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5 MINUTES OF THE MEETING

Jakarta, November 24th, 1984

The JICA contact mission for the Study on the_Dévelopment of Linkage-Type

Industries, headed by Mr. Makoto Séito, excahnged views and opinions with

Miﬁistfy of Induétry (MOI), concérning the implementation of the study from the

20th up te 24th Novemﬁer 1984; The results of the discussion are as follows:

1.

MOI expressed its very high priority on this project and requested the
eariiest possible implémentation of the Study. The JICA mission took good

note of this.

MOI informed the JICA mission that:

(1) The Steering Committee for this Study, members of which are from MOI,
BAPPENAS, Ministry of Finance and Bank Indonesia, will be established
in the near future before the arrival of the next JICA mission for the

Study.

(2) The draft Scope of Work proposed by the JICA mission is satisfactory

except for the following two points:

a, The time-span until Draft Final Report was proposed be shortened

to less than saven months.

b. MOT requested the Japanese Govermment to consider the provision of
office space with telephone in Jakarta, motor vehicles, and inter-—
viewers' expenses. Nevertheless, MOI will arrange necessary faci-

lities to facilitate the implementation of the Study.

As for the definition of linkage-type industries, MOI provided the JICA

mission with the one as seen in Appendix 1.
As for linkage-type industries to be covered in the Study, MOI provided the
JICA mission with the list of priority subsectors, on which JICA study

should focus, as seen in Appendix 2.

Considering the broad coverage of the réquested study, MOi showed its

readiness to take the step-by-step approach, if necessary:
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(1).ATo'start JICA study on more narrowly Seiected subnsectors": In this
coﬁfeﬁt MOT showed its readiness to accept the initial foéusing of JICA
study on the small-andHﬁedium'scale:ihdﬁstries as éuppliérs té machine
industries. Specifically the industries to be studied are those_-
smallﬂand~medium scale 1ndustries, which supply goods and services to

medlum and - large induutrles of ‘the following industries:
General machinery"

a. Machine tools
b.. Agricultural machinery and equipment
- Heavy equipment and construction machinery

d. Processing equipment
Electrical machinery

a. Electrical equipment

b. Electronic parts and components
Transportation machinery

a. Shipbuilding and offshore equipment
b. Automotive '

c, Motorcycle.

{2) To request expanded or another JICA study, pending on the development

‘and/or consequence of the initiated study.
6. MOL requested the JICA mission that the other sub-sectors indicated in

Appendix 2 will be included in the list to be studied depending on the

budget allocated by the Japanese Government for this study.

Head of Bureau of International ‘ . Team Leader of
Cooperation, Ministry of Industry JICA Contact Mission
of the Republic of Indonesia

A. 8. Siagian Makoto Saito
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Appendix - 1.
Definition of Linkage-Type Industries

Linkage-type industries are those industries, the develbpmeht of which Have
important role t0'stfengthen and deepen the industrial:structure of the
national egénomy'through the establishwment of a longfchainéd perﬁétipn
process within the industrial sector itself and between the industrial
sector and the other economic sectors. The objective of'tﬁe development of
linkage-type industries is to promote'industriélization.and to reduce '

import-dependency and promote export.

The development program of linkage-type industries specifically aims at the
development of small-and-medium scale industries due to their vole to

create'greater employment opportunities.

The development program covers all of the follpwing three types of small-

and medium scale industries:
(1) Suppliers to medium-and-big scale industries

{(2) buyere from medium-and-big scale industries

(3) idindustries independent from sales relationship but under the technical

and the other supports of medium-and-big scale industries.
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ﬁppgndix 2.
Priority Sub~sectors

Food processing

Textile and leather

Construction maﬁerial and wood wérking
Fiﬁé cHemicals

Chemical products

Metal ware

General machinery (Machine tool, Agricultural machinery and equipment,

Heavy equipment and construction machinery and Processing equipment)-_
Electrical equipment & Electronic parts and components

Transportation.machinerj (Shipbuilding and offshore equipment, automotive

and motor cycle).
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THE DEVELOPMENT OF LINKAGE-TYPE INDUSTRIES
| IN | |

THE REPUBLIC OF TNDONESTA

AGREED UPON BETIWEEN
THE JAPAN INTERNATIONAL COOPERATION AGENCY
AND

MINISTRY OF INDUSTRY

Jakarta,

Leader of Japan
Survey team
JICA
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I. INTRODUCTION

In response to the request of the Government of the Republie of iﬁdoﬁesia.
(hereinafter veferred to as "indonesia“), the Government of Japan decided to
conduct a.study on the development of linkage-type industries (hereinafter
referred to as "the Study") in accordance with the relevaﬁt laws and regulations

in force In Japan.

Accordingly, the Japan Iuternatiénal Cooperation Agency (hereinafter
referred to as "JICA"), the official agency responsible for the implementation
" of the technical cooperation programs of the Governmént of Japan, will under—

take the Study, in close cooperation with the authorities of Indonesia.

The present doecument sets forth the scope of work with regard to the Study.

IT. OBJECTIVE OF THE STUDY

The objective of the Study is to examine the development program of the
linkage~type industries, from_technical,'economic, and financial points of view

.and prepare the report.

11T, PRECONDITION OF THE STUDY

1. Definition of linkage-type industries

Linkage-type industries are those industries, the developmént of which
have important role to strengthen and deepen the industrial structure of
the national economy through the establishment of a long-chained production.
process within the industrial sector itself and between the industrial
sector and the other economic sectors. The objéctive'of the development of
linkage-type industries is to promote industrialization and to reduce

import—-dependency and promote export.

2. Object of rhe development program of linkage~type industries

The development program specifically aims at the development of small-

and-medium scale industvies.

3., Linkage-type industries to be covered in the Study

The Study focuses mainly on the small-and-medium scale industries
belonging to or of major suppliers to the following sectors as linkage-type

industries, considering the emergent needs to reduce import dependency of
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niachines -and intermediates: . -
1. Fabricated'Metal_Pfodu¢ts’excepts machinery and equipmeﬁt

2. .General,maéhinery (Machine tool, Agricultural machinery and eqﬁipment,

Heavy equipment and contruction machinefy and Processing equipment)
3. Electxicél equipment'&'Electronié parts and coﬁpoﬁents
&, Transportation machinery (Shipbuilding and offshore equipment, auto-

motive and motor cycle).

IV. SCOPE OF THE STUDY

In order to.achieve the ébove objective, the Study will cover the follow-

ing items:

Part 1. Study on the present conditions of linkage-type industries and

assessment of their development prospects:

1. To examine the present situation of small and wmedium scale
industries- {(especially of linkage-type industries) including

their accesgibility to capital market and technical support.

2, To review the national policy on the development of small and

medium scale industries (especially of linkage-type industries).

3. To identify the promising sub--sectors of linkage~type industries

to be developed.

4, To identify representative firm level projects and to conduct
their investment opportunity studies fer linkage-type industries,

covering the following;

4.1. Market

4.2. Raw materials
4.3, Technology
4.4, Facilities.

4.5. Firm Level projéct

5. To assess the development prospect of the identified sub-sectors
based upon the above investment opportunity studies, and to
estimate capitél investment and technology to be adopted in coming

years,

6. To assess the contribution of the linkage-type industries to the

development of the national ecdnomy.
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Part TX. Recommendation of the development progranm

1. Assessment of the existing schemes for the devélopment of small
and medium scale industries (especially of linkage-type
indhstriéé); including financial and technical support schemes

2. Recommendation of fhe development program, with particular atten-

tion to the package prbgram of financial and technical supports

2.1. Finanbial scheme for the deveiopmént of.linkagEmtype
industries, including eligibilify and 1eﬁding term
Recommendation will be made mainly from the view point of
the demand side, i.e. the réquirement of linkage~type .
industries.

2.2. Common service facilities _

2,3. - Technical support scheme for the development of linkage-type
industries _

2.4, Organizational structure of financial and technical support
gcheme; particular attention will be paid on the coordina-
tion- between financial and technical support schemes, both

on nacional as well as regional bases.
3, Recommendation for institutional development such ag training

4. Preparation of cost estimate and impliementation schedule of the

program
5. Cconomic and social evaluation of the program

6. Conclusion

V. STUDY SCHEDULE

The tentative time schedule of the Study is as shown in the Appendix.

VI. Reports

J1CA shall prepare and submit the following reports in English to the

Government of the Indonesia.

1. Inception Report (ic/Rr) copies.
2. Interim Report - {1/R) copies.
3. Draft Final Report .(DF/R) copies.
4. Final Report {(F/R) copies.

~7



VII. UNDERTAKING OF THE GOVERNMENT OF THE INDONESTA

1. To facilitate smooth conduct of the Study, the Governemtn of Indonesia

(1)

shall take necessdry measuyes:

(2)

(3)

(&)

(53

(6)

(7)

(8)

€}

“to secure ‘the Safety of the Study team,

to permit the members of the Japanese study team to. enter, leave and
sojourn in Indonesia for the duration of their assignment therein, and

exempt them from alien registration requirements and consular fees,

to exempt the members of the Japanese study team from taxes, duties
and any other charges on equipment, machinery and other materials.

brought into Indonesia for the conduct of the Study,

to exempt the members of the Japanese study team from income tax and
charges of any kind imposed on or in connection with any emolument ot
allowance paid to the members of the Jépanese study team for their

services in connection with the implementation of the Study,

to provide necessary fadiliﬁies to the Japanese study team for remit-
tance as well as utilization of the funds introduced into Indonesia

from Japan in connection with the implementation of the Study,

to secure permission for entry into private properties or restricted

areas for the conduct of the Study,

to secure permission to take all data and documents {including photo-
graphs) related to the Study out of Indonesia to Japan by the Study

team,

to provide medical services as needed. 1Its expenses will be charge-

able on members of the Japanese study team,

to arrange suitable office space with necessary equipment including
telephone in Jakarta and adequate number of interviewers to collect

the data of firm57

The Government of Indonesia shall bear claims, if any arises against the

members of the Japanese study team resulting from, occurring in the course

of, or otherwise connected with the discharge of their duties in the imple—

mentation of the Study, except when such claims arise from gross negligence

or willfull wisconduct on the part of the members of the Japanese study

team.
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3. Ministfy of Industry (herein~after referred to aS'MOI) shall act as counter-
part agency to the Japanese study team and also eoordinating body in tﬁe
relation with other governmental and non-governmental organizations con-
cerned for the smooth implementation of the Stﬁdy. MOL wiil organize the
steerihg committee for smooth and efficient conduct of the Study, which
consists of the members from Ministry of Industry, BAPPENAS, Ministry of

Finance and Bank Indonesia.

4. MOI shall, at its own expense, provide the Japanese-study team with the

followings, in cooperation with other relevant organizations:
(1) available data and information related to the Study,
{(2) counterpart personnel

(3) credentials or identification cards

VIII. TUNDERTAKING OF JICA

For the implementation of the Study, JICA shall take the following measures:
1. to dispatch, at its own expense, study teams to Indonesia,

2. te pursue technology transfer to the Indonesia counter part personnel

in the course of the Study.

IX. CONSULTATION

JICA and MOI shall consult with each other in respect of any matter that

may arise from or in connection with the Study.
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2, PROJECT PROPOSAL FOR THE GOVERNMENT OF JAPAN ( 12 FRLTFTEMHDOTOR )

1984 - 1985

!

BASIC DATA

1.

Projeét title - . Study for the Development of Linkage-
Type Industries

Starting date of project

activities ! September 1984
Duration _ : 3 months

Proposed Executing Agency

from Japan i JICA

Government Implementing
Agency: : Secretariate General of the Ministry

of Industry

Financial Resources t a. Government of Japan: US$ 300,000

b. Government of Indomesia: Tn Kind

PROJECT DESCRIPTION

1.

Background

The targets of Repelita IV (1984-89) in the industrial sector are,
among others, to strengthen and deepen the structure of industry
through the development of linkages within the industrial sector it-
self and between the industrial sector and the other economic sectors,
thereby lessening dependence on import of intermediate products; the
developnent of small-scale industries; and increasing exports of

domestically processed products.

The industrial development is to be accelerated with a view to
contribute to the expaunsion of'employment opportunities, increased
income level, export promotion, import substitution, and increased
foreign exchange earnings.

Within the industrial sector, the development of small and medium
scale industries including cottage industries remains an important
target in Repelita IV. As a large percentage of the m@nufacturing

enterprises in Indonesia are either small or medium scale, they play
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"strategic roles in the Indonesian economy in terms of providing im-

ployment for a large part of the population. At present, however,
there exists disparity between the labour-intensive small and medium

scale enterprises and modern capital-intensive large scale ones in

terms of level of technclogy,.producLivity and wages of labour.

In order to eliminate this disparity and to realize a well
balanced structure in the industrial sector, the_development of small
and medium scale iﬁdustfiéé becomes essential. .To dévelop such in-
duSﬁfies, technical.and financial assistancé for énterpfises has been
provided. However, as the focus of the assistance has been placed on
cottage and/or small enterprises with a view to protect their exist-
ence and the development of linkage type industries has not been

materialized satisfactorily. .

To further tackle the bottleneéks in this field, the Government
of Indonesia is now contemplating the formulation of an integrated
development scheme which inciudes a cfedit system, and systematic con-—
sulting services to achieve thé well balanced industiral sector with

high growing capacity.

Objectives of the Study

To conduct the study on the development program of the small and
medium scale industries through possible development financing,

The study will cover the following aspects:

1) 1Identification of promising sub-sectors of linkage or sub-
contracting industries which have high botential to be growing

industries.

2) Identification and pre-feasibility studies of selected firm-level

projects in promising sub-sector.

3) Formulation of implementation package program for the financial
and technical assistance to small and medium scale industries to

develop linkage-type industries.

4) Tnvestigation of feasibility of the proposed package program.

Scope of the Study

1) 7To examine the present situation of small and medium scale

industries, including their.dccessibility to capital market and
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consulting sexvices.

-2) To review tachnical, financial and institutional assistance pro-
vided by Indonesian government and other external institutions

for the development of small and medium scale industries.

3y To idéﬁﬁify the promising sub—sebtors:of small- and medium—scale

industries o be developed.

4) To identify representative firm—lével'projects and to conduct

their pre-feasibility studies, coﬁeriug the followings:

4,1y Market _

4.2) Raw materials

4.3) Technology

4.4) PFacilities _

4.5) Firm-level project formation
4.5.1) Projécf plan '
4.5.2) Capital investments and operating cost
4.5.3) Required teﬁhnical asgistance

4.5.4) Financial and economic evaluation

5) To formulate the implementation program for the development of
small and medium scale industries, with particular attention to

the following items,

5.1) . Developmgnt of Financing System (including common service
facilities). ' |

5.2) Formulation of lending criteria

5.3)' ¥inanecial scheﬁe.and funding management

5.4) Technical assistance scheme

6) To evaluate the financial and economic feasibilities of the pro-

posed program.

C. INSTITUTTONAI, FRAMEWORK

The Project will be coordinatéd by the Secretatiate General of the
Ministry of Industry that will particularly examine linkages between sub-

sectors of industries.
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D. SCOPE OF ASSISTANCE

1. Lxpert Services : 18 mair-months to include:

No. of persons

- 1.7 - Team Leader 1
_2. Marketing Expert -1
"~ 3. VFinancial Expert -1
4, Tndustrial Engineetr 2
5. Economist 1
2. External In-puts , 'US$ 300,600
3. Government of Indonesia's Input: In~kind
E. SCHEDULE
1. Field Survey i Sept. - mid Nov. 1984

(1.5 months}

2. Preparation of the report : mid Nov. 1984 ~ Feb. 1985
(1.5 months)
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