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i. Introduction

In response to the request of the Government of the Republic of Indonesia (hereinafter
referred to as “GOI), the Government of Japan (hereinafter referred to as “GOJ”) has
decided to conduct the Cooperation for Strengthening Clusters (SENTRA) of Small and
Medium Indusiries in the Republic of Indonesia (hereinafter referred to as “the

Cooperation™) in accordance with the relevant laws and regulations in force in Japan.

Accordingly, Japan International Cooperation Agency (hereinafter referred to as
“JICA®), the official agency responsible for the implementation of the technical cooperation
programs of GOJ, will undertake the Cooperation in close cooperation with the relevant

authorities concerned of GOI.

On the part of GOJ, the Directorate General of Small and Medium Industry (hereinafter
referred to as “DGSMI™), Ministry of Industry (hereinafter referred to as “MOI”) shall act as
the counterpart authority at the central government level to the Japanese Cooperation Team
(hereinafier referred to as “the Team™). The Industry and Trade Office of local authority
(hereinafter referred to as “DINAS™) shall perform the equivalent roles at the local
government level. DGSMI and DINAS will work closely and coordinate the Cooperation
within the organizational arrangements of the Steering Committee and the Working Group,
both of which will be established before or during the Cooperation for its smooth and

effective implementation.

The present document sets forth the scope of work for the Cooperation.

I1. Objective of the Cooperation

The objective of the Cooperation is to formulate action plans for the central and local
authorities so that they can effectively implement measures to strengthen Clusters
(SENTRA) of small and medium industries.

Specifically, based on the Presidential Regulation for the National Policy on Industrial

Development (No. 28 of 2008), this is to try a pilot model to effectively promote Clusters



utilizing local potentials and advantages (eg. natural resources, human capacity, and
technology). Furthermore, draft implementation guidelines for the cluster promotion shall be
produced as an output of the Study.

“Cluster” in this Cooperation means geographical concentration of related industries
and institutions within a province. The focus of Cluster is basically SENTRA, however, the
final beneficiaries may include enterprises outside SENTRA depending on development

strategies of the Cluster.

IIl. Cooperation Area

The Cooperation will focus on two pilot provinces to draw lessons and

recommendation for the entire area of Indonesia.

IV. Scope of the Cooperation

In order to achieve the objective mentioned above, the Cooperation shall be conducted

in accordance with the scope as follows:

(1) Preparation by the Indonesian side (before the end of December, 2008)
1) Preparation of evaluation sheets
2) Establishment of the selection committee

3) Preliminary selection of five candidate provinces to select two pilot provinces

(2) Study of the current situation of strengthening Clusters in Indonesia

1) Review of the implementation of the action programs recommended by the Study on
Strengthening Capacity of SME Clusters in Indonesia implemented between October in
2001 and March in 2004

2) Analysis of the relevant policies, organizations and their functions, budgetary systems,
and capacity of those organizations and theif human resources

-3) Collection of information of Clusters all over Indonesia such as the number, scale,

sector, characteristics, and major public and private promotion activities

4) Selection of two pilot provinces



(3) Analysis of the current situation of the target Clusters in the two selected provinces

1) Analysis of general information such as the causes of Cluster formation and
development, and the roles of the central and local governments

2) Analysis of value chains

3) Identification and specification of relevant promotion measures as well as clarification
of their availability and suitability by the target beneficiaries, their business stages, and
the access conditions

4) Identification of the potential support organizations including the private sector and
their functions i

5} Compilation of database/catalogs of the available resources based on the results of 3)

and 4) above.

(4) Pilot projects in the two pilot provinces on Plan-Do-Check-Action (PDCA) cycle
1) Plan
- Selection of pilot activities
- Design of promotion activities and implementation structures
2) Do
- Implementation {mainly by the Indonesian Working Groups)
- Capacity development of public promotion organizations
3) Check
- Monitoring, analysis and evaluation of promotion structures and activities (including
specifying the data necessary to analyze and monitor and developing its database
prototype)
- Review and modification of the promotion activities and processes
4) Action
- Standardization and visualization of the activities in each process of promotion
- Improvement of the system of monitoring, evaluation, and reporting
- Improvement of publicity system

- Feedback to planning and budgeting process

(5) Formulation of action plans for strengthening Clusters of small and medium industries by

the central and local governments

-



Formulation of action plans including the following items:

- Implementation guidelines and manuals including the general guideline and the
technical instruction for the “Micro, Small and Medium Enterprise Cluster
Development Program through One Village One Product approach”

- Recommendations for implementation and monitoring mechanism under proper
coordination among the central and local authorities

- Recommendations for possible measures to solve or alleviate constraints on Cluster

development

National seminars to disseminate the lessons and good practices will be organized in a

timely manner.

V. Work Schedule

The Cooperation will be carried out in accordance with the tentative schedule as
attached in the Appendix. The schedule is tentative and subject to be modified when both
parties agree upon any necessity that may arise before or during the course of the

Cooperation.

VI. Reports

JICA shall prepare and submit the following reports to GOL In case of any differences

in interpretation between English version and Indonesian version, the English one prevails.

1. Twenty (20) copies of Inception Report (English and Indonesian)
The Inception Report will contain the schedule and methodology of the Cooperation. The

report will be submitted at the commencement of the Cooperation in Indonesia.

2. Twenty (20) copies of Interim Report (English and Indonesian)
The Interim Report will summarize the findings of the first and second field survey. The

report will be submitted within two weeks after the end of the second work period in

Indonesia.

N



3. Forty (40) copies of Draft Final Report and its summary (English and Indonesian)

Draft Final Report will contain the result of the pilot projects and draft
recommendations. The report will be submitted at the end of the fourth work period in Japan.
The Indonesian side shall submit written comments on the Draft Final Report to JICA within

one (1) month after the receipt of the report.

4. Forty (40) copies 6fFinal Report and its summary (English and Indonesian)
Final Report will be submitted within two (2) months after the receipt of the comments

on the Draft Final Report.

VIL Undertaking of the Government of Indonesia
1. To facilitate smooth conduct of the Cooperation, GOI shall take necessary measures:

(1) To secure the safety of the Japanese Cooperation Team (hereinafter referred to as “the
Team™);

(2) To permit the members of the Team to enter, leave and stay in Indonesia for the
duration of their assignment therein, and exempt them from alien registration
requirements and consular fees;

(3) To exempt the members of the Team from taxes, duties, and any other charges on
equipment, machinery and other materials brought into, and out of, Indonesia for the
conduct of the Cooperation;

(4) To exempt the members of the Team from income tax and charges of any kind
imposed on, or in connection with, any emoluments or allowances paid to them for
their services for the implementation of the Cooperation;

(5) To provide necessary facilities to the Team for remittance as well as utilization of the
funds introduced into Indonesia from Japan for the implementation of the
Cooperation;

(6) To secure permission for entry into all areas concerned for the implementation of the

Cooperation;
(7) To secure permission for the Team to take all data and documents related to the
¥
Cooperation out of Indonesia; and @
i
6 /,}/



(8) To provide medical service as needed. Its expenses can be charged to the members of

the Team.

2. GOI shall bear claims, if any arise, against the member of the Team resulting from,
occurring in the course of, or otherwise connected with the discharge of their duties in
the implementation of the Cooperation, except when such claims arise from gross

negligence or willful misconduct on the part of the members of the Team.

3. MOI, in collaboration with relevant authorities, shall act as the counterpart agency to the
Team and also as a coordinating body in relation with other governmental and
non-governmental organizations concerned for the smooth implementation of the

Cooperation.

4. MOI and local authorities shall, as its own expenses, provide the Team with the
followings, in cooperation with other relevant organizations.
(1) Available data and information related to the Cooperation.

(2) Counterpart personnel.

(3) Credential or identification cards.

VIII. Consultations

JICA and MOI shall consult with each other in respect of any matter that may arise from or in
connection with the Cooperation. The crucial conclusions and relevant results will be kept

for record in the form of additional Minutes of Meeting in order to complement this Scope of

Work.
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Minutes of Meetings

MINUTES OF MEETINGS
BETWEEN
JAPAN INTERNATIONAL COOPERATION AGENCY
AND
AUTHORITIES CONCERNED OF THE GOVERNMENT OF
THE REPUBLIC OF INDONESIA
ON
THE COOPERATION FOR STRENGTHENING CLUSTERS (SENTRA) OF
SMALL AND MEDIUM INDISTRIES IN THE REPUBLIC OF INDONESIA

The Japanese Preparatory Study Team (hereinafter referred to as “the Team™) , organized
by Japan International Cooperation Agency (hereinafter referred to as “JICA”) and headed by
Mr. Akiyoshi SAKURABA, visited the Republic of Indonesia from September 8, 2008 to
September 19, 2008 for the purpose of discussing the framework of the JICA Development
Study Project entitled “The Cooperation for Strengthening Clusters (SENTRA) of Small and
Medium Industries in the Republic of Indonesia”(hereinafter referred to as “the
Cooperation™).

The Team exchanged views and had a series of discussions with the authorities
concerned, including the representatives of the Ministry of Industry (hereinafier referred to as
“MOT”), the Government of Indonesia (hereinafter referred to as “GOI”) and other agencies
concerned.

As a result of the discussions, the Team and the representatives of GOI firstly agreed on
the matters referred to in the Attachment 1. Then, the Team and the representatives of GOI
confirmed the matters referred to in the Attachment 2, for the better understanding of the
Scope or Work (hereinafter referred to as “S/W”) agreed upon between MOI and the Team on
September 19, 2008.

TQA‘_\" Jakarta, September 19, 2008

Mr. Fauzi Aziz Mr. Akiyoshi SAKURABA
Director General of Small and Medium Leader of the Preparatory Study Team,

Industry Japan International Cooperation Agency
Ministry of Industry

Republic of Indonesia



ATTACHMENT 1

L. Importance of Networking and Role of MOI

MOI and the Team confirm that the key point of cluster strengthening is
networking with other ministries and various resources including universities and the
private sector which are necessary for cluster strengthening. Furthermore, a person or an
organization ‘which takes facilitation role for networking is indispensible for cluster
strengthening. In this Cooperation, networking at the central level as well as at
Provincial and Kabupaten/Kota levels is necessary.

MOI agrees that MOI shall take the central role in networking and promoting

facilitator's work as a counterpart of the Cooperation.

II. Technical Cooperation Project

Regarding the current request by GOI for the “Technical Cooperation Project for
Cluster Support Human Resource Development” (hereinafter referred to as “the
Project™), the Team explained and MOI agreed on the following points.

- Implementation of the Cooperation doesn’t necessarily ensure approval of the
Project.

- Commitment of MOI to the implementation of the Cooperation and realization of
its recommendations is essential to the effective cooperation, which will be taken
into consideration in examining the feasibility of the Project.

- The contents of the Project will depend on the result of the Cooperation. However,
they are most likely to be capacity and institutional building of MOI and local
authorities for cluster promotion such as improving the facilitation and monitoring
mechanisms of Cluster promotion measures and management of the cluster forums,
while they are unlikely to provide direct assistance with individual supporting

organizations including UPT.



ATTACHMENT 2

I Title of the Cooperation

Both sides agreed that the Cooperation will be entitled *“The Cooperation for
Strengthening Clusters (SENTRA) of Small and Medium Industries in the Republic of

Indonesia™.

However, the official title will be examined and decided separately by the Japanese

authorities concerned.

1I. Organizational Arrangements

Concerning organizational set-up for implementation of the Cooperation, the

following organizations would be formulated.

(1) Steering Commitiee
The Steering Committee will have meetings when the Cooperation Team works in
Indonesia and whenever the need arises. It will include both members from public and
private sectors. The functions and membership of the Steering Committee are
recommended as follows.
1} Functions
(a) To supervise and monitor the execution of the Cooperation
(b) To coordinate participating Indonesian authorities
(¢) To promote collaboration among the relevant stakeholders from the public and
private sectors
(d) To provide the Working Groups with necessary advice, information and assistance
with the other relevant authorities

(e) To endorse the contents of reports submitted by the Cooperation Team

2) Provisional Members

MOI and the Cooperation Team shall discuss and confirm the Steering Committee

members in accordance with the planned action plans in the pilot provinces. Following @

3 ?]’;s‘a
.



is a provisional list of the members for consideration between MOI and the Cooperation

Team.

Directorate General of Small and Medium Industry, Ministry of Industry

State Ministry of Cooperative, Small and Medium Enterprises

Ministry of Trade

BAPPENAS

Bank Indonesia

DINAS from the two pilot provinces (to be confirmed after selection of the two
pilot provinces) ‘

Embassy of Japan

JICA Expert(s)

JICA Indonesia Office

(2) Working Groups

In order to carry out the Cooperation in an efficient and collaborative manner, the
functions and membership of the Working Groups, composed of the Cooperation Team
and Indonesian counterpart teams, are recommended as follows. .

Working Groups will be set up at the national level as well as in the two pilot

provinces.

1) Functions

(a) To produce meaningful outputs and outcome under the supervision of the
Steering Comumittee

(b) To assign necessary personnel to be counterparts for the Cooperation Team in
order to prepare and implement the Cooperation and the pilot projects.

(¢) To take actions to disseminate and follow-up the findings, results and
recommendations of the Cooperation

(d) To ensure the capacity development and institution building in MOI and DINAS

2) Membership
The members of the Working Group in MOI should be decided and informed

to JICA Indonesia Office by the end of December.

\



The members of the Working Groups in two provinces should be decided and
confirmed with the Cooperation Team after the selection of the pilot provinces as

stipulated in Clause IV below.

HI. Selection of the Pilot Provinces

To select the two pilot provinces for the field study and pilot projects, both sided agreed on

the following selection process.

(1) Selection of five candidate provinces

MOI should produce an analytical sheet on each province for selection of the pilot
provinces. MOL, JICA Expert for Industrial Development Advisor, and JICA Indonesia Office
would establish a selection committee and select five candidate provinces taking the following

criteria into consideration. Selection should be made by the end of December in 2008

1) Evaluation Sheet
The evaluation sheet should include the following information.
(a) Current situation of the Cluster (targeted sectors/products, number of enterprises,
sales and added values, any other relevant data) and its challenges
(b) Current situation of Cluster promotion measures (relevant organizations, figures
of their staff and budget) and their challenges

(c) Several action plans supposed to be undertaken under the pilot project

2) Criteria

The selection criteria should include the following items.

(a) Motivation of participants

(b) Accurate understanding of the current situation of the Cluster and local micro,
small and medium enterprises

(¢) Applicability of the Cooperation results to other regions all over Indonesia

(d) Feasibility of the proposed pilot project

(e) Possibility of utilizing UPL-IKM and/or Shindanshi

(f) Participation of universities and research institutes



{g) Possibility of utilizing existing public and private bodies and measures to
promote Clusters and micro, small and medium enterprises

(h) Involvement of public and private financial institutes

(2) Selection of two pilot provinces

The Japanese Cooperation Team should confirm the five candidate provinces after
reviewing the selection process and results. If necessary, the Cooperation Team would make
additional survey and change the five candidates from the selected ones by the selection
committee above. After that, the Cooperation Team and the Steering Committee should select
and finalize the two pilot provinces that would be most promising in pursuing the Cooperation
abjectives by the end of the first work period in Indonesia.

The Indonesian side shall prepare the following information about the five candidate
‘provinces in advance.

(a) Plans for allocation of staff and budget for the planned action plans

(b) Candidate members of the Working Group

IV.  Pilot Project

The Team explained and the Indonesian side understood that the objective and the
possible main contents of the pilot project, which will be implemented during the
Cooperation, are as follows, and that the details of the pilot projects would be discussed
between the Cooperation Team and the Indonesian side.

(1) Objective
To establish the Plan-Do-Check-Action (PDCA) cycle in the central and local
governments that would enable them to improve the measures to strengthen Clusters
through value chain analysis and making the most use of existing promotion
resources. On a trial of the PDCA cycle, the pilot project would identify the
problems and advise for improvement in promoting Clusters by the central and local
governments as well as collect information and learn lessons for the

recommendations regarding the roll sharing and collaboration mechanism between

the central and local governments and their guidelines and manuals. @
6 an
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(2) Main contents
To implement Cluster promotion measures, which could be applicable to other
Clusters and implemented during the pilot project duration, on a PDCA cycle by the

central and local governments, at the two pilot provinces.

V. Utilization of Shindanshi

Both sides agreed that the Cooperation would examine and try utilization of
Shindanshi for Cluster promotion, maximizing the fruits of the past cooperation for

introducing and developing the Shindan System and Shindanshi.

VI.  Review of the Study on Strengthening Capacity of SME Clusters in Indonesia

While the Cooperation mainly focuses on the roles and collaboration mechanisms
of the central and local governments in promoting Clusters afier the establishment of
legal and policy framework of Cluster promotion by GOI, the previous study by JICA,
the Study on Strengthening Capacity of SME Clusters in Indonesia focused more on the
introduction and overall facilitation of the clusters. Considering their complementary
relations, both sides agreed on reviewing the previous study and make the most use of

its results and lessons.

VII.  Office Arrangements for the Cooperation Team

Office space and equipments for the Cooperation Team shall be prepared in time
for the commencement of the Cooperation by MOI at its head office. The similar
arrangements in the local authorities shall be made in the course of the Cooperation.
These logistics needs to be ensured together with other necessary arrangements

stipulated in S/W and other documents for the Cooperation.



VIII. Disclosure of the report

Both sides agreed that the Final Report should be open to the general public in both

countries.

m



Annex T

List of Attendants

<Indonesian Side>

Ministry of Industry

Mr. Fauzi Az.iz, Director General of Small and Medium Industry

Ms. Andang Fatati Nadya, Secretary for Directorate General of SMI

Mr. A. Sufiardi, Director of Food Industry

Ms. Tri Reni Budiharti, Director of Craft Industry

Mr. Setio Hartono, Director of Chemical and Building Material Industry

Mr. Djoni Tarigan, Director of Clothing Industry

M. Putjuk Arif, Director of Metalwork and Eléctronics Industry

Mr. Made Dharma Harthana, Deputy Director of Climate and Institutional, Directorate
Craft Industry

Ms. Yovita Suryani, Deputy Director of Business Climate and Cooperation, Secretariat
of Directorate General

Mr. Eddy Siswanto, Deputy Director of Program Development, Directorate of Metal

and Electronics Industry

<Japanese Side>

Preparatory Study Team
Mr. Akiyoshi SAKURABA, Team Leader

Mr. Takafumi UEDA, Small and Medium Enterprise Policy
Ms. Ayako ISHIWATA, Cluster Promotion
Mr. Eiji KUBO, Study Planning

JICA Expert
Mr. Gaku Funabashi, Industrial Development Advisor

JICA Indonesia Office
Mr. Shunsuke WARIISHI, Project Formulation Advisor/Assistant Resident Representative
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