to the Ministries. However, this law itself makes unclear the position of the state in relation to 
SOEs. Tenev and Zhang (2002) found that the state is playing two roles in SOEs; as an owner and as a 
regulator. And the state’s dual roles are vulnerable for there to be any strong control mechanism; it also 
implies political intervention in the management of SOEs.   
 
Second, since the principal of SOEs is the state, the supervisory board reports to the Minister of the 
government (Bozec, Zeghal et al. 2004) who most of the time has a conflicting position. He/She has to serve 
the public on one hand and the cabinet or government on the other. In practice, the Minister frequently must 
synchronize the needs from various groups that often do not have fully similar goals (Kozarzewski 2007). 
This kind of situation makes the implementation of GCG a very complex process.     
 
Third, although most SOEs have been established for specific reasons (Ramanadhanam 1991), the SOEs 
usually serve two objectives (Bozec, Zeghal et al. 2004; Khongmalai, Tang et al. 2010). In one hand, the 
SOEs are forced to perform efficiently for profit maximization. In other hand, the SOEs have to increase the 
quality of public services in order to ensure the quality of social welfare required by the government. These 
two conflicting objectives also make the code of GCG harder to implement.  
 
Fourth, since the state usually have majority of shares in SOEs. With the state the dominant shareholder, 
SOEs are not exposed to the capital market (Lu 2009) and they are also vulnerable to external control 
(Bozec, Zeghal et al. 2004). Several studies have found that limited external control mechanisms mean 
three things (Kozarzewski 2007); First, the SOEs are almost free from inside or institutional ownership. 
Second, the SOEs are vulnerable to takeover. Third, the SOEs are free from any pressure from corporate 
debt burdens as the government generally guarantees their debt.  So, in the absence of external controls 
and multiple internal controls, the SOEs only rely on an internal body as their control mechanism. Therefore, 
the role of the board as primary actor in internal control becomes very crucial (Bozec, Zeghal et al. 2004) 
Fifth, many studies report that most SOEs naturally become  monopoly enterprises which means the board 
and management of SOEs are less concerned about market competition which may be associated with the 
efficiency of operations and significant costs than are private enterprises (Okhmatovskiy 2010).  
 
Sixth, since the coordination and accountability of SOEs are in the hands of government, the management 
of SOEs is always influenced by the government. The high influence of the government is frequently the 
result of high political embeddedness associated with their close tie to the government, and this influence 
affects constraints and incentives that the board of SOEs deal with (Okhmatovskiy 2010). As a result, when 
making strategic decisions, the board and management of SOEs should consider, not just economic factors, 
but also political ones (Kozarzewski 2007). 
 
The sixth uniqueness in the SOEs certainly makes the implementation of GCG and the work of the board 
different from that in other types of organization, particularly private enterprises. Without doubt, solving 
problems of CG in SOEs cannot rely on the concept, arguments, findings and analysis of private or other 
types of enterprise.   Therefore, this study tries to set out some key premises in implementing GCG in SOEs, 
particularly in analysing the impact of Indonesian governance structure to the functions of the BoC.  
 

The Governance System of SOEs  

There are two types’ governance systems which have been usually used by countries in this world. The first 
one derived from the Anglo-American which has a one tier system. In this system, a company has a single 
board namely board of directors which consist of senior managers (executive directors) and independent 
directors who work on a part-time basis (non-executive directors). This system usually use by the USA and 
the UK. The others are from the European Continental which called as two-tier system.  
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This system has two separated boards namely a supervisory board (BoC) and management board (BoD). 
Countries with this system are Denmark, Netherlands, Germany, Japan and Indonesia (FCGI 2001).  
 
Many studies discuss which systems are the best. Regardless of those arguments, according to Kim and 
Hoskisson (1997), the OECD (2004) and Turnbull (1997) neither of the two systems or governance 
structures is the best suited for a particular country as neither gives a competitive advantage (principle of  
“no one size fits all”). The choice of the system very much depends on the country’s corporate law, the 
business environment, and the legal economic system (Mayer 1997), the corporate development history and 
relationship between the entrepreneurs and government (Whitley 1990), social structure (Cadbury 1999) and 
the culture (Kuada and Gullestrup 1998).  
 
A later study by Eldenburg (2000) emphasizes that the principle of “no one size fits all” may also be applied 
within the organization because each organization has its own characteristics and ownership. In other 
words, one must expect the governance system in private enterprises to be different with SOEs or other 
types organization. Some empirical findings from China and Indonesia show that this is so. According to Cho 
and Huang (2011) the implementation of internal control systems in China is different from what is done in 
western because China’s SOEs have distinctive character. This argument is similar to what Tam’s argument 
(2000) who stated that the Anglo-American model applied in China has not worked as intended. Several 
scholars have developed options for taxonomy of the China governance system. It could be derived from a 
hybrid governance model (Hua, Miesing et al. 2006) or adopt Singapore’s holding company model (Tan and 
Wang 2007).  
 
A study from Indonesia found that history, plurality and the social complexity of social of the nations are 
determining factors in the success of the implementation of GCG (Bastaman and Hertanto 2003). Several 
scholars even argue that Indonesian SOEs should establish their own governance structure as these players 
are different from the ones in private enterprises (Syakhroza 2005; Kamal 2008). The principle of “one size 
fits all” which is stipulated in Indonesian corporate law, no longer can be applied to GCG in Indonesia 
(Kamal 2008). 
 
A report from the OECD (2005) supports these arguments. It shows that most governments in developed 
countries had applied the principle of “no one size fits all” in regulating their enterprise’s governance. These 
countries include Netherlands, Germany and France. In the Netherlands, the two-tier model applies only to 
Dutch public companies (Gronewald 2005). In German two-tier model is obligatory for public enterprises 
regardless of their size (Hopt 1998; Tungler 2000). In France, the government gives the freedom for each 
enterprise to apply either a one-tier or two-tier model (Gronewald 2005).  

Governance System in Indonesian SOEs 

The governance system of the Indonesian SOEs was stipulated by the new Law No.19/2003 which been 
implied through the governance structure and mechanism. In the Article 15 and 27, it is stated that the 
appointment and dismissal of the BoD and BoC are made by the the General Meeting of Shareholders 
(GMS) and in the case of the minister acting as the GMS, the appointment and dismissal of the BoC is 
established by the Minister. Thus, from both articles it can be seen that the governance structure of SOEs is 
like other private companies in Indonesia. It consists of (a) GMS represented by the Ministry of SOEs, (b) 
The BoC, and (c) The BoD. This kind of structure can be regarded as an “internal” governance structure of 
an SOE (Syakhroza 2005). 
 
However, in practice, the governance structure in SOEs is not that simple. There are many key stakeholders 
involved in maintaining the public interest. The governance structure of SOEs can be seen as representing 
the function of "manager of state assets" which also functions to serve the public relating to their business 
(Tjager, Alijoyo et al. 2003). Thus, according to Syakhroza (2005) (see figure 1), the governance structure of 
SOEs consists of (a) the House of Representatives (DPR) as the party representing the public interest, (b) 
Ministry of SOEs (as well as the finance department and technical department) as parties that relate directly 
to each SOE, and (c) the supervisors (the BoC) and managers (the BoD) of SOEs. Such governance 
structure can be termed as the SOEs "external" governance structure (Syakhroza 2005). 
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Figure 1: “External” Governance Structure in Indonesian SOEs 

Figure 1 shows that in each SOE there are at least three ministries or other state agents who represent state 
ownership, namely Finance Ministry, Ministry of SOEs and the relevant technical departments. The technical 
department that is involved in all SOEs may vary according to the characteristics, especially the type of 
business or industry, in which the SOE operates. All these three ministries are part of external governance 
mechanism that represents the interests of government. Therefore, the SOE governance structure should 
been design to accommodate the existence of those three entities and has to balance the interests of each 
department to remain consistent with enhancing shareholder value (Syakhroza 2005). 

The governance structure requires clear rules of the game in the form of a mechanism. The mechanism of 
governance must be written and be treated as an official document in the company (Effendi,2009). 
According to the Ministry of SOEs, there are several documents that SOEs are required to possess in 
implementing the GCG including board manual, board charter, general code of conduct, stakeholder 
communication mechanism, guidelines for transparency and disclosure, guidelines for corporate secretary, 
internal audit charter, code of GCG, code of company risk management, corporate governance and 
compliance as well as statement of corporate intent (Effendi 2009).  
Among these documents, the important document directly related to the board is the board manual. The 
board manual is a guide for the BoD and the BoC in carrying out daily corporate operations activities. The 
board manual contains (PLN 2009):  

 Objectives and scope of the BoD and the BoC. 

 Vision, mission, values, goals, objectives and organizational structure of company. 

 Principles of GCG, internal control systems, the values of business ethics, and rules of corporate 
behavior (business ethics and codes of corporate conduct), including violations of the rules of 
corporate behavior and its punishment. 

 Mechanism of statement of corporate intent including eligibility criteria (qualifications), the selection 
process, as well as fit and proper test. 

 Distribution of duties of the BoD and the BoC, the scope of work, authority and responsibility. All 
these are clearly arranged and reflected in the organization structure. 
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 Procedures for organizing a board meeting, commissioners meetings, and meetings of directors 
and commissioners, as well as the working relationship between directors and commissioners. 

 Annual General Meeting of Shareholders (AGMS). 

 Performance of directors’ assessment. 

 Functions and responsibilities of corporate secretary and the internal audit unit. 

 Handling conflict of interest. 

The Supervisory Board (BoC) in SOEs 

The government or state in most of Indonesian SOEs is still vested in major or fully subscribed shareholders, 
thus the operation of the SOEs still is influenced by the government. Moreover, the characteristic’s capital 
market in Indonesia is asymmetric and inefficient. The information which is provided is less and the share 
price does not reflected the real value of the enterprises. Based on this situation, it may be fair to state that 
the governance system in the SOEs is highly dependable on the internal control mechanism. Thus, the roles 
of the BoC become a backbone and a central institution in internal governance by providing monitoring of 
the implementation of GCG (Bozec, Zeghal et al. 2004; O'Regan, O'Donnell et al. 2005).  
 
However, several limited studies have found that the role of the board in SOEs in several countries is 
minimal. The board tends to become “passive” (Kakabadse, Yang et al. 2010) or act like a “rubber stamp” 
(Huang and Orr 2007) rather than be actively involved in strategic decision making. A study from Indonesia 
has also confirmed that the major ownership still dominates in the final strategic decision making, frequently 
without considering any suggestions from the board (Kirana and Habriansyah 2004).  
 
To counter these problems, some scholars suggest that to make the boards of SOEs more effective, SOEs 
should be exposed to the capital market (Bozec and Dia 2007), have decreased involvement of government 
or state representatives (Bozec, Zeghal et al. 2004) and be more transparency in the process of recruitment 
of board members (OECD 2005). In addition, a report from OECD (2005) indicates that some countries have 
overcome this issue by undertaking reforms so they achieve world class board

4
 status (OECD 2005). A 

greater autonomy for board members has also been suggested and guidelines for strengthening the roles of 
the boards and committees in monitoring, reporting, managing risk and controlling have been established 
(Bozec, Zeghal et al. 2004).  
 
What the board does is very essential in the corporate governance since the board’s task is to direct the 
company. Leblanc and Gillies (2005) argued that the functions of the board are an important and motivating 
factor in GCG.  Its functions are divided into four types: strategy formulation, policy making, supervising the 
executive management and accountability to shareholders or other stakeholders (Garratt 2006; Tricker 
2009).  
 
These four functions in the board’s processes can be classified into two categories; the right hand column – 
the strategy formulation and policy making – are performance roles, which concern the board’s ability to 
direct corporate performance. Those on the left column – executive supervision and accountability – are 
essentially concerned with ensuring that the performance continues (Tricker 2009).   
 
In formulating strategies the board usually works together with senior or executive management. They 
should consider the future of the company and external factors (outward). Looking at what is happening 
beyond the firm means that the board should consider the competitive marketplace and broader economic, 
political and social contexts in which the company operates. Then, the strategies need to be formulated into 
policies to guide the management body’s action and provide plans for the ensuing control. Company boards 
also have duties to monitor and supervise the activities of the management body by looking at internal 
factors (inward) which consider the strengths and weaknesses in how the company is presently performing. 
Accountability involves looking outwards which is more focused on reporting corporate activities and 
performance to shareholders or other stakeholders who have a legitimate claim to demanding accountability 
(Tricker 2009).  
 

                                                        
4 World class board means behaving professionally and devoting itself to company (Kamal, 2008) 



 

International Conference BINUS | IMHA - 2012 7 

 

The Functions of the BoC in Indonesia 

The Law no.19/2003 stipulates that the management board - called as board of directors (BoD) serve the 
company as care takers, while the BoC serves to conduct surveillance in the company. In other words the 
BoC as an organ of the company is collectively responsible and accountable for overseeing and providing 
advice to the BoD and for ensuring that the companies implement GCG (KNKG 2006). Since BoD and BoC 
are the key actors in governance structure, their role is very important and fairly determines the successful 
implementation of GCG. This role entails full commitment from the BoD and the BoC for the GCG 
implementation in line with expectations. 
Concerning the BoC, some of the articles in law 19/2003 regulate the BoC are article 28 until 33. However, 
more details of the functions of BoC are explained in the national code of GCG. The national code of GCG 
states that:  

The BoD shall formulate the vision, mission, and values of the company as well as the short 
and long term program of the company to be discussed and approved by the BoC or 
General Meeting of Shareholders in accordance with the articles of association (KNKG 2006). 
 

In other words, the BoC and the BoD have the authority and definite responsibilities in accordance with their 
respective functions as mandated in statutes and regulations (fiduciary responsibilities). They also have a 
responsibility to maintain the company's sustainability in the long term. Therefore the BoC and the BoD 
should have the same perception of the vision, mission and values of the company (Arafat and Fajri 2009). 
According to KNKG (2006), there are basic guidelines for implementing the cooperation between the BoC 
and the BoD; first, there is joint responsibility of the BoC and BoD in maintaining the continuity of business 
enterprise in the long term is reflected in; proper implementation of the internal control and risk 
management; achievement of optimal returns for shareholders; protection of stakeholder interests fairly; and 
reasonable and proper succession for continuity of management in all lines of   the organization.  
 
Second, there is accordance with the vision, mission and company values, the BoC and the BoD need to 
jointly agree on these things; long-term plans, strategies, as well as annual work plan and budget; policy in 
ensuring compliance with laws and articles of association as well as in avoiding any kind of conflict of 
interest; policy and firm valuation method, the unit within the company and its personnel; and organizational 
structure to one level below the BoD who can support the achievement of the vision, mission and company 
values. Although the BoC should cooperate with the BoD, the BoC may not participate in operational 
decisions. Moreover, the position of each member of the BoC including the President Commissioner is 
same. The President Commissioner’s duty is to coordinate the activities of the BoC. In order for the BoC to 
run tasks effectively, it should be according the following principles (KNKG 2006): 
 

1. Composition, appointment and dismissal of members of the BoC; 

 Number of commissioners should be adjusted to the complexity of the company while 
maintaining effectiveness in decision making; 

 The BoC may consist of members who are not derived from an affiliated party, known as the 
Independent Commissioner and the Commissioner of the affiliated. The meaning is the party 
that has an affiliated business relationship and kinship with the controlling shareholders, 
members of the BoD and the BoD, and with the company itself. Former members of the BoD, 
the BoC and the employees of affiliated companies, for a specified period included in the 
affiliated category; 

 The number of Independent Commissioner should be able to ensure that oversight 
mechanisms are working effectively and in accordance with legislation. One of the 
Independent Board of Commissioners shall have an accounting or financial background; 

 Members of the BoC are appointed and dismissed by the GMS through a transparent process. 
For companies whose shares are listed on the stock exchange, SOEs or local companies that 
raise and manage public funds, companies with products or services used by the public, as 
well as companies that have a broad impact on the environment, the assessment process of 
prospective members of the BoC should be conducted prior to the GMS by the Nomination and 
Remuneration Committee. Independent Commissioner Election must consider the opinions of 
minority shareholders that could be channeled through the Nomination and Remuneration 
Committee; 

 Dismissal of members of the BoC is conducted by the GMS based on reasonable fairly and 
after the members of the BoC are given the opportunity to defend themselves. 
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2. Function of supervision of the BoC; 

 The BoC may not participate in operational decisions. In the event that the BoC make 
decisions on matters specified statutes or regulations, the decision is made in its oversight 
function, so the decision of operations remains the responsibility of the BoD. The authority 
vested in the BoC is still being done in its function as a supervisor and adviser; 

 The BoC may impose sanctions on members of the BoD in the form of suspension if necessary 
for interest of the company with the provisions that should be followed up through the 
implementation of the GMS; 

 In the event of any vacancy in the BoD or in certain circumstances set forth by legislation and 
statutes, then the BoC will perform the functions of Directors; 

 In order to carry out its functions, members of the BoC should either jointly and/or individually 
be entitled to have access and obtain information about the company on time and complete; 

 The BoC must have rules and guidelines (charters) on performance of its duties that can be 
directed and effective and can be used as performance evaluation tool. 

 
3. Accountability of the BoC; 

 The BoC in its function as supervisor, presents their report on the management of the 
company by the directors. The supervision report of the BoC is part of the annual report 
submitted to the GMS for approval; 

 By giving approval through ratification of the annual report and financial report, the GMS is 
given a release and discharge to each member of the BoC as far as such matters are reflected 
in the annual report, without prejudice to the responsibility of each member of the BoC in the 
event of criminal acts and or omissions or errors that cause harm to third parties that cannot be 
satisfied with the company's assets; 

 Accountability of The BoC to the GMS is a manifestation of control over the management of 
corporate accountability in the implementation of GCG principles. 

 
The implementation of the accountability functions is usually written in the form of a report. The most 
important report is the annual report. It contains the audited and historical financial account which explains 
the company’s performance. Furthermore, the annual report contains a narrative report which includes at 
least the president commissioner’s and president director’s statement, the BoD’s report, and corporate 
governance report. Within the narrative report, the shareholders can receive a report of GCG. This report 
contains the minimum requirement of principles of GCG and corporate social responsibility and 
sustainability. The statement is supported by a summary outlining the structure and work mechanism of the 
company organs as well as other important information that is relevant to the implementation of GCG. 
According to KNKG (2006) the report on the structure and work mechanism of the company organs shall 
comprise of; structure and work mechanism of the BoC and the BoC as well as other pertinent important 
information regarding the implementation of GCG which are required to be disclosed in the report.  
 
METHODOLOGY AND DATA 
 
This research presents an analysis of corporate governance issue in SOEs from the BoC and the BoD’s 
viewpoints. Therefore, this research used qualitative methods for data collection. It also based on the 
perspective of scholars’ perspective in analysing and explaining the impact of governance structure to the 
functions of BoC. A total of 19 in-depth, semi-structured interviewed were taken from participants who, at 
that time, held a role as members of the BoC and the BoD, allowing participants to reveal their “real” views 
and perceptions. A purposive sampling approach is used to draw sample from relevant organisations. 
Furthermore, there are also attempted to effect snowball sampling when some participants suggested or 
introduced other relevant people with the same characteristics to participate in our research. Access to 
participant was ultimately through personal contacts.  
 
The Impacts of Indonesian Governance Structure to the Roles of the BoC 
 
The governance system in one country is determined by the corporate laws of that country.  In Indonesia, 
corporate law is “principles based” which means that the rules contained in the code of GCG are “comply 
and explain” principles. In other words, all listed enterprises and SOEs have to comply with the code of 
GCG, otherwise they need to explain why they cannot comply.  
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This indicates that the ministry of SOEs may make allowances: if the enterprises do not comply with the 
codes, they have to provide reasonable grounds and sufficient evidence for non-compliance. Nevertheless, 
the ministry strongly suggest for all SOEs to comply with all codes of GCG.  
However, unlike codes of GCG that require the compliance only for listed and SOEs, the governance system 
stipulated in corporate law must be similar for all enterprises regardless of type, size and industry. In other 
words, the government of Indonesia applies the principle of “one size fits all” on the governance system of 
their enterprises. The government does not give freedom to any Indonesian enterprise to create its own 
governance system.  
 
Figure 2 shows the main bodies that play important roles in Indonesia governance structure; the 
shareholders, the BoC and the BoD. The shareholders (described on the form of AGMS) are a group of 
people who invest their money as capital and have a share in the profits of the company. The BoD is 
responsible for the company’s operational management while BoC is the group of people who supervise and 
give advice to the BoD.  

                                                   
Figure2: Indonesian Governance Structure 

 
The separation between the BoD and the BoC in the Indonesian governance structure is consistent with the 
idea of a two-tier model, as all members of BoC are non-executive directors. However, unlike the two-tier 
model, where it is structured between the shareholders and management, the structure of the BoC in 
Indonesia is “side by side” (parallel) to the BoD. Within this structure, the selection mechanism, power, 
functions and working relationship of the BoC are different from the two-tier model.  
 
The equal position or parallel structure of the BoC and the BoD makes both bodies work as partners rather 
than the BoC as superior to the BoC, which is the case in the two-tier model. Such a relationship 
characterizes a check and balance mechanism (CBM). A clear and good relationship between the BoC and 
the BoD is necessary in this relationship. Inevitably, this kind of relationship impacts on how the BoC do their 
functions to achieve good governance in SOEs. 
 
Therefore, the BoC and the BoD should operate like a team which requires balancing the power between the 
BoC and the BoD.  Under this CBM, the BoC checks the BoD’s activities and balance the power of the BoD 
in order to minimize the agency costs. The benefits which include the exchange of information, bilateral 
communication, consultation and collaboration are considered to be the key factors in CBM.  
The CBM is illustrated in Figure 3. This figure shows that the members of the BoC (shown by the circle) 
including the President Commissioners have equal responsibility and similar duties and power under the 
law. Meanwhile, the structure of the management (shown by the triangle) is hierarchy (shown by the 
classical pyramid inside the triangle) and led by the President Director.  
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The President Director is the leader of management who has the highest power over the management as 
well as the person in charge for giving the report of accountability for the performance of the company to the 
AGMS.    
 

 
 
 
  
 
 
 
 
 

 
 
 
  
 

 
 
 

Figure 2 
 Check-and-balanced Mechanism in Indonesian Board Model 

 
The left and right arrow in Figure 2 shows that the BoC and the BoD are supposed to work as partners. It 
would appear that the BoC cannot fire the BoD (see previous sub-section) and in certain circumstances the 
BoD needs the BoC’s approval to establish the company’s strategy and undertake a big project. The CBM is 
expected to reduce the possibility of the BoD or the BoC becoming the dominant actors in managing the 
business.  
 
However, from the interviews, it seemed that the CBM was likely to be hard to implement. Instead of 
establishing teamwork and balancing each other’s (the BoC and the BoD) power, the implementation of 
CBM faced a number of barriers: First was the adjustment between the BoD and the BoC. Since the BoC 
and the BoD were supposed to work as partners; the adjustment between them was important. However, 
according to some participants, during the adjustment, the BoD and the BoC usually had conflicting ideas. 
As one participant stated:  
 

During the first year big conflicts occurred among BoC and BoD. In the second year the conflict became 
less and in the third year, we have already achieved some understanding…. The CBM will take a lot of 
time to create an ideal balance between BoC and BoD (V-MH-2).  
 

The conflicts which appeared during the adjustment could create personal stress and jeopardize the 
relationship between the BoC and the BoD. Moreover, the long conflict increased the agency cost and the 
disagreements frequently occurred during decision-making.  As one participant of members of the BoC 
noted: 
 

The long conflicts between the BoC and the BoC will produce big expenses as well as generate  no 
mutual trust between the two actors. However, as soon as differences are settled, they could become a 
great working team (V-MH-2).  
 

Several participants from members of the BoC were aware of such conflict. They suggested that to prevent 
this conflict, the members of the BoC and the BoD should have similar perceptions, objectives and 
understanding of the direction of the SOEs. This is expressed in the following comment:  
 

Since the very beginning, the BoC and BoD should have the same perspective in understanding the 
vision and mission of the company. They also should have no individual frictions in conducting their 
duties. Otherwise, the BoC and BoD will always have disagreement which would disadvantage the 
company (IX-EG-2).  

Management - Board of Directors 

= President Commissioner 
= President Director 

Governance - Board of Commissioners 

= BoC member 
= Top Management  

= Middle Managers  
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However, very close relations between the BoC and the BoD can jeopardize the interest of shareholders 
since such relationship will open opportunity for making collaboration to use company’s asset for their own 
interest.  
 
The second barrier on CBM is the equality of knowledge of the company such as the rules, management 
aspect, understanding of business risk and competitors between the BoC and the BoD.  However, although 
most of participants acknowledge this equality, this study found that only a few members of the BoC had 
enough knowledge about the company. This unbalanced knowledge certainly would obstruct the BoD in 
managing the company as the BoD needs the BoC’s approval for several decisions. As stated by one of the 
BoD members: 
 

We need a BoC member who not just understands how to manage the company, but also comprehends 
the condition of the business. Else, it will obstruct our duties, especially when we need a quick decision 
as what happened frequently… (XIII-ID-5d).  
 

The third barrier on CBM is information flow. To balance the functions of the BoD, the BoC needs as much 
information as the BoD.  However, since the BoC was not involved in daily activities, the BoC usually 
possessed less information than the BoD. Although the code of GCG requires the BoD to give and updated 
information to the BoC, in practice, sometimes the BoD still held back some information from the BoC. As 
one participant noticed:  
 

I think there is some information held back by the BoD, For example: when the BoD asks the BoC’s 
approval for new policies or certain projects, sometimes the BoD do not give full information to the 
BoC….(IV-MD-3).  
 

This imbalance in information flow creates asymmetric information and in the future could jeopardize the 
sustainability of the SOEs.  
The fourth barrier was the CBM reflecting an unclear relationship in terms of the position and legitimate 
power of the BoC and the BoD. In practice, frequently the BoC found difficulty in achieving balance in the 
power of the BoD. For example in the case of suspending a director:  

There are times when BoC and BoD have different opinion.... so we have to provide explanation formally 
and informally to the Ministry of SOEs to avoid misunderstanding.  This is my experience on the 
suspending of [a director].   I responded to questions...  and I asked [this director] to resign. (II-GT-2) 

In addition, since the BoC and the BoD acted as partners, the BoD had no obligation to listen to or follow the 
directions or guidance of the BoC. As one participant from members of the BoC responded:  

 [We] provide suggestions and BoD is not under obligation to follow... the BoD may have different 
opinions and they can take action accordingly.  But we usually compromise [on the differing opinion] 

The sentence of “compromise in differing opinion” also may illustrate that Indonesia’s business culture built 
on desire to avoid conflict and preserve harmony. It is uncommon that the members of the BoC and the BoD 
are very reluctant to offend or have direct conflict against each other. 
 
All of these barriers challenge the implementation of CBM in Indonesia. Their arguments may indicate that 
the CBM, in practice, is difficult to implement as it need long and right adjustment or much common 
perspectives between the BoD and the BoC. One major challenge with this CBM is that the BoC cannot do 
their functions in maximum because their level is equal with BoD. In state the BoC superior to the BoD as a 
supervisor, the BoC even should maintain good relations which built on a desire to avoid conflict and 
preserve harmony.  
 
Furthermore, beside the BoC do not have enough knowledge and current information for making strategic 
decision, they also do not have enough power to press the BoD to do their function based on the interest of 
shareholders.  This finding is consistent with research conducted by Kirana and Habriansyah (2004). They 
argued that in final strategic decision making, frequently without considering any suggestions from the BoC. 
Therefore, as in China, the functions of the BoC in Indonesian SOEs tends to become “passive” 
(Kakabadse, Yang et al. 2010) or act like a “rubber stamp” (Huang and Orr 2007) rather than be actively 
involved in strategic decision making.   



 

International Conference BINUS | IMHA - 2012 12 

 

These findings in this research show that the current governance structure cannot apply with the condition of 
Indonesian SOEs. With special characteristics, Indonesian SOEs need different governance structure in 
order to make the BoC do their function maximal in order to implement GCG. Therefore, this research 
suggests that the government should apply principle of “no one size fits all” for governance structure in 
Indonesia as like other developed countries. This arguments is supported Kamal (2008) and Syakroza 
(2002) findings which state that the government should applied different governance structure for Indonesian 
SOEs.  
 
Furthermore, to lessen this challenge, it may need technical or implementation guidance written in the form 
of policies or other documents. There are several guidelines which were suggested by the ministry of SOEs 
such as the board charter, general code of conduct and top management code of conduct, stakeholder 
communication mechanism, guidelines for transparency and disclosure, guidelines for corporate secretary, 
internal audit charter, code of corporate governance, code of company risk management, corporate 
governance and compliance, statement of corporate intent and audit committee charter (Ministry of State-
Owned Enterprises 2002; Ministry of State-Owned Enterprises 2006). 
 
CONCLUSIONS 
 
This empirical study indicated that the Indonesian governance structure is not supporting the roles of BoC as 
the guardian GCG in Indonesian SOEs. The effectiveness of the structure still causes many concerns. This 
research show disappointing impact between governance structure with BoC’s functions in conducting 
monitoring, control and strategic roles. The difficulties of doing so are associated with the uniqueness and 
application on the “one size fits all” principles of the Indonesian governance structure for all types of 
organizations. Since the SOEs have different characteristics from private companies, their governance 
structure should also different in order to maximize the functions of the BoC in implementing GCG. 
Furthermore, the history and culture of Indonesian SOEs made difficult for the BoC to be good supervisor in 
monitoring and controlling management effectively.  Since the structure of the BoC is equal to the BoC, 
challenging the partner is not common practice in Indonesia. The differing opinion will consider as offensive 
behaviour to the others.  
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AN ANALYSIS OF ENTREPRENEURIAL STRATEGY IN FRANCHISE SYSTEMS IN INDONESIA 
 

lsanny@binus.ac.id 
 

ABSTRACT 
 
The evolution and development of the economy create new opportunities, so additional academic and 
professional contributions are necessary for guiding business practices. This is the case of the franchise 
system as a mode of expansion. The inter-organizational collaboration needed in franchise networks 
requires innovate managerial formulas improving the achievement of synergy and the resource sharing in an 
optimal way. The purpose of this paper, therefore, is to provide a conceptual model of behavior in the 
franchise network from the perspective of entrepreneurial strategy. The article begins with a review of 
franchise networks, explaining its advantages and disadvantages, as well as the main reason for 
implementing entrepreneurial strategy in the franchise research. Finally, the paper concludes with some 
reflections on the implication of this study and directions for future research. 
 
Keywords: Franchise, Entrepreneur, Strategy 
 
INTRODUCTION 
 
The Franchise system is a business formula recognized for its steady growth in recent years, although it is 
quite an old system. Franchising provides opportunities for individuals and business firms who want to 
expand the number of distribution outlets carrying their products and services, and it becomes an important 
activity for business growth and economic development (Hoffman & Preble, 1991). Franchising has been 
successful as an enduring industry that can expand to multiple locations over time. In Franchise system, 
semi independent business owners (franchisee) pay fees and royalties to a parent company (franchisor) in 
return for the right to become identified with its trademark, to sell its products or services, and often to use its 
business format and system.  
 
A franchisee gets the opportunity to own a small business relatively quickly, and because of the identification 
with an established product and brand name, a franchise often reaches the break-even point faster than an 
independent business would, and for the first time entrepreneurs, access to a business model with a proven 
track record is the safest way to own a business. Obviously, the benefits of franchising can mean the 
difference between success and failure for a small business. However the franchisee must sacrifice some 
freedom to the franchisor. The prospective franchisee must explore other limitations of franchising before 
choosing this method of doing business. Because in franchising system, franchisor imposes some type of 
fees and demands a share of franchisees sales revenue in return for the use of the franchisor’s name, 
product or service, and business system.  
 
A major benefit of purchasing a franchise is the training that the franchisor provides franchisee so that they 
are able to run successful operations.  But, when franchisee sign a contract, they agree to sell the franchisor 
product or service by following its prescribed formula. To protect its public image, the franchisor requires that 
the franchisee maintain certain operating standards. If a franchisee constantly fails to meet the minimum 
standards established for the business, the franchisor may terminate the license. Franchisor not only strict 
adherence to standardized operations, but in the interest to maintaining quality standards, franchisor may 
require franchisee to purchase products, special equipment, or other items from the franchisor or from a list 
of approved suppliers. In most cases, the franchise agreement stipulates that the franchise can sell only 
those products approved by the franchisor. Unless they are willing to risk the cancellation of their licenses, 
franchisee must avoid selling any unapproved products through the franchise. In term of contract and 
renewal, franchise contracts are always written in favor of the franchisor, but some franchisor are willing to 
negotiate the terms of their contracts.  
 
The development of franchising in Indonesia is still on the increase, seen a significant increase from year to 
year,  and in 2012 franchise is a business that continues to grow. Some researchers say that the franchise 
system, franchisor who only need to have an entrepreneurial spirit, because the determinant of the success 
of a franchise is the franchisor's system, and the franchisor as a determinant of all policies and regulations in 
the franchise system, while franchisees are recipients and implementers of the policies established by the 
franchisor (Williams,1999; Kaufmann,1999).  
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But on the other hand, some researchers say that a franchisee also determine the success of the franchise 
system. Franchisees can make a substantial contribution to franchise system innovation in ways ranging 
from developing new products or services to pioneering ways of adapting to local conditions, and the most 
successful franchises are those that permit both entrepreneurial franchisors and franchisees to come up with 
new ideas and work as a team to gain competitive advantage for all parties involved (Clarkin and Rosa, 
2005). Because the opinions are still inconsistencies, so the need for research on the influence of 
entrepreneurship in the franchising system. The other reason, not many scholars have applied the tenets of 
entrepreneurship to franchising research might be the long prevailed lack of general theory of the 
entrepreneurship. 
 
LITERATURE REVIEW 
 
Contemporary entrepreneurship research was initiated by Economist Joseph Schumpeter (1883-1950). 
Schumpeter described entrepreneurship as a process of “creative destruction”, in which the entrepreneur 
continually destroys existing products or methods of production, or replaces them with new ones. 
Schumpeter suggested that the main agents of economic growth are entrepreneurs who introduce new 
products, new methods of production, and other innovations that stimulate economic activity (Schumpeter, 
1936, 1950). In order to identify the concept of entrepreneurship as a strategy in the organization. Dess, 
Lumpkin and Covin (1997) reviewed the related literature and hypothesized that an entrepreneurial process 
is an important strategy making mode that an organization may exhibit. They concluded that 
entrepreneurship is salient strategy making in the organization. 
 
A number of studies suggest that as competition increases, firms increase their entrepreneurial activities 
(Zahra, 1991; Zahra & Covin, 1993, 1995). Entrepreneurial strategy (ES) is primarily concerned with 
strategic behavior intended to take an initiative action, improve competitive posture, better fit the 
organization to its changing environment, and reap high performance (Miller, 1983, 1992). Entrepreneurial 
strategy can be defined as a pattern of decisions in organizational behavior for new enterprises (Covin & 
Slevin, 1989; Low & McMillan, 1988; Miles & Snow, 1978; Mintzberg, 1978).  
 
Shane (2003) introduced a framework of general theory of entrepreneurship in response to the failure of 
prior entrepreneurship research to provide one. Shane mentioned franchising as one option to exploit an 
entrepreneurial opportunity and therefore, saw franchising as a form of entrepreneurship. Nevertheless, he 
included only few franchising investigations among the studies he introduced. This shows that despite the 
fact that in recent years, progress has been made in creating a general theory of entrepreneurship, 
franchising studies have not been included. 
 
Many researchers have focused on delineating the dimensions of strategy-making to identify the variables 
that are relevant to strategic decision modes. Entrepreneurship scholars have developed numerous 
dimensions to describe alternate perspectives of entrepreneurship as firm behavior. Morrison (2000) state 
that the dimensions of entrepreneurship in hospitality franchising tends to reflect proactive, innovative and 
risk-taking strategies. Lumpkin and Dess (1996) suggested five comprehensive dimensions for 
entrepreneurial strategy: proactiveness, innovativeness, risk taking, autonomy, and competitive 
aggressiveness. Their dimensions are very comprehensive, and worthy of further explanation.  
 
Proactiveness emphasizes the importance of first-mover advantage as the best strategy for market 
opportunity. Attempts are made to be first in introducing new products, services, and administrative 
technologies, rather than merely responding to competitors. Taking initiative can capture unusually high 
profits and brand recognition. Previous researchers have measured firm-level proactiveness by asking 
managers about their firm's tendency to lead rather than follow in the development of new procedures, 
technologies, products or services (Covin & Slevin, 1989; Miller, 1983). This proactiveness dimension is very 
similar to the ideas suggested by Miles and Snow's (1978) prospector type.  
 
The tendency of this innovativeness dimension is the willingness to place strong emphasis on research and 
development, new products, new services, improved product lines, and general technological improvement 
in the industry (Covin & Slevin, 1988; Khandwalla, 1976, 1977; Miller, 1983; Miller & Friesen, 1982; Slevin & 
Covin, 1990). Three major methods, including human resources, financial resources, and product-market 
innovativeness, have been employed to assess this activity.  
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Hage (1980) and Miller and Friesen (1982) examined innovativeness in terms of human resources. They 
found that the high level of innovativeness is associated with great reliance on professionals and specialists 
such as engineers and scientists. In terms of financial resources, Miller (1987/1988) used R&D costs as a 
percentage of sales to measure innovation. For product-market innovativeness, Miller (1987/1988) asked 
members of firms to indicate the percentage of total sales spent specifically on the costs of initiating and 
implementing product-market innovations. A simple count of financial, human resources, and product-market 
innovativeness may be useful for measuring innovativeness.  
 
The risk-taking dimension indicates the preference for high-risk projects with chances of very high returns 
over low-risk projects with lower and more predictable rates of return. Miller (1983) effectively measured 
firm-level risk-taking by asking managers about their firms’ tendencies to engage in risky projects and 
managers' preferences for bold actions to achieve their firms’ objectives. Baird and Thomas (1985) identified 
three types of risk in the context of strategy: (1) “venturing into the unknown,” (2) “committing a relatively 
large portion of assets,” and (3) “borrowing heavily.”  
 
Competitive aggressiveness refers to a firm's stance to challenge directly and intensely its competitors to 
achieve entry and improve position in the marketplace. Because the possibility of failure for new ventures is 
much higher than established businesses, an aggressive stance and intense competition are critical to the 
survival and success of new entrants (MacMillan, 1982; Porter, 1985). Competitive aggressiveness is 
characterized by responsiveness, which may take the form of head-to-head confrontation. Examples might 
be cutting prices and sacrificing profits or spending aggressively compared to competitors on marketing, 
product and service quality and capacity (MacMillan, 1982). It also reflects a willingness to be 
unconventional, rather than following traditional methods of competing.  
 
The autonomy dimension is defined as one in which the organizational player remains free to act 
independently, to make key decisions, and to proceed. Miller (1983) found that the most entrepreneurial 
firms have the most autonomous leaders. He examined the nature and extent of autonomous behavior by 
investigating the degree of centralization of leadership, and how often managers delegate authority and rely 
on technical expertise.  
 
DISCUSSION 
 
The Essential act of entrepreneurship is new entry. New entry can be accomplished by entering new or 
established markets with new or existing goods or services. Entrepreneurship Orientation is a corollary 
concept that emerged primarily from the strategic management literature. An Entrepreneurship Orientation 
refers to the processes, practices, and decision-making activities that lead to new entry. It emerges from a 
strategic choice perspective, which asserts that new entry opportunities can be successfully undertaken by 
purposeful enactment (Van de Ven and Poole, 1995). 
 
The Key dimensions that characterize an Entrepreneurship Orientation include a propensity to act 
autonomously, a willingness to innovate and take risks, and a tendency to be aggressive toward competitors 
and proactive relative to marketplace  opportunities. Al of these factors innovativeness, autonomy, risk 
taking, proactiveness, and competitive aggressiveness may be present when a firm engages in new entry. In 
contrast, successful new entry also may be achieved when only some of these factors are operating. That is, 
the extent to which each of these dimensions is useful for predicting the nature and success of a new 
undertaking may be contingent on external factors, such as the industry or business environment, or internal 
factors, such as the organization structure (in the case of an existing firm) or the characterictics of founders 
of top managers (Lumpkin dan Dess, 1996).  
 
Management scholars have proposed various strategy related typologies as a meas by which to describe 
and operationalize the concept of strategic posture. Two of the more popular typologies are those offered by 
Miles and Snow (1978) and Mintzberg (1973). Miles and Snow (1978) proposed a typology composed of 
four types of firms : defenders, analysers, prospectors, and reactor. While Mintzberg (1973) suggests that 
firms can be classified as adaptive, entrepreneurial, or planning-oriented according to their approach to 
strategic management. Both of these typologies are useful in that they provide a basis for understanding 
overall firm-level behavior and organization (Covin, 1991). 
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Firm with entrepreneurial strategic postures are risk-taking, innovative, and proactive. These three 
components of strategic  posture were argued by Miller (1983) to comprise a basic, uni-dimensional strategic 
orientation. The findings of Covin (1991) research in entrepreneurial versus conservative firms, of the 11 
strategic variables examined in this study, seven differed significantly between the two subgroups even 
though these particular strategic variables were chosen for inclusion in this research due to their generic 
nature. Entrepreneurial firms scored higher on the variables external financing, service/support, warranties, 
high price, product quality, and industry awareness.   
 
CONCLUSION 
 
Entrepreneurship is the process by which individuals, teams, or organizations identify and persue 
entrepreneurial opportunities without being immediately constrained by the resources they currently control. 
The Strategic entrepreneurship is taking entrepreneurial actions using a strategic perspective.  
In franchising system, franchisee can make a substantial contribution to franchise system innovation in ways 
ranging from developing new products or services to pionerring ways of adapting to local conditions. 
 
In franchise system is an entrepreneurial option for creating and building a partnership with another 
company to expand its business. The success of the franchise system as a whole entrepreneurial orientation 
needed to cope with environmental change. Entrepreneurial orientation is to align with the strategic behavior 
of the franchisee to build competencies (Zahra, 1993; Zahra & Covin, 1993, 1995). 
 
Then Clarkin and Rosa (2005) and Grunhagen and Mittelstaedt (2005), did state that the company's 
franchisees, franchisees have not only have an entrepreneurial orientation, but franchisees also need to 
have an entrepreneurial orientation, because in their daily activities franchisees are also involved in activities 
the franchise system, so the success of the franchise system is determined by the franchisee. However 
Grunhagen and Mittelstaedt (2005) states that a franchisee entrepreneurial orientation is determined by the 
motivation of franchisees in developing their business. 
 
Franchise in Indonesia is still overlooked by the government, no education provided by government about 
franchising. Whereas, Franchising is one way to increase small and medium businesses, which of course 
will also increase Indonesia's economy, as seen from Indonesia's GDP in 2010, that SMEs accounted for 
53.7% of GDP (Ministry of Trade and Industry, 2012). So, if SME upgraded Indonesia's GDP would then 
increase. Other impacts of the development of franchise systems, increased employment, which affects the 
unemployment rate decreased. 
 
In franchising system, a franchisee must also have the ability to innovate, to see the market opportunity to 
know the products desired by consumers that cannot be met by other competitors. In addition, a franchisee 
must have the soul of such proactive in marketing their products, using new strategies that were previously 
not been made by other competitors. Then, a franchisee who has the courage took this risk will also be more 
successful than a franchisee who does not dare to take risks. 
So in conclusion, the entrepreneurial spirit is determined by one goal to join the franchise system, because 
in principle a franchisee to join in sisterm franchhise can be divided into two parts, namely those who only 
want to invest and who want to manage directly as an entrepreneur. So the success of a franchise system is 
determined by the purpose of a franchisee. So in conclusion, the entrepreneurial spirit is determined by one 
goal to join the franchise system, because in principle a franchisee to join in sisterm franchhise can be 
divided into two parts, namely those who only want to invest and who want to manage directly as an 
entrepreneur. So the success of a franchise system is determined by the purpose of a franchisee. 
 
For further research, need to be investigated whether the franchisee who has the entrepreneurial spirit will 
be more successful than simply investing, on the type of franchise in general, for example, franchise food, 
education, services, etc.. Then need to be investigated as well, whether gender factors also affect the 
success of a franchisee and franchisor in the business. 
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ABSTRACT 

 
The purpose of portfolio measurement in health insurance business of general insurance industry in 
Indonesia is to make a competition mapping and give a strategic information to industry.  There were 87 
companies in 2010 and 90 companies in 2009-2008; whereas the companies those run the personal 
accident and health insurance business were 48 companies in 2010, 49 companies in 2009 and 53 
companies in 2008. 
The analysis uses BCG (Boston Consulting Group) Matrix to identify market share and market growth of 
each company by dividing into 4 strategic mapping quadrants: Star, Question Mark, Cash Cow, and Dog. 
The result of this research is supposed to be a useful information and input to all health insurance players 
especially to plan their product life cycle management – alligning to market positioning of health insurance 
portfolio for the future. 
 
Keywords:  BCG Matrix, Market Share, Market Growth, Strategic Mapping. 
 
 
INTRODUCTION 
Many ways to analyze the market positioning can be applied, by weigthed average or by rating in the certain 
industry or by performance measurement.  The result will contribute many information to stakeholders, such 
as customers, investor, shareholders, and the other parties who are related to. 

This research uses Boston Consulting Group (BCG) Matrix to align the market positioning of general 
insurance companies in Indonesia, especially for health and personal accident (PA) insurance portfolio.  At 
this moment, health insurance is a hot topic to be discussed in related industry, because health insurance 
provides solution as variants of social security in Indonesia  and as per data from Badan Pusat Statistik 
(2012) Indonesia is a big country with 237 million population and the percentage of citizen that has health 
problem in the last 3 years (2008 – 2010) is 32.63% (in average).  The other issue is Sistem Jaminan Sosial 
Nasional (SJSN) that will be run in 2014 (Departemen Kesehatan Republik Indonesia, 2012) whereas it may 
take some portion of existing health insurance market share.  SJSN is a social security system and social 
protection to all Indonesian that will cover for formal and informal sectors (Ministry of Finance of The 
Republic of Indonesia, 2011). 

Based on Indonesian Insurance Directory (Bappepam-LK), the amount of active general insurance 
companies in 2010 were 87 companies,  in 2009 and 2008 were 90 companies of each year.  From those 
companies, the player who run the PA and health insurance business were 48 companies in 2010, 49 
companies in 2009, and 50 companies in 2008. 
 
Theoretical Based 
BCG Matrix is a diagram is one of portfolio management tools that help companies to analyse their business 
unit or product line portfolio.  It found by Bruce Henderson for Boston Consulting Group on 1968 (Wikipedia, 
2012).  Based on product life cycle theory, it can determine the priority to be given in product portfolio (12 
Manage, 2012).  BCG Matrix has 4 quadrants based on market share and market growth: 

 Stars is a quadrant with high market share and high market growth.  Product portfolio in this 
quadrant is a leader in the business. To retain the portfolio in this quadrant, business unit needs 
more expenses; because if the growth is slow-down but the market share is kept, the product will 
be Cash Cows. 

 Cash Cows is a high market share with low market growth.  The position in this quadrant create 
more cash and profit to run the business.  Cash cows often come from stars before and will be a 
foundation of company. 

mailto:brata@binus.ac.id
http://en.wikipedia.org/wiki/Cash_cow
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 Question Marks sometimes known as problem child.  This quadrant is high in market growth and 
needs more cash to develop the market, but low return because of low market share.  Question 
marks have opportunity and potential to be stars, but if market share remains unchanged and the 
market growth is going down (because of high cash demands), they would move to Dogs. Business 
unit must has proper analysis to get decision in investment of market share increasing. 

 Dogs is a quadrant with low market share and slow growing market. Dogs is often called as ‘break-
event’ with certain cash to keep market share.  Dogs has a social benefit to providing jobs and 
possible synergies to assist other business units, but dogs must deliver cash, otherwise be 
liquidated. 

Portfolio mapping with BCG Matrix is to give information to management about business unit that must be 
concerned.  It is also very useful for investor who interests to buy the company about how many “dogs”, 
“stars”, “cash cows”, or “question marks” are company has.  Only company that do diversification that can 
capitize the opportunities.  The balanced portfolio must has “stars” with high market share and high growth 
as a future guarrantee, “cash cows” as a fund in the future and “question marks” that can be converted into 
“stars” with additional funds. 
 
METHODOLOGY 
The portfolio is calculated based on two parameter: (1) market share of each company on the related year 
and (2) relative market growth from the related year to previous year.  The market share is a Gross Written 
Premium (GWP) of each company to total GWP in the industry and the market growth is a gap of GWP 
related year to previous year to total GWP in the industry at the previous year. 
 
 
ANALYSIS 
The position of each line of business in every quadrant represents the value of its sales performance on the 
certain year.  The BCG Matrix shows a very useful strategic map of each line of product strengths and 
weaknesses, in terms of cashflows of market share and relative market growth rate.  

Based on data of health and personal accident insurance in general industry 2008, there were 53 of 90 
companies those run the business with total GWP as much as IDR 1,680,584 million.  Comparing to data of 
2009, there were 49 of 87 companies those run the business with total GWP of IDR 2,014,015 million or 
19.84% increase in market growth.  On 2010, there were 48 of 87 companies those run the business with 
total GWP of  IDR 2,711,780 million or 34.65% increase in market growth. 

Tight competition in health insurance business in general insurance industry could be seen on the data 
above, for year to year, there were insurance companies those were not run health and personal accident 
insurance business anymore, because of loss of business or collapse.  On top of that, there were new 
comers in this line of business, for example on 2009 there was a company who run a new business and 3 
companies on 2010.  It seems that even the competition was tight, but there was still a promising business in 
the market. 

On the other hand, many companies changed the BCG Matrix category of health and personal accident 
insurance business (Star, Cashcow, Question Mark, Dog) to be positive.  Total Star categories on 2009 were 
13 companies and 12 companies in 2010 and Cashcow and Dog categories got decrease from 2009 to 
2010.  The other hand, Dog categories got increase from 2010 comparing to 2009.  The data is prepared in 
Table 1 below. 
 
Table 1.  Comparing the Category of Health and Personal Accident Insurance Business from 2010 to 2009 

Category 2010 2009 
Star 12 13 
Cash Cow 5 7 
Question Mark 1 3 
Dog 30 26 
Total 48 49 

Source: processed data 
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Based on data analysed (Table L-1 and Table L-2), there was a new company and 5 companies stopped 
their new business in 2009 and there were 3 new companies and 3 companies stopped their new business 
in 2010. 
 
There were some companies those got a movement from one quadrant to another quadrat (better or worse) 
from the previous year.  The company list can be shown as Table 2 below. 
 

Table 2.  List of Companies Change in Quadrant Category of BCG Matrix from 2009 to 2010 
 

No Company Name Category 
2009 

Category 
2010 

Remarks 

1 PT Ace Ina Insurance Cash Cow Star Increase in GWP Growth and Market 
Share 

2 PT Asuransi Axa Indonesia Cash Cow Star Increase in GWP Growth but decrease 
in Market Share 

3 PT Asuransi Bintang Tbk. Dog Qustion Mark Increase in GWP Growth and Market 
Share 

4 PT Asuransi Sinar Mas Cash Cow Star Increase in GWP Growth and Market 
Share 

5 PT Arthagraha General 
Insurance 

Qustion Mark Dog Decrease in GWP Growth and Market 
Share 

6 PT Asuransi Bina Dana Arta Tbk Star Cash Cow Decrease in GWP Growth and Market 
Share 

7 PT Asuransi Purna Artanugraha Star Cash Cow Decrease in GWP Growth and Market 
Share 

8 PT Asuransi Rama  Satria  
Wibawa 

Cash Cow Dog Decrease in GWP Growth and Market 
Share 

9 PT Asuransi Umum Mega Star Dog Decrease in GWP Growth and Market 
Share 

10 PT Citra International 
Underwriters 

Star Dog Decrease in GWP Growth and Market 
Share 

11 PT Pan Pacific Insurance Question Mark Dog Increase in GWP Growth and Market 
Share, but below average industry  

12 PT Zurich Insurance Indonesia Question Mark Dog Decrease in GWP Growth 

Source: Bapepam-LK 2011, processed 
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Critical evaluation 
This method can help the management to make strategy mistake, for example having a one reason will fits 
all strategy approaches, such as from data listed in Table 2, increasing in market growth and market share 
did not guarantee the company will move to a better category.  For example, PT Pan Pacific Insurance (no. 
11) got increasing in GWP Growth and its Market Share, but because of the GWP Growth 2009-2010 
(0.36%) is below than market growth of average industry (0.4%) and its market share in 2010 is just 0.48% 
still below than average market share (1.15%), the position in 2009 untenable.  The other hand, decreasing 
in market share is not necessarily move down the category since the market growth can be maintained, for 
example PT Asuransi Axa Indonesia (no. 2). 
 
The BCG matrix category makes a ranking only in market share and market growth.  By ranking category, it 
would be subjective analytical tool, comparing the data into actual business elements.  For example, the Dog 
category might make a profit without cash injection and therefore should be retained.  Poor definition of 
market share will lead to Dog being miscategorized as Cash Cow.  On the other side, the money of business 
unit in Cash Cow category must be diverted to fund the Star for future; because, the business unit can move 
from Cash Cow to Dog category. 
 
This analysis is based on one business unit portfolio in an industry and to determine the competitiveness of 
each company in health and personal accident insurance product to face up the SJSN program in 2014.  
The most important thing of each company to apply BCG Matrix for all products their owned is there should 
be balance of business unit portfolio across all four quadrants. 
 
CONCLUSION  
BCG Matrix method has some benefits for management, especially to assist managers to evaluate the 
product portfolio for future strategy.  But, there are several limitations:  increase in market share or market 
growth can not guarrantee the company to move to better category, it just the indicators and critical success 
factor for company for future action.  The other limitations are not too easy to get data of market share and 
market growth and the method can not be applied on new and small companies in the fast growing market 
share. 
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Table L-1.  Portfolio of Health & Persona Accident Insurance in General Insurance Industry 2009-2008 
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Source: Bapepam-LK 2010, processed 
 
 

Table L-2.  Portfolio of Health & Persona Accident Insurance in General Insurance Industry 2010-2009 
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Source: Bapepam-LK 2011, processed 
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Abstract 
Competition in the mobile telecommunications industry is currently more likely to fare wars, in which 
consumers are very sensitive to the magnitude of the rates given by the operator. The lower rates are given, 
the higher the interest of consumers to switch to the operator. So it is not found konsmen who are loyal to 
one service throughout the operator is able to provide the cheapest rates. Market structure that is usually 
seen from the number of players and their market share will determine the company's market conduct or 
behavior, which in turn can affect the performance of the company. Thereby further increasing the number of 
sellers will increase the competition, so that profits will decline. Meanwhile, the degree of product 
differentiation, knowledge of the seller and buyer of its products as well as the barriers to market entry also 
affects the power sellers in the market. 
Keywords: Competition, Indonesia Mobile Telecommunications 
 
INTRODUCTION 

The mobile industry is growing rapidly in Indonesia since 15 years ago, is evident from the number 
of mobile phone subscribers increased from year to year. Indonesia is the fourth in Asia after South Korea, 
China and Japan. Turnover rate of mobile phone subscribers in Indonesia is estimated to reach 8.6 percent 
in a month and can be compared with the turnover rate of customers in India to reach 4 percent per month, 
Malaysia 3.7 percent per month, Filipinos 3.1 percent per month, Thailand 2.9 percent per month, China 2.7 
percent per month, and Bangladesh 2.1 percent per month (www.datacon.co.id). 

In the monthly reports of Indonesian Commercial Newsletter (ICN) in March 2011 disclosed that the 
issue is currently in Indonesia operates seven mobile operator with a GSM (Global System for Mobile) and 
the other existing 4 operator CDMA (Code Division Multiple Access). According to data from the Directorate 
General of Post and Telecommunication, in the period 2006-2010 the average growth per year mobile users 
in Indonesia is 31.9% per year. Until the end of 2010 the number of cellular subscribers reached 211 million, 
of which 95% of GSM operators dominate the mobile market, the rest is the CDMA market by 5%. While 
mobile payment schemes, prepaid dominated (94%) and the remaining 6% of post-paid 
(www.datacon.co.id). 

The leader of cellular telecommunications market is currently dominated by Telkomsel with the 
number of subscribers has reached 94 million in 2010 with a market share of about 44.5%. Current range of 
mobile phones have penetrated to the remote areas. Since 2008 as a mobile operator Telkomsel has 
managed to reach 100% of all districts in Indonesia (www.datacon.co.id). 

The growth of mobile phone users in Indonesia is quite rapid, it is characterized by cellular 
penetration rate increases. With a population of 230 million people, teledensity in Indonesia for mobile 
phones is currently about 91.7%, while the other ASEAN countries are higher, such as Singapore reached 
100% (www.datacon.co.id). 

The rapid development of mobile business is attracting foreign investors to Indonesia, some 
operators from Asia such as Singapore Telecommunications Ltd (SingTel), Axiata Group Berhad (formerly 
known as Telekom Malaysia) and Maxis Communications Bhd of Malaysia has put its business to Indonesia 
to buy shares of mobile operators in in the country namely Telkomsel and XL Axiata (formerly 
Excelcomindo). Even the formerly state-owned telecom Indosat has been privatized, now majority owned by 
foreigners, namely Qatar Telecom Group by 65% by buying 41% owned by STT (Singapore 
Telecommunication Tecnologies), while the rest of the market through a tender offer, while the Indonesian 
government has only 15% (www.datacon.co.id). 

During 2007 has been popping up companies GSM-based mobile telecommunications, namely (1) 
PT. Natrindo Cell Phones is a mix between the Lippo Group of Indonesia to Maxis of Malaysia, and (2) PT. 
Hutchison Indonesia, which is a combination of PT. Cyber Access Communication (Barito Pacific) and 
Hutchison of Hong Kong. The second entry of new players, giving an indication that the Indonesian cellular 
telecommunication industry development is very rapid and exciting. 

The rapid development of the telecommunications industry was mainly driven by the developments 
of the mobile market. Where since the beginning of product development is different from fixed-line phones 
with wired networks monopolized by PT. Telkom. While cell phones from the beginning there was no market 
entry barriers for operators who are interested in this business, so competition between operators in this 
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market is quite fierce. Even lately has led to price wars. When seen the rapid development of mobile market 
is also followed by increasingly fierce competition between operators, so that existing services on the market 
are also more diverse with a variety of the more interesting features, a wider range, and the prices are 
getting cheaper. So that the benefits received by the public with the growing mobile market can be perceived 
by the public. 

Undang-Undang RI No. 36/1999 on Telecommunications provides the foundation for a competitive 
telecommunications market in Indonesia. Although it has not changed the position of the dominant PT. 
Telkom for the provision of fixed telephone services, both for domestic and long distance call until now. 
However, to date there are three operators that serve the fixed telephone service, but only the PT. Telkom, 
which can serve the whole of Indonesia. PT. Indosat ("Star One") only operate in and around Jakarta, 
Surabaya and surrounding areas, and areas Joglosemar (Jogjakarta, Solo and Semarang). While 
newcomers such as PT. Bakrie Telecom, which provide fixed wireless services have a market share of small 
and limited (service area of Jakarta, Banten and the surrounding area, but has had a FWA license for across 
Indonesia in late 2006) although it is very aggressive in marketing their products. So it can be said that the 
competition between fixed line operators are limited in densely populated areas. 

Nationally PT. Telkom can still be said to remain without a rival monopoly over fixed line with a 
cable or wirelessly within Flexi. Meanwhile, competition in the mobile phone has been more intensive. 
Where PT. Telkomsel and PT. Indosat has national coverage, while Exelcomindo has coverage in almost all 
regions except the Moluccas, and from the Fren Mobile-8 (When this has been taken over by the Sinar Mas 
Telecom) exist only on the island of Java, Madura and Bali. It can be concluded that competition between 
mobile operators is practically occur only in the third operator. Since 2008, PT. Telkomsel has mastered the 
49.98% of the market, which means it is a dominant player in the market. By looking at previous data it 
appears that market concentration is still high in the telecommunications industry. But it is understandable 
since the liberalization of the telecommunications industry conducted since 2002 have not been able to 
drastically alter the structure of the market quickly. However, the liberalization of the telecommunications 
industry has encouraged the entry of more operators, so that competition between operators in attracting 
customers is also getting tougher. 

In general it can be said that the liberalization of telecommunications markets of Indonesia has a 
huge impact on the telecommunications industry so that the public benefit as more operators enter the 
market and the diversity of services offered in the market with better quality and more affordable prices 
although to date the incumbent still has a dominant position in the market. 

Phone rates vary considerably, even the promotional rate offered extraordinary cheapness, 
according to a vigorous advertising carried out by the operator. Recent developments show that even the 
competition by offering a toll-free or sms with certain conditions occur. This is normal in the early stages of 
market development are still looking for balance. Especially for the telecommunications industry is very 
dynamic and full of technology is a natural thing for companies to test the market, measuring the reaction of 
competitors, and changing their behavior to suit the conditions of competition and strategy. 
 
Literatures 

Porter (2007:34) develop concept in the industry competition analysis to identify key structural 
aspects of the industry that determines the strength of the industrial competitiveness and hence profitability 
of the industry. Purpose of competitive strategy for a business unit within an industry is to find a position in 
the industry in which companies can protect themselves as well as possible to the strength of competitive 
pressures or the pressure can affect positively. 

Porter (2007:36) put forward his observations of the five forces that affect the analysis of 
competition in an industry, consisting of: 

1. Potential entry of new entrants 

The entry of new entrants into the industry depends on the existing entry barriers and reaction 
in an existing business. When efforts to break through the barrier requires a huge sacrifice and 
a strong resistance, then the threat of new entrants will be low. 

2. The threat of substitute products 

Substitution products with the industry to limit the potential earnings ceiling pricing provided by 
the company in the industry. Increasingly attractive alternative to the prices offered by the 
product substitution will also tighter restrictions on industry profits. 

3. Bargaining power of buyers 

Buyers compete with the industry is by way of forcing prices down, ask for high quality 
standards and demanding higher service than what they should receive. 

4. Bargaining power of suppliers 
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Suppliers can use the bargaining power by threatening to raise or lower the quality of its 
products. If the supplier will be able to suppress the strong profitability of the industry. 

5. Competition between existing players in the industry. 

Competition among industry players in the form of a race to get a position with certain 
strategies such as price competition, product superiority or cost, improve services. 

In a competitive environment, competitors find extremely important for the formulation of 
appropriate strategies and effective. Companies must continue to observe and compare products, prices, 
distribution channels and promotion of their competitors. In this way companies can determine where lies the 
strengths and weaknesses of the company. 

According to Porter (2007:34) the industrial structure has a strong influence in determining the 
competition. Competition in an industry rooted in its underlying economic structure and goes beyond the 
behavior of existing competitors. The state of competition in an industry depends on five forces of 
competition, namely the threat of new entrants, the level of rivalry among existing competitors, pressure of 
substitute products, bargaining power of buyers and bargaining power of suppliers. 
 
Competitive Strategy in the Industry 

Understanding of competitive strategy, according to David (1996:32) is a company that shows very 
high performance (superiority) in terms of: cost, quality, innovation, and responsive to consumer response. 
In addition Trout (2004:22) expressed on competitive strategy is the company that will survive in the 
competitive world. Further, according to Porter (2007:71) states that competitive strategy is a company that 
has the advantage of differentiation, focus and cost leadership. While Hamel and Prahalad (1995:42), 
competitive strategy is the ability of companies to find out information in the future by building the capacity of 
the core (core competence). While Pearce and Robinson (1997:110) revealed that compete starategi a 
company's ability to cope with competition. So on the basis of opinions of the above it can be synthesized 
that competitive strategy is a firm's ability to face competition based on the company's internal capabilities 
such as cost, innovation, responsiveness to consumer, business focus and core competencies 

According to Porter (2007:71), the strategy allows the organization gain a competitive advantage 
from three different basic kinds: cost leadership, differentiation, and focus. Porter named all of this general 
strategy. Emphasis on cost leadership makes a standard product with a very low cost per unit to consumers 
who are sensitive to price changes. Differentiation is a strategy with the goal of making products and 
providing services that are considered to be unique throughout the industry and aimed at consumers who 
are relatively insensitive to price changes. Focus means making products and providing services that meet 
the needs of small groups of consumers. 

1. Cost Leadership Strategy 

Porter strategy implies the organizational structure, control procedures and incentive systems are 
different. The bigger the company the greater access to resources, generally compete on the basis of 
cost advantage and/or differentiation, while smaller companies often compete with the basic focus. 
 

2. Differentiation strategy 

Differentiation strategy offers several levels of distinction. Differentiation does not guarantee a 
competitive advantage, especially when the product standard is sufficient in meeting customer needs or 
if competitors can quickly imitate. Durable goods (durables) are protected by various barriers that can 
not be quickly imitated by competitors is the best. Successful differentiation of products can mean 
greater flexibility, greater compatibility, lower costs, better services, less maintenance, more 
comfortable, or more prominent. Product development is an example of a strategy that offers the 
advantages of differentiation. 

3. Strategic Focus 

Successful focus strategy depends on the industry segment that is of sufficient size, have good growth 
potential, and this is not very decisive for the success of other major competitors. Strategies such as 
market penetration and market development offers considerable advantages for focus. Companies with 
medium to large size can effectively implement the basic strategy of focusing solely in connection with 
the basic strategy of differentiation or cost advantage. All companies basically follow the strategy of 
differentiation. Because only one company can differentiate itself with the lowest cost, other companies 
in the industry must find other ways to differentiate their products. 
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Study of the Cellular Telecommunications Industry Competition Indonesia 
Several previous studies have been conducted by various researchers associated with the mobile 

telecommunications industry competition as presented by Pratomo and State (2007:2) with Adiningsih 
(2007:3), namely the SCP approach, while Sugiyono (2002:4) has an approach that different, the 
engineering process model, DEA, and econometric. The results of the three researchers were able to be 
delivered where, according to Sugiyono (2002:4) competitive mobile telecommunications industry will allow 
the efficiency of the fellow players, as each player is required to use the latest technology to produce 
cheaper production costs, in addition to the paradigm competition will shift from monopoly to competition is 
natural. Hereinafter Pratomo and State (2007:2) revealed that the existing level of competition is more likely 
to be dominated by Telkomsel as the market leader, so the company became dominant in setting the market 
price. While Adiningsih (2007:6) suggests that the structure of the mobile telecommunications market is an 
oligopoly, but his fellow players in addition to competing on price, and has not been possible conspiracy 
among the players in the market price. 
 
 
Conceptual Model 

Conceptually, the approach to the analysis of industry competition according to Porter (2007:43) 
can be presented as in Figure 1 below, where in the chart, there are five aspects in the structure of industry 
competition, the intensity of competition, bargaining power of buyers, bargaining power of suppliers, threat 
product substitution, and the potential presence of new players. 

 
Figure 1. The Structure of Industry Competition 

 
RESEARCH METHODS 

These methods are deskritif analytical penilitian which is intended to give an overview of research 
on a phenomenon or a particular issue, which has no information about the symptoms, but not sufficient, 
requiring a more detailed description by identifying the factors considered in formulating the strategy. These 
factors were divided into two parts, the company's external and internal factors. 
Data acquisition will be through library research methods and secondary data research sourced from over 
Depkominfo, quarterly financial statements of PT. Indosat and PT. Telkomsel, PT issuers report. Indosat and 
PT. Telkomsel and magazines that discuss mobile telecommunications industry. 
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DISCUSSION 

Actors in the telecommunications industry is not much as in a perfectly competitive market 
structure, which in practice the market structure of perfect competition are rarely encountered. Oligopolistic 
market structure is characteristic of the telecommunications industry worldwide. However, the oligopoly 
market does not by itself followed by a horizontal conspiracy in the form of cartel example. Facts in 
Indonesia showed that the cartel in the form of price fixing or market division does not occur, instead of price 
wars, accompanied by various forms of non-price competition. 

Liberalization of the telecommunications industry in Indonesia that began with the publication of the 
Telecommunications Law Number 36 year 1999 has opened a new chapter for the development of the 
telecommunications industry. Moreover, since 2002 the government has opened wide the entry of new 
operators in the telecommunications market in Indonesia to address the problem of low teledensiti been a 
widely depending only on the PT. Telkomsel and PT. Indosat as an operator which is a state-owned 
enterprises. Until now the government is a majority and controlling shareholder in both companies, 
especially in determining the policy direction of the company and the expansion plans. Therefore, the 
government holds a strategic function in promoting a more dynamic expansion in the future. It is recognized 
that the shortage of funds for expansion or investment led to the telecommunications infrastructure is less 
developed than the potential and needs of the community. Moreover, until now is still about 60% of the 
villages in Indonesia have not been served by the phone. It is therefore recommended that the government 
invite more entry of new operators in the hope to overcome these problems to meet the needs of the 
community a broader telecommunication services. 

Although many new operators enter the market but the old operator who has a dominant position 
still has a large market share in both the wireline or wireless fixedline even in Hollywood. This is 
understandable because of Incumbency advantage is applicable to the telecommunications industry. Where 
the incumbent has advantages because it has a network and vast infrastructure already built. So it is not 
easy for newcomers to compete in the same market. Yet given the geographic and population of Indonesia 
is very large and underserved, is an attraction for new operators enter the market for both wireless and 
cellular fixedline. Where the inter-operator with a variety of platforms generally use low prices to attract 
consumers. So that eventually the price war is inevitable. 

Can be seen by naked eye from a variety of advertisements in various media. Even among the 
many customers who also use it. The entry of new operators, intense competition makes a wide range of 
services offered is also increasingly diverse, the number of subscribers is also increasing rapidly, the price is 
also more affordable, and increasing service quality, especially for mobile. So of course the general public 
benefit from the new development is good because the prices continually fall and competing services from 
one operator to another operator. This suggests that although the structure of the Indonesian 
telecommunications market is a tight oligopoly but a price war among operators can happen, worries seem 
to conspiracy in this industry do not appear on the market. 

When viewed level of industrial competition that occurs in mobile telecommunications is based on 
Porter's Five Forces approach, it can be delivered the following: 

1. Intensity of Competition 

Intensity of competition in the industry until 2011, the tendency is very high, but controlled by two 

major players, the big players include Telkomsel ranks first with the acquisition of as much as 

49.98%, 29.30% followed by Indosat and PT. Excelcomindo Pratama Tbk (XL) 20.73%. For the 

category of CDMA, Telkom Flexion ranks first, and then nerikutnya is Esia and StarOne. 

Competition that occurs in the communication tariff competition among companies both GSM and 

CDMA berteknologikan. This competition gives the advantage to users because they get more 

affordable rates, while the company will be a threat if they do not have the ability to anticipate the 

production and operational costs will be bankruptcy. 

2. Threat of New Entrance 

The threat of the coming of new players were allowed to attend because the mobile 
telecommunications market in Indonesia is still wide, because with a population of more than 215 
million people, cell phone users in Indonesia have reached 15%, so it is still very wide open for 
newcomers to play at market Indonesian cellular telecommunications. 

3. Threat of Substitute Products 

Product substitution in mobile telecommunications services are pagers and walkie-talkie, but both 
products have many limitations, so the threat of substitute products do not provide 
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telecommunications services for mobile GSM and CDMA. In addition, there is no official data that 
states the growth of both types of product substitution, as used by a limited circle, such as walkie-
talkies used by agencies for internal communications. 

4. Bargaining Power of Customers 

Bargaining power of customers have high strength, due to the high level of competition and the 
large number of GSM and CDMA operators to provide effective rates, then the customer has the 
freedom to choose which operator has the least expensive service and rates. So that this condition 
menajadi threat to companies that just do not have the competitiveness of the industry. 

5. Bargaining Power of Suppliers 

Bargaining power of suppliers is high because the supplier of GSM and CDMA has a limited 
amount, such as Nokia, Alcatel, Siemens and Sony Erricson. So that by the number of operators as 
many as 10 companies and technology suppliers a limited amount of bargaining power of suppliers 
is very strong. 

 
On the basis of the cellular telecommunications industry competitive conditions based on Porter's 

Five Force approach, it can be concluded as follows: 
1. Level of competition is very high and dominated by two large players that dominate the market 

above 50% is Telkomsel and Indosat. Competition between operators is only focused on the war 

through the reduction of tariff rates, but does not affect the performance of the company. 

2. The new players were allowed to attend for mobile telecommunications market in Indonesia is still 

widespread, a population of more than 215 million people, cell phone users in Indonesia have 

reached 15%, and industrial growth is very high and the highest compared to some regional 

countries in Asia; 

3. Substitution products have low competitiveness, so the existence of this industry is still potential. 

4. Community telecommunications users have a high level of loyalty to one brand that has credibility, 

and consumers follow the development of mobile technology feature. 

5. Vendor technology controlled by NOKIA, Alcatel, Siemens and Sony Erricson. 

Conditions presented above, the key success factor for companies that want to succeed in the 
mobile telecommunications industry are: 

1. Having a reliable telecommunications technology and backed by leading telecom vendors; 

2. Able to manage and produce a low cost-efficiency so as to compete in the saving rate; 

3. Able to differentiate the different products that are not only limited to voice and SMS services, but 

they are packed in the form of other services such as mobile TV.; 

4. Able to find a new niche market, because markets in the major cities have been populated by 10 

old players. 

 
Porter (2007:71), which revealed that one common strategy given were cost leadership strategy, 

the strategy emphasizes on making a standard product with a very low cost per unit to consumers who are 
sensitive to price changes. 
Similarly expressed by Kuncoro (2007:151) that the performance of companies in the industry is the result of 
which is influenced by the structure and behavior of the industry in which the usual result is identified with 
the size of the market share or the amount of profit a company in an industry. Furthermore the company's 
performance can be reflected through the company's ability to undertake efficiency. That is, through the 
efficiency of the company will be able to suppress the market prices and market mastering. 
 
CONCLUSION 
 

Competitive conditions that are more likely to occur when the price war, in which the consumer 
industry is very sensitive to the magnitude of the rates given by the operator. The lower rates are given, the 
higher the interest of consumers to switch to the operator. So it is not found konsmen who are loyal to one 
service throughout the operator is able to provide the cheapest rates. 

The analysis that has been presented above, it is known that the market structure that is usually 
seen from the number of players and their market share will determine the company's market conduct or 
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behavior, which in turn can affect the performance of the company. Usually the growing number of sellers 
then the competition will increase, so that profits will decline. Meanwhile, the degree of product 
differentiation, knowledge of the seller and buyer of its products as well as the barriers to market entry also 
affects the power sellers in the market. 

These conditions have an impact on the operators who play on the mobile telecommunications 
industry in Indonesia. Every company should be able to suppress the lowest possible price than its 
competitors, thus impacting the company's ability to perform efficiency. Based on the results of studies have 
demonstrated that the lower the pressure the company in operating expenses or the cost of business, the 
higher the company to improve profit margins. So that in the competitive industry will be dominated by 
companies that have the ability to reduce the cost of business, as practiced by Telkomsel and Indosat that 
dominate the market of this industry. 
 
Recommendation 

Tariff is one aspect that is important in the competitive landscape of the mobile telecommunications 
industry, so companies are required to have the ability to reduce operating costs so as to provide 
competitive rates in the market. 
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Abstract 
Many ways for companies to make performance improvements, among which are to address the issue of 
compensation and a comfortable working environment. Therefore, the company expected to make a good 
compensation system, which system should describe the provision of fair and reasonable compensation for 
any type of work and the company is able to create a good working environment in order to give the 
impression of comfortable, pleasant, and reassuring. This research suspect that factors of financial 
compensation and physical work environment affect employee performance at this small firm. This studies 
only replication form others situation to prove the accurate of the theory. Methodology use in this research is 
classic regression using SPSS 16. Samples is all population in small firm (only 38 person). Constructs of 
three variable are valid and significant. Based on the result of this research. Financial Compensation and 
physical working environment contribute 44 % of worker performance. It means the construct of variables 
cannot describe this research well. We should make a lot empirical studies in small firm characteristic 
behavior especially in Indonesia culture business organization.  

 
 

BACKGROUND 
 
The success of the organization depends on human resource. Human resource is so important. It is clear 
that human resource management is an essential element in any and all organizations, because without a 
good human resources the industry itself cannot function properly. People work to earn money, so they 
expect to get remuneration to their needs level.  
 
Many ways for companies to make performance improvements, among which are to address the issue of 
compensation and a comfortable working environment. Therefore, the company expected to make a good 
compensation system, which system should describe the provision of fair and reasonable compensation for 
any type of work and the company is able to create a good working environment in order to give the 
impression of comfortable, pleasant, and reassuring.  
 
While the results of interviews with the sales manager and personnel manager in this firm obtained 
information that the employee's performance tends to decline, so need to figure out a problem that affects 
the employee's declining performance. 
 
This research suspect that factors of financial compensation and physical work environment affect employee 
performance at this small firm. This studies only replication form others situation to prove the accurate of the 
theory 
 
Based on the above description, then this research will identify the issues as follows: 
A. How does the influence of financial compensation to worker performance at small firm? 
B. How does the physical work environment to worker  performance at small firm? 
C. How do the influence of financial compensation and physical working environment to worker  
     performance? 
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Study of Theory 
 
Compensation 
One of the goals of human resource management, which the organization has a workforce motivated and 
high performing, as well as equipped to deal with changes that can meet the needs of workers. One way to 
improve motivation work performance is compensation.  
 
According to Singodimedjo [2009], compensation is all remuneration received by an employee of the 
company as a result of the services or labor that has been given to the company. Sutrisno [2009], the 
compensation is calculated based on job evaluation. Budiar [2004],  compensation interpreted as a set form 
of rewards (in the form of material or non-material) provided by the organization to employees as 
remuneration for the work they done. In compensation seems an exchange, in which a person gives to the 
organization and the organization's ability to give in return, so the organization can achieve its goals with the 
help of employees. Based on the above definition of compensation to some experts, it can be concluded that 
compensation is a reward that must be given to the employee for their contributions in accordance with the 
agreement of both parties. 
 
Types of Compensation according to Panggabean [2009], compensation can be divided into: a) Direct 
Compensation (Financial) is compensated directly perceived by the recipient, in the form of salaries, 
allowances and incentives are the rights of employees and the company's obligation to pay. b) Indirect 
compensation (non-financial) is the compensation that cannot be felt directly by the employee, the benefits 
and services (support services). Benefits and services are provided additional compensation based on 
company policy to all employees in an effort to improve their welfare. Such as pensions, sports and 
excursions (family gathering). 
 
Compensation has a significant function in the smooth course of the organization or company. According to 
Samsudin [2006], the compensation has several functions as follows: 
a) Allocation of human resources efficiently.  
b) The use of human resources more efficiently and effectively.  
c) Encourage stability and economic growth. Compensation system can help to stabilize the organization 
and encourage overall economic growth. 
 
 
Indicators - Indicators of Financial Compensation. According to Eka and Subowo [2005], indicators - 
indicators to measure the financial compensation is: salaries, incentives, transportation allowance, health 
benefits, family allowances. 

  
Working Environment 
Santoso [2001], that the management company should build a climate and working atmosphere which can 
evoke a sense of kinship to achieve common goals. The management company should also be able to 
encourage initiative and creativity. Such conditions was then united in creating enthusiasm for the company 
to achieve organizational goals. The working environment around the worker should receive attention. 
Because it is one way that can be taken to ensure that employees can perform the task without interruption 
so that they can devote full attention to his work. 
 
Sihombing (2004) stated the work environment is beyond human factors both physical and non physical, 
which is less a work environment that supports the implementation of the work contributed to poor 
performance, such as lack of working tools, airless room work, and lack of ventilation. 
 
According to the Sofyandi Mardiana (2008) "The working environment is an environment in which 
employees perform their daily work". Conducive working environment to provide security and enable staff to 
be able to work optimally. Work environment can affect the emotions of employees. If the employee enjoys a 
work environment where she worked, then employees will be comfortable in the workplace for work activities 
so that time is used effectively and optimistic work performance of employees is also high. The work 
environment includes the working relationship formed between fellow employees and the working 
relationship between subordinates and superiors as well as the physical environment where employees 
work. 
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Based on the opinions of the experts above, it can be concluded that the work environment is a place where 
employees do their daily work, including the working environment both physical and non physical. According 
Sedarmayanti [2001] stated that in general, this type of work environment is divided into two namely: (a) the 
physical work environment is all that there is a physical condition in the workplace that may affect employees 
both directly and indirectly (such as: job center, chairs, tables, lighting, noise, color, air circulation and so 
on), and (b) non-physical work environment is all the circumstances relating to labor relations, good relations 
with superiors and fellow co-worker relationships, or relationships with subordinates.     
 
Indicators - Indicators of Physical Work Environment. According Eka and Subowo [2005] are: workspaces, 
temperature of air, lighting, facilities work equipment, noise. 

 
Worker Performance 
Basically an employee's performance is a thing that is individualized to each employee skill levels varying in 
doing his job. Every effort in the company's management, in particular human resource management (HRM) 
is to enhance both individual and organizational performance. According to Luthans [2006], performance is 
defined as the degree individual can do his job or achieve goals successfully. Prawiro [2006] suggested the 
result of work that can be achieved any person or group of people within an organization in order to achieve 
organizational goals within a specific time period. Gani [2009] execution of work the employee to the 
organization where he worked as an employee. Mathis (2006), the performance of individual employees are 
the factors that influence the success of an organization. Based on definition of employee performance of 
experts above, it can be concluded that the performance is the quality and quantity of the work (output) of 
individuals and groups in a particular activity caused by natural ability or capacity gained from the process of 
learning and desire. 
 
Performance Evaluation is a method and process of assessment and implementation of the tasks a person 
or group of individuals or work units within a company or organization in accordance with performance 
standards. The purpose of performance evaluation is to ensure the achievement of corporate goals and 
objectives and also to know the position of the company and the achievement of corporate objectives, 
particularly to determine if a delay or irregularity to be corrected immediately, so that the goals and 
objectives will be achieved. Mathis and Jackson [2006] explained Performance Assessment is the process 
of evaluating how well employees perform their jobs when compared to a standard set and then 
communicate that information to employees. 
 
Indicators Employee Performance Indicators according to Eka and Subowo [2005], are Quality of work, 
Quantity of work, Knowledge, Creativity, Cooperation. 

                                  
Picture 1. Framework for This research 
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 Financial compensation (X1): (X1.1) Salary, (X1.2) Incentives, (X1.3) transport allowance, (X1.4) 
Health Benefits, and (X1.5) Family allowances. 

 Physical Work Environment (X2): (X2.1) Workspaces, (X2.2) The air temperature, (X2.3) Lighting, 
(X2.4) Facilities work equipment, and (X2.5) Peace. 

 Performance (Y): (Y.1) Quality of work, (Y.2) Quantity of work, (Y.3) Knowledge, (Y.4) Creativity 
and (Y.5) Cooperation. 

 
Sugiyono  [2005], the hypothesis is a temporary answer to the formulation of research problems. Said to be 
temporary because the answers given are relevant only in theory, not based on empirical evidence obtained 
through data collection. Broadly speaking, through this research will be hypothesis:  
H1.  Financial compensation significantly positive influence worker performance. 
H2.  Physical work environment significantly positive influence worker performance 
H3.  Financial compensation and physical working environment significantly positive influence  
        worker performance. 
 
Methodology use in this research is classic regression using SPSS 16. Samples is all population in small 
firm (only 38 person). Constructs of three variable are valid and significant. 

 
Picture 2. Demography of respondent, Data 2011 

 
 

Result of regression : Table 1. Coefficients 

Model 

Unstandardized Coefficients 
Standardized 
Coefficients 

t Sig. B Std. Error Beta 

1 (Constant) 1.139 .523  2.176 .036 

Financial compensation .525 .151 .487 3.466 .001 

physical working 
environment   

.216 .106 .287 2.043 .049 

a. Dependent Variable: worker Performance     

Y = a + b1X1 +b2X2 = 1,139 + 0,525X1 + 0,216X2 

 
Based on the result of this research. Financial Compensation and physical working environment contribute 
44 % of worker performance. It means the construct of variables cannot describe this research well. We 

 
Result of regression : Tabel 2. Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

Change Statistics 

R Square 
Change 

F 
Change df1 df2 

Sig. F 
Change 

1 .664
a
 .440 .408 .430848 .440 13.772 2 35 .000 

Predictors: (Constant), Financial compensation and physical 
working environment 
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should make a lot empirical studies in small firm characteristic behavior especially in Indonesia culture 
business organization.  
Limitation of this research depend on choosing methodology. Author thinks that using structural equation 
model more appropriate to analysis this research. Sem can predicr latent variabel more deeply. 
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ABSTRACT 
 
This study is an attempt to explore an important variable in the management strategic of culture and tourism 
in North Sumatera Province by using limited information sources including literatur and other relevant 
research. The objective is to provide inputs for the preparation plans of culture and tourism development 
strategy for North Sumatra province government. Tourism in Bali used as a comparator which has now 
entered the development aspects of quality, when compared to North Sumatra was at the stage of quantity, 
especially the infrastructure. Tourism development would viewed from the dimensions of economic, social, 
cultural, environment, political and information and communication technology in North Sumatra is still 
lacking, so that in future is necessary all parties (stakeholders) sit together to prepare a strategy plan for 
tourism and culture development in North Sumatra. Team recomended five strategic plan especially to 
implementing the acceleration of infrastructure development of art, culture and tourism of North Sumatra to 

increasing more than 10 % visitors in 2012, and tactical plan preparation guidelines for Local Government and 
Municipality. 
  
Keywords: Sustainable community tourism, Tourism infrastructure, Tourism dimension 
 
INTRODUCTION 
 
To review of tourism management in Indonesia has not completed if not decomposed in the right strategic 
management at the provincial government and city district level that does not exist or has not been arranged 
properly. At the central government to make policies and plans for a national strategy and each design their 
own autonomous region-level strategic plans with respect to and guided by a strategic plan and a national 
tourism policy. The purpose of this paper is to provide advice to the Government, especially the North 
Sumatra Provincial and Local Government and Municipality in order to have clear objectives and appropriate 
targets tourism development potential in the long term future. The assessment is based on data and facts 
are available, although data are still very minimal Sumut tourism rather than tourism data Bali Province. 
Tourism in Indonesia is an important component in the Indonesian economy as well as a source of foreign 
exchange income. 
 
In 2009, the number of international tourists arriving in Indonesia rose 3.6% to 6.45 million from the arrival of 
6.43 million in 2008. The economic impact of tourism further by the year 2009 saw the entry of USD $ 
6.300.000.000 spent by international tourists in Indonesia, on an average spend of USD $ 129.57 per day 
and USD $ 995.93 per visit. While the number of arrivals increased in 2009, but total spending per visitor 
revenue decreased due to the decline of the world financial crisis may be only USD $ 1,070,000,000 when 
compared with the previous year.  
 
The end of January 2011 the Minister of Culture and Tourism Jero Wacik announced that the logo 
"Indonesia Indah" will replace "Visit Indonesia Year" as the logo used in tourism promotion campaigns. 
Minister of Tourism and Culture announced that by 2010, foreign tourists visiting Indonesia to touch 7 million 
and making predictions become a target of 7.7 million in 2011. Competitiveness of Indonesia's natural 
beauty, unique culture, foods are varied, and the hospitality of our nation is expected to earn USD 8.3 billion 
U.S. dollars. Minister of Culture and Tourism added that 50 percent of the revenue will be generated from 
about 600 meetings, conventions and exhibitions which will be conducted at various places throughout the 
region in 2011. 

mailto:menara0110@yahoo.com
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                           Table 1. Visitor Arrivals to Indonesia 2001-2009 

YEAR VISITOR ARRIVAL 

AVERAGE EXPENDITURE  
PER PERSON (US$) 

AVERAGE LENGTH 

OF STAY 

TOURISM  

(Million US$) 
PER VISIT PER DAYS 

2001 5.153.620 1.053,36 100,42 10,49 5.396,26 

2002 5.033.400 893,26 91,29 9,79 4.305,56 

2003 4.467.021 903,74 93,27 9,69 4.037,02 

2004 5.321.165 901,66 95,17 9,47 4.797,88 

2005 5.002.101 904,00 99,86 9,05 4.521,89 

2006 4.871.351 913,09 100,48 9,09 4.447,98 

2007 5.505.759 970,98 107,70 9,02 5.345,98 

2008 6.429.027 1178,54 137,38 8,58 7.377,39 

2009 6.452.259 995,93 129,57 7,69 6.302,50 

Source: Statistical Report on Visitor Arrivals to Indonesia 
  
Observing the development of tourism in some regions, especially at Bali Province which used as a 
comparison, because very often the question arises why the development of tourism in Bali is more 
advanced than Lake Toba. The easiest answer is that both the location of the tourist destination in many 
ways different. If the visits of foreign tourists to Bali many as 1,942,046 visitors, and domestic as much as 
696,305 visitors with a total 2,638,351 people who signed in Bali and stayed on average for 3 days at the 
hotel and various other accommodation throughout the year 2008. Bali today focuses on the topic of Quality 
Tourism Management, and would prefer quality over quantity. Meanwhile, in the same year the number of 
foreign tourists coming to visit North Sumatra is estimated as many as 220,000 people, while domestic 
tourists are 3 (three) times higher than foreign tourists, about 660,000 people. Aspects that deserve attention 
and is very decisive factor is community participation, management of tourist sites are supported by the 
availability of infrastructure such as access to transportation, hotels and restaurants, banks, markets, 
including socio-cultural aspects of society in both the province. When viewed from the geographical aspect, 
that of North Sumatra is a province that is close to neighboring Malaysia and Singapore who traveled by 
plane less than an hour, even from Thailand less than two hours. 
 
The problem is the low number of tourists visiting the tourist areas of North Sumatra, especially around Lake 
Toba. In addition to the area around Lake Toba, it is probably not forgotten the west coast of North Sumatra 
that has not worked intensively, while the Nias and surrounding islands have also not been touched from the 
aspect of tourism. If the Province of Bali is more advanced in the field of tourism because it was entered at 
the level of quality problems, while North Sumatra tourism development still focuses on quantity. This study 
is empirical and explorative based on data and facts, with the hope in the future a variety of data and facts 
and sources of more complete information needed especially in North Sumatra. There is no harm if the 
management system of Bali tourism information directly in the "copy paste" of North Sumatra. 
Expected benefits from tourism are increasing people's income and government revenue related to tourism 
services in the province of North Sumatra including the District and the City, so it is considered feasible in 
terms of ROI (return on investment), government, private and community in the long term, and the results 
can also be enjoyed by people of North Sumatra either directly or indirectly. 
 
DISCUSSION 
 
Sumut dropping from Bali to be appointed as a comparative study of materials to repair various things in the 
tourism sector in North Sumatra in quantity and quality although there was indeed a difference. Immediately 
after the recovery of tourist visits to Bali from abroad after the first Bali bombing and the Bali bombing II, 
show that Bali is a priority location for many foreign and domestic tourists. The speed and accuracy of the 
government and security forces deal with the heartbreaking events that are one of the considerations of the 
tourists still make Bali as their target destination. At the time of this writing after earthquake and devastating 
tsunami that shook nuclear power plants Fukushima Japan, including the spread of radiation that is feared 
by so many Japanese people for a moment forget that tragic event with a holiday to Bali, the acceptance is 
treated specially by the Government and people of Bali in atmosphere'm sorry.  
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By looking at significant physical differences, the area of North Sumatra more than 12 times from Bali, also a 
population of about four-fold. But the number of foreign tourists coming to Bali about 10 times more than 
foreign tourists coming to the North Sumatra as presented in table 2 below. Comparison of foreign tourists 
versus domestic tourists in Bali 3: 1, while in North Sumatra is inversely proportional to 1: 3. 

 
Table 2. The data base of Tourism in North Sumatra Province with Bali Province 

Caracteristics Sumut Bali 

Area 70.787 sq.km 5.636 sq.km 

Total population 13 248 386 3 247 772 

Number of Districts/City 32 9 

Number of Sub Disricts 417 57 

Number of foreign tourists 
200.000 (2008) 

Estimated Jan-Des. 
1 942 046 (2008) 

Number of domestics tourists 
600.000 (2008) 

Estimated Jan-Des. 
696 305 (2008) 

Hotel Occupancy Rate  42,57 % (January 2011) 64,66 (January 2011) 

Pillars Agriculture, Tourism, Handicraft Agriculture, Tourism, Handicraft 

 
Tourist arrivals (tourists) over the years continued to increase in North Sumatra, as evidenced by data from 
the Central Bureau Stastik (CBS) North Sumatra. Based on the dissemination of statistics that the visit of 
foreign tourists who arrived in North Sumatera through three entrances, namely; Polonia airport, Port of 
Tanjung Balai, and the Port of Belawan. During July 2009 alone there were 15,187 people who travel in 
North Sumatra, after earlier in the month of June 2009 amounted to 15,206. When compared on the basis of 
July 2009 to July 2008 increased by 12.75 percent. In July 2008 amounted to 13 470 people, while in July 
2009 amounted to 15 187 people. The cumulative period from January to July 2009 the number of foreign 
tourists visiting the North Sumatra reached 94,856 people, which means increased 15.09 percent over the 
same period the previous year which amounted to 82 417 people. Based on BPS data, the increase in 
foreign tourists visiting the place through Polonia Airport, which is the main entrance that is equal to 24.88%. 
 
Regarding the decline in foreign tourists visit in July 2009 compared to the previous month, June 2009, 
partly due to the decrease of tourists from Japan amounted to 32.42%. Then Singapore amounted to 
14.49%, 7.14% South Korea, Australia and the U.S. amounted to 6.13% down 3.77%. The decline is in line 
with the global financial crisis that started from the United States and spread throughout the world, so that 
the World Bank accounts for only 3 (three) countries that are still experiencing positive economic growth 
(China, India and Indonesia). The trend of foreign tourists visiting North Sumatra from July until the end of 
December each year shows an increase. The above list will not be Relevant associated with the earthquake 
and tsunami and the Fukushima nuclear power plant due to damage to the spread of radiation, possible 
easing of Japanese tourists came to Indonesia and foreign tourists avoid the area of Japan and around 
countries 
While the data somewhat difficult to trace domestic tourists, who were nearly three times more than the 
foreign tourists, who arrived apart from Polonia, Belawan, Sibolga, also from Rantauprapat (East Line 
Sumatra) and Padang Sidempuan (Line West Sumatra). If domestic tourism look even smaller proportion of 
foreign tourists to Bali, then to North Sumatra is reversed, that while domestic tourism is estimated that 
greater than the number of tourists every year. Maybe someday if more stable tourism management in North 
Sumatra hopefully changes these data will eventually imitate Bali. This expectation is not impossible 
considering "capital" of North Sumatra in developing tourism is sustained by natural circumstances is 
fantastic, especially around Lake Toba and the west coast of Sumatra which is still relatively untouched by 
either, including aspects of art and culture that are still sleeping. It is not wrong if Bali used as a comparison, 
does’t mean that all models of Bali would be"copy paste", at least look at some things that are considered 
relevant to be replicated in accordance with the conditions of North Sumatra. 

 
WORLD TOURISM 

 
Based on data from World Tourism Travel and Tourism Council (2004), that acceptance of the tourism 
sector by the end of 2004 has reached USD $ 727.9 billion, and create as many as 214 million jobs and 
contribute to the gross domestic income (GDP) of USD $ 5 , 5 trillion, or 10.4 percent of total world GDP. 
Indonesia's tourism industry, according to records released The Travel and Tourism Competitiveness Report 
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2009, World 81 ranks, while Singapore, a fellow ASEAN member countries, made it into the top ten (top ten) 
of the world. 
Thus the results of the research group "think tank" based World Economic Forum in Switzerland. Data 
collected The Travel and Tourism Competitiveness Report based on published data and inputs from 
international business leaders. For ASEAN countries, Singapore ranks first, followed successively Malaysia 
(ranked world-32), Thailand (ranked 39), Brunei Darussalam (69), Indonesia (81), Philippines (86), Vietnam 
(89), and Cambodia is ranked 108. Ranking Top Ten consecutive acquired Switzerland, Austria, Germany, 
France, Canada, Spain, Sweden, the United States, Australia, and Singapore beat Hong Kong ranked at 12, 
and Japan at number 25. While South Korea was in position 31, Taiwan (41), China (47), and India ranked 
62. 
 
Entering the 21st century, the globalization of capital or investment, population mobility and advancement in 
the field of transportation and information technology has encouraged the tourism industry into one of the 
largest industries in the world. Tourism is an interesting industry because of its ability to create revenue, 
taxes, currency movements and a high turnover in various forms and the work has provided a significant 
economic contribution to society in various countries around the world. Although tourism has brought 
economic benefits, also once an important negative impact on the next elimination, such as environmental 
degradation, negative impacts on local social culture as well as destruction of habitat environment. Tourism 
is not well planned will bring unwanted side effects that require conservation efforts and efforts to use natural 
resources better devoted to people's lives better in the economic development of short and long term 
(Richard & Hall, 2000)

  

The decision makers are expected to increase concern in developing and building tourism based on the 
management of a comprehensive strategy and planning. Since a long time many researchers observed that 
the development of sustainable tourism in practice is still very limited in terms of management planning and 
monitoring system particularly at local level (Butler, R, W., 1999). Sustainable development for tourism 
communities should aim to improve the population quality of life by optimizing the local economic benefits, 
by protecting the natural environment and build and deliver high-quality experience for visitors. Tourism 
development must provide long-term economic relationship between the public area of tourism and industry. 
It also should minimize the negative impacts of tourism on the natural environment, and improve social 
welfare culture. Community stakeholders, including governments, tourists, hosts, tour operators and other 
tourism-related business with must assume responsibility for ethics and code of ethics (Fennell, 1999; 
Herremans & Welsh, 1999). Decision-making and development process requires a multi-stakeholder 
involvement at all levels of planning and policy making, bringing together governments, NGOs, citizens, 
industries and professionals in a partnership that determines the amount and type of tourism that the 
community wants. The stakeholders, organizations / agencies and planners together to provide information 
and education and outreach programs to the community, visitors, industry and other stakeholders in order to 
increase public and political awareness for planning and conservation of tourism resources of society 
(Sirakaya et al , 2001). Stakeholders must develop systems that can monitor and adjust planning and 
management purposes. 

 
Dimension of sustainable community tourism (SCT) 
The formulation of indicators of sustainable tourism must take into account the many interpretations. 
Indicators should be based on the multidimensional nature of traditional, containing the economic dimension 
of tourism development, social or socio-cultural and environmental (Mowforth & Munt, 1998). However, 
recent agreements concluded consists of the dimensions of ecological, social, economic, institutional / 
political dimension, culture and technology at the level of the international community, national, regional, and 
local, and in agriculture, tourism, political science, economics and ecology. 
 
Dimensions of sustainable community tourism are interdependent and mutually reinforce each other: First, 
that sustainable tourism must be economically feasible, because tourism is the economic activity. Economic 
sustainability, in this case, means to optimize the growth rate of development in tourist areas that are 
managed with full consideration in achieving its objectives. In addition, the economic benefits of tourism 
should be quite good and can be enjoyed by the entire community. Second, the attitude of environmental 
sustainability that natural resources for communities, individuals, nations and the world must no longer be 
viewed as an abundant that in reality instead constantly exhausted. The natural environment must be 
protected because it has intrinsic value as a resource for present and future generations. Third, socio-
cultural sustainability means social identity as an asset to respect social, cultural assets, and to 
strengthening social cohesion and pride that will allow citizens to control their own lives. 
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According to McIntosh, Goeldner and Ritchie (2002), sustainable tourism development is a political concept, 
and therefore efforts to achieve the goal of SCT are very dependent on a country's political system and the 
distribution of authority. For example, despite the fact that one of the SCT is the improved quality of life for 
local people both in developed and developing countries, that in fact the government is in control of tourism 
development, so consequently the local population often excluded from decision-making process. To make 
the SCT fact, the residents should have the role of decision-making (Hart, 1998). Although most political 
issues that arise in its development to reach the SCT relating to the rights of residents, also including the 
lack of collaboration or participation of stakeholders, lack of community leadership, poor regulation, lack of 
role of NGOs, population mobility and external control over the process development by private or foreign 
investors. As shown by Becker, Jahn and Stiess (1999 p. 5), that the main objective in the context of politics 
is to negotiate the future sustainability of SCT purposes and to build a system of government that is able to 
implement the policy move towards sustainability at all levels. Technological advances in transportation, 
information and communication systems has greatly influenced the growth of modern tourism initially, the 
application of low-impact or environmentally friendly technologies that can minimize the effects of natural, 
social and cultural tourism in tourist destinations (Ko, 2001)  
 
Furthermore, advanced information technologies (eg distance-education, the World Wide Web, e-mail, and 
e-commerce) bring benefits to local communities, because these technologies can provide communities with 
the communication network that allows all stakeholders to exchange information, enabling to create a 
learning network for visitors and provide access to a broader market through the Internet (Milne & Mason, 
2000). 
 
Bali Tourism 
Once again emphasized that the province of Bali used as the comparison is less significant due to many 
differences with North Sumatra, but no matter how different it is and whatever the reason is fairly reap the 
success of culture and tourism sectors and very inappropriate to "look" of Bali, so no need to appeal to the 
Overseas Study . There are four main things that need to be careful of the Bali Provincial Tourism 
development to become inputs for other provinces in Indonesia, including North Sumatra, as follows; 
First, build the image and imagination for foreign tourists is not easy and it takes a long time. We are very 
familiar with the title as the island of Bali Nirwana, Bali, Pulau Seribu Pura, Kuta, Pura Tanah Lot, and so 
forth. We are also very interested in Balinese culture and religious practices that the majority of adherents of 
Hinduism in Bali. The hospitality of the people of Bali to show what it is. The 60's famous words: "Please, 
come to Bali before you die" and the phrase "voodoo" of foreign tourists coming to Bali, although only 
through the folder, there is no virtual world (internet). The tourists who come to Bali have always wanted to 
see the original, like to know the history of Balinese culture, Balinese art, Balinese dance, instrument sounds 
Balinese art that until weeks still ringing in the ear drum, Balinese carvings, Galungan, Hari Raya Nyepi, 
which is really quiet it is also enjoyed by tourists because they want to prove, Ngaben ceremony, and 
various religious ceremonies are unique not only for tourists as well as for his domestic visitors. 
 
Second, a multipurpose building tourism infrastructure as well as economic infrastructure. Construction of 
roads that reach all tourist destinations in various Districts / Cities across the areas of agriculture, human 
settlements, mountains and coastal areas with adequate road quality. Building a tourist destination with a 
clear management, it is not difficult to obtain a tour guide at the tourist sites began to speak and fluent 
English is simple to explain what is presented in these tourist sites. The officers are also responsible for full 
100% on the security and safety foreign tourists, including from the "disturbance" monkey forest dwellers 
around the temple are like "ignorant" take the bag, eyeglasses, or belongings of foreign tourists, and it 
certainly can be returned to owner with full 100% through the handlers as well as "guide" on location tour. 
The merchants in tourist locations and markets commonly visited by foreign tourists are not so difficult to 
negotiate the price of merchandise / souvenirs with the tourists and keep the good-manners and courtesy 
are high. If tourists want to stay in the past people's homes, then today it has shifted to a diverse class 
accommodations, ranging inn cheap lodging, hostels, hotels are one to five stars. Transport modes also vary 
from motorcycle taxi, motorcycle and car rental, up to VIP Tourism Buses are also available, depending on 
the ability of the tourists, just choose. Similarly, the development of financial institutions including Bank, 
Money Changer, which is able to serve the tourists and Wisdom, is available in Bali. 
 
Third, build the socio-cultural and religious communities are predominantly Hindus, but it is in harmony side 
by side with other religious people. Every family has a Pura, and each Banjar has a hall which was led by 
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Klian Banjar. Banjar also multipurpose hall for the benefit of citizens and togetherness, citizen deliberation, 
and in every hall is available Banjar seen completeness gamelan and stage artistry, and each Banjar has a 
team of art that are routinely practiced, and almost no entourage who refused arrival guests including 
tourists are greeted with the arts and Balinese dances. The existence of Banjars is a part of Village, so that 
at a Village may consist of several Banjar. Development activities in the scope of Banjar, Village even wider 
scope can be held properly. Similarly, religious events within the scope of the Family Pura, and went to 
greater Pura can be witnessed held regularly and well ordered. Completeness of clothing and offerings and 
attitudes in religious ceremonies are always hand in hand, nothing is shifted. Openness Religious leaders, 
Community leaders, government officials in explaining everything to the brightly lit, patient and really getting 
show decency as a tourist destination Bali International. It was the cause and ensures that cultural 
influences have no effect on the outside Bali Bali Culture Society as reflected in the attitudes and everyday 
behavior in receiving and serving immigrants, including foreign tourists in Bali and domestic visitors. 
 
Fourth, build the socio-economic development based on the ability of the people in Bali as it is passed down 
generation to generation. The farmers used to cultivate land as agriculture, growing rice paddy fields, 
vegetable and horticulture crops planted in the garden, also keep cattle, chickens, ducks, pigs, goats, cows 
and buffalo. Watering or irrigation is well managed, ranging from the fountain until the canal and its 
distribution through the famous system "Subak" in Bali. Many terraced rice fields with the embankment and 
over there by many coconut trees which all elements are all useful coconut plants from root to leaf. Banana 
trees, bamboo groves and fruit trees, which combinations are always interesting to wherever the eye could 
see. If people living in coastal areas do both, fishing and farming. Besides concern for the environment of 
Bali Province is much more advanced because it is underpinned by the strength of religion, social customs 
and local culture. Bali tourism summary before Indonesian independence and tourism development took 
place on an ongoing basis until it is today. 
 
To follow the progress of tourism development in Bali today, then some footage of the meeting of community 
leaders, the culture, experts and different stakeholders of tourism in Bali which was recently held at the 
Governor's Office. At the discussion meeting 50 (fifty) persons Tourism figures, the Experts and Community 
Leaders on February 22, 2010, a figure antrophologi culture that is long enough to observe tourism in Bali, 
Mr Wayan Geriya highlights six (6) errors in the management of tourism in Bali as follows: 1). One of the 
island under the multi-system management approach. 2). The existence of orientation prefer quantity rather 
than quality.3). It is a mistake to synchronize the development of culture and tourism.4). The three pillars of 
the Balinese community designation (tourism, agriculture, Handicrafts) has decline.5). The imagination that 
built that Tourism Bali International with the support without limits, which contrast with the limited local 
reality. 6). The tax collected from hotel and restaurant sector is not used for tourism development.  
 
In addition to these speakers, the Chairman of the Bali Institute of Tourism, Ida Bagus Ngurah Wijaya 
highlights government policies that do not get input from the private sector. For example that recently that 
the visa-on-arrival fee be raised without the knowledge of the travel agents who know the new program 
should be implemented a year later. Further application of ground water tax is increased 1000 percent is a 
mistake, so how the tourism industry to follow this policy while PDAM’s are not able to supply clean water 
requirements. Similarly, electricity supply is still lacking and poor land transportation.  Day seminar was to 
invite several speakers to obtain inputs for the preparation of the steps planned for 2010. Nuance discussion 
of tourism planning in the province of Bali is already highlighted the quality of management and 
infrastructure of tourism in Bali, which concluded that it was time to talk about quality based on reality. 
Whatever the content of these stories had no effect on Bali's attraction for international tourists, which is not 
too concerned over the difficulties of managing tourism in Bali, but enjoy the feel of nature and culture and 
welcome the people of Bali are unique and extraordinary at the same time not too complained about the 
limitations of these. 

 
North Sumatra Tourism 
Based on the reviews through the various dimensions of economic, social, cultural, ecological, political / 
policy, and the dimensions of information and communication technology, the development of tourism 
management in North Sumatra with descriptive and general nature can be described as follows. 
Based on data from the tour to visit North Sumatra showing an increase in the quantity of tourists both 
domestic and foreign tourists. The presence of domestic tourists with different interests to come to North 
Sumatra are immigrants, mostly those born in North Sumatra, as well as their descendants and other 
relatives in the context of the school holidays, the celebration of the feast of Eid, Christmas and New Year. 
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Later today's developments show the existence of a spiritual tour group numbers year after year also 
increased, particularly from Jakarta. Some are those who have business or other interests besides 
travel.Very different from the tourists who come to Bali, who are mostly on vacation while enjoying Bali, 
although a small portion of them have other interests such as business.  
 
The business office and others also take advantage of tourism in Bali to enjoy one or two locations away 
from Denpasar, just 4 hours, for example to Kintamani, Pura Tanah Lot, Bedugul and so forth, and only few 
minutes to Sanur beach and Kuta beach. Those who arrived in Medan for business or office when visiting 
Prapat directly face the constraints of the longer travel time (3-4 hours) across to Samosir require an 
additional 2 hours, and if coupled with a around of the island that takes much longer, so that it can take more 
than one day special. If the path-Berastagi Medan-Sidikalang-Siborongborong-Balige-Medan Parapat and 
return to at least 2 days, including cross into Tomok.  
 
Next look at tourism development in Nias is very much influenced by transportation problems. In Nias 
existing airport can accommodate aircraft pioneers small, while the sea route Sibolga-Nias more influenced 
weather. Foreign tourists who generally had planned target tourist sites in the area will be consistent with 
certain destinations they visit, because it has no other interest other than a vacation. Looking at the data 
length of tourist destinations in the area can be projected with their length in hotel or other lodging places 
although some of the transit to the Hotel and lodging to another town is different, for example overnight in 
Medan, then the next day moved to hotels in Prapat, Berastagi, Balige and hotels in the cities near the 
tourist sites. Transport into the destination location specific and can not be reached by public transport will 
still need well laid out as part of a more responsible tourism mission. 
 
Infrastructure Dimension 
Local Government Efforts in North Sumatra Province and County Government around the existing tourist 
destinations in quantity has been no improvement, although not maximal in the state of road infrastructure 
development, the provincial and district levels. Location of tourist destinations should be clearly recorded 
and included in any publicity material, with the establishment of an integrated spatial economic resource with 
other communities such as agriculture, plantations and farms with fishermen in the east and west coasts of 
North Sumatra. 
In terms of quantity needs of the highway is still needed in addition to the expansion path-Sidingkalang 
Kabanjahe as provincial roads, and the expansion and paving roads around Lake Toba unfinished. Keep in 
mind that building roads is not solely the interest of tourism but it should be integrated with other economic 
aspects of communities in tourist destinations, which facilitate the flow of marketing of agricultural / 
plantation society. In 2011 Development outer ring road of the lake Toba, directions to Tomok, Tuktuk and 
Ambarita in Samosir regency. North Sumatra, has become one of the national programs to accelerate the 
development of tourism destinations in the area. The same year also be improving the road-Sidikalang 
Kabanjahe as provincial roads. Similarly, the ring road of Lake Toba no longer just the home so that can only 
be passed by a small car, one withdrew and another was just to pass. Still concerning the construction of 
highways for more attention to technical aspects, so as not vulnerable to accidents in the future. 
Structuring of agriculture including horticulture crops, livestock and fisheries need to be adjusted with the 
spatial location as agro-tourism. Domestic and foreign tourists are not enough to simply enjoy the natural 
scenery, but would like to also enjoy the benefit of agriculture and horticulture as well as the existence of the 
tourism industry that supports tourism destination area. Tourism map needs to be made by including the 
entire location however small tourist destination with the abstraction of each tourist sites, transportation 
routes, means of transport, airports and seaports, inn / hotel, restaurant, bank, hospital, post office, police 
stations, museum, companies cargo, museums, caves, nature tourism, water tourism, agro tourism, 
aerosport and so on, are listed in North Sumatra tourism website. 
 
The quantity and quality lodging at Capital was pretty good though should always pay attention to the 
availability of clean water by the local PDAM. Entering destinations around Lake Toba state lodging 
diminishing quantity and quality. It is not enough accommodation, but also the availability of clean water 
issues around the tourist destination of Lake Toba was still apprehensive. Therefore, an inventory of sources 
of drinking water in each district should be clear mapping, for example Tobasa be satisfied by drinking water 
from Sipintupintu. Developments of facilities at tourist destinations are still very minimal like a gazebo 
equipped with public toilets and a canteen that provides food and beverages simple. Food and beverage 
hygiene problems that still receive less attention. 
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The need for electrical power for the tourism industry is quite large, and a quantity of North Sumatra 
province is rich in resource potential power that has not been explored in particular the potential of 
hydropower. Inauguration of hydropower Siguragura by President Yudhoyono in early 2011. Procurement of 
electricity is still need to be expanded with a variety of additional hydropower capacity is to provide for 
additional short-term needs and long term as well as to sustain the needs of manufacturing industries and 
non-manufacturing. When viewed from the current state of demand is sufficient, but in line with the increase 
in tourism industry still needed 20 megawatts of North Sumatra has included a commitment Siguragura 
donation of 2 megawatts of hydropower for the region of Lake Toba. 

 
Structuring destination location is not solely based on the tastes of individuals or groups who are not 
competent, but need to be organized by experts in terms of spatial and landscape for the beauty of the 
environment. Still quite a lot of tourist destinations that have not been managed well, in addition to managing 
the human resources that works like a ticket officer at the site, guides, traders and architectural appearance 
gazebo that need to be adjusted to the local culture. It takes a minimum of approximately 100 units gazebo 
around Lake Toba are included dock at tourist sites around the lake. 
In addition, land transportation facilities, air, sea, and lake-handling require more serious. Medan Polonia 
International airport planned to move to Kualanamu need to be designed related to the presence of foreign 
and domestic tourists. In addition, the proposed toll road Medan-Prapat also not a mere figment, because if 
only Medan-Tebing Tinggi  is not too much meaning, because the disease will soon be moving to jammed 
Siantar, due to increasingly complicated state trails kemacetannya level. Then the expansion of Airport 
Silangit to be able to accommodate wide-bodied aircraft, and airfield pioneer in Parapat, Central Tapanuli 
and Sibolga, and Nias. We know that the presence of Ship Tourists who require more specific management 
when anchored in the port of Belawan, Sibolga, even Nias. Ships and boats crossing the needs of tourists 
who are more feasible in Lake Toba complete with a dock at destination location. Similarly, maintenance of 
archaeological sites and traditional houses of the North Sumatra is very alarming. Keep an inventory of 
heritage sites that need maintenance, renovation of traditional houses scattered on the location of a tourist 
destination, most of which are no longer inhabited. The average custom house Malay, Batak Karo, Toba 
Simalungun and over 100 years old and made of wood, most experienced weathering. While the new 
building ornate traditional house is raised as district offices and parliament buildings, museums and so on 
are no longer in its original size. 

 
On the other hand the arrangement of art and culture infrastructure in the province of North Sumatra are still 
worrying if you want to compare (although less relevant) to the Province of Bali which is capable of 
displaying the art of Balinese culture anytime-anywhere, because in each Banjar (one level below Villages) 
infrastructure is very complete with its management. In North Sumatra, there are tribe-tribe social culture 
and customs, ranging from Malay, Karo, Simalungun, Pakpak-Dairi, Toba, Mandailing and Nias, in addition 
to the ethnic cultures of China, India, Minangkabau, Acehnese and Javanese are also growing in this area 
with art respective cultures. What do you want to see or what you want displayed, when and where appears 
quite dependent on the availability of infrastructure such as the readiness of the place / building for training 
and performances, art equipment and human resources arts actors. Foreign tourist and domestic’s tourist’s 
presence all the time, but art is only a small part that can be displayed at all times. 

 
New tourist phenomenon that also needs to be observed that the quantity of visitors has increased, that is 
spiritual tourism to Cross Love (Salib Kasih) at Dolok Siatas Barita Tarutung and Sidikalang in the tourist 
destination location is already well ordered. Indigenous cultural tourism relies on traditional events such as 
weddings or pooling ancestor's bones, so it is not routine existence, so the location of a particular tour can 
not be displayed at any time unless there happens to be, so it can list and asked who had a willingness 
urination to be visited by tourists. Institutional-cultural art is already there, but poor infrastructure and its 
management, so that art and culture in North Sumatra to say stagnant, whereas the institutions of 
government in today's era of regional autonomy has been put together "culture and tourism". 

 
Nature tourism as a new vehicle within the context of tourism has not entirely well laid out, cross-country and 
hiking, water tours and flying kites, a growing demand today both domestic and foreign participant. The 
overall location of this natural challenge requires a more adequate infrastructure as well as maintenance and 
management. Certain events can still be developed and characterized as "Feast of Lake Toba" in Prapat, 
Aerosport, "Competition Gantole / Flying Kite" also in Prapat and still can be developed as in Hutaginjang 
and Dolok Tolong. Cross country tour at regional levels in Bahorok Karo (Mount Sibayak and Sibolangit) 
combined with agro-tourism around Brastagi and Kabanjahe. Then the island of Nias and surrounding 
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islands that stretch directly in Ocean Indonesia has a genuine culture of high art and has become a popular 
tourist "surfing" the region.  
 
Similarly, communications infrastructure and an international network of information is very important for the 
existence and needs of foreign tourists at each destination location. Besides the medical aspects of facilities, 
medical personnel, equipment and adequate drugs, including mobile health services, rescue services and 
first aid facilities and equipped with adequate evacuation equipment. In brief, be noted that the development 
of tourism and art and culture in North Sumatra province should be integrated with related sectors such as 
public works and water supply, agriculture, plantation, fishery, animal husbandry and horticulture, transport, 
forestry and environment, health and telecommunications. 

 
Economic Dimension 
Always be the size of international tourism is the economic benefits for communities in tourist destinations 
are placed as a priority, despite the fact that various other tourism businesses instead of taking a larger 
share of benefits such as travel agencies and hotels. 
Direct economic impact to the communities in tourist destinations in North Sumatra is very dependent on the 
type of their involvement in the tourism business, both as a trader, transportation services, restaurants and 
lodging as well as workers in the tourism industry an so forth. Traders souvenir items, food, drinks and fruit 
is a small part compared to the travel and lodging businesses alike take advantage on Saturdays and 
Sundays and other holidays. Percentage of people involved and that his life hung in the tourism industry, 
especially in tourist destinations are still very low, so that some of them still do the traditional jobs such as 
farming, and livestock breeding and fishing. For the tourist area in North Sumatra this is ideal, especially the 
farmers and cultivators in the vicinity of the location of the destination is able to meet the needs of visitors 
such as food, vegetables, and fruits, grains and tubers, as well as ornamental plants. In particular in 
Berastagi and Kabanjahe this has been fulfilled, because the conventional land more prominent Karo’s 
horticulture products, in addition to a variety of different vegetables also fruits such as oranges and 
strawberries that are allowed to be picked by the visitors and potential in exports to neighboring countries, 
Malaysia and Singapore. 
 
The potential of horticulture around Lake Toba are promising, fertile land above 600 asl with air humidity in 
accordance with holtikurtura plants, but farmers are still traditionally not shift from paddy fields, while many 
fertile soil that matches the local horticultural Humbang neglected as the year 50 - 60's known as a 
storehouse of vegetables and tubers actually declined. Other districts such as Simalungun, Samosir, Tobasa 
and Taput movement is still stagnant and is long enough to "discourse" continuously without action. District 
is the south side of the east coast bordering the west coast of Riau province until the faster it moves from the 
economy with the growth of the plantation. Commodity crops such as palm oil, rubber and cocoa are again 
on the rise so promising in the area. While the west coast almost untouched. 
Industry craft tourist destination areas still follow the existing pattern and do not grow long enough, although 
quite a lot of products that can be displayed as a souvenir. In general, tourists are interested in a small 
souvenir cheap and not too much trouble for baggage / cargo, and a small part in its original form but wanted 
the constraint is in terms of packing and shipping to a country / city of origin of tourists, and this will be 
overcome if the company's international cargo available near tourist sites. Knowledge handicraft traders in 
tourist destinations to make delivery souvenir packages should be sufficient. 

 
Don’t forget "culinary tour" because this area is very rich variety of cuisine and variety ranging from Medan 
to the cities of tourist destinations across North Sumatera. Communities around Lake Toba also long enough 
to understand the difference of food "kosher and not kosher" so "easy set" location and it had never been a 
problem, because almost in all big cities and small restaurants are scattered typical restaurant area as well 
as the national standard. 

 
Social Dimensions 
The social dimension is very important is the steps to counteract the negative impact of the presence of the 
tourism industry in North Sumatra early on. Therefore, sets of rules associated with it need to be prepared. 
Inviting experts, community leaders and religious leaders, traditional leaders, arts leaders, cultural figures 
and local tourism leaders discuss the various opportunities for public participation and problems that may 
arise while formulating efforts to counteract the negative things and implement appropriate information, 
education and communication to the public. Communication with the public and stakeholders' is very 
important to explore ideas and potential support needs in the development of tourism, arts and culture, and 
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even participate popularize tourism, because social identity as an asset to respect social, cultural assets, 
and to strengthening social cohesion and pride that will allow citizens to control their own lives. Culture and 
Tourism Office Province of North Sumatra were pioneered the stakeholders meetings and working groups 
(WG) Pemkab Samosir, Simalungun and Tobasa that, in order to synchronize and implement programs. 
Activities undertaken, the Destination Management Organization (DMO) in 2011 in a structured development 
of tourism destination of Lake Toba by all stakeholders. Such deliberations should be structured from the 
village, subdistrict, and district until Province. Given the number of the Regency / Municipality can be 
synchronized per-region consisting of several districts and municipalities such as around Lake Toba, North 
Sumatra Region East Coast, West Coast Region, Southern Region and Northern Regions are connected by 
the same infrastructure. 

 
Community participation in tourism is to maximize the welfare of the community in tourism destinations, not 
the other way for reasons of tourism development, then society becomes a victim. Improving the welfare of 
society in this case can be defined through direct involvement to earn income and benefits such as trade 
craft items, art objects as souvenirs, provide transportation services, providing shelter, providing food and 
beverage, selling of agricultural / horticultural tourist destination location, as employees, and so forth. While 
the indirect welfare effects are still obtained from the implementation of broader development across various 
sectors, supported by a budget that most sources of tax increase in the tourism sector. Tourism as a 
profession should be considered an attractive option, even though the tourism sector is the second order 
(0.74) after agriculture (2.75), following new non-manufacturing (0.67) and manufacturing (0.51) as the ratio 
of contributing workers against gross revenue domesik in Indonesia and potential to absorb labor in 
Indonesia today. Along with the infrastructure, educational institutions and even to higher education already 
have to take into account the tourism sector and cultural arts as a development program of study of current 
and future. 

 
Dimensions of Art Culture and Customs 
Dimensional art and culture and customs include a wide array of community life in North Sumatra. As noted 
above, that not all cultural arts and performances customs every time to display, in part only if there happens 
to be custom events. Custom events interpreted only about events such as; celebrate a new home, 
marriage, then in all the districts around Lake Toba also consider including the event of death or dig and 
unify ancestor's bones are custom events. Fact that at every interaction between human relationships 
especially with strangers always involve the customs prevailing in the local area which look needs to be 
formulated in every tribe in every tourist destination location. 

 
In particular celebration event was also very limited, including welcoming distinguished guests. Therefore, 
many kinds of art from various regions of certain tribe in North Sumatra are getting extinct because there is 
no continuity of coaching as well as regular performances. Each district has a gallery that is still limited 
utilization due to excavation and development concepts that are still weak and minimal art equipment. The 
development of the arts through the schools is also limited because of available infrastructure at the school 
was minimal, including knowledge of the teacher as the instructor is still far from adequate. Various 
traditional home arts such as architecture and ornaments carved on the walls of local Malay traditional 
house and the East Coast, and custom homes around the Lake Toba, Dairi, Karo, Simalungun, Silindung, 
Humbang, until Angkola-Mandailing still pretty much found even though as mentioned above maintenance is 
very less. Sculpture and carving getting dimmer and the number of people whose profession it is 
increasingly rare in the field, rather than in the days before the 1900's. 
 
While the art of weaving craft loom “ulos” good use rather than the engine or with engine loom continues to 
grow. Design, style, material and color as well as its use in fashion in each of the custom event as 
appropriate. Various models ulos (cloth and shawl) complexion Pakpak-Dairi, Karo, Simalungun, Toba and 
Angkola are increasingly being used and worn on the customary events and community Batak in the 
overseas origin. Ulos was also more frequently given as the highest souvenir Batak society as a sign of love 
and acceptance to the guests great and figure out the Batak ethnic groups which is credited to the Batak 
society, or are just visiting, and delivery of ulos was not only in North Sumatra, but such another provinces 
like Jakarta increasingly frequent. 

 
Dance is relatively stagnant, with almost no name, because the documentation, excavation, conservation 
and development have weakened, so that the younger generation has lost track of its own origin and cultural 
roots. People familiar with dance “tortor of Land Batak” and Malay dance a wide variety of Deli and the East 
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Coast of Sumatra as yet to inventories as well. Art of dance can not be separated and a single package with 
sound art and the art of traditional music also suffered a similar fate. Talent music and sound art are part of 
community life in North Sumatra, although some young people increasingly tend to like the flow of pop 
music. Profession as a principal of diminishing traditional art, so that development and preservation of 
various arts are an integral part of tourism development in North Sumatra. As a comparison, that the 
Balinese in terms of sound art is less well known, and the fact that young Bataks in recent years, many 
entertain foreign tourists holidaying in Bali. Likewise in several star hotels in Jakarta and this has been going 
on since the 70s 

. 
Environment Dimension 
What really stood out today in North Sumatra in the field of environmental development is the only 
"discourse" while the action is still not adequate. Environmental situation around the east coast since over a 
hundred years ago this is so his condition other than the area of large plantations, especially oil palm, 
rubber, tobacco and other plantation crops and the farming and fishing communities who support each other 
to maintain balance area of the ecosystem including mangrove forests on the coast of still relatively 
preserved. With the exception of forest clearing around Bahorok northwest and NAD are constantly 
exporting to Langkat floods, the city of Medan, Deli Serdang and Serdang Bedagai. While state area in the 
50s known as forest and pine forest in seven districts (Dairi, Karo, Simalungun, Samosir, Tobasa, Humbang 
and North Tapanuli) increasingly bald. Deforestation and pollution of water environment of Lake Toba get 
worse coupled with the presence of fish cages on the shore of Lake Toba in addition to damaging the beauty 
of the lake water is also polluted the environment. Beauty of scenery around Lake Toba degradation 
continuously since the 60s, whereas in the 50s have done planting pine trees on a large scale in the region 
including "RIMBA TJIPTAAN" has disappeared due to greed of human behaviors that do not respect the 
forest and environmental preservation. 

  
Degradation of forest condition in addition to clearing by fire and wild by the community for fire wood, as well 
as the presence of "wild panglong" backed "rogue" results in beams and boards, so the expanse of hills and 
forests shave for long a desert savannah. Not to mention the laziness of people to plant trees rather than our 
ancestors who still likes to plant different species of trees including fruit trees like mango, bacang, petai, 
jengkol, jackfruit, harp, guava and so on, just a distant memory. In the future most likely need to be done 
through the transfer from Aek Sigeaon Silindung, Tarutung to Lake Toba to maintain lake water discharge as 
well as the continuity and development of hydropower Sigurgura. Reforestation if all the bare hills around the 
lake failed to do or never do. The existence of PT Indorayon which produces pulp unclear social and 
environmental responsibility. Local government and DPRD North Sumatra Province and all districts around 
Lake Toba are not able to change the situation since over ten years ago even though the communities 
surrounding the pulp industry have a lot of aspirations. Conservation and reforestation is only a dream.  

 
The situation on the west coast forest cover five (5) Regency (Mandailing Natal, South Tapanuli, Central 
Tapanuli, North Padang Lawas and South Padang Lawas) are also increasingly concerned about, because 
some logging companies have been around it destroying forests include forest clearing for oil palm 
plantations its effects become catastrophic flooding in the area Mandailing Natal. Various catastrophes is not 
expected to easily eliminated in the future, due to logging practices still continue and not stop and if there is 
no intention to stop the Government. The picture above is very clear environmental become less inverted 
conditions support the development of tourism to this area, and the most disadvantaged are the local 
community that they are actually very important voice heard. In consideration that the international tourism 
agencies recommend not to visit tourist destination location where the environment was damaged and no 
effort to do reforestation and conservation. 

 
Political Dimension 
Tourism development, sustainable arts and culture as mentioned above should be starting point of political 
policy both by the Central Government and the Provincial Government and Regency / Municipality. As a 
political commitment which was also discussed and formulated with House of Representatives. Awareness 
of every government in the area that should have a purpose, mission and clear vision, and strategic plan, 
tactical and operational plan contained in the documents and budgets. The allocation of these resources can 
be measured and evaluated progress from year to year to measure results. In terms of measurable results is 
an increase in the number of tourists and wisdom from year to year, increasing tax revenue from the tourism 
sector, increasing community participation in tourism, the increasing role of the tourism industry and the 
most important is the increasing public revenue in tourist destinations.  
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Not just to see how increasing budget allocations to the sector of Tourism, Art and Culture course, but in a 
comprehensive manner with other supporting sectors are allocated to infrastructure, public education, arts 
and cultural development. In each program activity must be included with clear descriptions of goals and 
objectives and measurable impact. Besides relying on the budget and also invite various interested parties 
bear the burden of supporting the development of tourism and in parallel in various forms of communty 
participation, especially private sector and the tourism industry itself.  
 
In addition to the above matters, as reminded by Goeldner and Ritchie (1995) that the government is often 
completely in control in the development of tourism and community tourism destination location is very 
important role in the decision making process. Similarly, investment considerations about the involvement of 
the Trans National Corporation (TNC) investments of investors versus domestic tourism industry should be a 
decision based on the consideration of long-term future, given the investment in the tourism industry which is 
big enough for example to build an International Hotels today need a range of funds of USD $ 80,000 s / d 
U.S. $ $. 100,000. per-room or approximately Rp.800 million to USD 1 M per-room. But given the availability 
of local building materials in North Sumatra are still easily accessible and reasonably available including its 
workforce, the international count it still can be reduced to below 50 percent. 

 
Dimensions of Information and Communication Technology 
If we browse the Web via the Internet, just how chaotic the promotion of tourism in North Sumatra, each 
carrying its own dances, so that no data / information that complete tourism such as province of Bali. 
Department of Culture and Tourism, leaving only the national compulsory site without the page that can give 
full information. Some of the District tries to reach the virtual world by including tourist areas in the district / 
city is with settings from a sheet face, empty its contents, because it does not present the data and complete 
information. In anywhere that today's world, cyberspace is the only mainstay tourism promotion, because in 
this globalization era, almost all the tourist track a desired tourist destination at each site through the dorm 
before making a decision tourist destination location to be visited them (Thomas Friedman ( 2006). There is 
a web site only contains the abstraction and image, but important information about: how to get there, where 
the road to get there, how long to get there, with what means of transport, how much it cost, what model 
lodging there, how and what to eat there, what model of health facilities there, there is a schedule of what art 
performances where, what souvenir from there, and so on, and the end, to adding the cost of the plan.  
 
The majority of foreign tourists every year has budgeted and determine where and with discipline holidays 
deducted from income each month. Information and communication technologies have so sophisticated, and 
most of the tourists get information through the internet (Buhalis and Law, 2008), there are people who 
immediately contacted and invited to communicate as a source of reliable information on the region / area 
tourist sites. Reservation hotels and airlines today is through the Internet perform transactions tour is directly 
on the tourism industry via the internet on web.  
 
The network communications at each destination location is an international communications technology 
infrastructure that directly supports tourism, so it is not enough in Medan, Prapat and Brastagi, and also in 
Tomok, Tuktuk Siadong, Hutaginjang, Sileangleang, Sipoholon, and so forth. The development of social 
media by building websites for various purposes such as blogs, groups virtual, wikis, social networking, 
collaborative communication tool, and the media share certain files on sites like Google, Yahoo, YouTube, 
and Flickr. Up, and so forth which has attracted substantial attention in terms of number of visits "online" 
using the internet (Gretzel and Yoo, 2008). To understand further the role of social media websites have 
very much helped the tourists to post and share their experiences to friends and the general public about 
their travel experiences on the location of a specific tourist destination complete with pictures and videos, so 
that inspires others to utilize that information for them to visit these tourist destinations. 

 
CONCLUSIONS AND RECOMMENDATIONS 
 
Evaluation of the objectives done by looking at the trend growth of foreign tourists visit, then by taking into 
account inputs from external and internal environmental conditions and considering each dimension in a 
SWOT analysis is somewhat complicated. The following step is to determine the priority of all existing 
strength analysis results are distributed to take advantage of opportunities and to overcome weaknesses. 
While the threat is relatively simply estimate the aggressiveness of neighboring countries as a strong 
competitor who is more observant take advantage of existing opportunities to secretly expose the weakness 
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of Indonesia, including Sumatra in terms of infrastructure and the various dimensions that have been 
disclosed above. Other provinces were not included in the category of competitors because the same 
destiny such as Bali, North Sulawesi, South Sulawesi, and West Sumatra even all that is on the island of 
Java. 
 
District it is possible to consider each dimension as input SWOT analysis strategic plan in accordance with 
the circumstances of each district / city and not just look at the strengths and weaknesses, but the goals and 
objectives should consider the opportunity to suck more and more tourists. While the threat is not always just 
from external (outside the Regency / Municipality), but from internal threats is likely to arise in the form of 
rejection because they feel excluded from society, society demands that overdose and social laziness just 
wait and receive. Strategic Plan District in part to a proposal to the provincial level into tactical plans at the 
provincial level (budget) and some have attempted to be made through budget proportion Regency / 
Municipality. Strategic Plan District is the result Musbang / Musrenbang (bottom-up planning) with respect to 
tourism (Provincial Strategic Plan.) 

 
Proposed Strategic Management of Tourism in North Sumatra Province. 

 
Conclusion the Analysis of the External Environment. 
1. After China, Thailand, Malaysia and Singapore, then Indonesia is the next priority, with a target of the 

visit in 2011 is expected to reach over 7.7 million visitors with an average increase of about 10 percent 
per year and within the next 10 years likely exceeds the percentage. 

2. East Asia, South Asia and Southeast Asia which is the target goal of about 20% of tourists the World 
(2006). Geographically that Japan is bordered by Korea, China and the Philippines is the radius of 
propagation of radiation originating from the destruction of Fukushima nuclear power plant in Japan has 
reached level 7, the same radiation hazard Cernobyl (1986) in Ukraine, so that Japan itself, and the 
country has decreased tourist sharp enough, it will divert his choice to ASEAN countries like Thailand, 
Vietnam, Laos, Cambodia, Brunei, Malaysia, Singapore and Indonesia. 

3. Nowadays tourists (forced) from Japan flooded the Bali as an indicator of increased exodus of foreign 
tourists to Indonesia in 2011-2012 years later. North Sumatra is a safe region and borders with three 
countries: Malaysia, Thailand and Singapore became priority choices of foreign travelers. If tourism 
promotion done more intensively, especially through the virtual world (web-internet), then increased 
10% more will be achieved. Bali and Lombok in time not too long to reach an optimum point, while North 
Sulawesi, South Sulawesi, East Java, Central Java, West Java, Yogyakarta and Sumatra can be 
considered in the same position with the North Sumatra develop themselves but not between regions 
compete with each other. 

4. The global financial crisis begins to experience a recovery in the United States alone as well as in 
Europe although a bit slow and recovery in line with the number of tourists from the region also 
increased, although most are still among American and European countries and the rest into the 
ASEAN region. In addition, the impact of the movement for political change and leadership in North 
Africa and the Middle East that there has been no sign of ending the influence of rising crude oil prices 
and the flow of visitors to the region declined sharply. Instead the atmosphere of political stability, 
economic and security in the region in ASEAN will encourage the increased flow of tourists to this 
region including Indonesia. 
 

Conclusion the Analysis of the Internal Environment. 
1. Magnetic power of Lake Toba "not necessarily" make North Sumatra as a priority tourism destination of 

tourists, although in this analysis are still counted as a strength, if the tourism infrastructure and cultural 
arts are integrated with other sectors of infrastructure are not intensively cultivated beginning in 2011, 
and very expected to intensify in the years subsequent to changing circumstances. 

2. Will the real infrastructure gap with increasing presence of foreign and domestic tourists, and is 
estimated to 5 (five) years Sumut only able to increase the minimum infrastructure growth average 10 
percent per year and ideally 25 percent per year for all dimensions (if there is political will among 
Central Government and Provinces) in order to cover the hole and turn weaknesses into strengths 
attract more foreign and domestic tourists goes into North Sumatra. 

3. One of the fundamental weaknesses are the low response of the community and more act as a 
receiver, while the role of a perpetrator is still low. A result that would more enjoy the benefits was 
"immigrants" who have a higher competitiveness. Experience on developing the agriculture and 
horticulture in the district around Lake Toba provide valuable input, so the effort needs to be done to 
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change this situation with their involvement in decision-making process through consultation Village so 
as to stimulate local community participation was higher in culture and tourism sectors. Another 
drawback is no cessation of environmental destruction in North Sumatra and all the publications policies 
and an action regarding the environment was limited discourse, and a time to be counter-productive to 
the promotion of tourism. 

 
GOAL 
To increasing presence of foreign tourists into as many as 300,000, and domestic tourists as much as 
800,000 in 2012 in North Sumatra, and the average tourist growth in the next year until 2015 by more than 
10 percent. 

 
Proposed Strategic Plan 
1. Implement the Council Village Tourist Destination concerned (not all villages in the category so that the 

inventory and mapping of tourist location important). Participants People Community / Religion / 
Traditional and actors of the Tourism Industry in the village to discuss various dimensions of tourism. 
Then proceed with the Sub District Council Tourism Destination Location with the formation of the same 
participants as in the Village Council with input recapitulation Village Tourist Destination in the Sub 
District. The same was done at the Kabupaten / Kota, with the participants in addition to related SKPD 
elements, Parliament Commission, Communty Leaders, Religion Leaders, Traditional Leaders, People 
of Cultural Art, Elements of Higher Education Expert (if available) and Tourism in District / Municipality 
level to discuss again the various dimensions of the District Council including the formulation of 
recapitulation. Further implement the deliberation of culture and tourism of North Sumatera include 
elements of the government and parliament, Community Leaders, Religious Leaders and the Traditional 
Leaders, People of Cultural Art, experts from universities in North Sumatra including figures Provincial 
Tourism Industry. 

2. Setting the location of tourist destinations include nature tourism, agro tourism, historical tourism, water 
and beach tourism, cross-country tourism, aerosport tourism, arts and cultural tourism and spiritual 
tourism, which is well integrated in the Regional Spatial Kabupaten / Kota. 

3. Develop culture and tourism management strategy that is integrated with other development sectors at 
the provincial, district / municipality as a short-term plan document (0-1 years) and the "road map for 
tourism development Sumut" long-term year 2012-2015 which is prepared annually and consistently 
implemented , among others, implement accelerated development of road infrastructure, drinking or 
clean water, electricity, communications and health facilities to and in tourist destinations, and this 
document as a material consideration for local investors as the concept of "masipature hutana be" and 
foreign investors (mainly Malaysia and Singapore). 

4. Implementing the acceleration of infrastructure development of art and culture of North Sumatra in a 
comprehensive inventory and mapping in accordance with mutually agreed, and it looks like pure full 
support of the Regional Government of the Province, Regency / Municipality. 

5. Build a complete tourism information system into the global market with a website that contains 
important data and complete information about tourist destinations and the availability of information 
infrastructure supporting the tourism industry and arts and culture on the whole point of the location of 
tourist destinations in North Sumatra. 

 
Tactical Plan Preparation Guidelines 
Collection of proposed initiatives and tactical plans of each Kabuaten / Kotamadya is very important to follow 
the rules of balance scorecard thus simplifying the monitoring and evaluation. In tactical planning documents 
not only include activities funded through the State Budget and Budgets Provincial and Kabupaten / 
Kotamadya, but also should include activities undertaken society, private sector participation and the tourism 
industry itself so that government can provide advocacy, technical specifications and monitor, for example 
participation to build a gazebo with specific models on a few specific locations, provide transportation,  build 
the inn, built of warm water bathing facilities, activities of horticultural crops in agro-tourism village industrial 
area, industrial area crafts, culinary tourism, coastal resorts, lodging houses for tourists, facilitation of cross-
country tours, transportation services at tourist sites, traditional restaurants, coffee shops, and so forth. 
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ABSTRACT 
Current human resource potential to the needs of the company. The company always aims to 
maintain its potential employees to remain loyal to the company, in other words, enterprise must 
be able to increase their good performance employee retention rates. This is due to PT KMA has 
experienced a turnover rate increasing from year 2008 to year 2010. Therefore, sharing of 
methods are used by companies to determine the factors that lead to increased employee 
turnover. In research, the cause of increased employee turnover researchers looked at two 
factors: Job Satisfaction and Organizational Citizenship Behavior. PT KMA is a company that 
specializes in freight forwarding, freight, packing and trading of general goods by land and sea. 
The purpose of this study is to analyze of the effect of Job Satisfaction and Organization 
Commitment to Organizational Citizenship Behavior and its impact on Employee Retention in PT 
KMA. The method used in this study is the Pearson Correlation and Path Analysis. Data 
obtained from questionnaires to all staff PT KMA to measure the level of Job Satisfaction, 
Organizational Commitment, Organizational Citizenship Behavior, Employee Retention of the 
perception of each employee using a Likert Scale. From the results of this study were obtained 
Job Satisfaction and Organizational Commitment simultaneously contribute significantly tehadap 
Organizational Citizenship Behavior of 89.7%. Job Satisfaction and Organizational Citizenship 
Behaviour simultaneously contribute significantly to the retention of employees by 80.3%. 
 
Keywords : Job Satisfaction, Organizational Commitment, Organizational Citizenship 
Behavior, Employee Retention. 

 

INTRODUCTION 

Background of Study 

In the era of globalization of business competition is not only experienced by companies dealing in 
goods but also experienced by companies engaged in the service sector. The number of new competitors in 
the industry who are competing to win customers, making the company focuses on providing service to 
customer satisfaction. Indonesia has a low human resources. According AnonimI (2008), data from the 
UNDP (United Nation Development Program), Indonesia is ranked 111th of 182 countries in the world in the 
Human Development Index in 2009. Indonesia can be said to be in countries with medium human 
development (Medium Human Development). This requires an act of leadership in managing, administering, 
and maintaining the existing human resources properly, so as to achieve corporate objectives. 

An organization needs Citizenship Behaviour Organizational behavior (OCB) are embedded in their 
employees. Employees who have the OCB will have a high loyalty to the organization where she works, and 
by itself will feel comfortable and safe to work. An organization is said to be effective if employees want out 
of low and high work satisfaction (Agus Triyanto, 2009:2). 

Job satisfaction is a positive emotional state that is the result of the evaluation of one's work 
experience. Mangkunegara and Suprayetno (2008) insist “Job satisfaction is related to turnover implies that 
a high job satisfaction is always associated with low employee turnover, and otherwise”. In other words the 
higher the level of employee satisfaction will increase employee retention. 

PT. KMA is a company that specializes in freight forwarding, freight, packing and trading of general 
goods by land and sea. Companies operating in 1996 and officially became a form of Limited Liability 
Company (PT) in 2006, currently employs 60 employees. In recent years, the PT KMA turnover. 
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Table 1. Turnover Data  PT. KMA Year 2008-2010 

       
   Source: Data from PT KMA. 
 

Based on data from 2008 to 2010 showed in Table 1,  that the rate of turnover at PT KMA has been 
increasing year after year. PT KMA should be able to retain their good employees as long as possible, 
especially if the employee has a very positive impact for PT KMA. Which means that the retention of 
employees should be getting better. 

Retention of employees is the company's ability to maintain the company's potential employees to 
remain loyal to the company. In addition, in order to improve employee retention rates the company should 
also have to strengthen the organization's commitment to its employees. 
 The above background brings to the question of this study. 
 
 Research Question 

The research question of this study are (1) how much influence job satisfaction and organizational 
commitment on organizational citizenship behavior on PT KMA, (2) how much influence of job satisfaction, 
organizational commitment, and organizational citizenship behavior on the retention of employees in PT 
KMA. 

In order to find the answer of this research questions, the review of related literature will be 
elaborated, 
 
Literature Review 
  Robbins (2008:99) insisted job satisfaction can be defined as a positive feeling about one's work is 
the result of the evaluation of its characteristics. Dimensions that determine job satisfaction of employees 
according to Robbins (2002:149-150), is: (1) work that is mentally challenging, (2) a reasonable return, (3) 
working conditions that support, (4) co-worker support. 

Robbins and Coulter (2006:57) found organizational commitment can be defined as a situation 
where an employee is in favor of the objectives of a particular organization and hope to be able to maintain 
membership in the organization. Meyer and Allen characterize the organization's commitment to multi-
dimensional than three-component model (Luthans, 2006:249-250), is: (1) affective commitment, (2) 
continuance commitment, (3) normative commitment. 

Budiharjo (2004) suggested that OCB has a characteristic behavior of voluntary / extra-role 
behavior that are not included in job descriptions, which are helping behavior, and behavior that are not 
easily seen and judged through the evaluation of performance. According to Organ (Ancient and Seniati, 
2004:106), OCB consists of five dimensions, is: (1) alturism; (2) courtesy; (3) sportsmanshi; (4) civic virtue; 
(5) conscientiousness. 

Retention of employees is the company's ability to maintain a potential employee-owned company 
to remain royal to the company. According to Mathis and Jackson (2006:128-135), there are several factors 
determining the retention of employees, is: (1) organizational components, (2) organizational career 
opportunities, (3) award and retention of employees, (4) the design of tasks and jobs; (5) employee relations. 
  Agus (2009) found that OCB had a positive influence on the desire going out and indicated a 
positive relationship and have a significant effect of OCB on job satisfaction, while Debora dan Purba (2004) 
indicated that the components of the organization that influence affective commitment and OCB was a 
lasting commitment. Where as normative commitment does not have a relationship with OCB. 
 Rodda Hausknecht and Howard (2009) whose research was conducted by taking samples from the 
entertainment and hospitality industry employees openly as much as 24.829 people, found 12 employees 
and the retention factor most frequently mentioned reason for employees to stay long in a company that is 
job satisfaction, while Dana and Hasanbasari (2007) showed  that there was a significant and positive 
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relationship with job satisfaction organizational citizenship behavior, there is a significant and positive 
relationship with organizational commitment to the organization citizenship behavior, and the existence of a 
positive and significant relationship job satisfaction and organizational commitment to organizational 
citizenship behavior. 
 The Literature Review then strengthen the idea to a research framework. 
 
Research Framework 
 
 
 
 
 
 
 
 Methodology 

The method used in this study were (1) the this study is associative research (2) the method used 
is survey research, (3) units of analysis are individuals (employees of PT KMA), (4) the dimensions of the 
research is a cross sectional, (5) sampling method iss census, the whole of the company's employees, (6) 
the analytical techniques of path analysis (Path Analysis) and Pearson Correlation. 
 
DISCUSSION 
 
Findings 
Structural equation of the sub-structure 1: 
Y = ρyx1 X1 + ρyx2 X2 + ρy ε1 

Y = 0,572 X1 + 0,428 X2 + 0,3209 ε1 di mana  R
2
 = 0,897 

 
 
Figure 1. Sub-structure 1 and its Path Coefficient 
 
The results of the analysis of sub-structure 2 model 1, prove that there is no significant path coefficients, the 
Organization's commitment variable (X2). Therefore, Model 1 needs to be fixed by trimming method by 
issuing a variable X2 which is considered insignificant path coefficients result from the analysis. Then be 
repeated or tested again, without including the variable X2. 
 
Structural equation of Model 2 sub-structure 2: 
Z = ρzx1 X1 + ρzy Y + ρz ε2 

 

 

Job Satisfaction 

 Organizational 

Commitment 

Organizational 

Citizenship Behavior 

 Employee Retention 
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Z = 0,309 X1 + 0,606 X2 + 0,4438 ε2  di mana  R

2
 = 0,803 

 
 
Figure 2. Model  2 Sub-structure 2 and its  Path Coefficient 
 
So the overall effect of the causal variable Job Satisfaction (X1), Organizational Commitment (X2) on 
Organizational Citizenship Behaviour (Y) and its impact on Employee Retention (Z) can be described in a 
complete structural model as follows: 
Figure 3. Empirical Causal Relationship Variables X1, X2, and Y Toward Z After Trimming 
The following is the explanation: 

- Job Satisfaction and Organizational Commitment to simultaneously contribute to a direct and 
significant impact on Organizational Citizenship Behaviour amounting to 89.7%. Job satisfaction 

has a significant contribution to the Organizational Citizenship Behavior of 0.5722 x 100% = 
32.72%, and the commitment of the Organization has contributed significantly to the Organizational 
Citizenship Behavior of 0.4282 x 100% = 18.32%. 

- Based on the test track sub-structure 2, the partial sub-variables are not all acceptable because the 
coefficient of X2 to the Z lines are not significant. So after we got the result that trimming Job 
Satisfaction, Organizational Citizenship Behavior simultaneously contribute to the direct and 
significant impact on employee retention at 80.3%. The amount contributed to the retention of 
Employee Job Satisfaction of 0.3092 x 100% = 9.55% and the contribution of Organizational 
Citizenship Behavior on Employee Retention at 0.6062 x 100% = 36.72%. 

 

CONCLUSION 

 
1. Job Satisfaction and Organizational Commitment simultaneously influence the Organizational 

Citizenship Behavior at 89.7% and the remaining 10.3% influenced by other factors. Job 
Satisfaction significantly influences the Organizational Citizenship Behavior at 32.72% and 
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contribute positively Organizational Commitment and Organizational Citizenship Behaviour 
significant at 18.32%. 

2. Job Satisfaction, and Organizational Citizenship Behaviour simultaneously contribute significantly 
to the retention of employees and the remaining 80.3% 19.7% influenced by other factors. Where 
Job Satisfaction positively and significantly contribute the retention at 9.55%, while Employee and 
Organizational Citizenship Behaviour contribute in a positive and significant impact on employee 
retention by 36.72%. Meanwhile, the Organization's commitment to the retention of employees is 
not significant. Where organizations have a commitment to strong relationships, and contribute 
positively to employee retention. 
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ABSTRACT 
Miles and Snow’s strategy typology have been widely used to describe business strategies within a given 
industry. Previous studies have identified that there is relationships between strategic types, capabilities, 
environmental uncertainty and firm performance. However, few studies that incorporate organizational 
structure as a moderator. This paper develops a conceptual framework for an intended study which will 
examine the moderating effect of environment uncertainty and organizational structure in the relationship 
between business strategy, strategic capability and organizational performance.  
 
Keywords: Business Strategy, Strategic Capability, Organizational Performance, Environment Uncertainty, 
Organizational Structure 

 
 

INTRODUCTION 

 Miles and Snow’s publication on Organizational Strategy, Structure and Process (1978) has 
influenced on the fields of strategic management and organization theory (Hambrick, 1983). Until 2003, over 
scholarly work have cited the book (Ketchen, 2003). Miles and Snow’s studies classify firm within a given 
industry into four groups :  defenders, prospectors, analyzer and reactors, depending on the three major 
problems facing the firm (entrepreneurial, engineering dan administrative). Defenders have a limited range 
of products and focus on efficiency and process improvement; Prospectors have a broad market/product 
domain and tend to lead change in the industry; Analyzers fall bertween the above two groups and are likely 
to follow a second-but-better strategy; Reactors have no consistent strategy and they merely respond 
passively to environment pressure (De Sarbo et al., 2005). Compared with other classification schemes for 
generic strategies (Porter, 1980), the Miles and Snow one has been widely supported on account of its 
strong theoritical orientation and generalizability (Chrisma et al., 1988; Doty et al., 1993; Smith et al., 1989; 
Zahra dan Pearce, 1990).  

Hambrick (1983) noted that the parsimonious Miles and Snow model offers  an incomplete view of 
strategy which ignores industry and environmental peculiarities. In fact, Miles and Snow stressed that the 
various strategic types would perform equally well in any industry, provided that the strategy was well 
implemented (Desarbo et al, 2005). As Hambrick (1983) noted, little consideration of the environment-
strategy link has been given in Miles and Snow and no systematic evidence has been provided on how 
strategic types differ in their functional attributes. However, in reality, firms’ business strategic types may not 
be as “pure” as Miles and Snow predict (Desarbo et al., 2005) and characteristics of each type may vary 
across industries (Hambrick, 1983).  
 The relationship between business strategy and organizational performance , as well as the 
development and application of Miles and Snow’s types of strategy has done by researchers. For example, 
Desarbo et al. (2005) revisited the Miles and Snow’s strategic framework with unveil the reciprocal 
relationship between Strategic Types, Capabilities, Environment Uncertainty and Firm Performance in 800 
companies in China, Japan and the United States. Pleshko and Nickerson (2008) did a study of the 
characteristics of companies to distinguishes Miles and Snow’ strategic orientation, link it with organizational 
structure and the company's performance on 141 industry. Paulson (2009) studied on Organization and 
Economic Prospect Theory Integrated perspective. Olusola (2010) examined organizational performance in 
a Nigerian bank using their business strategies. Meanwhile, Man (2010) conducted the study to investigate 
the relationship between distinctive capabilities, innovativeness, strategy types and the export performance 
of SME’s in the Malaysian manufacturing sectors.  Nandakumar et al. (2010) conducted study to examine 
the moderating effects of external environment and organizational structure in the relationship between 
business-level strategy and organizational performance.  
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  This paper aim to develops a conceptual framework for an intended study which will examine the 
moderating effects of environment uncertainty and organizational structure in the relationship between  
business strategy, strategic capabilities and organizational performance.  
 
Theoritical Framework 

Models that consider the role of the three variables developed by Miles and Snow (1978) as strategic 
firm capabilities, environmental uncertainty and performance has been addressed in the research conducted 
by Hambrick (1983), Zajac and Shortell (1989) and Conant et al. (1990) but never put together when testing 
typology. Miles and Snow (1978) in their studies suggest that there is a possibility the framework of complex 
reciprocity relations between capabilities, environmental uncertainty and strategy. Nevertheless, they did not 
explicitly modeled the role of environmental factors or capability in shaping the strategy type (Hambrick, 
1983). So Hambrick (1983) suggested that the need to build a more complicated relationship among all the 
variables.  Based on the results of the study, Desarbo (2005) then suggest that the capabilities and 
environmental in fact interconnected with strategic type, and an understanding of the interaction of these 
frameworks are important to managers who have a significant impact on the Strategic Business Unit (SBU) 
performance. 

In the meantime, Pleshko and Nickerson (2008) examines the deeper structural configuration that is 
implemented by the strategic orientation of the company classified by Miles and Snow. The results of their 
study found that strategic orientation implemented by companies unrelated to the type of structural 
configuration used, which strategy interaction and structure have no impact on the overall performance or 
the adaptability of the company. Although the study was done Pleshko and Nickerson was not show the 
relation between strategy and structure , finding a study conducted Nandakumar et al. ( 2010 ) indicate that 
a dynamic environment and hostile, act as a moderator in connection between business strategy and 
competitive performance. While structure organisasional moderating good relations between the strategy 
and Return on Sales (ROS). 

Based on the results of the study, the authors develop a conceptual framework for the relationship 
between Business Strategy, Strategic Capabilities, Organizational Performance, Business Environment and 
Organizational Structure as illustrated in Figure 1. 

 

 

 

 

 

 

 

 

 

 

 

 

 

DISCUSSION 
 

 

Figure 1. The Conceptual Framework of Business Strategy, Strategic Capabilities and Organizational Performance 
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DISCUSSION 

Business Strategy 
Business strategy have been discussed from many different perspectives (Porter 1980; Miller, 

1987; Katobe 1990). One common and useful conceptualization expressed by Miles and Snow (1978) 
focused on the adaptation or aggressiveness of company’s strategic environment to the market. Most 
research over the years has studied the differences between the four types of strategic, the various internal 
factors include innovation, characteristics of the management, organizational performance and 
organizational design. Strategy of Defender, Analyzer, Reactor and Prospector are advised to be different in 
their actions, with each group impose decisions and activities that are consistent across the different areas 
of the Organization (Slater and Narver, 1993; Conant et al. 1990; Shortell and Zajac, 1990). Recent studies 
have supported and extended the findings of previous work on the typology of Miles and Snow: the strategic 
groups are found to distinguish between each other on a variety of factors including implementation and 
usage of market research, organizational performance and perception of the environment (Auh and Menjuc, 
2005; Bednall and Valos, 2005; Freel, 2005; More, 2005,  Peshko and Nickerson, 2010) 

Miles and Snow (1978) introduced a typology which intend to classify the strategic orientation of 
firms based on specific strategic actions. Firms within any industry could be classified into one of four groups 
as Prospectors, Defenders, Analyzers, or Reactors. Firms are classified into the first three strategic types if 
they have a formal and implied strategic orientation and as Reactors if they do not have a formalized 
strategic orientation. Zahra and Pearce (1990) summarize the four types: Defenders emphasize a narrow 
domain by controlling secure (and often premium) niches in their industries. They appoint in little or no 
product/market development and stress efficiency of operations. Prospectors represent the other end of the 
continuum, constantly seeking new opportunities and initiating product development. Analyzers exhibit 
characteristics of both Defenders and Prospectors. Finally, Reactors do not follow a conscious or consistent 
strategy and are viewed as a dysfunctional organizational type. Most of these ideas have held up in research 
into a variety of industries over the years (Peshko and Nickerson, 2010). 

Some of the characteristics of each strategy is described in detail in the following. Defenders 
generally attempt to locate and maintain a secure niche in a relatively stable market environment. They try to 
protect their markets by offering high-quality, well-targeted products, while not often being at the front 
position of industry developments. They are focused, rather than unfocused in their efforts. Prospectors 
typically concentrate on many diverse markets which they periodically help to redefine. They value being 
first-in with new products or in new markets, even when these efforts are not highly profitable initially. They 
generally respond rapidly to most new opportunities. They are aggressive, rather than passive, in their 
efforts. Analyzers commonly attempt to maintain a stable and secure position in the market while, at the 
same time, moving quickly to follow new developments in the industry. They are seldom first-in with new 
services or into new markets, but they are often second-in with better offerings. They emphasize longer-term 
planning and much thought about decisions prior to action in most instances. They are planners or thinkers, 
rather than reactors or doers, in their efforts. Reactors are said to have an inconsistent approach to their 
markets, oftentimes being indecisive. They are rarely aggressive in attacking new opportunities or to defend 
current markets. Rather, they take action mostly when pressured to by outside forces, such as the economy, 
competitors, or market pressures. They will most likely spend much time thinking about a decision prior to 
acting, even though little long-term planning is evident. Thus, they are not planners or doers, but rather 
reactive and thinkers by necessity (Peshko and Nickerson, 2010). 

Regarding performance of the strategies, Miles and Snow (1978) originally proposed that Reactors 
will be the lesser performers, while the other three types could perform equally well, depending on the 
situation and the industry. In most cases, empirical evidence supports these proposals (McKee et al 1989, 
Smith et al 1989, Hawes and Crittenden 1984 in Peshko and Nickerson, 2010 ). Somewhat contradictory 
results are found in a few instances in the performance of each strategy type, such as no impact on 
performance or the presence of successful Reactor firms (Shoham et al 2002, Slater and Olson 2001, 
Woodside et al 1999, Zajac and Shortell 1989, Hambrick 1983, Snow and Hrebiniak 1980). Plus, it is not 
uncommon for the ordering on performance to differ from suggested Prospector, Analyzer, Defender, then 
Reactor (Aragon-Sanchez and Sanchez-Martin 2005, Brunk 2003, Desarbo et al 2005, Haines et al 1990). 
These variations can oftentimes be explained by abnormalities of a given industry or possibly by the varying 
methods used to classify the companies (Zahra and Pearce's 1990). However, given the generally 
consistent findings over time, it might be expected that one of the Prospector, Analyzer, or Defender 
strategies will be the most successful and that Reactor firms will under-perform the other strategies (Peshko 
and Nickerson, 2010) 
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 Strategic Capability 
Strategic capabilities have been defined as complex bundles of skills and accumulated knowledge 

that enable firms (SBU) to coordinate activities and make use of their assets (Day, 1990) to create economic 
value and sustain competitive advantage. Many kinds of strategic capabilities that are common to 
businesses can be identified. Technological, product development, production process, manufacturing, and 
logistics capabilities allow a firm to keep costs down and/or differentiate its offerings. Increased production 
efficiency reduces costs, improves consistency in delivery, and ultimately increases competitiveness (Day, 
1994). Market sensing, channel and customer linking, and technology-monitoring capabilities allow a 
business to respond swiftly to changing customer needs and to exploit its technological strengths most 
effectively (Day, 1994). Marketing capabilities, such as skills in segmentation, targeting, pricing, and 
advertising, permit the business to take advantage of its market sensing and technological capabilities and 
to implement effective marketing programs. Capabilities in information technology (IT) help the firm diffuse 
market information effectively across all relevant functional areas that it can exploit to direct the new product 
development process. Finally, management-related capabilities support all of the above and include human 
resource management, financial management, profit and revenue forecasting, among others. (DeSarbo et 
al., 2005) 

Miles and Snow (1978) had reported the existence of relationships across strategic types and such 
firm strategic capabilities. Prospectors, for example, tend to compete by anticipating new product or 
marketplace opportunities and through technological innovation. These firms succeed in unstable, volatile 
environments—those marked by rapid technological change such as in the biotechnology, medical care, and 
aerospace industries (Walker et al., 2003). Prospectors use a first-to-market strategy and typically succeed 
by being able to develop new technologies, products, and markets rapidly (McDaniel and Kolari, 1987; 
Conant et al., 1990). Walker et al. (2003) note that Prospectors require strength in product R&D and product 
engineering, and perform best when the amount spent on product R&D is high. They also rely on solid 
market research and build close ties with distribution channels to ensure that the R&D produces products 
that meet customer needs (Hambrick, 1983; McDaniel and Kolari, 1987; Shortell and Zajac, 1990). Also, IT 
capabilities facilitate internal communication and functional integration that are critical to new product 
success (Swanson, 1994; Moenaert and Souder, 1996; Griffin and Hauser, 1996; Bharadwaj, Bharadwaj, 
and Konsynski, 1999). Miles and Snow (1978) have noted that Prospectors need to have the most complex 
coordination and communication mechanisms, as they are most reliant on new product development to 
sustain competitiveness (Robinson, Fornell, and Sullivan, 1992 in DeSarbo et al., 2005). 
 In contrast, Defenders attempt to locate and maintain a secure niche in a relatively table product or 
service area. They do not look outside their established product-market domain to identify new opportunities 
(McDaniel and Kolari, 1987; Shortell and Zajac, 1990). They tend to offer a more limited range of products or 
services than their competitors, and try to protect their domains by offering higher quality, superior service, 
and lower prices (Hambrick, 1983). Clearly, to be effective in achieving these objectives, Defenders need to 
possess a high level of marketing and market linking capabilities (Conant et al., 1990; Walker et al., 2003), 
and have to concentrate on resource efficiency, cost-cutting, and process improvements.  

According to Miles and Snow (1978), successful prospecting will have the effect of strengthening 
technology and R&D capabilities. In other words, ‘Prospectors tend to want to continue prospecting’ 
(Hambrick, 1983), since this is what they do best. Similarly, Defenders will likely keep on defending, while 
Analyzers will build upon both prospecting and defending capabilities. Reactors do not capitalize on the set 
of capabilities they already have built up, but rather they shift strategic orientation in reaction to competitive 
pressures, thus they will usually be at a disadvantage to those firms that are competing from an established 
position of strength.  
 
Environmental Uncertainty 

The strategy literature generally posits that strategy selection is conditional on how closely a 
business is aligned with its environment (e.g., Hofer and Schendel, 1978; Porter, 1980). For example, in 
conditions of high uncertainty in technology, customer, or competitive environments, the firm must be able to 
accommodate to environmental change (Miller and Friesen, 1978, 1983; Utterback, 1979). Environmental 
uncertainty may require a firm to be able to respond more rapidly to unforeseen change 
in order to survive (Lawrence and Lorsch, 1967; Covin and Slevin, 1989).  

Researchers commenting on the Miles and Snow typology have noted that different environmental 
circumstances may be conducive to certain strategic types (e.g., Hambrick, 1983). Factors of environmental 
uncertainty that are likely to be perceived important by managers include such issues as the degree of 
predictability of financial and capital markets, government regulation and intervention, actions of competitors, 
actions of suppliers, and general conditions facing the organization (Hrebiniak and Snow, 1980). According 
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to Walker et al. (2003), the following environmental characteristics tend to favor Prospector strategies: (1) 
the industry is in the early stage of the product life cycle (PLC); (2) market segments are still unidentified or 
undeveloped; (3) industry technology is newly emerging; (4) there are few established competitors; (5) 
industry structure is still in the process of evolving; and (6) industry concentration is high, e.g., one firm holds 
most of the market share. The reverse conditions tend to favor 
Defender strategies, whereas Analyzer strategies are favored in the ‘middle ground.’ As an example, if a 
large number of competitors exist, but industry structure is still evolving and a shakeout is inevitable, an 
Analyzer strategy may be more appropriate. 

Comparatively few research studies have attempted empirically to support the proposed 
relationships between environment, strategic capability, and Miles and Snow strategic types as outlined by 
Walker et al. (2003). Hambrick (1983) has examined the effects on strategic choice of two environmental 
variables, product life cycle stage, and industry innovation, using the PIMS database. Zajac and Shortell 
(1989) find that Prospectors and Analyzer hospitals outperform Defender hospitals in the rapidly changing 
health care environment. There is a need for a greater consideration of the effects of the environment and 
capabilities on strategic choice. 

  

Organizational Structure  
Numerous structural characteristics are common in the literature. However, four major 

structural dimensions are prevalent: (1) formalization, (2) integration, (3) centralization and (4) complexity 
(c.f. Child, 1974, Ford and Slocum 1977, Fry 1982, Dalton et al 1980, Hall 1977, Van de Ven 1976, 
Fredrickson 1986, Miller and Droge 1986, Miller 1987, Miller 1988). Centralization refers to the degree to 
which the right to make decisions and control activities is concentrated (Fredrickson 1986). In other words, a 
high degree of centralization within an organization means that the critical decisions are made at the top 
management level. Formalization can be defined as the extent to which an organization uses rules and 
procedures to prescribe behavior such as the details on how, where, and by whom tasks are to be 
performed (Fredrickson 1986). Formalization restricts the activities of employees to those proscribed in 
advance. Complexity describes the many, usually interrelated, parts of an organization (Fredrickson 1986). 
This includes the number of hierarchical levels, the span of control, or the geographical dispersion of 
operating sites, among others. Structural integration refers to the coordination of activities among the 
different specializations within the firm (Miller 1987). Highly integrated firms allow contacts between the 
experts within each department and also with the top level decision-makers. The relationship between 
organizational structure and performance can best be summarized as inconsistent, since the relationships 
between key structural dimensions and performance is not strongly supported (Dalton et al 1980). The 
findings on the associations of integration, centralization, complexity, and formalization to performance do 
not offer a consistent pattern, oftentimes being positive and other times being negative (c.f. Miller 1988, 
Dalton et al. 1980, Nwachukwu and Tsalikis 1990). 

Although the inconsistency of the impact of structural dimensions on performance is accepted, it is, 
however, widely accepted that specific structural characteristics do indeed influence performance in some 
way (Miller 1988). In particular, it may be that the 'fit' between organizational structure and organizational 
strategy is the key criterion in a given situation (c.f. Venkatraman 1989, Miller 1986). Miller (1988) finds that 
integration and formalization are relevant for performance for specific strategic types. Therefore, it may be 
that certain structural dimensions must be present with given strategies in order for the firm to achieve high 
performance levels (Zeffane 1989). This would suggest that a 'fit' or, alternatively, an interaction between 
strategy and structure is relevant to performance. Perhaps, the driver of performance is not the structural 
dimensions (formalization, integration, etc.) independently, but rather the combination of structural 
dimensions: referred to as structural configuration. Three possible configurations are possible from which 
firms might choose: (1) a low-structure, (2) a high-structure, or (3) a mixed-structure configuration. Firms 
implementing a low-structure environment will exhibit lower levels across all the structural dimensions than 
other firms. Firms implementing a high-structure environment will exhibit higher levels across all the 
structural dimensions than other firms. Finally, a mixed-structure firm will show a variety of levels of 
structural dimensions versus other firms. Porter (1980) claims that organizations require a high degree in all 
of the structural dimensions in order to implement generic strategies. Thus, the use of consistent structural 
configurations may lead to better performance. Mahajan and Vakharia (1990) support this empirically in a 
dynamic environment, where higher performing firms are found to have constant or similar levels across all 
or most of the structural characteristics. Thus, it may be that the structural configuration plays a significant 
role in an organization's performance. 
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Organizational Performance 
As stated earlier, Miles and Snow (1978) suggested that the three ‘archetypal’ strategic types 

(Prospectors,Analyzers, and Defenders) should all perform well, and should also all outperform Reactors 
due to the latter’s lack of a stable strategy. Hambrick (1983) points out that the original Miles and Snow 
model does not seek to predict which of the archetypal strategic types would be highest in performance, or 
under what circumstances; in fact, ‘performance’ had not been clearly defined. He notes that his comment is 
not to be taken as a criticism of the Miles and Snow model, as their intent was to develop a typology of 
corporate strategy, not to explore the performance consequences. Nevertheless, it is clear that more 
research was needed on the topic of strategic type and performance. Subsequent empirical tests of the 
Miles and Snow framework (e.g., Conant et al., 1990; Dyer and Song, 1997) have generally supported the 
expectation that the three archetypal strategic types would outperform Reactors. More research is still 
warranted, particularly with regard to whether industry classification, environmental factors, or other 
variables might affect the performance achieved by different strategic types. 

There is a multidimensional nature to organization performance (Pelham, 1999). For example: 
marketing/sales effectiveness (relative product quality, new product success, and customer retention); 
growth/share (level of sales revenue, sales growth, and target market share); and profitability (return on 
equity, return on investment, and gross profit margin).   

 

CONCLUSION 

This paper discusses the development of a conceptual framework to investigate the relationship between 
business strategy, strategic capabilities, business environment and organizational structure and 
organizational performance. The environment uncertainty and organizational performance act as moderators 
in the relationship between business strategy and organizational structure on organizational performance. 
Application and testing needs to be done with the aim to find the expected results. 
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ABSTRACT 
 
Southeast Asia is expected to be a big market for sharia insurance because there are three countries with 
the largest Muslim population in this region, Indonesia, Malaysia and Brunei. In 2015, an estimated growth of 
sharia in Indonesia will be faster than Malaysia. In the same year South East Asia will lead the world  sharia 
insurance market with contribution up to $ 4.3 billion. 
 
Keywords: Insurance, Life Insurance, Indonesia, Allianz, Sharia, Islamic 
 
 
INTRODUCTION 
 
Indonesia today is a country with quite a lot of insurance companies in the world. Data from the Sharia 
Council (DSN), there are more than 40 sharia insurance companies in Indonesia that have obtained 
recommendation as sharia. They consist of 40 sharia insurance operators, three sharia reinsurance 
company. 
 
Historical development of Islamic insurance industry in Indonesia begins with the establishment of PT 
Syarikat Takaful Indonesia (STI) on February 24, 1994. Establishment of this company is a collaboration 
between the Ministry of Finance, The Servant Foundation of Indonesian Muslim Intellectuals Association 
(ICMI), Bank Muamalat Indonesia (BMI), Monument Life Insurance PT Mandiri and some Indonesian Muslim 
businessmen. 
 
Opening the first sharia insurance company makes a lot of other companies become aware of the magnitude 
of the potential opportunity sharia insruance in Indonesia.  Many sharia insurance company opened, either 
by directly making sharia insurance companies or by estasblishing sharia division. 
 
PT Asuransi Syariah Mubarakah is a company that opens sharia insurance. While local companies that 
develop business by opening a branch or sharia division  PT Asuransi Jiwa Bumiputera 1912 and PT 
Bumiputera BRIngin Life Insurance Sejahtera.  The rapid growth of sharia insurance market in Indonesia 
makes the world giant insurance like Allianz Life Indonesia  and  Prudential Life Assurance to enter into the 
business by opening a sharia business division. 
 
 
DEFINITION 
 
According to the National Sharia Council (DSN), sharia insurance is an attempt to protect each other and 
mutual help among people through investment in assets or taba'ru which gives pattern of return to face the 
risks / hazards through a contract that specified in accordance with sharia. 
 
 
DIFFERENCES 
 
The diferences of syariah and  non syariah are as following: 
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Type Sharia Non Sharia 

Concept 
A bunch of people helping each other and 
cooperate with each other in which each 
individual provides tabarru ' 

Agreement between two or 
more parties, which binds to 
the insurer to the insured to 
provide reimbursement to the 
insured 

Historical aspects 

Long before Islam came, the tradition of 
Arab society to pay diyat (fines) for the 
events experienced by the murder of 
relatives, known as "Aqilah". Then be 
enhanced by the Prophet Muhammad 
and the law set out in the world's first 
constitution (Constitution of Medina) 
made directly by the Prophet 

From the Babylonians 4000 - 
3000 BC is known by the 
Hammurabi agreement. And in 
1668 AD at the Coffee House 
London as a forerunner to the 
conventional insurance 

Contract 
Akad tabarru 'and covenants tijarah 
(mudaraba, power of attorney, shirkah) 

Sale and purchase contract, 
tabaduli 

Sources of Law 
Al Quran, Hadith and other sources of 
Islamic law 

Derived from the human mind 
and culture. Based on positive 
law, natural law and the 
previous example 

Matters relating to the 
manner and choice of 
investment 

Free from fraudulent practices, gambling, 
usury, immorality, bribery, unlawful and 
mayhem 

not in harmony with Islamic law 
because of fraud, gambling, 
usury which is forbidden in 
muamalah 

Sharia Supervisory 
Board 

Exist. Function to supervise the 
compliance with Islamic principles 

No exist,in many practice may 
conflict with sharia principles 

Risk Cooperation 
model  

Sharing of risk, where there is a mutual 
process took between one participant with 
another participant 

Transfer of risk, where there is 
transfer of risk from the 
participants to the insurance 
company 

management of funds 

Separate between the insurance 
company funds to participants. 
Separate funds between  participants 
tabarru fund to the savings / investment 
fund 

No separation of funds which 
may result in forfeited funds 

premium element 

Dues or contributions made up of 
elements tabarru '(does not contain riba). 
Tabarru 'Mortality is also calculated from 
the table but without the calculation of 
interest. 
premium elements: Mortality, costs and 
profit-sharing or discounts (as contract) 

Sources of claim cost is the 
company's account as a 
consequence of the insurer 
against the insured. Pure 
business and there is no 
spiritual nuances. 
Premium elements: Mortality, 
costs and interest 

Accounting System cash basis of accounting principle accrual basis of accounting 
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adopted, but the method can be used on 
the accrual basis of cost and other 
aspects are considered indispensable 

concepts. The process of 
accounting that recognizes the 
occurrence of non-cash events 
or circumstances. And 
recognize income, assets, 
expenses, liabilities in certain 
amounts will be received in 
time to come 

 
 
Based on data from Table 1 below, the number of insurance companies continues to grow each year. There 
are purely sharia insurance companies and insurance companies that have sharia units. 
The highest growth occurred in the life insurance companies which have sharia units and this number 
continues to grow. Now many big foreign insurance companies that make up sharia unit, for both life 
insurance and loss insurance. 
 
Many sharia companies doing business because the Muslim population in Indonesia, amounting to 213 
million, compared to Malaysia which only 17 million inhabitants. 
 
Pure sharia life insurance companies: 
Asuransi Takaful Keluarga 
Asuransi Mubarakah 
Asuransi Jiwa Al Amin 
 
An insurance company has a sharia business division: 
Allianz Life Indonesia 
AXA Mandiri 
Sunlife Financial 
Prudential 
 

 
Table 1. Number of Company Insurance and reinsurance business 

with Sharia principles, 2005 – June 2010 

No Keterangan 2005 2006 2007 2008 2009 
June 
2010 

1 Syariah Life Insurance Company 2 2 2 2 2 3 

2 Syariah Insurance Company 1 1 1 1 1 1 

3 
Life Insurance Company which has 
Sharia Unit 

8 9 13 13 17 17 

4 
Insurance companies that have 
Sharia Unit 

13 15 19 19 19 20 

5 
Insurance companies that have 
Sharia Unit 

2 3 3 3 3 3 

 TOTAL 26 30 38 38 42 44 

Source: Allianz Indonesia 
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Table 2. Development of the Life Insurance Business 

With Sharia principles, 2005 – March 2010 

No Keterangan 2005 2006 2007 2008 2009 
March 
2010 

1 Premium (in billion Rp) 326,3 498,9 805,5 1650,8 2378,9 701,5 

 % increase 52% 53% 61% 105% 44% * 

2 Investment (in billion Rp) 525,5 670,2 1148,5 1188,9 2089,3 2305,3 

 % increase 26% 28% 71% 4% 76% * 

3 Claims (in billion Rp) 118,4 188,2 313,5 492,3 832,8 288,0 

 % increase 30% 59% 67% 57% 69% * 

4 Assets (in billion Rp) 685,4 950,4 1511,7 1853,3 3022,7 3285,0 

 % increase 32% 39% 59% 23% 63% * 

5 Claim ratios 36% 38% 39% 30% 35% 41% 

Source: Allianz Indonesia 
 
 
The data of Table 2 shows all the elements related to insurance such as premiums, investments, claims, 
assets continue to increase. 
 
 

Table 3. Development of the Life Insurance Business Assets 
With sharia principles, 2005 – 31 Maret 2010 

No Title 

Gross premium (Rp billion) 

2005 2006 2007 2008 2009 
Mar 
2010 

 All Life Insurance 22,294 27,498.3 45,581.3 53,989.5 60,467 17,031.8 

I Sharia Life Insurance 199.1 282.09 511.37 1,154 1,929.37 558.47 

 
The percentage of Syariah Life 
Insurance 

0.89% 1.03% 1.12% 2.14% 3.19% 3.28% 

 All Insurance & Reinsurance 16,079.8 16,628.2 18,917.6 25,557.7 24,940.3 6,649.02 

II Sharia Insurance & Reinsurance 127.2 216.85 294.18 496.84 449.52 143.06 

 
Percentage of Insurance and 

Reinsurance Sharia 
0.79% 1.30% 1.56% 1.94% 1.80% 2.15% 

 All Insurance 38,373.8 44,126.5 64,498.9 79,547.2 85,408.3 23,680.9 

III Sharia Insurance 326.3 498.9 805.5 1,650.8 2,378.8 701.53 

 Percentage of Sharia Insurance 0.85% 1.13% 1.25% 2.08% 2.79% 2.96% 
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Source: Allianz Indonesia 
 
 
In table 3 shows that the contribution of sharia insurance progressively larger, the third row shows the 
percentage of syariah insurance equal to 3 percent of the total of all insurance in March 2010 
 
List of Sharia Insurance Company in Indonesia 
 

 PT AIA Financial 

 PT AJ Central Asia Raya 

 PT AJB Bumiputera 1912 

 PT Asuransi  Allianz Life Indonesia 

 PT Asuransi Adira Dinamika 

 PT Asuransi Allianz Utama Indonesia 

 PT Asuransi Astra Buana 

 PT Asuransi Bangun Askrida 

 PT Asuransi Bintang 

 PT Asuransi BSAM 

 PT Asuransi Central Asia 

 PT Asuransi Jasindo Takaful 

 PT Asuransi Jiwa BRIngin Life Sejahtera 

 PT Asuransi Jiwa Manulife Indonesia 

 PT Asuransi Jiwa Mega Life 

 PT Asuransi Jiwa Nusantara 

 PT Asuransi Jiwa Sequis Life 

 PT Asuransi Jiwa Sinar Mas 

 PT Asuransi Jiwa Syuariah Al Amin 

 PT Asuransi Jiwasraya (Persero) 

 PT Asuransi Kredit Indonesia 

 PT Asuransi Ramayana 

 PT Asuransi Sinar Mas 

 PT Asuransi Syariah Mabarakah 

 PT Asuransi Takaful Keluarga 

 PT Asuransi Takaful Umum 

 PT Asuransi Tokyo Marine Indonesia 

 PT Asuransi Tri Pakarta 

 PT Asuransi Umum Bumida 1967 

 PT Asuransi Umum Mega 

 PT Avris Assurance 

 PT AXA Mandiri Financial Service 

 PT BNI Life Indonesia 

 PT Chartis Insurance Indonesia 

 PT Jasaraharja Putra 

 PT Jaya Proteksi Takaful 

 PT MAA General Assurance 

 PT Panin Financial  

 PT Prudential Life Assurance 

 PT Staco Jasapratama 

 PT Sun Life Financial Indonesia 

 PT Tugu Pratama Indonesia 
 
 
List of Sharia Insurance in the World 
 

 Al Aman Cooperative Insurance 

 Al Salam Islamic Insurance Takaful Co 
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 Al-Baraka Insurance Co. 

 Alliance Insurance 

 Amana Srilanka 

 Amanah Takaful Limited 

 AMPRO Singapore 

 Arab Eastern Insurance Co. Ltd, E.C, Jeddah 

 Asean Re-Takaful International Labuan 

 Australia Takaful Association Inc. 

 Bahrain Islamic Insurance 

 Bank Aljazira Takaful Ta’awuni Operation 

 BEIT Ladat Ettamine Tounsi Reinsurance 

 Bimah Iran Insurance Company 

 Dana Insurance Company 

 Failaka Investment Inc 

 General Takaful 

 Global Islamic Insurance 

 Ihlas Sigorta AS 

 International Company for Cooperative Insurance 

 International Islamic Insurance 

 International Islamic Insurance Co 

 International Takaful Co 

 Islamic Arab Insurance 

 Islamic Arab Insurance Co 

 Islamic Arab Insurance Co 

 Islamic Cooperation for Insurance of Investment and Export Credit 

 Islamic Insurance and Reinsurance 

 Islamic Insurance and Re-Insurance Co 

 Islamic Insurance Co. 

 Islamic Insurance Co. Plc 

 Islamic Insurance Company 

 Islamic International Insurance Co 

 Islamic Takafol & Retakafol Company 

 Islamic Takaful and Re-Takaful Co 

 Islamic Universal Insurance 

 Keppel Insurance 

 Life Takaful 

 Metropolitas Insurance Company 

 MNI Takaful SBN Berhad 

 Munich re (unit syariah) 

 National Cooperative Insurance Company 

 Oman Insurance Company 

 Qatar Islamic Insurance 

 Sarikat Takaful Al Islamiyah 

 Sheikan Insurance Co. 

 Sosar Al Amane 

 Syarikat Takaful Malaysia 

 Syarikat Takaful Singapore 

 Tabungan Amanah Islam 

 Takafol (U.K) Ltd. 

 Takafol Islamic Company, Riyadh 

 Takaful & Retakaful Company 

 Takaful IBB Berhad 

 Takaful International 

 Takaful Islamic Insurance Co 

 Takaful National Anda 
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 Takaful S A 

 Takaful T&T Friendly Society 

 Takaful USA Management Service, LLC  

 The Islamic Arab Insurance 

 The Malaysia Insurance Institute 

 The National Insurance Company Ltd. 

 The National Re-insurance Company 

 The United Insurance Company 

 Watania Cooperative Ins. Co 
 
 
CONCLUSION 
 
Sharia insurance market is a hot market and continues to grow in Indonesia. With a population of 213 million 
Muslims made Indonesia as a very good market for this industry. 
A number of local and foreign companies have entered into this business and this number will continue to 
grow each year. 
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ABSTRACT 

Nowadays, both in Indonesia and in countries across the globe, there founded various 

organizations which purpose is either to gain large amount of profit or to give social service without paying 

much attention on gaining profits. These organizations later are called non-profit organizations. What kind of 

mindset do people have so that they are eager to establish those organizations? How can they organize 

them? What are the obstacles in running those organizations? Everything will be discussed in this paper. 

We conducted qualitative approach of research by interviewing representatives from non-profit 

organizations, which are located in Indonesia. From this paper, we will know the purpose of establishing 

those organizations, how those organizations are coordinated, what obstacles are the threats, and how they 

overcome those problems. 

 

INTRODUCTION 

 

What comes to our mind if we talk about an organization? An organization is a social group which distributes 

tasks for a common goal. The word itself is derived from the Greek word "organon", itself derived from the 

better-known word ergon - as we know `organ`. It means a part for a particular job. 

 

There are some types of legal types of organizations, including: corporations, governments, non-

governmental organizations, international organizations, armed forces, charities, non-profit organizations, 

partnerships, cooperatives, and universities. A hybrid organization is a body that operates in both the public 

sector and the private sector, simultaneously fulfilling public duties and developing commercial market 

activities. As a result the hybrid organization becomes a mixture of a government and a corporate 

organization. 

 

In this paper, you will find some details about non-profit organizations. There are the history of organizations, 

their visions and missions, what kind of efforts they are going to take to achieve those goals, what are the 

obstacles, how they solve the problem, how they get funding, and many others. We also provide the 

interview result from some organizations, like YayasanTitipanKasih, Yogyakarta Consumer Foundation, and 

Center of the Development of Holistic Ministry. From the answers to the questions we have given, we 

analyze the data. 

 

a. Introductory paragraph 

Humans are basically social beings. It means that there is no single person in this world 

who could survive without any helps from others. As beings that are always live together, people 

establish social organizations to achieve certain goals, which they cannot achieve if they work 

individually. The existence of social institutions are not separated from the values and norms 

followed by the society itself. Values are something that is good, eager to be achieved, and said to 

be very crucial by the society. Because of it, to achieve social values, the society creates rigid 

regulations, which are called social norms. These values and norms limit and regulate people’s 

behavior in living as a whole community. 

Non-profit organization is an organization that focuses on supporting a cause in order to 

gain public attention or to achieve non-commercial goals, without putting any intention to gain profit. 
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Non-profit organizations include churches, national school, charity, hospitals, public clinic, politic 

organizations, society help in government’s law, volunteer service organization, trade union, 

professional association, research institution, museum and few of government intitutions. 

Now, there are hundreds or even thousands of non-profit organizations, which are located 

in Indonesia. Non-profit organizations have grown quite rapidly, especially religious and advocate 

organizations. Besides that, educational organizations are also growing; Teach for Indonesia is an 

example. They give education for people who are low in economy. 

In this paper, we provide report from our interview with some representatives of some non-

profit organizations about what makes them established an organization, how they organize, what 

are the obstacles, and how they overcome the problems. 

We hope that this paper can help many sides who want to know more about what non-

profit organization is so that they can understand how to organize a non-profit organization well. As 

a result, the aspirations since the beginning of the formation of the organization can be achieved. 

b. Objectives 

The objective of this research is to provide us with the information about non-profit 

organization: how do they obtain funding, how do they survive, how do they still exist in the society, 

and much other information that will enrich our knowledge about non-profit organization. 

c. Obstacles 

The obstacles of doing this research are: 

1. Lack of network to non-profit organization. 

2. If we have found the source, we found it difficult to make an appointment since they are 

also busy. 

3. We could not have direct interview since the limitation of space. 

THEORETICAL FRAMEWORK 

Non-profit organizations (NPOs) first started out as groups of people volunteering to help 

and aid their neighbors. The first form of NPOs included volunteer fire fighters and militia groups, 

public schools and hospitals, and women’s and church aid societies who helped insure the well 

being of the less fortunate and underprivileged. In later years, these small groups of volunteers 

grew into larger groups funded by wealthy individuals who felt a responsibility in helping society. It 

was not until the early 20
th
 century that the government became involved and made NPOs 

institutionalized. Laws and regulations regarding the operations and funding of NPOs, and tax cuts 

for businesses supporting NPOs were created, which virtually made it difficult for NPOs to operate 

freely, and hence the restructuring of the organization. With the structural change of NPOs and the 

boundaries raised by law, the once community-like organization changed into an industrial-like 

organization that act jointly to achieve benefits in the self-interests of organizations that comprise 

the industry (Herman, 1994). Thus with this change, the requirements needed for an NPO to 

operate effectively and achieve their goal have also changed. 

There have been several theories which illustrate the factors that play a part in an NPO’s 

success.Al Huntoon (2007) identified six positive attributes that resilient NPOs have in this modern 

day era. Thesix attributes mentioned are: 

1. A strong organizational structure and visionary board members with the right skills 

and access to resources. 

2. Sufficient and flexible funding. 
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3. A defined set of best practices in service and management functions and an effective 

way to measure performance against these benchmarks. 

4. A skilled workforce (staff) operating in a culture and environment that facilitates 

opportunities for innovation and growth. 

5. Effective community relationships that include collaborative partnerships with other 

providers, funders and other organizations and systems. 

6. Management capacity to support services, including accounting, human resources, 

technology and marketing/development functions. 

In addition to the six attributes above, Sue Sheldon (2009) suggested 2 more attributes 

which are: 

1. Ethics, accountability and transparency in every sector of the organization. 

2. Social entrepreneurship. 

From these two theories above we can group the factors that affect the ability of NPOs to 

operate well into two groups based on the SWOT analysis: internal factors and external factors. 

1. Internal Factors 

Internal factors comprise of influences (strengths and weaknesses) that are internal or 
emerge from within the organization itself. The internal factors in this case are organizational 
structure, board development, marketing/ social entrepreneurship, information management, 
and human resources. 

Organizational structure: 
By law, NPOs are treated as corporations and thus may enter into business dealings, form 

contracts, and own property. Because of this, just like any corporation, NPOs are required to 
have a well defined organizational structure. From a structural point of view, there are 2 major 
types of NPOs: Membership NPOs and Board-Only NPOs. Membership NPOs are 
characterized by having members who elect the board, and have regular meetings and power 
to amend by law, while Board-Only NPOs are characterized by having self-selected boards, 
and a membership whose power are limited to those delegated to it by the board. 

Statistics suggests that NPOs which implement a membership structure tend to be more 
positively viewed by the public than those which implement a board-only structure as they are 
considered more open and accountable. This is mainly due to the membership control within 
the organization which acts as a safeguard against the board’s abuse of power. However as an 
NPO grows and seeks larger donation, the level of examination conducted towards the 
organization and its board members rises, and thus transparency and accountability in a 
board-only structure is inevitable, hence the non requirement of members. Either way, the 
roles of board members in an NPO, which include: envisioning and shaping the organization’s 
future direction and priorities, monitoring progress, and positioning the organization for 
sustainability, is undoubtedly highly important (Sri, 2007).  
 

Board development: 

Studies have shown that organizations including NPOs, as they grow bigger, tend to face 
Founder’s Syndrome - a condition where the organization’s founders try to retain control over 
the organization, disallowing new employees or volunteers to expand the organization’s scope 
or try new things. Founder’s syndrome can be very destructive for the organization as it could 
lead to unwanted situations, such as, exclusion of newcomer, nepotism, internal conflict, 
increased dependency towards the founder, lack of organizational development, and even the 
disbandment of the organization itself.  
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Herb (2010) stated in an article that NPOs which are steady in pursuit of their mission and 
that show high yields on the investments of their resources have two things in common. First, 
they have implemented a practice and discipline of governance that clearly outline the balance 
of power between the board and CEO, and second, they possess boards of directors that show 
inspiring level of behavior and duty of care. In this article Herb also uttered four qualities which 
he found in high impact/ high performance boards of NPOs. These four qualities include: 

 
- Having a deep understanding and internalization of the organization’s 

mission, values, value proposition, strategic intentions and priorities, and the ability 

to compellingly articulate each of them. 

- Continuously committed to the cultivation of the board as a learning community of 

stewards. 

- Committed to breaking down the organizational barriers to innovation and effective 

implementation of strategy; allowing staff members to be involved in the decision 

making process. 

- Fearlessness in championing the organization through fund raising and advocacy. 

 

Marketing/ Social entrepreneurship: 

Marketing is the practice of developing a plan to meet the needs of a company’s 
customers or clients, including market research and advertising. Dale Galvin (2006) defines 
social entrepreneurship as a reinvigorated businesslike approach for nonprofits - a potential 
change in the focus of nonprofit philanthropy from charity to investment. Marketing in the spirit 
of social entrepreneurship encourages NPOs to attract new supporters for their cause through 
unconventional methods - innovative ways, such as web based promotion and selling products 
- to gain attention. 

Research has shown that internet marketing has become more successful since the early 
21

st
 century compared to conventional marketing. This true because unlike conventional 

marketing that uses the “push” strategy - broadcasting enough material (through TV, radio, 
brochures, exhibitions, mail, etc.) and eventually getting a response from a fraction of the 
broadcasted materials - internet marketing uses the “pull” strategy which uses the search 
engine to help attract customers. 

Information management: 

Information management (IM) is defined as the collection and management of information 

from one or more sources and the distribution of that information to one or more audience, and 

sometimes involves the privilege of access to that information. In an organizational 

perspective, information management focuses on an organization’s ability to capture, manage, 

preserve, store, and distribute the right information to the right people at the right time. 

In their website, AIIM, explains three fundamental principles that organizations must 
understand when managing information. These fundamental principles are: 

 
- Information assets are corporate assets. This principle should be acknowledged or 

agreed upon across the organization otherwise any business case and support for IM 

will be weak. 

- Information must be made available and shared. Of course not all information is open 

to anyone, but in principle the sharing of information helps the use and exploitation of 

corporate knowledge. 



 

International Conference BINUS | IMHA - 2012 5 

 

- Information the organization needs to keep is managed and retained corporately. In 

other words, the availability of information received today must be archived and made 

available in the future. 

Human resources: 

Human resources is a term used to describe the personnel of a business or organization, 
regarded as a significant asset in terms of skills and abilities. As the success or failure of an 
organization is primarily due to the quality of its workforce (managers and staff), it becomes 
valid to assume that organizations, including NPOs, will do their best in attracting and retaining 
skilled staff and volunteers. 

In a labor force survey conducted in 2007 by the Human Resource Council of Canada, it 
was shown that the average annual growth rate for NPOs (2.5%) was higher than both the 
business sector (1.8%) and the government sector (1.6%). It was also shown that 88% of 
employees working in NPOs were satisfied with their current job, though they also agreed that 
some aspects of their work was less satisfying such as the lack of access to retirement savings 
and compensation, and few opportunities in professional development and career 
advancement. This validates the assumption that the staff’s desire to support the NPO’s cause 
outweighs the lack of compensation in terms of being motivated. 

A problem faced by NPOs today in the human resource sector is professional deficiency. 
In a research done by Dr. N. S. Kolla (2010), it was shown that high level officials of several 
NPOs in India were lacking the professional skills needed to manage the organization. 
Managers were unable to gain adequate financial resources and whatever funds generated 
were mismanaged and misused for personal goals. Another problem addressed in Kolla’s 
research was the lack of dedicated and committed people working for the NPOs. Kolla’s 
research showed that volunteers and employees were lacking commitment to the cause and 
performed their tasks unprofessionally. This finding was of course contradictory to the survey 
result conducted in 2007 by the Human Resource Council of Canada, and thus made the issue 
on employee commitment inconclusive. 

 
2. External Factors 

External factors consist of opportunities and threatspresentedby the external environment, 
outside of the organization. The external factors in this case are: collaboration and funding, 
and accountability pressures. 

Collaboration and funding: 

NPOs serve various groups in society and rely on multiple sources of funds including 
individual/private donations, membership fees and client fees, privatefoundations, 
corporations, and government grants and subsidies such as tax exemption. NPOs that depend 
heavily on commercial income like client fees and charges are thus in a vastly different position 
than those nonprofits which are financed largely bygovernmental funding (Salamon, 1999). 
Grants and contracts are important forms of public support for many NPOs. But in recent 
years, the lack of government funding has forced some of the NPOs employees to generate 
the needed funding through personal wealth. In a survey conducted by the Nonprofit Finance 
Fund (NFF) in 2011,60% of organizations have three months or less of cash on hand; 10% 
have none. 

Collaboration with other organizations is a highpriority for most nonprofits. Based on the 
results of an online survey of 529 NPOs conducted by Cause Communicationsand Princeton 
Survey Research AssociatesInternational in 2008, 88% of the respondents said networking or 
collaborating with peerorganizations was important to the successfulachievement of their 
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organization’s goals, while 72% reported that it was important for theirorganization to work in 
partnership with othernonprofits on communications. 

Accountability pressures: 

As a result of a few high profile cases, nonprofits are facing powerful accountability 
pressures to provide measurable proof that the services they provide have an impact on the 
communities and populations they target. Funders and the public want to know in detail if the 
funded organization is effective in doing what it sets out to do and if it is also efficient at what it 
does. As gaining and keeping the public trust is also essential, calls for accountability can lead 
nonprofits to spend more time searching for financial support and accounting for funded task 
performance in order to continue receiving funding from the source. This can cause nonprofits 
to be more business-like but may also draw attention from responding in innovative or 
distinctive ways to community and/or client needs. 

 
METHODOLOGY 

 
a. Overview 

 
This research is conducted to know about what are the challenges of a non-profit 

organization. In order to achieve this goal, we do an interview with the managers of the non-profit 
organization. 

 
b. Respondents 

 
The respondents are three non-profit organizations which randomly choosen, they are: 

1. LembagaKonsumen Yogyakarta (Yogyakarta Consumer Foundation) 

2. YayasanTitipanKasih 

3. PusatPengembanganPelayananHolistik 

 
c. Questions 

 
We have total 27 questions for each non-profit organization and we divide it into 3 parts, 

opening, main questions and closing. For the main questions, we also divide it into 4 categories : 
events, intern members recruitment and conflicts, fund-raising and cooperation, and miscellaneous.  
The questions we use for the interview are : 
1. Opening 

 How can this organization be established? Could you please explain the history? 

 What are your organization's long term goals, and what are the plans or steps that your 

organization take to achieve that goal? 

 What does your organization do? (On what cause and on which sector) 

2. Main questions (Events) 

 What events that you ever held for your cause? 

 Did those events run well? 

 How can you show your works / events to the society? 

 For every event, what kind of problem those appeared when events were held and how 

did you overcome the problems? 

 What are the plans for the upcoming event? 

3. Main questions (Intern Members Recruitment and Conflicts) 

 How many active participants are there in your organization? (the member and the related 

corporation) 

 (If the respondent is supervisor / manager) How can you manage the organization 

especially the supervision and management sectors? 
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 What are the advantages you got from joining a non-profit organization? Would you share 

your experience? 

 I've heard that there are many people who want to join non-profit organizations, but the 

problem is they don't know how to. How do you get people to actively join your 

organization, and how do you "moderate" these members so that they work efficiently 

and effectively? 

 Are there any difficulties in managing your organization? For example, are there cases 

where employees are not fully motivated maybe due to the lack of salary that they earn? 

And what do you do to overcome those difficulties? 

 We know that corruption level in Indonesia is high. Is the chance to corrupt the money in 

non-profit organization and profit organization same? Please give tell us your opinion. 

How you handle the corruption if it really happened in your organization? 

4. Main questions (Fund-raising and Cooperation) 

 How does your organization get the funding needed to run the organization, and how do 

you allocate or use the received funding to maintain your organization and also move 

one step closer to achieve your organization's missions? 

 Does your organization work with other profit organizations? And if so, is it difficult to get 

them to collaborate with you and help you support your cause? What are the main 

difficulties in working with profit organizations? 

 What do they get from being the sponsorship of your organization? 

 Does your organization cooperate with other non-profit organization from outside 

Indonesia? If so, how you handle it? Are there any difficulties (for example in 

communication maybe)? 

 At times like these where the economy is down and the donation your organization 

receives is uncertain, what innovative ways does your organization use to make sure 

that your organization can still exist and move forward in fulfilling its mission? 

 People who donate to your organization want to see the results of their donations and how 

it has helped. How does your organization demonstrate these results and how do your 

donators react to this? (Do they give you more support?) 

 Speaking about the worst case, what will your organization do if no other organizations 

want to be the sponsor? 

5. Main questions (Miscellaneous) 

 How is the society viewpoint about your organization? Do they support your organization 

enough? 

 How can the government support your organization? 

 Are there any difficulties to handle a non-profit organization if compared to profit 

organization? 

 Are there any difficulties in handling a non-profit organization which are not stated above 

and how do you overcome those problems? 

 
 

d. How to Do 

 
To achieve the research objectives, first we made 10 questions per each group members, 

after all of the questions are collected, we sort it into 27 questions with opening, main questions, 
and closing. 

After we arrange the questions, we sent all of the questions to the representative of the 
non-profit organizations through email. We waited for approximately 2 weeks for the reply. Then we 
made the comparison among those organizations for the data analysis, made conclusions and 
recommendations. 
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DATA ANALYSIS 

 

According to the results of the interviews in the appendix, most of the non-profit organizations 

do have several challenges that need to be overcome to reach their goal. One way to analyze that is by 

using SWOT Analysis (Strength, Weaknesses, Opportunities, and Threats). 

 

 As for their strengths, most of them put their concentration in human resources development, in this 

case PusatPengembanganPelayananHolistik and YayasanTitipanKasih. 

PusatPengembanganPelayananHolistik is a non-profit organization which is established for 

employment and reconsiliation matter. YayasanTitipanKasih also helpthe employment matter to be 

better as they try to brighten the future of young generations. And as for LKY, they are concentrating 

more in protection for customers. With these strong visions, those non-profit organizations stated 

above have be a solid reason to execute plans in future. 

 

 As for weaknesses, they meet obstacles that the most of other non-profit organizations also found, 

for example: funds, connection or channels, languages (if the organization is concentrating on helping 

or developing human resources outside Indonesia), the race problem (for example to what happened 

to PusatPengembanganPelayananHolistik), and many more. Deficitproblems also have to be 

overcome by good strategic planning, like a good channel for fundraising and a good advertisement if 

that is neccessary, also a good back-up plan like CBOs and such. 

 

 As for opportunities, environmental scan is needed for finding another good spot to implementing 

new plans. Just like PusatPengembanganPelayananHolistik, they intend to make good human 

resources by minimizing unemployment whichis going to be a good leader in the future. And as for 

YayasanTitipanKasih, they have their own plans or strategies, they want to help people who need help 

for better employement so they can dedicate themselves better in the society. As for LKY, they intend 

to make costumer care centers, big events dedicated for customers. 

 

 And for threats, the biggest obstacle comes from a competitor, at least the same or bigger 

organization, that is concentrating in the same areas. Donators can frequently cut their donations, and 

they can also experience something better in the other organizations’ work, so they give up the 

donations for their own priorities. As for organizations stated above, most of the organizations are 

already cooperating with the government, so they can look for fund in an urgent situation when it’s 

needed (LKY and YayasanTitipanKasih).  And as for PusatPengembanganPelayananHolistik, they are 

helped by CBOs (Community Based Organizations).  

 

So, the strategic planning they use is mostly by seizing opportunities, looking for others’ 

weaknesses, and minimizing threats and their own weaknesses. 

 

CONCLUSION AND RECOMMENDATION 
 

a. Conclusion 

 
According to the results of the interviews and data analysis above, most of the non-profit 

organizations do have several challanges like funds, connection and channel, race problem or other 
competitor that need to be overcome to reach their goal. The strategic planning they use is mostly 
by seizing opportunities, looking for others’ weaknesses, and minimizing threats and their own 
weaknesses.One way to analyze that is by using SWOT Analysis (Strength, Weaknesses, 
Opportunities, and Threats). 

 
b. Recommendation 
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To achieve their goals, the non-profit organizations need to concentrate in human resources 

development, overcome their obstacles by have good strategic planning, like a good channel for 
fundraising and a good advertisement if that is necessary, do environmental scan is needed for 
finding another good spot to implementing new plans, and compete with other competitors, which 
are concentrating in the same area. 
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APPENDIX 

 

Interviews Results 

 

I. PusatPengembanganPelayananHolistik - Jl. Cemara II/23 Salatiga 

 

Opening 

 

1. How can this organization be established? Could you please explain the history? 

This institution is founded at 2011 based on Christian Theology that says salvation, which 

comes from Jesus Christ, is a whole salvation that includes all the aspects of mankind and 

other beings. Unfortunately, the fact is that many Christian churches and Christian 

organizations say that the salvation is only for mankind, ignoring other aspects of life(for 

example: economy, education, health, unfairness, etc.) This point of view was worse by 

government regulation during the OrdeBaru that limits the scope of service of the institution 

into only for spiritual aspect and can only be published for the members. This condition had 

made churches unable to be blessing for the world and unable to tell the whole salvation. 
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After the OrdeBaru had fallen, there open chances for churches and religious institution to 

give non-spiritual services. Aspects, which were first forbidden, like justice, social and 

humanity, were able to be accessed by churches and religious institution. Because of the point 

of view stated above and availability opportunity, we founded this institution together with 6 

synods in Indonesia: GKI SinwilJawa Tengah, Gereja Kristen Jawa (GKJ), GerejaToraja (GT), 

GerejaTorajaMamasa (GTM), Gereja Kristen Sumba (GKS), and Gereja Kristen Sumatera 

Bagian Selatan (GKSBS). 

 

2. What are your organization's long-term goals, and what are the plans or steps that your 

organization takes to achieve that goal? 

Our mission is to empower churches so that the churches can give holistic services so that 

all the members can be involved in creating prosperous, fair, and peaceful society. Holistic 

service is a service that focuses on all aspects of humanity: economy, politics, education, 

health, etc. and all beings, including ecosystem. With this mission, we hope that churches can 

become the blessing for surrounding society and world where we live and serve.  This service 

is non-discriminative, in other words, we donot differentiate people based on religions, tribes, 

races, nor ethnics. This service does not mean to Christianize other people. 

We want to achieve this kind of mission by giving training for the institution and the 

members. To empower our institution, we hold “Institutional Capacity Building”, while for the 

members, we hold “Community Capacity Building”. Our strategy is by making holistic service 

as a movement, that is every institution and everyone is called to create a prosperous, fair, and 

peaceful society with potential, passion, and skills owned, individually or together. Our 

institution works as a consultant, facilitator, and partner, while the operation is held by local 

partners, either churches or Social Institution, in fields. 

Our organization works as training provider for institutions and personal needs to improve 

their capacity. For this activity, we hold some trainings: RBM (Results Based Management), 

ABCD (Assests Based Community Development), AI (Appreciative Inquiry), Disaster 

Management, Disaster Risk Reduction, Micro Enterprise Development, Peace Building & 

Trauma Healing, etc. 

Besides having trainings, we also help local partners to implement their programs. For 

example, we work as partners with local institution located in Aceh, Tasikmalaya, and Jogja 

during the post-earthquake to rebuild homes, and restore their livelihood, like rehabilitation of 

farms, providing tools for fishermen, etc. We also gave support to raise economic growth at 

Sumba, Sumatra, and Sulawesi. Furthermore, we helped institutions to eliminate HIV & AIDS 

in Papua. 

3. What is your position there? 

Executive Director. 

 

Events 
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1. What events that you ever held for your cause? 

There are many events that have been held. Here are the outlines: 

a. Trainings.  

b. Empowering low-economy society. 

c. Peacebuilding& Reconciliation in Poso and Mamasa (West Sulawesi) 

d. Dialogue across religions. 

e. Giving emergency response, rehabilitation on shelter and livelihood. 

f. Campaign and give support to anti-HIV and AIDS movement. 

2. Did those events run well? 

 Generally, yes. 

 

3. How can you show your works / events to the society?  

By showing the result and giving chance to them to get involved in planning and program 

implementation. 

 

4. For every event, what kind of problem those appeared when events were held and how did you 

overcome the problems? 

 For trainings, it often happened that people who joined the training could not attend, 

because of their own business and not having enough funding for the implementation. To 

overcome this problem, we sometimes gave initial assets. 

For direct implementation, the society itself was passive, because they were usually 

helped, not helping their own selves. To overcome this problem, we usually conducted a 

sharing session to tell them that they were the ones who should help themselves, not 

outsiders. 

Sometimes, specific groups forbade us to hold events, because we declared that we were 

Christian institution, but we did not Christianize people. In every event, we worked together 

with the society and we were very open to any kind of monitoring activity. 

 

5. What are the plans for the upcoming event? 

We will still continue the training, support, and we are trying to create champions in the 

society as the leaders in their own area. 

 

Intern Members Recruitments and Conflicts 

 

1. How many active participants are there in your organization? (the member and the related 

corporation). 

 We have 4 staffs in our office. In the fields, we work with local partners and the society 

itself that involves many people. 
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2. How can you manage the organization especially the supervision and management sectors? 

We have a tool to review the works. We implement RBM that shows the goal we are about 

to achieve, including outputs, outcomes, and impacts, in every event. This becomes the 

standard of the success of an event. In every result, we also determine indicators. To 

understand someone’s performance, we can look at the indicator whether it has been satisfied. 

 

3. What are the advantages you got from joining a non-profit organization? Would you share your 

experience? 

In every non-profit event, we met with many people who were willing to help other people. 

We were also able to witness to the change in the society whom we helped. That is what we 

call as success, and the change has made us glad. 

 

4. I have heard that there are many people who want to join non-profit organizations, but the 

problem is they do not know how to. How do you get people to actively join your organization, 

and how do you "moderate" these members so that they work efficiently and effectively? 

Involving volunteers is the most important part in our event as a non-profit organization. If 

we want to hold an event, we promote it with many ways to get public’s attention so that they 

are willing to join. In big events, many people are interested to donate or even to join us, 

because, actually, many people love to help others. We also have key person in some specific 

places who can persuade people to always join an event. Besides that, we also have network 

including the list of available volunteers in the field. 

 

5. Are there any difficulties in managing your organization? For example, are there cases where 

employees are not fully motivated maybe due to the lack of salary that they earn? And what do 

you do to overcome those difficulties? 

The common obstacle is in organizing the volunteers because they came from different 

backgrounds with different purpose. The main obstacle is to ask them to write reports and do 

administrative jobs. To overcome this, we let people who have the passion on that field to 

handle them. 

 

6. We know that corruption level in Indonesia is high. Is the chance to corrupt the money in non-

profit organization and profit organization same? Please give tell us your opinion. How you 

handle the corruption if it really happened in your organization? 

Corruption can occur everywhere, including in non-profit organizations. If a non-profit 

organization is founded by people who own passion in that field, the motivation to corrupt is 

lower compared to people who found non-profit organizations in order to gain profit. In many 

places, Non-governmental organizations (NGOs) have become alternative industries to gain 

money, in other words, helping others is not their main purpose. 
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To prevent corruption, we implement transparent financial accountability. In our office, we 

provide information about funding sources and how we used it. We are also open with our 

partners in financial matters. In every end of period, we ask public accountant to audit our 

finance. We also ask our donators whether they want to have audit by public accountant. They 

are free to choose who will audit us and the frequency to audit. 

 

Fund-raising and Cooperation 

 

1. How does your organization get the funding needed to run the organization, and how do you 

allocate or use the received funding to maintain your organization and also move one step 

closer to achieve your organization's missions? 

So far, we got funding from sponsors, from both national and international organizations. 

The funding we receive is based on the proposal accepted by the sponsor. The usage of the 

funding is based on the allocation of funds listed in the proposal. We ask for permission from 

our sponsors if we want to use the funding for needs that are not based on the proposal. 

 

2. Does your organization work with other profit organizations? And if so, is it difficult to get them 

to collaborate with you and help you support your cause? What are the main difficulties in 

working with profit organizations? 

 So far, we have never cooperated with other profit organizations. There were 

organizations, which were willing to cooperate, however we refused them since we had seen 

threats that can destroy their own business activities. 

 

3. What do they get from being the sponsorship of your organization? 

 They do not get anything from becoming the sponsor. 

 

4. Does your organization cooperate with other non-profit organization from outside Indonesia? If 

so, how you handle it? Are there any difficulties (for example in communication maybe)? 

 In general, we got funding from international non-profit organizations, especially from 

North America and Europe. So far, there is no fundamental problem; the only problem is that 

we have to adjust ourselves with their standards. 

 

5. At times like these where the economy is down and the donation your organization receives is 

uncertain, what innovative ways does your organization use to make sure that your 

organization can still exist and move forward in fulfilling its mission? 

We ask CBOs (Community Based Organization) who become our partner to look for 

available local sources. We only have 4 staffs in our organization because we want to reduce 

operational and routine expenses. 
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6. People who donate to your organization want to see the results of their donations and how it 

has helped. How does your organization demonstrate these results and how do your donators 

react to this? (Do they give you more support?) 

We send them written reports and documents with valid photos. In our work plan, we have 

put sources of information about the goals we want to achieve, including the measurable 

indicator and how to get the information.  We also allow them to audit our finance, audit 

projects, or even institutional audit if they want to. We also ask our sponsor to directly monitor 

the activities at the field and we let them meet and talk with anyone, without our guide. 

 

7. Speaking about the worst case, what will your organization do if no other organizations want to 

be the sponsor? 

The worst scenario is that our organization will disband. We do not expect that our 

organization will stand still in such a long time, because if our organization still exists for a long 

time, it means that we have failed in guiding the society. From the beginning, we did not want 

to expand our organization, however the churches and the society themselves that should 

expand. In this worst scenario, we do not worry much, since we have spread virus of kindness 

in churches and the society. This virus will always work in the society. 

 

Miscellaneous 

 

1. How is the society viewpoint about your organization? Do they support your organization 

enough? 

According to what we have observed, the society always gave support to us because they 

had felt the benefits. Until now, there are many social institutions and churches that are willing 

to be partners with us, however we refused them due to our limitation. The society whom we 

had helped also expected us to always guide them even though the project has been finished. 

 

2. How can the government support your organization? 

Actually, the government can support us in a form of donation. However, so far, we have 

never received any kind of donation from the government, because we also proposed some 

terms that the funding, which is about to be donated, cannot be discounted even 1 Rupiah, and 

the funding can only be used for accepted allocation. The government can also support us by 

allowing us to hold events that will support the society. 

 

3. Are there any difficulties to handle a non-profit organization if compared to profit organization?  

I am not sure since we have no experience organizing profit organization. 

 

4. Are there any difficulties in handling a non-profit organization that are not stated above and 

how do you overcome those problems? 
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Sometimes the government does not accept programs whose purpose is to make the 

society more responsible and have critical way of thinking. 

 

Closing 

 

1. From all questions we were asked, what is the biggest challenge of running a non-profit 

organization? 

 Mobilizing the funds from domestics. So far, we can only mobilize local funds for donation 

if there is a disaster. The fund for empowering the society is difficult to obtain. 

 

2. Is there any word from your organization for the society? 

 No. 

 

II. YayasanKonsumer Yogyakarta (Yogyakarta Consumer Foundation) 

 

Opening 

 

1. How can this organization be established? Could you please explain the history? 

  Yogyakarta Consumer Foundation (LKY) is an independent, non-profit, volunteer-based 

organization whose mission is to work for a fair, just and safe environment for all consumer 

community. LKY encourages consumer empowerment to protect themselves. 

LembagaKonsumen Yogyakarta (Yogyakarta Consumer Foundation) is the first consumer 

organization in Yogyakarta. LKY was first named YLKI Yogyakarta, founded in April 12 1978, 

as a branch of The YayasanLembagaKonsumen Indonesia (YLKI) based in Jakarta. In 20 May 

1999, influenced by Indonesia’s reformation. YLKI Yogyakarta became independent and 

separated from YLKI. The organization’s formation was also changed from foundation into 

community organization. The name and formation changing were validated through notarial 

deed on August 9, 1999. The first general assembly was held in 2002. 

The Second General Assembly was held in 2005, when the members agreed to change 

the name of YLKI Yogyakarta into LembagaKonsumen Yogyakarta (LKY). It is based on the 

fact that the name YLKI Yogyakarta is always seen as a representative of YLKI based in 

Jakarta while many organization’s opinions and views are poles apart. This is perceived as a 

barrier to the development of organization in the future. The name had been changed, however 

the organization’s vision, mission, goal, and formation are remain the same. 

As a community-based organization LKY opens its’ doors to all community members to 

become active members and get involved in our consumer protection movement to establish a 

fair and just environment for all consumers in Indonesia. 
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2. What are your organization's long-term goals, and what are the plans or steps that your 

organization takes to achieve that goal? 

Vision: Grow justice for consumers. 

Mission:  

a. Develop critical mindset for consumers. 

b. Grow solidarity among consumers. 

c. Support the development of groups of consumers who are strong and critical. 

d. Protect non-powered consumers. 

e. Struggle for justice for consumers 

 

To reach its targets, this organization does some efforts in the field of: 

a. Protecting consumers.  

b. Organizing consumers. 

c. Supporting consumers. 

d. Fundraising. 

 

3. What is your position there? 

I used to be the coordinator of Supervisory Board during 2007-2009. But now, I’m just a 

member. 

 

Events 

 

1. What events that you ever held for your cause? 

There are many events that have been held. Here are the outlines: 

a.  Education for consumer:  

Forming group of consumers, guiding citizens, training, radio broadcast, public 

campaign, becoming the sources for various events (seminars, discussions, talshows, 

public class, etc), publishing (leaflet, brochure, newsletter, poster, etc). 

b.  Controlling, Field-study, Avocation 

Conduct a research, survey, polls, laboratory tests, passing aspiration to 

Parliament, etc. 

c.  Customer Service 

Receive complains from consumers. 

d.  Fundraising 

Membership dues, consumer cooperation, projects. 

 

2. Did those events run well? 

Approximately 70% of all programs ran well. 
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3. How can you show your works / events to the society? 

Providing Press Release to mass media, sending invitation, make a private contact, 

spreading flyers. 

 

4. For every event, what kind of problem those appeared when events were held and how did you 

overcome the problems? 

 The biggest obstacle is the fund since consumer organization is really ruled by rigid ethic 

code. This is for the sake of the organization’s independency. The organization is not allowed 

to accept donations from unknown producers. The solution is by looking for private or personal 

donation, donation from the government, and fundraising. Another obstacle is about the lack of 

HRD. All the members now are volunteers. The solution is by opening chance for new 

volunteers and giving non-material award for the volunteers. 

 

5. What are the plans for the upcoming event? 

It’s difficult to speak about it, but we are planning to hold events, like organizing society, 

costumer care, advocation, and fundraising. 

 

Intern Members Recruitment and Conflicts 

 

1. How many active participants are there in your organization? (the member and the related 

corporation). 

 There are approximately 15 active members. 

 

2. How can you manage the organization especially the supervision and management sectors? 

 There are already rules for the jobdesk at AnggaranDasar and AnggaranRumahTangga. 

There are also  DewanPengurus and DewanPengawas. DewanPengurus has also arranged 

the Standard Operational Procedure for daily activities. 

 

3. What are the advantages you got from joining a non-profit organization? Would you share your 

experience? 

 There are many benefits. By joining this organization, I can expand my network not only in 

local area, but also in national scale. I can also meet  activists of social institutions and famous 

public figures. Furthermore, I gain more experience in organization skill, and of course, I get 

more general knowledge.  

 

4. I've heard that there are many people who want to join non-profit organizations, but the 

problem is they don't know how to. How do you get people to actively join your organization, 

and how do you "moderate" these members so that they work efficiently and effectively? 
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 Based on my experience, the most effective and efficient way of volunteer recruitment is 

by interpersonal recruitment. It means, the members who are active in the organization ask 

their friends to join also. This method has proven to be more successful compared to public 

announcement. Actually, through public announcement / advertisement, there were many 

registrants. However, they only wanted to know. As time passed by, the number of enthusiasts 

were not more than 10% of the total registrants. In the other hand, interpersonal method of 

recruitment produces more commitment volunteers because they are monitored by their 

friends who had asked them to join into the organization.  

 

5. Are there any difficulties in managing your organization? For example, are there cases where 

employees are not fully motivated maybe due to the lack of salary that they earn? And what do 

you do to overcome those difficulties? 

 Almost all of the activists in this organization are volunteers. From the board of 

management until the staffas are volunteers. Only two full-timer staffs are paid. The rest are 

volunteers. The biggest problem is about the commitment of working without any salary. If 

there are members who don’t do their job well, we cannot warn nor force them since they are 

volunteers. The solution is, we pass the jobdesk to other volunteers. Because of the working 

without payment, we can only give the volunteers unique experience, chance to show the 

existence, chance to join training and seminars, chance to develop their talents and more 

importantly, chance to become an important person in the society. 

 

6. We know that corruption level in Indonesia is high. Is the chance to corrupt the money in non-

profit organization and profit organization same? Please give tell us your opinion. How you 

handle the corruption if it really happened in your organization? 

For this time, the chance for corruption is really small since we don’t have money. 

However, in this organization, we still emphasize the value of openness, ethic, and integrity. 

Those are the points we really appreciate and they are already written in the AnggaranDasar. 

 

Fund-raising and Cooperation 

 

1. How does your organization get the funding needed to run the organization, and how do you 

allocate or use the received funding to maintain your organization and also move one step 

closer to achieve your organization's missions? 

As a consumer organization, we forbid any donations from producers. Besides that, during 

the New Order Era, we were also careful in receiving donation from the government. The 

purpose of doing those two things is we want to prevent any form of cooptation and we want to 

keep our organization as an independent organization. 
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This time, we have changed our attitude. We can still receive donation from the 

government as long as it does not give any impact on the indepence and integrity of the 

organization. Besides that, our organization get funding from some ways, for example: 

a. Membership dues. 

b. Grant. 

c. Organic farming cooperation. 

d. Donor organization 

e. Any other sources which are not against the Anggaran Dasar. 

 

2. Does your organization work with other profit organizations? And if so, is it difficult to get them 

to collaborate with you and help you support your cause? What are the main difficulties in 

working with profit organizations? 

No. We don’t have any relationship with other profit organizations. 

 

3. What do they get from being the sponsorship of your organization? 

 They don’t get anything from becoming the sponsor. 

 

4. Does your organization cooperate with other non-profit organization from outside Indonesia? If 

so, how you handle it? Are there any difficulties (for example in communication maybe)? 

 We cooperate with foreign donor organization, which is located in Indonesia. There is no 

problem with the communication since they open a branch in Indonesia and the staffs are 

Indonesian. 

 

5. At times like these where the economy is down and the donation your organization receives is 

uncertain, what innovative ways does your organization use to make sure that your 

organization can still exist and move forward in fulfilling its mission? 

 We are developing independent funding source, so we don’t depend on external 

organization. Some time ago, we were having financial crisis. There was no funding for 

operational need, including for paying the rent for the headquarters. To overcome this problem, 

some members lent their money for this organization without any rates and without any time 

limitation. However, the organization is still in charge to return back all the money, step-by-

step. Until now, some loans are still unpaid. 

 

6. People who donate to your organization want to see the results of their donations and how it 

has helped. How does your organization demonstrate these results and how do your donators 

react to this? (Do they give you more support?) 

Every year, the board of management publishes reports to public. They announce any 

events that had been held by the organization. The report is sent to mass media, donators, 

governments, and stakeholders. The annual report is already regulated in the AnggaranDasar. 
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7. Speaking about the worst case, what will your organization do if no other organizations want to 

be the sponsor? 

The organization will still run since the motor of the organization is not about the money, 

but the voluntariness. Some activites might be difficult, but the volunteers will still struggle. 

However, talking about the worst case, if the organization is in danger, the board of 

management, as the highest institution, needs to conduct a congress meeting to discuss the 

fate of the organization. The worst case is that we have to disband the organization. However, 

the requirements are very complex. 

 

Miscellaneous 

 

1. How is the society viewpoint about your organization? Do they support your organization 

enough? 

I think they like us. Yes, They give moral support and also facilities, like lending 

University’s auditorium for the seminars. 

 

2. How can the government support your organization? 

a. Provide funding for routine operations. 

b. Involve the organization in the events held by the government. 

c. Listen to our aspiration in the field of consumer protection. 

 

3. Are there any difficulties to handle a non-profit organization if compared to profit organization?  

I have never handled other organizations. 

 

4. Are there any difficulties in handling a non-profit organization that are not stated above and 

how do you overcome those problems? 

I think that’s all. 

 

Closing 

 

1. From all questions we were asked, what is the biggest challenge of running a non-profit 

organization? 

a. Funding 

b. High rate of volunteer turn over. Most of them are students, so when graduation comes, 

most of them come back to their hometown. 

 

2. Is there any word from your organization for the society? 

No. 
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III. YayasanTitipanKasih 

 

Opening 
1. How can this organization be established? Could you please explain the history? 

Background of “YayasanTitipanKasih” was about concern of current social condition, 
especially on Christian people from Toraja, Mamasa, Luwu, Mamuju, which were done 
urbanization. These people suffered, especially when they wanted to find a work, but they 
didn’t have any special skills, resulting unemployment was raising and many students was 
threatened due the financial for paying school fee. This condition attracted Mrs. Debora 
Lambiu Paulus and Mr. Emilee AntoonFlissard for built “YayasanSosial Kristen” and then be 
named as “YayasanTitipanKasih”. 

 
2. What are your organization's long term goals, and what are the plans or steps that your 

organization take to achieve that goal? 

Vision: 
Nurture and educate waifs (fatherless child, motherless child, orphan, natural child, 
broken-home, and weak financial) for to be have strong faith, proper live, and same 
degree with other children. 
Mission: 
“…since you did it for one of the least important of these brothers of mine, you did it for 
me.” (Matthew 25 : 40b). 

 
3. What does your organization do? (On what cause and on which sector) 

Social 
 

 Events 
 
1. What events that you ever held for your cause? 

- “Go Green”, 

- “Counseling training about HIV &AIDS”, 

- Easter Retreat, 

- Reflection about 29 years of YayasanTitipanKasih, 

- Christmas Party, 

- Social Service. 

 
2. Did those events run well? 

Yes, they did, thanks for God. 
 

3. How can you show your works / events to the society? 

Via bulletins, Facebook, photos, and website. 
 

4. For every event, what kind of problem those appeared when events were held and how did 

you overcome the problems? 

- Finance 

- PIC for evey event, because 98% of event organizers still have other main works, outside 

organization. 

 
5. What are the plans for the upcoming event? 

- Fund-raising from bazaar, selling handicraft, and provide information via Facebook. 
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- Conduct meeting with all staffs for deciding PIC and execution time for upcoming events. 

 
Intern Members Recruitments and Conflicts 
 

1. How many active participants are there in your organization? (the member and the related 

corporation) 

Around 60 active participants, including individuals and corporations, and around 500 
temporary participants. 
 

2. (If the respondent is supervisor / manager) How can you manage the organization especially 

the supervision and management sectors? 

Supervision has been done by founders and advisors, and management was arranged by 
founders according to available jobs in organization. 
 

3. What are the advantages you got from joining a non-profit organization? Would you share your 

experience? 

- Benefit for growing in faith to Jesus Christ, along with children, which are enjoying His 

caring every day. 

- Opportunities to know children uniqueness and characters, due each child were from 

different tribes / regions which are have different characteristics and cultures.  

 
4. I've heard that there are many people who want to join non-profit organizations, but the 

problem is they don't know how to. How do you get people to actively join your organization, 

and how do you "moderate" these members so that they work efficiently and effectively? 

Actually, there are many people are willing to join our organization, but there is small 
number of them, even almost none of them, are willing for work. People, which are work for 
avoiding state taxes, are many, but people which are honest and have high-dedication are 0%. 

 
5. Are there any difficulties in managing your organization? For example, are there cases where 

employees are not fully motivated maybe due to the lack of salary that they earn? And what do 

you do to overcome those difficulties? 

Thanks for God, until now, there is no problem, everything is fine, because our base is 
Matthew 25:40. 
 

6. We know that corruption level in Indonesia is high. Is the chance to corrupt the money in non-

profit organization and profit organization same? Please give tell us your opinion. How you 

handle the corruption if it really happened in your organization? 

Honestly, for answer this question, a bit funny, because we (staff of this organization) 
often use our own money for helping “YayasanTitipanKasih” (fortunately, we have around 98% 
members, which have main jobs, such as self-employed, head of school, teacher, lecturer, 
marketer, civil officer which works in South-Sulawesi Major’s Office). 
 

Fund-raising and Cooperation 
 
1. How does your organization get the funding needed to run the organization, and how do you 

allocate or use the received funding to maintain your organization and also move one step 

closer to achieve your organization's missions? 

We have own work units, which are livestock and farming. Results of livestock (pigs) are 
sold to support organization operational costs and another work unit, 
“PantiAsuhanTitipanKasih”. Besides that, we can decrease our outcome from vegetables with 
farming fruits and vegetables. 
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2. Does your organization work with other profit organizations? And if so, is it difficult to get them 

to collaborate with you and help you support your cause? What are the main difficulties in 

working with profit organizations? 

Yes, there is problem as long as know the procedures, because every organization has 
different rules and procedures. 
 

3. What do they get from being the sponsorship of your organization? 

Because we can’t give anything or help them more; only with our prayer, along with 
children. If there’s any, we can help promote their product or ask our children for join their 
events, such as to be as usher or as dancer for picking guest or else. 

 
4. Does your organization cooperate with other non-profit organization from outside Indonesia? If 

so, how you handle it? Are there any difficulties (for example in communication maybe)? 

Yes, because of differential of language. For communication, we use internet, such as via 
Facebook, Skype, Yahoo! Messenger, or else. 
 

5. At times like these where the economy is down and the donation your organization receives is 

uncertain, what innovative ways does your organization use to make sure that your 

organization can still exist and move forward in fulfilling its mission? 

Make scale of priority. We have field, which can be used for farm, rice field, and also, we 
have poultry for helping organization operational costs, besides that, we have long-term 
reserved resource, such as cocoa tree, coffee, and teak/mahogany. 
 

6. People who donate to your organization want to see the results of their donations and how it 

has helped. How does your organization demonstrate these results and how do your donators 

react to this? (Do they give you more support?) 

For donator, as they can see, such as renovation of “PantiAsuhanTitipanKasih” 
(orphanage house); before, is not too feasible, but because of their help, the house much 
better and more feasible. Before, it only had 2 levels, but because of help from many donators, 
we can build the 3

rd
 floor. We are responsible for the donators’ help, and we show it (to 

donators) the proof with photos or videos, which are comparison, before and after the 
renovation. Thanks to God, until today, Donators are always willing to help us, more than 
before. 
 

7. Speaking about the worst case, what will your organization do if no other organizations want to 

be the sponsor? 

We always ready anytime, because we can’t full rely with donators, but we do some 
teaching and training to children, so they have skills, which can be used for another day. 
 

Miscellaneous 
 
1. How is the society viewpoint about your organization? Do they support your organization 

enough? 

Yes, because of society’s help, we can’t do our work and service well. 
 
2. How can the government support your organization? 

Government is already listed us, and government has 20% contribution to our 
organization. 

 
3. Are there any difficulties to handle a non-profit organization if compared to profit organization? 

What we manage are humans, which are have own different characters, so we need 
skilled and high dedication human resources. 
 

4. Are there any difficulties in handling a non-profit organization which are not stated above and 

how do you overcome those problems? 
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In sponsorship, with introduce our self with electronic media, such as Facebook and 
website. 
 

Closing 
 
1. From all questions we were asked, what is the biggest challenge of running a non-profit 

organization? 

Nothing 
 

2. Is there any word from your organization for the society? 

1) Be tolerate with social problems, starting from where you on, now. 

2) Avoid non-sense demonstration, and use the right ways to fight minorities’ aspirations. 

3) As candidate of intellectual man/woman, don’t only be struggle with academic, but 

sometimes, join yourself in real-life of society or society problems, which are always 

happened. 

4) Live needs balance, in society of campus, be socialize with all circle, have fixed life goals, 

have God as your life guide, be thankful because you have an opportunity to study in 

university. There are many children / young men, who can’t study in university, even for 

recognize alphabet. Be a proud of your parents and your family. 

5) May God bless you to success in your study and for your dream. 
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