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I. INTRODUCTION

1.1. Background

The implementation of the regional autonomy as an 
eff ort to increase a welfare society, for the last 12 years 
had not achieved its expected results. Some regions 
interpreted decentralization more at administrative 
level with viscous political issues and tended to 
override the economic decentralization aspect as 
an eff ort to improve public welfare. The weakening 
of the regional coordination and the emergence of 
egocentrism of each region drew the att ention of the 
Local governments more away from the regional and 
local development issues. 

The declining role of the Provincial Government 
as the representative of the central government 
resulted in continously degrading the intensity of 
the regional management coordination. The role 
of provincial government as the coordinator of 
development of inter-regional area declined due to 
the the strengthening role of autonomy at the regency 
/ city level. As a result, inter-regional development 
issues were not handled. Each government believed 
they could and should do everything as they wanted 
without the help of their neighbours. Further 
implications were that many potential problems in the 
regional developments were not dealt appropriately. 
Hence, it resulted in ineffi  cient and declining quality 
and productivity of the local development.

In addition to the declining coordination among 
the areas, intensifying self-existence of each local 
governments and reducing economic scale constitute 
one of the the impacts of decentralization. The regions 
were divided into several smaller administrative areas. 
It is therefore very urgent for the local governments 
to work together in dealing with regional issues that 
involve two or more neigbouring regency and share 
common externality issues among themselves, such as 
the utilization of natural resources (the management 
of environmental issues) and issues of local policy as 
well as local trade. One of the examples in trade is 
that, many local governments set their own policy 
without facilitating a dialogue among them and they 
did even not try to build synergy and coordination 
among them in order to maintain the economy 
effi  ciency and to meet their own needs.

From the regulatory point of view, the trade bill 
currently being discussed in the Parliament has not 
yet showed government’s commitment to promote 
and support the local trade. The bill states its goals – 
among others – to establish an intergrated economy, 
trade and territory. But none of the proposed 
stipulations has been refl ected in it. However, it is 
clear that the bill is more favorable to foreign trade 
than domestic. It is even further clear that the bill 
discusses very limited domestic- related trade issue. 

Looking at the background of having the bill being 
drafted, it is very urgent for the government to issue a 
regulation that will provide guarantee and its able to 
motivate local governments to create a unifi ed national 
economy by minimizing barriers in the cross border 
trade both at levies (formal & informal) and licensing 
(deregulation) in nature. A unifi ed economic zone 
will contribute to the achievement of agglomeration 
economies that will boost local economy.

On trade, it is very evident that some ineffi  ciency 
resulted in from the levies and licenses charged 
by the local government that had led to negative 
economic impact on businesses. The fi ndings from 
Local Economic Govervance Study (TKED) that 
were conducted by KPPOD in 2011 found that 17% 
of the existing regulations had created problems to 
economic activities and most of them were related 
to commodity trade. The study found that 48% of 
businesmen admited to pay offi  cial charges for the 
distributions of their goods across regions. The 
businessmen said that those taxes and fees as well 
as donations (offi  cial and unoffi  cial) had hampered 
the performance of their businesses. This further 
confi rmed the fact that the regions did not have co-
operation agenda to synchronize and synergize their 
policies. The fact that local governments continued 
to issue counterproductive policies that distorted 
local businesses because of the application of various 
licenses and levies on goods entering into or departing 
from particular regions, which legally violated the 
principle of free trade, and high logistics costs had 
contributed to the declining competitiveness of 
local products and hence limited the local economic 
growth.

On top of these issues on business licensing and 
informal fee imposed on trade, we also found 
that the volume of the trade was relatively small 
compared to the eff orts taken to develop this regional 
cooperation. The local trade also faced chalenges 
in disproportionative information owned by and 
shared among them. Where the big business get more 
access compared to the small one, so that they can 
monopolize the trade. The 2011 KPPOD LEG Survey 
noted that 17% of businesses did not have access to 
market due to the limited information they had. Again, 
this showed the lack of government’s support on the 
private sector development program. The program 
included a provision to capacity building businesses 
aimed at conducting series of training and education 
activity, provided access to information which then 
created access to capital, and other activities that 
would promote the business development process. 
The lack of information within the businesses, while 
other could have access to greater information, may 
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lead to unfair competition on trade. Furthermore, the 
fact the local economy was scaling down, at some 
points the regency will also faced challenges to meet 
their domestic needs. Hence, it is envisaged that 
the regions should establish cooperation on trade – 
through information sharing for example - among 
them which will result in a more eff ective and effi  cient 
trading. 

The regional trade is one form of inter-regional 
cooperation. Some regency that shared similar 
characteristics or located in the same region had 
initiated this cooperation. Among them were 
Barlingmascakeb and Jonjok Batur in Central Java. 
Barlingmascakeb was formed in 2003 and consists of 
fi ve regency of Banjarnegara, Purbalingga, Banyumas, 
Cilacap, and Kebumen. The latt er was pioneer of this 
cooperation. They do joint trade through market 
auction which was regulary arranged and included 
larger involvement of participants. It was not limited 
to the merchants and buyers from the region, but also 
from the outside. The same practices had also been 
established in Jonjok Batur. Jonjok Batur consists of 
three regency of Lombok Barat, Lombok Tengah, and 
Lombok Timur. Jonjok Batur which means “helping 
friend” in Lombok’s language has established in 2006 
and had also been participating in trade activities at 
provincial level through joint auction market.

The advantages of participating in the auction market 
that were applied in both Barlingmascakeb and Jonjok 
Batur provided assurance to the participants on the 
prices that were set in transparant way. It also helped 
them expand their access to markets, and improve 
the information sharing process among them. The 
scope of auction commodity market has expended to 
outside Central Java. The activity has been considered 
eff ective as a marketing medium by all of them more 
particularly by the farmers who need to expand thier 
market access and promote their product.

1.2. Formulation of the Problem

Based on the discussion above, this study aims to 
answer the following questions:
1. What are the driving factors that encourage the 

region to initiate an inter-regional cooperation in 
trade?

2. How the practice of inter-regional cooperation 
has helped reduce trade barriers that will result in 
increased agglomeration economies?

1.3. The Purposes

The purpose of this study is:
1. To identify the factors that infl uece the regions to 

initiate inter-regional trade cooperations.
2. To analyze the quality of these practices on their 

contributions to the achievement of increased 
agglomeration economies.

1.4. The Benefi t of the Study

It is expected the study will bring following benefi ts:
1. To provide inputs to local governments that are 

planning to participate in the inter-regional trade 
cooperations;

2. To serve as advocacy references needed by both 
business owners and the civil society to address 
their concerns about local development to the 
relevant stakeholders including the government.

1.5. Research Areas  

To help the team answered the above questions, 
the following regency were selected for following 
reasons: 
1. Regional Management (RM) Barlingmascakeb 

consists of 5 (fi ve) regency in Central Java. 
They include regency of Banjarnegara, 
Purbalingga, Banyumas, Cilacap and Kebumen. 
Barlingmascakeb RM was selected because it 
was considered quite successful in improving 
the economy of its members in the regional 
cooperation context especially in the fi eld of inter-
regional trade. This was evident during the Period 
XV on Wednesday, July 15, 2009 it managed to 
record transactions totaling to Rp 18.764 billion 
(“Suara Merdeka” daily, 2009).

 To further assess the quality of this inter-regional 
trade cooperation, regency of Purbalingga 
and Banyumas were selected to represent 
Barlingmascakeb on each member’s potential on 
the commodity they produced.  From these two 
regency, the study intended to measure the results 
of this inter-regional cooperation among their 
members.

2. Regional Management (RM) Jonjok Batur consists 
of 3 (three) regency in the West Nusa Tenggara. 
The named was taken from Lombok’s language 
which means helping friend. They include 
regency of West Lombok, Timur, and Central 
Lombok. Jonjok Batur RM was chosen to help us 
produced a complete analysis and comparison of 
inter-regional cooperations that focused on trade 
cooperations through increasing the capacity of 
maize farmers in accessing markets and obtaining 
a bett er price. The overal objectives of this selection 
consideration were to obtain a comprehensive 
picture of the factors that infl uenced the 
implementation of inter-regional cooperations 
from diff erent point of views.

 In order to assess the performance of cooperations 
in trade initiated by Jonjok Batur in West Nusa 
Tenggara province, we also conducted a small 
study on the implementation of joint auction 
markets organized by the province as a form of 
inter-regional trade to promote joint marketing 
eff orts.
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1.6. Scope of Research

This study only examined inter-regional trade 
cooperations that were used to to increase the scale of 
the local economy. The study included inter-regional 
cooperations in Barlingmascakeb RM and Jonjok 
Batur RM. To help us bett er analyzed the problems, 
fi eld visits were conducted to the three regency that 
were members of the the regional cooperations. They 
were regency of Banyumas, Purbalingga and West 
Lombok. It is important to note that the study fi ndings 
did not necessarily represent the general conditions 
of all regional cooperations across the country. 
However, we do hope that the fi ndings may serve as 
a reference to what other regions did and assessed the 
tendency of this practice as well as provided input 
to the formulation of policy on the establishment of 
cooperation among the regions in Indonesia.

II. REFERENCES REVIEW 

2.1. Defi nition, Principle and Strategic 
Issues of Regional Cooperation

Both theoretically and empirically, there are several 
prerequisites for activities / economic development 
to be considered to achieve its optimal level when 
it is done within the context of specifi c economics 
of scale and economics of scope. To achieve the 
level (or scale) of  economic and cost effi  ciency, 
performance development, and the optimal level of 
wealth distribution within the decentalization  policy 
framework, the local government fi rst of all needs to 
set its optimal size for the delivery of public services 
and development output. The result of the study 
conducted by Department of Economy, Universitas 
Indonesia (2006) showed that the size of economic 
scale of sub-national government, both provincial 
and regency levels, in Indonesia is relatively smaller 
compared to its optimal size. Hence, regional 
cooperation may help them take advantage from 
economies of scales.

Inter-regional cooperation is a relationship framework 
for two or more regions. They all have balance and 
mutual position to achieve their common goal of 
improving people’s welfare1. Patt erson (2008) in 
Warsono (2009)2   defi nes the inter-regional cooperation 

(intergovernmental cooperation) as an arrangement of 
two or more goverments for accomplishing common 
goals, providing a service or solving a mutual 
problem.  It implies that there are common interests 
that drive several local governments to jointly deliver 
the service or solve the problems they are facing. It is 
clear from above defi nition that cooperation refl ected 
a common interest that encourages two or more 
local governments to provide joint services or solve 
problems together.

There are three basic elements that must exist when 
they build partnership: involving at least parties, 
interaction and common goals. The elements of two or 
more parties form a set of interests that infl uence each 
other that result in interaction among them to achieve 
their common goal. When particular interactions are 
intended to meet the interests of single party only, it 
can not be considered as a partnership. There must be 
a balance for each of participating local government. 
This cooperation should enable various parties to 
interact each other in a position of balance, harmony 
and harmonious manner so that they all can meet the 
common interests without being negatively aff ected3.

Referring to the Government Regulation 50 Year 2007, 
we can draw 11 principles of cooperation that must be 
addressed. They are effi  ciency, eff ectiveness, synergy, 
mutual benefi t, mutual agreement, good faith, in line 
with the interest of national priority and territorial 
integrity of the Unitary Republic of Indonesia 
(NKRI), equal position, transparency, fairness, and 
legal certainty.

And to be able to successfully implement the 
cooperation, guiding principles are set and they 
are in line with the principles of good governance4. 
These include (1) Transparency, (2) accountability, 
(3) participatory, (4) effi  ciency, (5) Eff ectiveness, (6) 
consensus, and (7) Mutual benefi t.

The scope of cooperation based on the urgency of 
having the cooperation established have been linked 
to a commitment to improve public service delivery, 
cross border, spatial issue, potential disasters and 
confl ict handling, increasing the role of the provincial, 
regional proliferation poverty issues and reduction of 
regional disparities5.

In addition to the issues that have been discussed 
earlier, the regions also establish a trade cooperation 
program to enable them to address issues of local 
economic development, poverty alleviation and the 

1. Pamudji, S.1985. Kerjasama Antar Daerah dalam rangka Pembinaan Wilayah: Suatu Tinjauan dari Segi Administrasi Negara. 
Jakarta: Bina Aksara

2. Warsono, Hadi, 2009, Regionalisasi Dan Manajemen Kerjasama Antar Daerah (Studi Kasus Dinamika Kerjasama Antar Daerah Yang 
Berdekatan di Jawa Tengah), [Disertasi] Program Doktor Ilmu Administrasi Negara, Yogyakarta, Universitas Gadjah Mada.

3.  Pamudji, S. 1985.
4. Edralin, J.S. 1997. The new local governance and capacity building: A strategic approach – excerpted from Regional Development 

Studies, Vol. 3
5. Tarigan, Antonius. Meningkatkan Daya Saing Wilayah. Buletin Tata Ruang, Maret-April 2009
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reduction of the disparities between regions. The 
quality of capacity and resources that vary from across 
the regions has resulted in the regional disparities and 
poverty (social inequality). A regional cooperation 
therefore is expected to increase local capacity in 
the use of resources in a more optimal manner 
and accelerate local economic development that is 
required to reduce poverty and improve regional 
disparities. This can be aimed at, among others, joint 
activities in marketing their product marketing and 
further enhancing their trade cooperation to increase 
the scale of their regional economy and increase its 
competitiveness.

2.2. The Importance of Interregional 
Cooperation 
Being participating in the cooperation, the regional 
will benefi t from the following:6 
1. Regional Confl ict Management which will serve 

a forum for communication and dialogue among 
the regional major stakeholders. The forum will 
help members enhance their understanding and 
tolerance level. Hence together they can anticipate 
possible confl icts between the regions.

2. Effi  ciency and Standardization of Public Service. 
The forum can be used to develop and implement 
collective action. On public service, the forum 
will further encourage the regency to deliver its 
effi  ciency and standardized service across regions.  

3. Economic Development. The forum will provide 
opportunity to the disadvantaged regions to 
promote their economy. Many experiences 
showed that these regions could not expland due 
to the limited market they have.

4. Environmental Management. The forum will 
facilitate the environment management by all 
participating regency. An environmental disaster 
such as forest fi res, fl ood or landside that occurs 
in one regency may also harm other neighbouring 
regency. The cooperation will help them identify 
joint solution and manage anticipated measure, 
which will encourage cooperation among regional 
environmental management is the problem 
together. Without such cooperation, the handling 
will not run a synergistic environment that is 
potentially causing environmental problems, not 
only for the region, but also for other areas that are 
geographically close, such as forest fi res, fl oods, 
and landslides.   

2.3. Institutional Model of Inter-Regional 
Cooperation in Indonesia (Kerjasama 
Antar Daerah – KAD)   

Through the provisions of the Law no. 32 of 2004 on 
Local Government, the government encouraged local 
governments to establish regional cooperation with 
other local governments as well as the private sector. 
It aims to accelerate the local development. Article 196 
of the law stated that the coordination and synergy 
among regions - through KAD program – is needed 
to help local governments handle the cross-regions 
aff airs such as public service facilities including roads, 
transportation, Watershed (DAS), health, education, 
etc.  The inter-regional cooperation will enable them 
to to improve the effi  ciency and eff ectiveness of the 
available resources hence each of local governments 
will gain mutual benefi t and profi t.

Learning from “best practices” cooperation in other 
countries, forms of cooperation may vary from one 
place to another, depends on the reason behind 
the establishment of the forum. At larger level, we 
recognize the existence of Major Cities of Europe 
(MCE) that consists of the major cities in Europe. 
MCE is merely information networks (coordination 
forum). Another example is partnership forum in 
Germany which consists of large number of cities in 
the country including Berlin which in partnership 
works her neighboring regions on joint infrastructure 
development.  Meanwhile, in Indonesia we also have 
some institutional models of KAD such as as Inter-
Regional Cooperation Agency or Badan Kerjasama 
Antar Daerah (BKAD / BKSAD), Joint Secretariat or 
Sekretariat Bersama and Regional Management (RM). 
Here are some institutional models that have been 
practiced in Indonesia.

1) Inter-Regional Cooperation Agency or Badan 
Kerjasama Antar Daerah (BKAD/BKSAD)
The article 196 of Law No. 32 Year 2004 and chapter 
24 of Government Regulations (PP) No 50 Year 
2007 stipulated that in the implementation of local 
development, the head of local governments can work 
together with other regency to establish cooperation 
agency (BKAD). The cooperation agency referred 
here should not necessarily be part of their structural 
organization (SKPD) but the managers may come 
from head of related government technical agency 
(SKPD). Under the BKAD institutional model, each 
manager has duties and responsibilities that have 
been agreed upon that bind them. The funding of 
BKAD may be allocated from local budgets, profi t 
gained and contribution from private members 
who also participate in the project. The focus of 
the cooperation is commonly associated with the 
provision of public services. However, from many 
practices, this model has not eff ectively worked as 
expected. As a bureaucrat, many of these managers 
are already occupied with their internal duties and 
responsibilities and hence they lack of commitment 
to focus on works required by the forum.

6. Pratikno, et.al. 2004. Mengelola Dinamika Politik dan Sumberdaya Daerah, Yogyakarta: PLOD Departemen Dalam Negeri. 
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One example of this model is BKPS Jabodetabekjur 
consists of Jakarta, Bogor, Depok, Tangerang, Bekasi, 
and Cianjur (Jabodetabekjur). BKPS Jabodetabekjur 
focused on provision of public service provision 
including environment, clean water, waste 
management, etc. In practice, it is more about 
coordinating forum rather than actual delivering the 
public service regardless the commitments beween 
heads of the participating regency. Many of its 
decisions are considered to be very general (macro) 
hence the implementation is considerably challenging 
to implement. 

2) Joint Secretary (Sekretariat Bersama - Sekber)
Slightly diff erent from the BKAD institutional model, 
the joint Secretariat (Seketariat Bersama) is a model 
of inter-regional cooperation that is managed jointly 
by the local government and the professionals. This 
model introduced the distribution of role between 
the government offi  cials and professional. The fi rst 
should focus on the main agenda and the latt er - 
selected by the head of the regional members through 
feasibility test (fi t and proper test involved) – faciliate 
and monitor the works of local governments. The 
sekber is institutionally administered by the Regional 
Secretary, Assistant I, Tatapraja, Governance Unit and 
Planning Agency. The main function of this model 
is to provide coordination, facilitation, mediation, 
monitoring and evaluation and operational 
implementation as already agreed upon togetherIt 
usually focus the works on the provision of basic 
infrastructure and product development as well as 
tourism (depending on local needs). The funding 
source is derived from grant, program activities under 
each of relevant SKPD, donors and profi t earned from 
from diff erent projects.

An example of this institutional model is Sekber 
Kertamantul consists of Yogyakarta, Sleman and 
Bantul (Kertamantul). As to date, the focus of the 
forum is on provision of clean water, roads, transport, 
drainage, wastewater and solid waste as well as 
spatial. In the implementation, this model also has 
constraints similar to BKAD model since it is largely 
implemented by relevant SKPD, making it less fl exible 
in practice and at times caused distrust among them. 

3) Regional Management (RM)
In comparison with the two institutional models 
discussed previously, RM model which was adopted 
from Germany was considered more appropriate 
and bett er accommodating the purpose of having 
inter-regional cooperation. This model involved 
Top Management (Head of Regency) of each of 
participating government, Bappeda, and relevant 
SKPD as well as the professionals as the executor. 

Institutionally, RM structure consists of 3 components: 
» Regional Forum that consists of the members of 

the Regent;
» Executive Board which consists of Bappeda; and

» Regional Manager consists of selected 
professionals. 

Regional Forum is treated as the owner of cooperation 
and therefore they are responsible to formulate 
policy and develop programs to be implemented as 
well as provide guidance to executive board. The 
Executive Board serves as a steering commite for the 
forum and responsible to translate the policy into a 
strategic program. They are also responsible for the 
internal organization in order to further strengthen 
inter-regional cooperation in more eff ectively and 
effi  ciently. The Regional Manager is a daily executive 
(operations) that carry out programs and activities 
that RM has been programmed by both regional and 
executive board. The funding sources of this forum 
may come from membership dues government and 
donor assistance.

The focus of RM cooperation is intended to conduct 
regional marketing through development of program 
synergy (policy)  aimed at utilizing and developing 
the potential of each region.With the development of 
synergies policy implementation between regional, 
it is expected they can improve the effi  ciency and 
eff ectiveness of resource utilization. Barlingmascakeb 
RM  model KAD in Central Java and Jonjok Batur 
RMLombok Island serve as an example of this 
model. Through the RM institutional, division of 
tasks and responsibilities among managers has been 
well incorporated in the existing structure. Each of 
senior offi  cials who participated in this forum will 
meet to discuss potential areas of cooperation. It 
will be submitt ed to Bappeda who are members of 
the executive council who then formulate strategic 
program that has been agreed upon at the regional 
forums.  The regional manager will execute all 
strategic programs that have been prepared by the 
Executive Board. However, the lack of coordination 
between the Executive Board and RM managers has 
eventually caused some problems at implementation 
level. 

2.4. Auction Market as the Instrument of 
Joint Marketing 

Shringking of economic scale lead to ineffi  ciensies 
in trading activity in the region. This conditions 
encourage the regions to conduct inter regional 
cooperation through the joint marketing. One of 
activity that conducted through inter regional 
marketing is the joint auction market. This activity 
has implemented in some regions including RM 
Barlingmascakeb and NTB Province. By joint auction 
market, the region has an ooportunity to promote 
their potential product:

One form of inter-regional trade cooperation is 
the auction market. Auction market is a media that 
connects the seller / farmer producers and buyers / 
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traders / manufacturers directly and the price they 
use is set transparently and free from any pressure. 
According to the characteristics and needs, auction 
market was developed into two forms:

a. Spot Market Auction, where the sellers directly 
display their commodity at the auction market. It 
has the advantage to reduce distribution because 
they can directly meet with the buyers. The two 
parties will have equal opportunity to agree on the 
price. 

b. Forward Auction Market for display only. Final 
transaction will only be completed later. With this 
auction, the seller will only provide sample of their 
products. It was considered as physical market 
since the sellers were binded to provide the items 
off ered based on the agreement on quality, price 
and time delivery under purchase contract.  

With this form, the fi nal price would be determined 
within the set period of time. With the certainty 
of price, quantity and quality as well as terms of 
delivery, the producers could bett er plan their crops 
so they could meet the conditions set under the the 
forward contract.

In general, the implementation of the auction market 
could provide benefi ts to all parties involved in the 
following ways: 
• The farmer producers will have certainty on 

selling schedule. This will give them opportunity 
to bett er plan their cropping and cultivation 
timeframework.  Hence, they can concentrate on 
improving the quality and productivity.

• The processing industry will benefi t from a 
guaranteed supply of raw materials that will 
supoprt their capacity and production plans.

• The traders/exporters will not have problem 
with the delivery because they have guarantee in 
supply.

• The bank will have more assurance to approve 
application for fi nancing and lending as the 
potential lenders will be able to provide them with 
collateral from the the purchasing.

2.5. Agglomeration Economies

Cooperation is believed to be an eff ective way of 
taking advantage from scales of economies. For 
example, purchases or joint-purchase for larger 
volume will be more effi  cient when it is done as one 
package. It will reduce the overhead costs compare 
to a smaller package which probably will come with 
the same amount of operating costcosts. Another 
example is investment sharing to provide facilities 

and equipment, or the appointment of specialists 
and administrators will certaintly guarantee a more 
satisfactory outcome. Cooperation can also improve 
quality of service at cheaper price. The cost of 
expensive service facilities such as recreation centers, 
adult education, transportation, etc can be shared and 
enjoyed together. Thus cooperation among areas that 
are jointly agreed upon will help them achieve a more 
effi  cient and bett er quality of service.

Within the context of economic geography, the 
concept of agglomeration is related to the spatial 
concentration of population and economic activities 
7.  As proposed by Montgomery in Kuncoro8, they 
said an agglomeration is a spatial concentration of 
economic activity in urban areas but closed to each 
others (economies of proximity). In many cases, they 
were sometimes associated with determined clusters 
of fi rms, workers and consumers within particular 
spatial planning.

The advantages of having spatial concentration 
as a result of economies of scale are defi ned 
as agglomeration economies9. The meaning of 
agglomeration economies may also be associated 
with geographic proximity of the economic activities. 
The agglomeration economy is a form of positive 
externalities in production that has led to the economic 
growth. Hence, the agglomeration economy can also 
be defi ned as a reduction to production costs because 
the economic activities are located in the same 
place. This idea is developed based on conceptual 
contribution of Alfred Marshall who created the 
term “localized industry” to replace the term of 
agglomeration economies10.

The economist, Hoover, further classifi ed  economic 
agglomeration into three 3 types (Isard, 1979): the 
large scale of economy which was defi ned as corporate 
profi ts because the growing scale of the company’s 
production at particular location; the localization of 
economy which provided benefi ts for all companies 
in the same industry located in the same areas 
and;  the urbanization of econom which gives an 
advantage to all industries located in the same area as 
a consequence of the growing economies (population, 
income, output or prosperity).

In contrast, according to other economist, O’Sullivan11, 
agglomeration economies were categorized into 
two diff erent types: localization of economy and 
urbanization of economy. He meant to explain that the 
agglomeration economies are positive externalities 
because it helps reduce their internal production 
cost due to increasing production cost on of other 

7. Malmberg A. and Maskell P. 2001. Toward and Explanation of Industry Agglomeration and Regional Spezialitation. European Plan-
ning Studies, Vol.5, P. 25-41.
8. Kuncoro, M. 2002. Analisis Spasial dan Regional, Studi Aglomerasi dan Kluster Industri Indonesia. UPP AMP YKPN. Yogyakarta  
9. Mills, Edwin and Bruce W. 1989. Urban Economic. Harper Collin. 4th edition.
10. Bradley, Rebecca and Gans, Joshua. 1996. Growth in Australia Cities, the Economic Recors, the Economic Sociaty of Australia, Vol.74.
11..O’ Sullivan, Arthur, 1996. Urban Economic, Third Edition, Irwin, United States of America.
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companies.

On trade, agglomeration could provide benefi ts to 
the merchants and the buyers (consumers). With 
the centralization of trade in one place, there would 
be effi  ciency of costs for both consumer and seller 
at time when they accessed the market. With this 
convergence, consumers would benefi t from a rich 
assortment of products, with a variety of quality, 
allowing the consumers to choose for bett er product. 
For the sellers, the concentration would also be 
advantageous to them because they would meet a lot 
of buyers, thus they gained from the effi  ciency in cost 
of transporting goods.

III. LOGICAL FRAMEWORK

The unfi t of the policy design of autonomy caused 
some problem in the implementation of regional 
autonomy in Indonesia especially in the policy 
framework that will be implemented in the regions. 
The problem had indirectly reduced the capacity of 
local economic development as the foundation of 
development. With regional autonomy, the potential 
of natural and human resources in the region had 
been “distributed” across regency / cities. In addition, 
self-centered regionalism had also resulted in the 
emergence of the territories of smaller economies. 
This had implications on phasing out the regional 
economic development and increased ineffi  ciency. 
One att empt to overcome this problem was to work 
with other regency that were more particularly closed 
locations to each others. The cooperation between 
regions was started with a common need, a regional 
comparative advantage, proximity and socio-cultural 
infl uence as well as the lack of infrastructure. The 
challenges, included such as uncertainty rules and 
policies, institutional structures, funding agencies 
and local self-centered, were always there. But it wais 
also evident that the partnership could work well if 

Problems:
• Ineffi  ciency  (licensing & cross border 

levy) 
• Relatively small volume of trade 
• Long value chain of agriculture com-

modity

Driving Factors:
• Mutual Needs
• Comparative Advantage 
• Similarities in geography and socio 

culture wilayah & sosial budaya
• etc

Inter-Regional Trade 
Cooperation

Easiness of Access to 
Market and Information

Increased Agglomerated 
Economy 

Healthy Business 
Competitiveness

Increased Local Economy

Figure 1. Logical Framework

all the partnership members really felt benefi ts from 
the cooperations.

Trade was one of the very crucial issues under inter-
regional cooperation. This was experienced by inter-
regional cooperation in Barlingmascakeb and Jonjok 
Batur RMs. The trade cooperation therefore existed 
to provide access to both producers and consumers 
to trade. Furthermore, the trade cooperation could 
contribute to healthy competition and effi  cient 
logistics costs since they were borned by all regency. 
In the end, the program could improve the scale of 
economy of the participating regency. The following 
fi gure explains the logical framework of this study.

IV. RESEARCH METHOD

4.1.  Research Approach

To fi nd out more about the inter-regional trade 
cooperation, we conducted a qualitative study through 
in-depth interviews with relevant stakeholders in two 
selected locations: KAD Barlingmascakeb RM and 
Jonjok Batur RM. A further analysis on cooperation 
programs between regions was also carried out to 
obtain a clearer picture of the role of local government 
in the inter-regional cooperation. Finally, the study 
conducted a regulatory review of several national 
regulations.

4.2. Type and Source of Data

The data used in this study consists of primary and 
secondary data.

a. Primary Data: to be collected through in-depth 
interview with following resource persons:
1) Government 

» Offi  ce of Industry, Trade and Cooperative 
in Regency of Kebumen, Purbalingga and 
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West Lombok.
» The Planning Agency in Regency of 

Kebumen, Purbalingga and West Lombok.
2) Regional Management

» The Executive Director of Barlingmascakeb 
and Jonjok Batur RMs.

3) Business Operators
» Commodity Supplier
» Association of Traditional Vendors

b. Secondary Data:
1. Data on trade through auction market;
2. Data of Gross Domestic Regional Product 

(PDRB), and Data of local revenue (APBD);  
3. Local regulations on regional cooperation in 

Barlingmascakeb and Jonjok Batur; etc.

V. THE FINDINGS

5.1. Results of Literature Overview 
of Factors Promoting Inter-Regional 
Cooperation 

To support the realization of development eff orts in 
particular an area, a regency needed a support from 
other regency in order to optimize the use of existing 
resources. The support from other areas could be 
pursued through program synergy and coordination 
carried out intensively with the supports of others. 
The coordination could be intensively aimed at an 
inter-regional cooperation forum either formally 
institutionalized by establishing joint agreements 
through a “pact of cooperation” or other mechanisms 
which were customized to the mutual needs of the 
regions.

Among the institutional models practiced in 
Indonesia, the study further discussed cooperation 
on trade-related practices that had been implemented 
by Barlingmascakeb and Jonjok Batur RMs. Here are 
their profi les.  

1. Barlingmascakeb RM

Barlingmascakeb is an inter-regional cooperation 
covering regency of Banjarnegara, Purbalingga, 
Banyumas, Cilacap and Kebumen. This forum was 
adopted through the signing of the Joint Decree (SKB), 
Decree # No.130 A Year 2003 on June 28, 2003 on the 
Establishment of Regional Cooperation Management 
(RM) of Barlingmascakeb which was signed by the 
Regents of  Banjarnegara, Purbalingga, Banyumas, 
Cilacap  and Kebumen. 

The Background
Barlingmascakeb was initiated by the Regent of 
Purbalingga who saw the investment constraints that 
discouraged investors to come invest while at the 
same time there were approximately 50 companies 
located in Barlingmascakeb had done export to 

various countries in Asia, America and Europe. The 
investment constraints, complaints addressed by 
investors, lack of infrastructure, lack of Minimum 
Service Standards on Licensing, barriers to the 
movement of goods and services between regions 
and inconsistent regulatory framework between 
regions, included business licenses, were among the 
issues he addressed when the forum was initiated. It 
has been focused on regional marketing and aimed 
to improve the bargaining position of the region 
through the improvement of their regency. This was 
done with the help of one regency complement the 
shortages that other regency had available natural 
resources and human resources needs. KAD was also 
used to promote their excellent products.

The Choice of Institutional Model
The selection of RM format was intended to ensure all 
commitments required from the participating regency 
were well-met and therfore the programs or activities 
that had been agreed together could be implemented 
and later gave benefi ts to the community.  They also 
considered that to be eff ective it had to be operated by 
the professional who had experience and extensive 
business network. This was very important to 
facilitate the promotion and marketing activities on 
trade, investment and tourism. The management was 
delegated to professional to allow them to develop 
variety of innovations in the implementation without 
being hindered by bureaucratic barriers. 

As explained in the previous section, the organizational 
structure of Barlingmascakeb RM consisted of three 
components: the Regional Forum, the Executive 
Board and the Regional Manager. Each component 
had a duty and responsibility. To carry out daily 
operations and management, the forum appointed 
a regional manager. RM manager was assisted by a 
team of experts, consisting of economic analyst, legal 
analyst, and regulatory and marketing analyst. The 
organizational structure of Barlingmascakeb RM can 
be seen in Figure 2 beside.

Funding Source
The main source of funding was derived from cost-
sharing from the members which mainly came 
from local budget under “grant” post. Each regency 
contributed Rp 100.00 million in 2004 and Rp 150.00 
million in the following years. Later, it was found out 
that this was considered illegal by ministerial decree 
on Grants and Social Assistance. Consequently, 
in 2011 it was decided to suspend operations of 
Barlingmascakeb RM and suggested a need to 
restructure the organization in order to fi nd best 
solutions related to the funding of future activities. 

Scope of Cooperation
The scope of the cooperation of Barlingmascakeb 
RM includes the synergized planning and 
implementation of regional development particularly 
in their borders as well as synergized utilization, 
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promotion and marketing the potential of the region. 
The activities include forward auction market, 
investment promotion, and tourism promotion 
through the development of integrated tourism. 
Barlingmascakeb RM has gained several achievement 
including the establishment of institutional working 
group (WG) to build the public network such as trade 
and investment, agriculture, tourism, infrastructure 
working groups. Through agro commodities market 
forward auctions, the trade has recorded as much as 
19 times number of transactions amounting to Rp 
321.00 billion. Through the business meeting, the RM 
has expanded of the SMEs’ access to market. 

At implementation level, inter-regional cooperation 
also face challenges such as a cumbersome and 
counteproductive central regulations related grants 
to fi nance local RM, lack of commitment by local 
leaders and the lack of coordination between the 
RM, the Executive Board as well as with related local 
government offi  ces. All of these have an impact on 
less optimum empowerment aactivities for farmers 
and entrepreneurs as well as direct benefi ciaries of 
the KAD.

2. Jonjok Batur RM

Jonjok Batur RM is an institution of regional 
cooperation initiated by Regency of West Lombok, 
Central Lombok and East Lombok. Later on, regency 
of North Lombok joined-in in 2012. The forum was 
legalized through the Joint Decree No. 07 Year 2006 
on Establishment of Inter Regional Cooperation 
Management of West Lombok, Central Lombok and 
East Lombok.

Figure 2. Organizational Structure of the Barlingmascakeb RM
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The Background
The forum was initiated by the Regional Development 
and Planning Board (Bappeda) of the three initiating 
regions. They all acknowledged imbalance 
competition in economic development in these 
regency. The imbalance competition might be due to 
the lack of coordination among them while eventually 
they all possess the same potential. Another reason 
behind the formation of this co-operation is the fact 
that all of them did not have adequate infrastructure. 
Infrastructure constraints are often claimed to be the 
reason for the lack of investment particularly on their 
leading sector (agriculture and tourism). A dialogue 
was then held in 2005 and att ended by their regents. 
They all had mutual agreement to establish inter-
regional cooperation.

The Choice of Institutional Model
Like the Barlingmascakeb RM, the organizational 
structure of the Jonjok Batur RM also consists of 
three components: the regional forum, the executive 
board and regional manager. A manager, assisted by 
a team doing investment and management analysis, 
legal and regulatory analysis and marketing analysis, 
is in charge of the RM daily operation. Here is the 
organizational structure of the Jonjok Batur RM.

Funding Source
The sources of funding of this cooperation institution 
were derived from fund sharing of each disctrict, 
funding supports/assistances from the central and 
the provincial governments and fi nance support from 
other parties [Private Institutions/Non-Governmental 
Organizations – NGO]. Fund Sharing was carried out 
at the beginning of the establishment of the Jonjok 
Batur RM. Subsequently, funding of this RM was 
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supported by various donors, the Central Government 
(the Ministry of the Development of the Left-Behind 
Areas, the Ministry of Cooperative), the Government 
of the West Nusa Tenggara (NTB) and other parties. 
 
Scope of Cooperation
The scope of cooperation Jonjok Batur RM covers 
cooperation in infrastructure, development and 
commodity trading, bordering villages handling 
and other issues as they emerged during the 
implementation of the cooperation. They also did 
activities such as promoting their prominent products 
to investors, tourism, and empowered tobacco 
farmers.

During its implementation, this form of inter-regional 
cooperation also faced challenges such as lack of 
understanding of the regents resulted in low level 
of commitment. There was also lack of coordination 
between the RM and the Regional Forum, as well as 
very strong political overtoned in the implementation 
of RM. Nevertheless, it also made some progressive 
output such as an expanding access to tobacco market 
for the farmers in Lombok, maize farming in Central 
Lombok was planted jointly, and the formation of 
Lombok Tobacco Growers Association or Himpunan 
Petani Tembakau Lombok (Hipetal).

The following section discusses the overview as well 
as the fi ndings from the fi eld visits conducted to these 
two institutions: Barlingmascakeb RM and Jonjok 
Batur RM. 

1. KAD is Intended to Fulfi ll the Market Volume 

In order to minimize the obstacles and address 
the challenges that one particular regency has, it 
has to build a cooperation with other regency to 
enable it extend its economic scale.  One example, 
Barlingmascakeb set up a pilot project to meet the 
monthly demand from PT. Suba Indah for 5,000 tons 
maize hybrid. The pilot considered the specifi cation 
that is set by the buyer. The pilot demonstration was 
jointly led by the RM and the Agricultural offi  ce from 
each member.  Having the pilot undertaken under 
synergized utilization of the resources, followed by 
series of joint promotion and marketing the potential 
of the region, they then can meet the volume demand 
from the market more eff ectively and effi  ciently.

The Figure 4 below presents another example of how 
the cooperation has helped the members overcome 
the gap between the demand and the the regional 
production levels. From From Barlingmascakeb RM, 
it is evident that sugar from Cilongok in regency 
of Banyumas has become prominent commodity. 
However, the volume of its sugar production can not 
meet the market demand. The forum facilitated and 
coordinated the production of sugar from other places 
in participating regency. They label it with “Sugar 
Cilongok” for all sugar produced in all regency which 
Barlingmascakeb. From this exercise, it shows that all 
members contribute to supply the required volume, 
involve in the production process and recycle the 
unused materials such as coconut fi ber to make local 
handicrafts.

From the above illustration, we learn that all 
participating regency have gained mutual benefi t 
from this cooperation. For Banyumas, it helps to 

Law and 
Legislation 

Analyst

REGIONAL FORUM
Chairman: Regent

Regent
West Lombok

Regent
Central Lombok

Regent
East Lombok

Regent
North Lombok

BOARD OF EXECUTIVE

CHAIRMAN, SECRETARY, MEMBER
(Regional Development Planning Agency, Academician, Entrepreneur)

SECRETARY OF EXECUTIVE BOARD
(Secretary, Treasurer)

REGIONAL MANAGER

SECRETARY

Marketing 
Analyst

Management and 
Investment Analyst

Figure 3. Organizational Structure of the Jonjok Batur RM

Source: Regional Development and Planning Board of Central Lombok
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increase volume of production, product marketing 
conducted effi  ciently, reduced production cost, 
expansion of access to market, and for Purbalingga, it 
can increase employment creation because many new 
business are established and to an increased income.

2. KAD is Intended to Create Agglomeration 
Economies Aimed at Joint Marketing 

One of the implications of the implementation of 
decentralization, was the regions were divided into 
several administrative areas with diff erent policies. 
So, in the eff orts to accelerate development in the 
areas, various joint eff orts with other areas in order 
to boost the regional economic scale. o increase 
economic scale of the areas could be made through 
joint marketing activities of the products produced by  
each area so as to create effi  ciency and eff ectiveness in 
trading activities of the local areas.

This is shown in the fi ndings of the fi eld study of 
the Jonjok Batur  RM, the province of NTB, which 
identifi es that one of the motives of  the regions to 
conduct inter-regional cooperation was the limitation 
of the local infrastructures to provide a means of 
processing and storage for the local products, in 
this case the corn plant to accommodate agricultural 
products. Some constraints faced by the farmers in 
the area are generally limited market access, low 
bargaining power of farmers, and the absence of 
strong farmer institutional in the eff ort to empower 
farmers to increase local value-added products. Some 
constraints reduce farmers’ income and make the low 
value of the local products. Eventually, the limitations 
that occured drove all the three regions to conduct 
cooperation to build a joint plant to the manufacture 
corns.

By building joint corn processing plant, farmers 
can directly sell their products to processing plants 
without going through middlemen. Then, the supply 
chain became increasingly shorter and the prices 
received by farmers were bett er. In addition, the 
building of joint corn processing plant constitutes the 
form of agglomeration economies that can encourage 

Figure 4. Sugar Production Data in Banyumas and 
Purbalingga in 2009 and 2010 (in ton)

Source: Bureau of Statistics of Banyumas and Purbalingga

54,942.4251,663.3954,942.4251,341.20

Reg. PurbalinggaReg. Banyumas

the creation of trade effi  ciency. The presence of the 
corn plant has led to the concentration of economic 
activities in a particular place and is able to improve 
the marketing of corn products and the creation 
of value-added corn products. The impact of the 
corn plant as a means of concentration of economic 
activities are the growing of production scale of semi-
fi nished corn processing in Lombok and increase 
trading activity in the area.

5.2. KAD Practice Picture of Trade in Local 
Regions

5.2.1. Forward Auction Market as a Marketing 
Instrument of Superior Products of Member of 
Local Region

Based on the fi ndings of the study, it is noted that 
one of the factors that motivates local regions to 
undertake inter-regional cooperation is the eff ort 
to minimization the bott leneck in the fi eld of trade 
in terms of the small volume of trade, expansion of 
market access for farmers as well as eff orts to increase 
farmers’ income.

With the inter-regional cooperation in trade, trade 
barriers can be minimized through the synergy and 
coordination of regional development policy among 
the related regions. Based on the fi eld research in 
RM Jonjok Batur, the synergy and coordination of 
regional development program through the joint 
corn plant can minimize the operational cost of the 
businesses, and the supply chain became shorter so 
that the trading activity become more effi  cient. Other 
fi ndings during the study showed, inter-regional 
cooperation in the fi eld of trade, can be implemented 
through joint marketing activities by conducting joint 
market auction, for instance joint auction market 
Barlingmascakeb RM and provincial government of 
West Nusa Tenggara (Nusa Tenggara  Barat - NTB). 

Generally, there is no diff erence between the market 
auction conducted by the Barlingmascakeb RM and 
the West Nusa Tenggara (Nusa Tenggara  Barat - NTB) 

Figure 5. Establishment of Joint Corn Plant
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Lombok 

Central 
Lombok East

Lombok

Corn Plant



12

Province either in the actors of the organizers or in 
the mechanism ofthe  implementation of the auction 
market. Shown in Figure 6 below is the mechanism of 
the implementation of the auction market.

From the side of human resources of the organizers, 
there was a mechanism of separation of duties 
between the RM as the daily executor and the 
related agencies from the member regions. The RM 
as the daily executor was in charge of preparing 
everything related to the process of the auction 
market, especially in identifying and facilitating 
prospective buyers who came from various regions 
in Indonesia. While the identifi cation of potential 
vendors was the responsibility of the related Local 
Goverment Working Unit [the related SKPD], in 
this case Disperindag. Basically, with the existence of 
such delegations  would make it easier for each party 
to focus on each duties and responsibilities, but in its 
implementation in the fi eld, the lack of coordination 
between the RM and the related SKPD in identifying 
potential buyers and traders caused incompatibility 
criteria between prospective buyers  invited  by the 
RM to and the needs of the traders brought by the 
related SKPD. 

Not much diff erent from the implementation of the 
auction market conducted by the Barlingmascakeb 
the RM, market auction conducted by the Province 
was wholly conducted by the Provincial Offi  ce of 
Industry and Trade assisted by each SKPD region, 
especially in identifying prospective sellers and 
buyers who would be involved in the auction market. 
In this case, the Jonjok Batur RM was  involved in the 

process of forward auction markets due to the limited 
resources of both in funding and human resources, 
and that the Jonjok Batur RM only made proposal 
of this auction market activities and simultaneously 
presented the implementation to the Province.

Seen from the fi nancing side, the implementation of 
market auction conducted by the Barlingmascakeb 
RM whose funds came from membership fees 
through grant funds of APBD of each member 
region, and assistance from Bappepti (Ministry of 
Commerce). While the province auction market, the 
source of funding came  from the provincial APBD 
funding and assistance from Bappepti. Based on the 
funding structure, it clear that implementation of 
market auction conducted by the Province had more 
stable source of fi nancing for the funds were already 
allocated in the provincial APBD and the funds were 
deconcentration of the Ministry of Trade, while 
funding from the RM was unstable because it was 
not  allocated in the APBD of each region member 
on a regular basis but came from the post of grants 
currently constrained by No. Permendagri. 32 of 2011 
on the use of grant funds.

Seen from the side of authority, the implementation 
of market auction conducted by the province to had 
more authority to impose sanctions on parties who 
were in default of the purchase agreement, while the 
RM had functions as a mediator and did not have 
full authority to impose sanctions. So when defaults 
occured,  the RM could not take further action. From 
the view of authority, it is clear that as a representative 
of the central government, province had strong role 

Figure 6. Forward Auction Market Mechanism facilitated by Regional Management
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in making cross-regional coordination of the Regency 
/ City.

Seen from the mechanism of  its implementation, 
Figure. 6 above show that although the organizers of 
the auction markets are diff erent, but the mechanism 
of its implementation is almost the same. The process 
of conducting the auction market is guided by an 
auctioneer who will guide the course of the auction 
market until the agreed price is achieved. After the 
price and quantity have been agreed, the MoUs 
between sellers with buyers are signed. A bit diff erence 
from the process of auction market conducted by 
Barlingmascakeb RM is that Barlingmascakeb RM 
conducts business meeting one day prior to the 
auction market is conducted. Substantially, this 
business meeting forum constitutes good practices 
undertaken by RM Barlingmascakeb, where the 
business meeting is a forum discussion media 
between sellers and buyers to discuss problems as 
well as to fi nd solutions with trade-related activities 
are conducted. But unfortunately, the implementation 
in the fi eld, the existence of this forum was used more 
to create closed agreement between the traders and 
the buyers  before the implementation of an open 
auction the next day. This practice becomes one of the 
weaknesses of the joint auction market,  so that in the 
future it is necessary to strengthen the auction market 
institution in order to minimize the bott leneck

5.2.2.  Development of Transaction Value of Forward 
Auctions Market the Barlingmascakeb RM

Institutionally, the unit responsible for the auction 
market of Barlingmascakeb RM is the Offi  ce of 
Industry and Trade (Industrial and Trade) of the 
Central Java Province. At the beginning of its 
implementation, Barlingmascakeb auction market 
received assistance from the Industrial and Trade 
of Central Java as much as 247 million for the 
implementation of 2 times auction markets. Funds 
were withdrawn after the report on such activities 
was submitt ed to the Industrial and Trade of Central 
Java Province. In addition to assistance in the form of 
funding, Industrial and Trade Central Java Province 
also provided assistance to strengthen market 
auction institution conducted by Barlingmascakeb 
RM. In the following years, after Barlingmascakeb is 
considered to have been able to carry out its activities 
independently, funding the implementation of 
the forward auction market depends on dues of its 
member regions. In implementation of the forward 
auction market, the auction committ ee was formed 
covering the fi eld of commodities consisting of forestry 
and plantations and fi eld of auction and membership 
consists of representatives from the Industrial and 
Trade of all Barlingmascakeb Regencies.

The existence of the auction committ ee is helpful 
in guiding the auction process. Through an auction 
mechanism guided the auctioneer, where the price 

agreement is done openly by traders from various 
areas will be able to push the price formation process 
transparently and open and that the optimal prices 
are achieved. The creation of transparency of price 
formation will be able to minimize practices of unfair 
competition due to mastery of prices and commodity 
by one particular party.  
 
Agro commoditiy market auction conducted by the 
Barlingmascakeb RM from 2004 aims to increase 
the volume of trade between sellers and buyers in 
Barlingmascakeb region with buyers from within and 
outside the Barlingmascakeb region, so as to trigger 
the regional economy. In addition, forward auction 
market  also provides special benefi ts to farmers with 
transparency in the formation of fair and effi  cient 
price as well as expansion of market access. For 
buyers, this activity also provides the  guarantee 
of commodity supply required by the buyers. With 
such big benefi ts resulted in, Barlingmascakeb RM 
routinely conducts forward auction market activity 
with RM as the organizer. RM and the relared KPD 
conduct forward auction market almost 2-3 x a year 
taking places movable around member region of 
Barlingmascakeb. One of the purposes is to promote 
the related region.

Shown in the Figure 7 below, agro commodity 
auction market had been conducted 19 x by the 
Barlingmascakeb RM since 2004 until 2009, realizing 
transaction of 321 billionaires. Transaction value 
for the periods of I-VII (2004-2005) was still small, 
achieiving only +/- Rp 18 billionaires. That is 
because the leadership is still in the transition period 
(improvement of the RM organizational structure), 
limited socialization activities carried out by the 
organizers that the numbers of sellers and buyers 
involved were still small, and trading volume being 
traded was still small. But in subsequent periods, 
the implementation of the auction market continued 
to develop in an eff ort to help farmers promoting 
commodities produced. 

Substantially, the basic idea of the development of 
auction markets is to empower farmers through joint 
marketing activities of agricultural commodities 
produced. Therefore, in the future the implementation 
of auction markets should involve more farmers 
directly as a participants. Education and socialization 
of the importance of forward auction market of agro 
commodities as hedging eff orts and avoid the risk 
of falling prices during the harvest season should 
be made to farmers. This education, in addition to 
the one implemented by the government (related 
agencies), should also be carried out by the private 
sectors organizing auction market. In the future, 
is also expected the farmers directly participate the 
auction market, not just traders and brokers. Thus, 
the prices established in the auction market price 
constitute point of equilibrium resulted in by perfect 
market mechanism that is not vulnerable to price 
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Shown in Figure 7 above, after the value transactions 
increased signifi cantly in the period of XIII-XIV, but 
the transaction value decreased in the year of 2009. 
The decreased caused by the schedule of the auction 
market didn’t match with the harvest time, so that 
the volume of trade were small. Besides, during the 
year of 2009, the auction market was conducted more 
intensively than the previous, so that the volume of 
commodities has not been collected optimally. From 
this problem, we took the lesson that to optimize the 
implementation of joint auction market system, we 
have to strengthening the organization of auction 
market including the managerial system, the capacity 
of the implementor and the policy framework.

5.2.3. The Progress of Transaction Value of Auction 
Market in West Nusa Tenggara (Nusa Tenggara 
Barat) Province

Since its establishment in 2005, the market auction for 
agrocommodity has been held 48 times.This auction 
is intended toprovide the farmers with incentive to 
produce superior products and also expand their 
access to market. Held every 3 months, the Auction 
market is also intended to achieve trading effi  ciency 
aimed at shortening the marketing chain and sett ing 
the optimum price that can serve asa price reference.

The fi gure 8 below confi rms the value of transactionis 
considerably fl uctuative. An increase in the 
transaction value was only happening at the very late 
of the calendar year and stopped at the beginning of 
the following year. This implies a season for harvest 

Figure 7. The Progress of Transaction Volume in Forward Auction Market in 
Barlingmascakeb during the Periods of I-XIX

Source: the Barlingmascakeb RM , processed
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fl uctuations in the future.

In the eff ort to att ract more buyers and traders to 
engage in forward auction market, the RM and the 
related Local Government Working Unit (SKPD) 
disseminate the benefi ts of the auction market.  In 
addition, the RM att ended auction market undertaken 
by the Central Java Province, located in Soropadan, 
Temanggung regencys, in order to identify potential 
buyers for Barlingmascakeb region.

From 2006, following the RM management 
restructure  and more mature preparation of the 
implementation from the side of means infrastructure 
and human resources of the organizers, transaction 
values increase fl uctuatively although it decreased 
in the year 2008-2009. Shown in the graph below, 
a signifi cant increase occurred in the period of IX 
(2008) with a transaction value of 45.4 billionaires. 
The increase of this transaction value shows the 
more  increasing volume of trade in the member 
regions of Barlingmascakeb. With the increase in 
trading volume, it can be interpreted there is an 
increase in trading activity in the member regions 
of Barlingmascakeb. The more variety of traders and 
buyers involved in the auction market refl ects the 
increasing numbers of products being traded both in 
terms of volume and quality of the product and that 
prospective buyers will have the guarantee of supply 
of required commodities with the desired quality 
and the price formed would be optimal. Following is 
the development of forward auction transactions of 
Barlingmascakeb RM.
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and hence the production volume is increased. Soon 
after that, the value of transactions started to decline 
but slowly increase again. Both farmers and buyers at 
the auction market eventually benefi t from this cycle. 
The farmers can bett er plan on planting their corps. 
Hence the price of their product is well appreciated. 
For the buyers, they will have certainty on gett ing 
their desired commodity with acceptable quality and 
agreed quantity. Last but not least, the cycle helps 
buyers to plan their internal inventory and manage 
the demand they must meet and maintain competitive 
price. Following is the progress on the transaction 
value of Auction Market in NTB Province.

In the eff ort to optimize the implementation of 
auction markets, the strengthening coordination 
between the related to SKPDs and the organizersof 
the auction market become very important. Good 
coordination between the two is required more 
particularly in sett ing the standards quality and 
quality o fthe products traded, provision of guarantee 
to the bidders for the risk of price fl uctuations, as well 
asproviding a clear and decisive sanction to the seller 
or the buyer that violated thesale contract  agreed. 
Strict regulations governing these three aspects 
would make the auction market as a safe-marketing 
tools for sellers and buyers. With good coordination 
among the various related organizing parties, at least 
it could minimize the constraints that had occurred 
in the implementation of the forward auction market.  

5.2.4. The Weaknesses of the Forward Auction 
Market 

As an eff ort to increase the income of farmers and 
the promotion of superior products, forwarda uction 
market mechanismwas one of the alternative policies 

that could accelerate regional economic growth 
and have been consiredered as an eff ective way to 
develop inter-regional trade cooperation. However, 
since its implementation in 2004, the implementation 
of this forward auction market still develops some 
weaknesses that could reduce the eff ectiveness and 
effi  ciency of trading activities undertaken.

All these weaknesses became major factors that 
caused the failure of transactions carried in the 
forward auction market. This was refl ected by 
the level of realization of transactions that did not 
reach100 per cent of the total value of the transaction 
being target. These weaknesses are all found in both 
Barlingmascakeb RM and NTB Forward Auction 
Market.

The absence of the provision governing the criteria for 
prospective traders and buyers included in the auction 
marketled to the lack of eff ective implementation of 
the auction market. From the visit to Barlingmascakeb, 
the lack of coordination between the RM in identifying 
prospective buyers and the related SKPD as the party 
responsible for identifying prospective traders caused 
discrepancies  among traders who were invited to 
the buyers who came and that the transactions were 
not running optimally. RM looked less selective 
in selecting buyers who came. Buyers invited tend 
to be the same persons (less varied). Some of them 
were even realtor, not potential buyers, resulting in 
transaction failures due to diff erences in the quality 
of a product. Due to the absence of strict rules related 
to the criteriain the process of identifying the buyers 
and trader salso had an impact on the price formation 
process that was less optimal. The auction mechanism 
should also be able to establish prices at the point of 
equilibrium that could be used later as a reference 

Figure 8. Transaction Value of Forward Auction Market West Nusa Tenggara Province: 2011-2013 
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in determining sanctions fo rthe parties who were 
in default. In terms of the application of sanctions, 
the auction market conducted by the provinces had 
highe rauthority as the representative of the central 
government to set tougher sanctions on persons 
who were in default, for example, through the 
establishment of the blacklist so that related parties 
could no longer participate in the auction markets all 
over Indonesia.

5.3. Observation on the Regulatory Review Results 
that Becomes Law Umbrella of Inter-Regional 
Cooperation Implementation in Indonesia

In an eff ort to improve effi  ciency and eff ectiveness in 
local governance and eff orts to accelerate economic 
development in the regions, the government 
encouraged the regions to carry out cooperation 
inparticular in the provision of local public services. 
The government support was  refl ected by some 
regulations issued either by the relevant ministries or 
through local government regulations as the supreme 
law umbrella in the administration of regional 
governance. However, the issuance of Permendagri.
No. 32 of 2012 on social assistance grants became a 
bott leneck in the sustainability of KAD program that 
had been running well so far (over the past years).

The government encourages the regions to conduct 
inter-regional cooperationin order to improve 
effi  ciency and eff ectiveness of governance. Main 
provisions on the administration of Local Government 
mentioned in the provisions of Articles195 and 196 of 
Law No.32 of 2004 on local government stipulates 
that in order to improve the welfare of communities 
the regions can carry out cooperation with other 
regions based on considerations of effi  ciency 
and eff ectiveness of public services, synergy and 
mutually benefi t. In the provisions of next artcicle it is 
stipulated that the KAD that burdens the APBD and 
the interests of the community as well as the funding 
has not been provided in the APBD of the current 
year, then the funding must obtain approval from 
DPRD. The provision refl ected that the fi nancing of 
KAD implementation could be fi nanced by the APBD 
and other posts as long as it is approved by the DPRD 
(Local Parliament).

The Issuance of the Government Regulation (PP) 
N0. 50 Year 2007 on the Procedures for Inter-
RegionalCooperation was notable to solve the 
problems that occured in the administration of KAD 
in Indonesia.  The PP No.50 of 2007 regulates more 
normatively the process of establishment of inter-
regional cooperation.The provision of Article 2 of 
this Regulation states that the implementation of 
KAD must apply the principles of good governance, 
such as effi  ciency, eff ectiveness, synergy, mutually 
benefi t, mutual agreement, good faith, priority of 
national interests and integrity of the Republic of 
Indonesia, justice, equality, transparency, and legal 

price by other markets.The weakness constituted one 
of the reasons that made traders reluctance to get 
involved in the auction market. Based on interviews 
with Disperindag of Barlingmascakeb party member, 
traders were reluctant to get involved in the auction 
market because the prices established in the auction 
market were higher than the priceson the spot market.

The mechanisms of direct face to face auction system 
caused ineffi  cient implementation of inter-regional 
cooperation practices in trade. Facing the fast growing 
of information and technology by this time, the 
auction market system should take this advantage by 
implementing the auction market electronic system. 
Through the electronic system, the auction market 
process will be more effi  cient. In the implementation 
of forward auction market conducted by both RM and 
the province, the organizers facilitated prospective 
buyers and traders participating in the auction market. 
Accommodation and transport expenses spent by the 
organizers became very high.Based on the fi ndings 
of the study, the implementation of the NTB auction 
market, the costs incurred by the organizers for 
each implementation reached 25 million/activity. 
For the province, the cost of implementation of was 
not a constraint because the fi nancing pos thad been 
included in the budget of Provincial APBD. Diff erent 
practice was shown by Barlingmascakeb RM, where 
the costs of conducting the auction market were 
funded by contributions of members from the post 
grant of each region. 

Dependency of funding of the auction market activity 
on the APBD funds threatened the sustainability 
of implementation of the auction markets. Unlike 
the NTB Province auction market whose sources of 
funding had been routinely allocated in Province 
APBD, the implementation of the Barlingmascakeb 
forward market auction was sourced from funds 
derived from membership dues of post grant. In line 
with the issuance of the new Permendagri No.32 of 
2011 concerning grants and social assistance, funding 
source mechanisms derived from the grant could 
not be used again to fi nance the auction market. The 
existence of such Permendagri did no longer allow 
the grant funds used that exceeded administrative 
activities of the related regions. Constraints in the 
funding source caused ineff ectiveness on the on going 
activities of the Barlingmascakeb auction market and 
other RM activities.

Transaction failure either due to fail to deliver or 
fail to pay indicated the ineff ectiveness of the sale 
contract agreed in the forward auction market. 
During the implementation of the Barlingmascakeb 
auction market it was considered good enough that 
reached 60-70% realized value, however, there were 
still transaction failures caused by the ineff ectiveness 
of the Memorandum of Understanding signed 
by both parties. RM acted only as a mediator and 
facilitator, however, it did not have greater authority 
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certainty. Related to the source of funds of KAD 
implementation, the PP refers to the Law.No. 32 of 
2004 which allows the use of budget and non-budget 
funds for the implementation of KAD as alongit has 
been approved by the Local Parliament.

Disharmony of Central Regulation related to the 
funding mechanismactually (in fact) hampered 
the development of KAD insome regions.  The 
sustainability of KAD depends very much on its 
funding patt ern. However, inconsistency of the central 
regulation on KAD funding became factors inhibiting 
the development of KAD in some regions. Based 
on interviews with the Barlingmascakeb initiator, 
it explained that the lack of clarity in regulation 
related to the KAD funding mechanism caused 
Barlingmascakeb KADa ctivities did not sustain. 
Provision of Article 8 of Permendagri No. 22/2009 
onTechnical Guidance of Regional Cooperation states 
that KAD can be funded from the APBD through 
local parliament approval. Subsequently, inpoint 
3 of Permendagri No.37/2010 on Guidelines for 
Preparation of the APBD of 2011 FY states that KAD in 
the form of entity can be funded by the grant regions. 
However, the issuance of Permendagri No. 32/2011 
on Guidelines for Grant Giving and Social Assistance 
(Article 7) states that grants may not be given for the 
purposes outside the regions administrative area.
The grant funds can only be given to the people or 
institutions domiciled in the administration area.The 
disharmony of this central regulation that hindered 
the development of KAD in some regions.
      
Lack of clear regulatory support related to KAD 
funding mechanism caused  decline inspirit of 
the regions to conduct the practice of inter-
regional cooperation. Funding was crucial for the 
sustainability of KAD institution to fi nance day-to-
day operational activities.Example in this regard was 
the source of the RM Barlingmascakeb funding that 
depended its source of fund on the membership fees 
of each region.With the lack of such regulations, it 
lost the spirit of Barlingmascakeb member regions to 
pay membership dues that was previously derived 
from post grant. Some regions still paid, but many 
chose not to pay for fear of snagging a matt er of law 
in the future. Beside, the lack of incentive system  for 
the regions which organized KAD also caused the 
regions were not interested in  implementing KAD.

Development and Supervision Eff orts to local regions 
implementing KAD had not been implemented 
optimallyby the Ministry of Home Aff airs and 
the Province through Inter-Regional Cooperation 
Coordination Team (TKKSAD). In the provisions 
of Regulation of the Ministry of Home Aff airs 
[Permendagri] No.23 of 2009 on the Development and 
Control of KAD, Ministry of Home Aff airs through 
the Directorate Generalof Public Administration 
(PUM) will supervise and provide guidance to the 
KAD conducted by the Province, while the province 

has the responsibility for developing and supervising 
the KAD practices conducted by local District /
City.Under the provisions of this Regulation of the 
Ministry of Home Aff airs it is explained that the 
Development and Supervision conducted by the 
Ministry of Home Aff airsare in the exploratory stage, 
negotiating, signing, and the implementation and 
termination. Similar to the authority of Ministry of 
Home Aff airs, Province also plays a role in providing 
information to the local goverments on the related 
laws and regulations, funding mechanisms and 
procedures for obtaining fund.With these provisions, 
the Province and Ministry of Home Aff airs should 
be able to provide clear information, guidance and 
the right solutions the funding mechanism problems 
faced by the Barlingmascakeb RM.

The implementation of inter-regional cooperation 
practices depend very much on the mode of funding 
agreed by the members of each region.The funding 
sources are also adjusted to the institutional formand 
focus areas of cooperation agreed in advance,for 
example, it can be through membership dues 
(Barlingmascakeb), the profi t generated by the 
project in joint cooperation (Kertamantul), ministries 
and private donors (RM JonjokBatur).As long as the 
region has not been able to provide KAD operational 
funding independently, it will be diffi  cult for the KAD 
institution to run its program sustainably. Therefore, 
the central governmentis expected able to make 
an explicit provision through regulation regarding 
KAD funding mechanism, besides the presence of 
incentive mechanism is expected to encourage more 
local governments to implement KAD in governance 
practices in the regional areas. In addition to the 
central government, the province has the authority 
toregulate andcoordinate policies across the district/
city which runs on its territory is expected to facilitate 
and mediate in the formation and development of 
the practice of KADas stated in the provisions of 
Permendagri No. 23 of 2009.

VI. CONCLUSION

Inter-Regional cooperation in trading constitutes 
one alternative to increase the scale of the regional 
economy. The synergy of policy program, policy 
harmonization and coordination conducted 
intensively in the regional administration will be 
able to improve effi  ciency and eff ectiveness and the 
resources expended in the fulfi llment of public service 
facilities and improve the welfare of the people in 
the regiona area. The less local economic scale, the 
emergence of various ineffi  ciencies in the practice of 
trade in the regional areas and the increasing of the 
issue complexity of regional development, encourage 
some regions for cooperation in the fi eld of trade:

Following are some factors driving the formation of 
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optimal, the implementation needs to be improved in 
several ways:
1. Reinforce the implementation of the rules related 

to the implementation mechanism of the auction 
market, in particular the provisions related to 
criteria of buyers and sellers involved in the 
auction market.

2. To  provide/supply price references that can 
beused as a benchmark for the prevailing price 
in every market so that more traders will be 
interested in trading in the market auction.

3. To ensure and provide the availability of 
information easily and open.

4. To increase the quality standards and exchange 
rates of the traded products.

The government support through regulatory 
firmness for the operations of KAD activities in the 
area is still needed, so that the regions have clear legal 
frameworks without having to worry about criminal 
matters in the future.       
 

VII. RECOMMENDATIONS

I. Central Government
» It is necessary the clarity and fi rmness of 

regulations governing KAD funding sources 
and the necessity of incentive mechanisms to 
encourage more districts to conduct KAD.

II. Local Government
» It is necessary for harmonization and joint 

regulations governing the program implementation 
in the fi eld of trade as the optimization of the 
implementation of the conducted KAD.

» It is necessary the involvement of every related 
agency to the fi eld of cooperation. As an example 
for cooperation activities in the form of auction 
market together, need to involve farmers and 
business associations.

III. Regional Management (RM) 
» It is necessary to strengthen the Regional 

Management institution, especially by seeking 
guarantee and funding support in the early 
stage of the RM operations before the RM can be 
independent.

» To strengthen coordination between the RM 
managers and the SKPDs involved in the 
institutional structure of the RM as an eff ort to 
sinergize the programs that will be implemented.

KAD in Indonesia.
1. Inter-Regional cooperation is formed as an eff ort to 

meet the demand volume desired by the markets. 
Through the cooperation of adjacent areas and 
have similar products has been proved able to 
increase the capacity, sharing of information, 
technology, and production, thereby increasing 
scale of economy.

2. KAD was formed as an eff ort to create economic 
agglomeration through concentration of economic 
activity in certain regions to generate mutual 
benefi ts, shortening the supply chain, increase 
incomes, and the creation of tradee ffi  ciency. 
For instance, by constructing the joint corn 
mills at Jonjok Batur RM and the development 
of hybrid maize demonstration plots in RM 
Barlingmascakeb.

Beside a number of shown successfull achievements, 
there were some remarks that needed to be improved 
in the practice of the inter-regional cooperation in the 
two study areas.
1. Lack of involvement and the role of business 

associations in an eff ort to empower entrepreneurin 
of the inter-regional cooperation in the economic 
fi eld. The involvement of business associationsis 
crucial tobe able to equalize the empowerment 
program to all businesses and assist local 
governments in implementing the guidance and 
supervision to entrepreneurs.

2. To ensure the implementation of sustainable KAD 
trading, in addition to focusing on strengthening 
areas of cooperation, the factors that can 
promote the sustainability of the programand 
the eff ectiveness of inter-regional cooperation 
especially in fi led of trading is the clarity and 
independence of KAD funding agencies. Without 
fi nancial independence andclarity of source of 
funding, it will be diffi  cult for the agency to operate 
inter-regional cooperation activities that have 
been agreed, for instance, (a case in this regard is) 
the constraints faced by the Barlingmascakeb RM.

Although during the implementation of joint auction 
market faced some of problem that caused the value 
of transaction is up and down but from the point of 
view of businesses, inter-regional cooperation in the 
fi eld of trade in the form of joint auction market has 
proved to open the opportunity more wider for the 
business to get access to the market and reduce the 
asymmetry of information so that can improve the 
effi  ciency of trade activity in the region. To be more 


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