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1. Objectives, Background and Method of the Study 

1.1. Background of the Study 

Indonesia’s economic recovery in the aftermath of the Asian Currency Crisis has 
not been good compared to neighboring ASEAN countries and China. Some had 
a pessimistic view about the prospects for Indonesia’s economy, because the 
previous administration placed too great a focus on protection of workers’ rights 
and maintained a very stern attitude towards foreign investors.  

However, the inauguration of the new administration and the infrastructure 
summit that was held in January 2005 raised expectations for improvement in 
the Indonesian economic environment. Rapid growth in the automobile and 
motorcycle markets seems to reflect the recovery of the real economy, 
brightening the prospects for Indonesia’s economy as a whole. However, 
Indonesia needs to do more to get the economy back on a path toward 
sustainable growth and achieve an annual growth rate of 7 to 8%, which is 
equivalent to the pre-Asian Currency Crisis level, if it is to achieve economic 
growth comparable to neighboring Asian countries. 

In Indonesia, manufacturing businesses in JABOTABEK 1 are the engine for 
economic growth. Manufacturing businesses are faced with many issues related 
to not only the economic environment but also the micro economy. Typical 
issues include the lack of supporting industries. By holding the infrastructure 
summit in January 2005, the new administration began its endeavors to improve 
the economic environment. However, it has not determined the direction of the 
micro aspects of its economic policy including measures to promote small and 
medium enterprises.  

Meanwhile, Japanese government sent a team headed by Shujiro Urata, 
Professor of Waseda University, to hold discussions with government agencies 
following the advent of the Asian Currency Crisis. Since then, through 
development study conducted by the Japan International Cooperation Agency 
(JICA) and industrial clusters development projects launched by the Japan 
External Trade Organization (JETRO), Japanese government has been providing 
supports to Indonesia to help its policy formulation that are aimed at promoting 
small and medium enterprises. To accelerate the implementation of small and 
medium enterprise policy, Japan needs to play a more active role in promoting 
small and medium enterprises.   

                                                 
1 JABOTABEK is the collective term for the region that includes DKI Jakarta, and Bogor, Tangerang and Bekasi Kabupaten. 
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Reflecting such situation, this study was conducted to examine the promotion of 
supporting industries from two new perspectives.  

l We identified a new target to receive assistance and the ways of providing 
that assistance from the “production relationships” between foreign 
assemblers and vendors. The study was conducted based on the 
understanding that the ultimate goal of assisting supporting industries (to 
what extent the level of assistance should be raised) only becomes clear 
when the production relationships between small and medium enterprises 
and assemblers are closely examined.  

l We attempted to create a scenario in which the recipient of the assistance 
initiates the approach to donors, despite the fact that traditionally donors 
approached to small and medium enterprises to provide assistance to them. If 
donors approach to them, target enterprises may not be identified easily, or 
assistance may end up being a social policy measure, such as grant aid or 
low-interest loan. If SMEs that require assistance approach a potential donor, 
it is possible to narrow the number of candidate SMEs or to integrate 
commercial aspects into the assistance.  

 
We believe that it is possible to contribute to enhancement of the “engine for 
economic growth” in Indonesia though promoting further development of 
supporting industries. We intend to strengthen the relationship between 
assemblers and vendors who are operating as part of the production interlocking 
system of assemblers in order to promote further development of supporting 
industries.   

1.2. Objectives of Study 

Objectives of study are the following two points.  

l Identify problems and issues faced by supporting industries (local firms that 
provide parts and products to Japanese assemblers or primary vendors) by 
analyzing the production relationships between Japanese firms located in 
the vicinity of Jakarta. 

l Identify the direction of assistance in light of problems and issues faced by 
supporting industries. 

 

1.3. Method of Study 

We analyzed existing reports and documents which are available on the Internet 
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as well as an interview survey we conducted.  

The literature research included analysis of resources, reports and statistics 
available on the Internet. This was conducted before an interview survey in 
Indonesia. An analysis of materials provided by those interviewed as part of the 
interview survey was also performed.   

The interview survey was conducted twice; the first survey for 11 days in early 
November and the second survey for 13 days in early December in 2004, with 
the Muslim New Year intervening. Donors, business associations, Japanese 
assemblers, Japanese primary vendors, local primary vendors (who were doing 
business with Japanese firms) and local firms (who were not doing business with 
Japanese firms) were interviewed.   
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2. Present Conditions of Japanese Assemblers and Vendors 

2.1. Characteristics of Major Sectors in which Japanese Firms are Operating 

Presently, Japanese firms with operations in Indonesia are engaged most actively 
in the motorcycle, automobile, and electric and electronics sectors. Table 2-1 
shows the characteristics of these sectors.  

Table 2-1   Characteristics of Motorcycle, Automobile,  

Electric and Electronics Sectors  

Motorcycle Automobile Electric & Electronics  
- Large production volume 

(The manufacturer with the 
biggest share produces 
8,000 units per day.) 

- Limited range of models  
- Vendors must be capable of 

manufacturing a lot of 
individual parts.  

- Lower development costs 
and shorter development 
time than for automobiles. 

- Production expansion would 
require vendors to produce 
more parts. (Japanese 
vendors want to transfer 
easily produced parts to 
local vendors .) 

- Larger production facilities 
than for motorcycle sector. 
(Capital strength is 
required.)  

- Many models. 
- Vendors must be capable of 

manufacturing various types 
of parts. 

- Takes large development 
costs and development 
time. 

- Requires capital to cover 
logistics costs. (This may 
increase parts costs or 
affect delivery time.)  

- Production expansion would 
require vendors to produce 
more parts. (Japanese 
vendors want to transfer 
easily produced parts to 
local vendors .)  

- Intensifying competition 
from exports from China and 
local subsidiaries of South 
Korean firms. 

- Further reduction in 
production costs is 
necessary.  

- Redesign of and greater 
variation in products need to 
be accomplished in short 
time.  

- A limited number of new 
vendors are needed. 

- Move towards the 
manufacturing of molds for 
transportation equipment or 
electric component by mold 
builders and parts 
manufacturers. 

Source: Study Team 

2.1.1. Automobile and Motorcycle Sectors 

Motorcycles manufactured in Indonesia are mostly intended for the domestic 
market. In 2004, Indonesia produced 3.88 million motorcycles and, after China 
and India, became the third biggest producer of motorcycles in the world. Some 
reasons can be cited, including the increase in the purchasing power of 
Indonesians2 and the reduction in motorcycle prices. To catch up with the 
expanding market, Japanese motorcycle manufacturers decided to build new 
plants. As a result, their primary vendors increasingly require other vendors to 
produce simple parts for them3. 

                                                 
2 The increase in purchasing power of Indonesians means increased market demand, but a corresponding increase in production 
cost s. A rapid increase in the minimum wage is behind the increase in purchasing power. The minimum wage in DKI Jakarta, which 
was 270,000 rupiah per month in 2000 jumped to 710,000 rupiah per month in 2005. Such a dramatic increase led to an overall rise 
in wage levels. Some argue that exports may cease to be competitive due to the elevated labor costs, but others say that the impact 
will be limited because labor costs constitute only a fraction of export prices.  
3 Some Japanese assemblers said that they wished to reduce the number of primary vendors and establish a more efficient 
production system by strengthening the production capabilities of individual vendors. However, primary vendors have an increased 
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The automobile sector, which was primarily intended to serve the domestic 
market, began export to Thailand and Taiwan in 2004. Indonesia produced 
480,000 automobiles in 2004, a significant increase from 350,000 units in 2003. 
Indonesia’s automobile sector is growing at an annual rate of 37%, due to the 
launch of new models by automobile manufacturers and the availability of 
inexpensive car models that use a higher percentage of parts produced in 
Indonesia or other ASEAN countries. Like the motorcycle sector, assemblers in 
the automobile sector find themselves faced with intensifying competition, and 
primary vendors have a growing need to outsource the production of simple 
parts and other operations to secondary or other vendors.  

The fact that there is a great need to outsource production to vendors in the 
motorcycle and automobile sectors means that there is a possibility that local 
firms could join the production interlocking system of assemblers in these 
sectors. On the other hand, growth in these sectors will soon be hindered unless 
supporting industries expand to meet the needs of motorcycle and automobile 
assemblers.   

2.1.2. Electric & Electronics Sector 

In this study, producers of consumer products such as electronics and computer 
peripherals are defined as the electric and electronics sector. In this sector, local 
firms are faced with intensifying competition from imports from China and local 
subsidiaries of South Korean firms. In overseas markets, there is severe price 
competition between Indonesian and Chinese manufacturers. As a result, 
Japanese assemblers are moving towards the strengthening of relationships with 
local firms, with an eye to reducing product cost further through curtailing 
sourcing from Japan or from Japanese firms. Furthermore, the electric and 
electronics sector is stepping up efforts to meet local standards or market needs 
when designing products for the domestic market, which also reflects the 
increased interest of Japanese assemblers in strengthening ties with local firms. 

The opening of the “Reverse/parts Exhibition” typifies the recent moves of 
Japanese assemblers in this sector to strengthen relationships with local firms. 
The Reverse/parts Exhibition provides an opportunity for assemblers and parts 
manufacturers to exhibit their final products and parts, meet and exchange 
information, and find new trade partners. The first exhibition was held in 
December 2003. Three Japanese electric and electronics manufacturers led the 

                                                                                                                                               
need to outsource simple part production to secondary or other vendors. Assemblers could reduce the number of primary vendors, 
but the number of secondary or other vendors operating under the production interlocking system of such assemblers will likely 
increase. 
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Japanese
assemblers

Primary vendors*1

Secondary or other
vendors*2

Local firms which
do not do business

with primary
vendors

*1 These vendors are founded by Japanese intersts, Japanese-Indonesian joint
venture, or local interests.
*2 These vendors are founded by local interests.

effort to hold the first exhibition, at which about 40 firms set up booths. The 
second exhibition was held over October 12 and 13, 2004. It was held by 
Indonesia’s Ministry of Industry and Trade and supported by the JETRO Jakarta 
Center and the Indonesia Chamber of Commerce (KADIN). The second 
exhibition successfully stimulated interest among local firms. A total of 130 
booths were set up and 13 electric and electronics assemblers and one 
automobile assembler exhibited their products. As a result of the first and second 
Reverse/parts Exhibition, about 1,200 local firms have contacted exhibitors. 
However, there are only a small number of local firms that can meet the 
technical requirements of Japanese firms. As a result, only a limited number of 
local firms secured contracts with Japanese firms due to their lack of experience 
in supplying parts to Japanese firms.  

2.2. Relationships Between Assemblers and Vendors 

Figure 2-1 shows the relationships between Japanese assemblers and a group of 
vendors with which a series of interviews were conducted as part of this study. 
Vendors can be categorized into three groups; Group 1, primary vendors, Group 
2, local vendors who are secondary or other vendors, and Group 3, local vendors 
who are not operating under the production interlocking system of Japanese 
firms (hereinafter, ‘interlocking system’). 

Figure 2-1   Relationship Between Japanese Assemblers and Vendors 

 

 

 

 

 

 

 

 

 

 

 

Source: Study Team 
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Japanese
assemblers

Primary vendors

Secondary vendors
and others

Upgrading to
primary vendors

Technical assistance
Monitoring QCD

Technical assistance
Monitoring QCD

Group 1, Primary vendors include firms founded by Japanese interests, 
Japanese-Indonesian joint ventures, and firms founded by local interests. Most 
of the firms founded by Japanese interests and Japanese-Indonesian joint 
ventures began operations when Japanese assemblers first set up operations in 
Indonesia. Others include firms that set up operations in Indonesia to reduce 
production costs following the Asian Currency Crisis. Some local firms have 
more than ten years experience supplying parts to Japanese assemblers, while 
others have just begun working with Japanese assemblers. 

Most of the Group 2, the local vendors who belong to the secondary or other 
vendor categories, has been founded by local interests. Only a small number of 
vendors are found in this category, which makes it difficult for primary vendors 
to procure parts from these vendors, or shift the production of simple parts to 
these vendors. In responding to our interview, many interviewees voiced the 
hope that this type of vendor would increase in numbers.  

2.3. Situation of Japanese Assemblers 

Figure 2-2 shows the relationships among Japanese assemblers, primary vendors, 
and secondary or other vendors, in terms of production and assistance. Many 
Japanese assemblers provide technical assistance or QCD (quality, cost and 
delivery) monitoring to primary, secondary or other vendors. Many Japanese 
assemblers also want to reduce parts imports from Japan and increase 
transactions with local firms in order to achieve cost reductions. In other words, 
they want to increase the technical level of secondary or other vendors so that 
they will be able to operate as primary vendors.  

Figure 2-2   Relationship Between Japanese Assemblers and Vendors 

 

 

 

 

 

 

 

 

Source: Study Team 
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Japanese assemblers expect vendors operating under their umbrella to maintain 
the QCD level and respond effectively to various problems. They provide 
technical assistance and QCD monitoring to primary, secondary or other vendors 
to ensure that the QCD level for final products is maintained and that parts 
production-related problems will not affect their production plans.  

Japanese assemblers also place tremendous emphasis on whether local firms 
come up to a certain QCD standard and whether they have the capability to 
quickly respond to problems when they select new local vendors to operate under 
their umbrella. They think that it is essential for vendors to employ a Japanese 
expert in some way in order to meet the above two requirements. They are 
willing to do business with any vendors who are capable of meeting these 
requirements.4 

2.4. Situation of Vendors 

Vendors consist of primary vendors who directly deal with Japanese assemblers, 
and secondary or other vendors who supply parts to primary vendors. Primary 
vendors consist of Japanese firms, local firms and Indonesia-Third Country joint 
ventures. Secondary or other vendors are local firms, which do not have 
sufficient financial resources. However, they have a certain level of 
creditworthiness, because they are operating under the interlocking system.  

Regardless of the type of vendor, it is often the case that the roles of business 
entrepreneur (who is often the owner of the firm) and production director (who 
is responsible for production in general such as marketing, sales, production plan 
and quality control) are clearly differentiated at local vendors and local 
firm-third country joint ventures. Vendors operating under the interlocking 
system rely heavily on Japanese experts to maintain QCD and respond to 
problems (Japanese experts take on the roles expected by Japanese assemblers). 
Japanese experts often work as a production director or as an advisor to the 
production director. These experts are dispatched by Japanese assemblers 
through the Japan Overseas Development Corporation (JODC) scheme, or 
directly employed by local small and medium enterprises, following their 
retirement from similar concerns in Japan. There are several successful 
examples of local firms entering into a business relationship with Japanese firms, 
after Japanese experts were employed by local business entrepreneurs who 

                                                 
4 There are other reasons why Japanese assemblers want vendors to employ Japanese experts. Although it is difficult to document 
the level of QCD that needs to be achieved, Japanese experts are able to understand what is required without having to prepare such 
documents. Documentation of the QCD level is one of the important issues for Japanese firms to address in order to expand their 
horizons.   
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Japanese
assemblers

Primary vendors

Secondary vendors
and others

Firms which does
not do business

with primary
vendors

The firms want to start
business with primary
vendors under Japanese
production interlocking
system.

- Primary vendors want to
transfer easily produced parts
to secondary vendors.
- Primary vendors are not
satisfied with quality level of
existing secondary vendors.

- Prumary vendors want  find
new secondary vendors.
- Primary vendors work hard for
finding new secondary vendors .

wanted to do business with Japanese firms. 

Figure 2-3   Relationship Between Primary Vendors and Secondary or Other Vendors 

 

 

 

 

 

 

 

 

 

 

 

Source: Study Team 

Figure 2-3 shows the relationships between primary vendors and secondary or 
other vendors. Few primary vendors provide technical assistance to secondary or 
other vendors. This is due to the lack of personnel who are capable of providing 
such technical assistance. Even Japanese firms are barely capable of providing 
technical training, because they are holding down the number of Japanese 
employees to a minimum in order to reduce costs. Any increase in the level of 
production technology of secondary or other vendors largely depends on 
Japanese assemblers. 

2.5. Difference between Firms doing Business with Primary Vendors and 
Those That do Not  

A business entrepreneur or production director of a firm which is doing business 
with primary vendors is prepared to improve/maintain QCD and respond to 
problems. In recent years, it became common for vendors to directly employ 
Japanese living in Indonesia or invite Japanese experts from Japanese 
assemblers through JODC or other schemes. On the other hand, a business 
entrepreneur or production director of a firm which is not doing business with 
primary vendors has failed to fully recognize the importance of 
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improving/maintaining QCD or responding to problems. Even if they recognize 
the importance of such practices, they do not have a system capable of 
adequately responding to such needs. 

Firms doing business with primary vendors enjoy the full benefit of operating 
under the interlocking system. For example, they are creditworthy because they 
are operating under the interlocking system, which makes it easier for them to 
obtain bank loans. These firms can also improve their production technologies as 
a result of strict QCD monitoring and production technology assistance provided 
by Japanese assemblers. In some cases, they receive Japanese assistance such as 
that from JODC and Association for Overseas Technical Scholarship (AOTS) 
through Japanese assemblers. Such assistance enables them to establish a 
relationship with a number of Japanese assemblers, creating a virtuous cycle in 
which they can achieve improved creditworthiness, financial strength and 
technical capabilities. In contrast, firms which are not doing business with 
primary vendors are faced with issues such as financing and how to improve 
production technology. They also have difficulty obtaining assistance for 
funding and technical improvement. Under such circumstances, there are high 
barriers between firms which are doing business with primary vendors and firms 
that do not, as shown in Figure 2-1 and subsequent figures. 
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3. Recommendation for New Assistance 

3.1. Required Approach 

Chapter 2 described the relationships between Japanese assemblers and vendors 
in terms of production and assistance, and the difference between vendors which 
are operating under the interlocking system and those tha t do not. It is difficult 
for local firms to join the interlocking system on their own. It became clear that 
once these firms are allowed to do business with primary vendors operating 
under the interlocking system, this will be the answer to meeting the increasing 
demand for primary, secondary and other vendors in the motorcycle and 
automobile sectors. If these firms are allowed to operate under the umbrella of 
Japanese assemblers, they would then be able to contribute to the vigorous 
growth of these sectors.  

Local firms must consider the following five points if they intend to begin doing 
business with primary vendors who are operating under the interlocking system.  

l Identify target firms that receive assistance 
l Establish channels to identify target firms that are to receive assistance 
l Work towards the achievement of step up 
l Provide a comprehensive assistance package to improve corporate 

management, production technology and funding capacity 
l Set target objective for assistance and monitor progress 
 
In this section, we look at these points and present the basic approaches needed 
to assist the promotion of supporting industries.   

3.1.1. Identify Target Firms to Receive Assistance: Local Firms with Interest in 
Doing Business with Primary Vendors Operating under the Interlocking 
System 

First of all, it is necessary to identify a target firm that will receive assistance. A 
series of interviews we conducted revealed that primary, secondary and other 
vendors operating under the interlocking system can receive technical assistance 
from the relevant Japanese assemblers, obtain information about assistance 
provided by JODC and AOTS, and receive actual assistance (See Figure 3-1). 
However, it is difficult to obtain information about Japanese assistance if they 
are not operating under the interlocking system. This means that it is difficult for 
such firms to receive Japanese assistance. There is a great gap between the firms 
operating under the interlocking system and those do not, in terms of 
creditworthiness, funding capacity and technical capabilities. Unless some kind 
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Japanese
assemblers

Primary vendors

Secondary vendors
and others

Firms which does
not do business

with primary
vendors

Target firms for
new assistance

Supports from
Japanese
assemblers and
assistance from
JODC and AOTS
though Japanese
assemblers.

It is difficult to
receive

assistances from
JODC and AOTS.

Want to Join Japanese
production interlocking
system, as secondary
vendor.

of assistance is provided to the firms which are not operating under the 
interlocking system, it will be difficult to fill such a gap.  

Figure 3-1   Assistance through Japanese Assemblers  

and Target Firms to Receive Assistance  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Study Team 

Reflecting such a situation, it is necessary to target “local firms that are not 
operating under the interlocking system, but have the potential to produce parts 
that meet the requirements of Japanese assemblers”. It is particularly important 
to look at firms that are involved in the production of motorcycles or 
automobiles parts and have the potential to operate as secondary or other 
vendors under the interlocking system, when identifying candidates to receive 
new assistance.5 

                                                 
5Presently, only certain firms benefit from Japanese assistance, because JETRO’s industrial cluster development program and 
automobile industry promotion program are targeting firms of the same kind. However, number of target firms is limited in these 
assistance programs, with about ten firms for industrial cluster development in Surabaya and Semarang, respectively, and about 40 
firms for automobile industry promotion in Java Island.  
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3.1.2. Establishment of Channels to Identify Target Firms that Receive 
Assistance: Use of Reverse/parts Exhibition 

Having defined the target firms as “local firms that are not operating under the 
interlocking system, but have the potential to produce parts that meet the 
requirements of Japanese assemblers”, the next challenge is to how to identify 
such firms. JODC and AOTS successfully reduced costs associated with 
identifying target firms, as they targeted firms that were already doing business 
with Japanese firms.6 However, it is necessary to consider a new approach when 
trying to identify firms with the potential to operate under the interlocking 
system.  

During the interview survey, it occurred to the study team that utilizing the 
Reverse/parts Exhibition could be an effective means of identifying target firms. 
The Reverse/parts Exhibition was designed, in part, to have the existing vendors 
compete with other vendors to minimize the cost of parts procurement for 
assemblers. However, the two Reverse/parts Exhibitions in the past led to the 
creation of a corporate database consisting of 1,200 participating firms. Some of 
the local participating firms have begun doing business with Japanese firms.  

This exhibition not only provides an opportunity for us to look for target firms 
from the vast number of small and medium enterprises7, but also gives local 
firms an opportunity to work under the interlocking system. Thus this exhibition 
is a highly efficient way of identifying target firms.  

Given these circumstances, utilizing the Reverse/parts Exhibition is an effective 
means of identifying firms that lack experience but have the potential to operate 
under the interlocking system. 

3.1.3. Working for Step Up: Working to Join the Interlocking System  

Our interview survey revealed that there were some vendors who were able to 
improve their production technology and QCD under the direction of Japanese 
experts, but failed to sustain the level of technology and maintain QCD 
monitoring when the Japanese experts left. Japanese experts were re-employed 
in some of these cases. In reality then, such vendors did not succeed in 
increasing the level of their production technologies in a sustainable way. If 
vendors increase the level of their production technologies so that they are 

                                                 
6 A long-term relationship between a Japanese assembler and vendor enables the assembler to send personnel to address a specific 
issue faced by the vendor. Such relationship is effective in preventing a mismatch of assistance needs and assistance.  

7 According to STATISTIK INDONESIA, large companies (with 100 employees or more) and medium companies (with 20 to 99 
employees) accounted for 21,000 manufacturing companies in 2003. The number of small manufacturing companies (with 5 to 19 
employees) was 250,500.  
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capable of doing business with primary vendors who are operating under the 
interlocking system, it means that they have “evolved” and entered the next 
stage where they will face new challenges. In this report, we describe such 
“evolution” as “Step Up”. In this respect, vendors cited in the above example 
failed to achieve “Step Up”.  

As already described, local firms receive assistance and strict QCD monitoring 
from Japanese assemblers, and enjoy increased creditworthiness once they join 
the production interlocking system. This creates a huge gap between them and 
other local firms that are not operating under the interlocking system. To put it 
the other way around, firms may be on a growth path to achieve improved 
production technologies, creditworthiness and financial capacity, once they 
successfully achieve “Step Up” and join the interlocking system.  

Presently, primary vendors, those operating in the motorcycle and automobile 
sectors in particular, seem willing to give simple tasks to secondary and other 
vendors. Given that, there is a significant chance that other local firms will 
achieve “Step Up”. Specifically, areas such as maintenance and adjustment of 
dies, simple dies (die cast), coating for marque and simple parts production 
(simple press) hold promise for these firms. From this standpoint, we must 
provide assistance to firms that are likely to be given the above-mentioned tasks 
by vendors who are operating under the interlocking system. The goal of 
assistance should be the receipt of order by these firms.  

The following are three requirements for firms aiming to achieve “Step Up”, a 
prerequisite for joining the interlocking system.  

Firstly, firms must improve technical capabilities required for production. 
Specifically, they must achieve a certain level of QCD that is convincing 
Japanese assemblers and primary vendors. A “certain level” differs depending on 
a firm, and thus it is unclear exactly what it means. It is, therefore, necessary to 
define the “certain level” more clearly through implementation of future studies 
and assistance programs.  

Secondly, firms must develop managerial competence. Specifically, managerial 
competence means the ability of the business entrepreneur and production 
director to formulate management strategies, conduct marketing and sales 
activities, develop a production plan, and maintain QCD control. The business 
entrepreneur and production director are the key persons who determine whether 
firms will achieve the “Step Up” required for joining the interlocking system.  

Thirdly, firms must modernize production facilities to enable production 
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expansion and ensure the maintenance of uniform quality. To do so, they must 
raise funds for capital investment projects. Our interview survey revealed that 
few local firms that are on the same level as the primary vendors of Japanese 
firms have financing problems. This is because they belong to one of the leading 
business groups in Indonesia, or because they have improved creditworthiness 
due to their relationship with Japanese firms. However, those that are not 
operating under the interlocking system generally have lower creditworthiness, 
because they have no ties with leading business groups, their output  is limited, 
or they do business with local assemblers only. Given the present circumstances, 
it is difficult for such firms to modernize production facilities to the level 
required for production expansion and quality improvement. They need financial 
support to solve this problem.  

3.1.4. Provision of Comprehensive Assistance Package to Improve Corporate 
Management and Production Technology, and to Modernize Production 
Facilities 

It is important to bear in mind that target firms, which are not operating under 
the interlocking system, cannot move towards “Step Up” unless they are 
provided with assistance that is designed to meet the above three requirements. 
Target firms lack the capabilities to meet all three requirements. This means that 
they are unable to move towards “Step Up” if we provide assistance that is 
designed to meet only one of the three requirements. Only firms in the 
intersection of the three circles shown in Figure 3-2 can move towards “Step 
Up”.  

Traditionally, assistance programs are designed to address the specific needs of 
small and medium enterprises. Therefore, assistance to strengthen managerial 
competence, improve production technology, or raise capital is provided 
separately. This is because assistance concerning these three fields is often 
provided by different organization. For example, funding assistance is provided 
by financial institutions which are specialized in small business financing. 
Managerial competence assistance and production technology assistance are 
provided separately, because such programs are intended for people performing 
different roles (with the former intended for business entrepreneurs and 
executives, and the latter for employees). However, based on the results of an 
analysis of the difference between firms operating under the interlocking system 
and those that are not, it is necessary to provide several kinds of assistance 
simultaneously in order to help firms achieve “Step Up” and join the 
interlocking system. 
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Figure 3-2   Requirements for Step Up 

 

 

 

 

 

 

 

 

 

 

 

Source: Study Team 

Needless to say, different firms have different issues to address. This means that 
it is not effective to provide the same kind of assistance to all of these firms. 
Regarding the above three fields, the level of assistance should be adjusted 
depending on issues faced by individual firms. It is desirable that assistance is 
customized to meet the specific needs of individual firms. Therefore, it is 
important to identify the issues faced by a specific firm and provide 
opportunities for consultation so that what is required in an assistance package 
can be decided. Nevertheless, any customized assistance packages must include 
the above three fields.  

3.1.5. Clarification of Target Objective and Monitoring Feedback 

When providing assistance, it is necessary to set targets and monitor the progress 
in order to evaluate the extent to which the objective of assistance is achieved. In 
addition, results of the monitoring should be utilized to improve assistance. Our 
interview survey revealed a case in which the technology level fell back to the 
previous level once the Japanese experts left. One of the reasons for this is that 
the objective of assistance had not been clear.  

This study report recommends that we set both the final goal of assistance and 
target for the three fields (corporate management, production technology and 
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Final goal:
Join Japanese production interlocking

systems as secondary vendors

Target in corporate
management:
Narrow a gap

between Japanese
experts and

business
entrepreneurs/

production directors.

Target in production
technology: Narrow a

gap of QCD level
between firms under

the production
interlocking system and

target firms.

Target in modernization
of production facility:

Narrow a gap of
production facility

between firms under the
production interlocking

system and target firms.

Setting of Indices:
Indices for evaluation
are set from the
analysis of Japanese
experts' activities in
marketing, sales,
quality management.

Setting of Indices:
Indices for evaluation of
QCD are set from the
analysis of  the same kind
of firms which are under the
production interlocking
system
- Rate of defective products
- Reduction rate of
production cost and
comparison of cost with the
same kind of firms
- Reduction of delivery time

Setting of Indices:
Indices for evaluation
of facility
modernization are set
from the analysis of
production facility in
firms which do
business with
Japanese firms and
those which do not.
- Productivity (per
employee and per
hour)
- Rate of defective
products

modernization of production facilities. Figure 3-3 shows the relationship 
between the final goal and targets for the three fields. As already described, the 
final goal is that “firms which have not been operating under the interlocking 
system begin doing business with firms operating under the umbrella of 
Japanese firms”. Targets for the three fields, namely corporate management, 
production technology and modernization of production facilities, and numerical 
targets (indices) for each of the fields should be set accordingly.  

Figure 3-3   Establishment of Two-Tier Target Objectives  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Study Team 

Targets and indices do not constitute an effective tool, unless they are monitored 
while assistance is being provided. We should monitor the progress in the three 
fields to see whether improvement is achieved, and adjust the method of 
assistance if there is not much improvement. It is important to constantly 
monitor progress and give feedback on the assistance method. It is also 
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Searching target
firms

Assessment of target
firms and grasp of

issues

- Preparation of corporate database on
local firms which contacted to exhibitors
- Find out of the level of technology of the
firms

application of assistance from
firms which want to join the
production interlocking system

Preparation of
assistance package

Implementation of
assistance

Set targets and
indices reflecting the
character of each
target firm.

Check attainment of
targets and indices

- Corporate management
- Production technology
- Modernization of production
facility (financial assistance)

Monitoring
Matching service

Termination of
assistance

Fail to achieve targets
and indices within a
specified period.

Excluded from
target firms

Judgment

Adjustment of
assistance methods

Join the production
interlocking system

Achieving targets
and indices.

important to evaluate the degree of attainment of targets and indices, because 
that will help to clarify the accountability of those receiving assistance. In this 
respect, monitoring and feedback are important tools that provide the basis for a 
decision on whether assistance to target firms should be continued or terminated.  

3.2. Workflow of Assistance 

Figure 3-4 shows the workflow of assistance based on the approach described in 
Section 3.1. Details of the workflow of assistance are described below.   

Figure 3-4   Workflow of Assistance  

 

 

 

 

 

 

 

 

 

 

Source: Study Team 

l Create a corporate database consisting of information on local firms that 
contacted the exhibitors at the Reverse/parts Exhibition. The corporate 
database includes the following items: name, address, number of employees, 
capital and products of local firms. Find out the level of technology of a 
target local firm with the cooperation of exhibitors of the Reverse/parts 
Exhibition. 

l Distribute written materials that illustrate an assistance system as well as an 
assistance application form to firms participating in the Reverse/parts 
Exhibition. Firms submit an assistance application form to the relevant 
assistance organizations if they require assistance.  

l Conduct a study such as a door-to-door survey. Determine if firms actually 
have the level of technology that they were assumed to have at the time of 
the Reverse/parts Exhibition and judge if they are suitable candidates for 
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receiving assistance. Eliminate firms which are considered unlikely to join 
the interlocking system. 

l Assistance organizations make an assessment of firms which were 
considered suitable for receiving assistance to identify the issues faced by 
these candidate firms. Develop an assistance package to address the needs of 
individual firms and set targets and indices. An assistance package shall 
cover the three fields, namely corporate management, production technology 
and modernization of production facilities. The proper balance must be 
achieved among the three fields, depending on the issues faced by individual 
firms.   

l Assistance organizations provide assistance according to the customized 
assistance package. During the early stages, assign a number of experts who 
are dedicated to he lping only one firm to strengthen managerial competency 
and improve production technology of the target firm. When the assistance is 
on track, switch to a system under which one expert goes round a number of 
firms to help in the fields of corporate management and production 
technology.  

l Assistance organizations monitor the progress to ascertain how close the 
firm has got to the set targets and adjust the assistance package accordingly. 
Reduce the number of experts who provide assistance depending on the 
degree of attainment of targets or indices and establish a system under which 
a number of experts provide assistance to a number of firms.  

l Introduce assistance firms to the primary vendors operating under the 
interlocking system, and update the corporate database to reflect changes, 
such as increased their technology level. Continue providing assistance to 
firms until they join the interlocking system. Assistance organizations may 
consider terminating assistance if firms fail to come up to their expectations 
within a specified period (from 2 to 3 years).  

 
There are three alternatives for assistance organizations or assistance methods 
which adopt this assistance workflow. Details of the three alternatives are 
described in Table 3-1. 

Establishment of Indonesian Version of OSMEP 

In Thailand, the Office of Small and Medium Enterprises Promotion (OSMEP) 
was established following the enforcement of the SME Promotion Act in 2000. 
OSMEP is an independent organization and a special public corporation. It has a 
diversified fund-raising capacity and receives not only a general accounting 



 

20 

budget from the government but also capital from the private sector. OSMEP 
provides assistance in the areas of corporate management, production 
technology and market cultivation, when the Small and Medium Enterprise 
Bank of Thailand provide financial assistance to small and medium enterprises. 
The first alternative is the establishment of an organization similar to OSMEP.  

The Indonesian version of OSMEP may have more functions so that it not only 
provides assistance to improve corporate management and production 
technology, but also guarantees loans and makes investments. Japanese 
Government may send experts (who evaluate firms, provide assistance in the 
areas of corporate management and production technology, and support the 
management of assistance organization) and provide financial assistance (a part 
of the resources required for loans/equity participation) as a part of the technical 
assistance provided to this organization.  
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Table 3-1   Three Alternative Scenarios for Implementing Assistance 

 Indonesian Version of 
OSMEP 

New Two-Step Loan 

Establishment of 
Organization that Brings 

Together Assistance Needs 
and Assistance Scheme 

Characteristics of 
Organization 

The organization can 
provide assistance in all 
three fields of corporate 
management, production 
technology and 
modernization of production 
facilities simultaneously. 

The organization is set up 
within a public financial 
institution that provides a 
two-step loan, or it closely 
cooperates with such 
financial institution.  

The organization connects 
the existing assistance 
schemes and the needs of 
target firms. 

Assistance for Corporate 
Management 

Registered experts are 
directly dispatched by the 
organization. 

Registered experts are 
directly dispatched by the 
organization. 

It takes advantage of the 
existing assistance 
measures taken by Japan, 
the Indonesian government 
and other donors.  
It matches assistance 
organizations and firms 
requiring assistance. 

Assistance for Production 
Technology 

Registered experts are 
directly dispatched by the 
organization to give 
guidance. 
Employees of target firms 
are sent to cooperative 
firms for training.  

Registered experts are 
directly dispatched by the 
organization to give 
guidance. 
Employees of target firms 
are sent to cooperative 
firms for training.  

It takes advantage of the 
existing assistance 
measures taken by Japan, 
the Indonesian government 
and other donors.  
It matches assistance 
organizations and firms 
requiring assistance. 

Assistance for 
Modernization of 
Production Facilities 
(Funds) 

A loan to target firms is 
guaranteed to make it 
easier to obtain loans from 
public and private banks in 
Indonesia.  
The organization invests in 
target firms. 

It directly provides a loan to 
target firms. 
It provides joint financing 
with a local financial 
institution. It provides yen 
loans only for purchases in 
yen, such as purchase of 
Japanese machine tools.  
The interest rate is set at a 
level close to the market 
interest rate.  
An escrow account may be 
set up as collateral.  

It connects public and 
private banks, and target 
firms.  
A loan to target firms is 
guaranteed to make it 
easier to obtain loans from 
public and private banks in 
Indonesia.  

Strength The best alternative when 
providing assistance in 
three fields simultaneously. 

This alternative is an 
expanded version of the 
established scheme for a 
two-step loan. Hence, there 
are few restrictions when 
implementing this 
alternative.  

This alternative requires 
only minimal human and 
financial resources.  

Weakness There are many obstacles 
to establishing a new 
organization that can 
oversee three fields.  

Financial assistance is 
primary, and assistance for 
corporate management and 
production technology are 
secondary.   
It is necessary to pay 
attention to how yen loans 
are utilized.  

This alternative relies 
heavily on the existing 
assistance schemes to 
achieve results.  

Source: Study Team 

Two-Step Loan with New Value Added 

Two-step loans have been a useful way of providing assistance to small and 
medium enterprises. To provide comprehensive assistance that covers the three 
the fields identified in this study report, we propose the establishment of two 
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Target firms which
start business with

Japanese firms
Japanese firms

Financial institutions doing
business with Japanese firms

Financial institution
which did two step

loan

Escrow account

Supply parts

Loan by two step loan
scheme

Payment excluding
amount for escrow
account

Repayment of
capital

Transfer designated amount
to escrow account

entities; a small and medium enterprise assistance foundation that is set up 
within a public bank 8 in Indonesia, and an organization that is set up within a 
bank or an organization that closely cooperates with banks. A comprehensive 
assistance package including management guidance and production technology 
assistance will add new value to the existing two-step loans that move in sync 
with market interest rates. 

Figure 3-5   Escrow Account as Collateral 

 

 

 

 

 

 

 

 

Source: Study Team 

It is necessary to pay attention to the use of yen loans as a source for two-step 
loans. Yen loans are not necessarily an attractive source for two-step loans, in 
view of future exchange risks and interest rates for subletting loan. However, 
potential target firms may import machine tools from Japan or make payments in 
yen, upon joining the interlocking system. Target firms may utilize yen loans in 
such event. Payments from Japanese firms may be put in an escrow account to 
prepare for future repayments of loans. We should work with local banks in 
Indonesia to develop a new joint financing scheme, which does not rely on 
collateral.  

                                                 
8 In Indonesia, BRI (Bank Rayat Indonesia) is responsible for providing loans to small and medium enterprises, which makes it 
necessary to examine which financial institution is suitable as a bridge bank for two-step loans.  
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Establishment of Organization that Connects Assistance Needs and Assistance 
Scheme 

This approach requires the establishment of organizations offering a various 
types of matching service, to which Japan provides assistance. The size of the 
organization is expected to be the smallest among those proposed in the three 
alternatives, thereby requiring fewer resources. This alternative, however, relies 
heavily on the existing assistance schemes when actually providing assistance 
and producing results. It also requires adjustments between the existing 
assistance schemes. 

These organizations not only help firms find a public or private financial 
institution able to provide loans, but also guarantee repayment of loans. 
Financial assistance is not provided directly. Rather, these organizations ensure 
that local banks provide loans to small and medium enterprises by establishing a 
connection between financial institutions and vendors and monitoring how loans 
are used.  

As for assistance for corporate management and production technology, they 
help target firms identify a suitable scheme among the existing assistance 
schemes, depending on their particular needs. For example, they provide 
“assistance matching” to connect firms and assistance schemes such as those 
provided by JODC and AOTS, which are centered on the improvement of 
corporate management and production technology. Assistance to be provided 
includes the introduction of not only Japanese assistance schemes but also those 
established by the Indonesian government and other donors. Organizations to be 
established will provide a service designed to connect assistance needs and 
assistance schemes, set targets and indices, and monitor progress. 

3.3. Assistance for Reverse/parts Exhibition 

It is necessary to strive for the continued success of the Reverse/parts Exhibition 
if the assistance workflow discussed in 3.2 is to function effectively. This 
exhibition has been held only twice. However, it has already expanded due to the 
fact that the Indonesian side showed a greater commitment to the second 
exhibition, giving a new dimension to the exhibition that was originally 
designed to meet the needs of Japanese assemblers. Participating sectors are also 
expanding. It now includes the automobile sector, in addition to the electric and 
electronics sector.   

To ensure the continued expansion of the Reverse/parts Exhibition, Japanese 
Government must take the following actions though JETRO, a supporter of the 
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exhibition, when it provides assistance.  

l It is necessary to create a database consisting of participating firms. JETRO 
has a corporate database on Japanese firms and has been providing local 
firms with information on Japanese firms. However, they are unable to 
provide Japanese firms with information on local firms. Creation of such 
database will enable them to provide information that helps Japanese firms. 

l Evaluation of the technical capabilities of firms that contacted Japanese 
firms exhibiting at the Reverse/parts Exhibition will give value added to the 
corporate database mentioned above. It is necessary to work for the 
establishment of a technical capability ranking system and technology 
certification system with assistance provided by assistance organizations 
such as Jakarta Japan Club.   

 

3.4. Resources for Assistance 

The assistance workflow proposed in 3.2 is based on the premise that different 
types of assistance, which are traditionally provided separately to small and 
medium enterprises, such as assistance for corporate management, production 
technology and modernization of production facilities (financial assistance), will 
be provided simultaneously. Such assistance requires a wide variety of financial 
and human resources. We believe that the following points should be addressed 
when utilizing these resources.   

Retired employees of Japanese assemblers (Indonesian employees who held 
executive positions at Japanese assemblers) and those retired from Japanese 
firms are potential candidates for the position of Japanese expert and would 
provide assistance to local firms with the aim of improving their managerial 
competence. Such personnel should be registered with the organization proposed 
in 3.2 and sent to target firms to train business entrepreneurs and production 
directors. It is also necessary to support job change and spinout of the engineers 
in assemblers and vendors, because they are likely candidates for the position of 
business entrepreneur or production director of small and medium enterprises. 
For example, those trained in Japan through the assistance scheme provided by 
AOTS (a member of the AOTS Alumni Societies) would make suitable 
candidates for such a position.  

Production technology assistance may include dispatch of engineers to local 
firms as well as dispatch of local firm employees to firms operating under the 
interlocking system (training in Indonesia ). These engineers may include retired 
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employees of Japanese firms and experts registered with JODC. In order to pave 
the way for employee dispatch to firms operating under the interlocking system, 
it is necessary to build a cooperative relationship between the economic circles 
of Japan and Indonesia such as KADIN and Jakarta Japan Club. 

As for financial assistance for the modernization of production facilities, 
Indonesian resources should be mainly utilized. Financial assistance from the 
Japanese side should be limited to guaranteeing the repayment of loans 
(assistance to make it easier for target firms to obtain loans from financial 
institutions in Indonesia) and certain areas (e.g. purchase of machine tools from 
Japan, payment in yen).  
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4. Conclusion 

4.1. Results of the Study and Remaining Issues 

Based on an unconventional approach (which focuses on the production 
relationships existing among firms, and encourages local firms with high growth 
potential to contact donors instead of donors approaching local firms), this study 
produced the results listed in the second column of Table 4-1.  

Table 4-1   Results of Study and Remaining Issues 

 Results Remaining Issues 
Target Firm - Target firms are local firms that are 

not doing business with firms 
under Japanese production 
interlocking system but wish to do 
so in the future. 

- Target firms should be identified 
through the Reverse/parts 
Exhibition. 

- 

Policy and Method of 
Assistance 

- The need to provide a 
comprehensive assistance 
package, designed to address the 
issues of corporate management, 
production technology and the 
modernization of production 
facilities, was recognized.  

- Assistance should aim to facilitate 
the “step up” of target firms. 

- Targets should be set, monitoring 
should be conducted, and 
feedback should be given. 

- Assistance workflow  was 
presented.  

- Assistance methods for the 
three fields must be examined 
more closely.  

Reason for Providing 
Assistance 

- Assistance should be provided to 
firms that are not operating under 
the interlocking system in the 
motorcycle and automobile sectors 
to help them begin doing business 
with Japanese firms and meet the 
needs of secondary and other 
vendors.  

- 

Organization to Pr ovide 
Assistance 

- Three alternatives are proposed 
for the organization providing 
assistance; the Indonesian version 
of OSMEP, a new two-step loan, 
and the organization to connect 
assistance needs and assistance 
schemes.  

- A decision must be made so 
that the most suitable 
organization can be selected to 
provide assistance. 

Business Model for 
Organization to Provide 
Assistance (Operation Funds)  

- 
- Ways to raise funds except 

public funds and their feasibility 
must be examined.  

Resources Utilized for 
Assistance 

- Resources for providing 
assistance for corporate 
management and production 
technology are identified.  

- Resources for implementing 
the modernization of production 
facilities (financial resources in 
Indonesia and Japan) must be 
identified.  

Study Team 

The third column of Table 4-1 shows issues that must be overcome to provide 
assistance. It is necessary to resolve these issues when further studies are 
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conducted and when formulating assistance implementation plans.   

The following items are the perspectives that must be taken into account when 
selecting the most suitable organization from the three alternatives listed in 
Table 4-2. Table 4-2 shows the results of an evaluation of these perspectives. It 
is necessary to evaluate these alternatives from different perspectives before 
selecting the organization that provides assistance, and formulate action plans 
for the selected organization.  

l Provide a comprehensive assistance package that covers the three fields as 
much as possible, as proposed in this study report. 

l Establish an organization that allows the Japanese side to commit to its 
operation to some extent. 

l Select an organization that has few obstacles to overcome before 
establishment. 

 

Table 4-2   Evaluation of Three Responsible Organizations and Their Assistance 

Methods 

 
Indonesian Version of 

OSMEP New Two-Step Loan 

Organization That 
Connects Assistance 

Needs and Assistance 
Scheme 

Comprehensive 
assistance package 
that covers three fields  

Strong integrity Weak integrity 

Comprehensive 
assistance relies 
heavily on the 
assistance schemes of 
the existing assistance 
organizations  

Commitment by 
Japanese side to 
Organizational 
Operation  

Commitment possible Commitment limited Commitment possible 

Few difficulties in 
Setting Up 
Organization 

Many difficulties  A few difficulties  

Not many difficulties in 
establishing the 
organization; however, 
difficulties are 
anticipated when 
coordinating with other 
assistance schemes. 

Source: Study Team 
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