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CURRENCY EQUIVALENTS

Before November 15, 1978 US$1.00 Rp.415

Annual Average 1979-88

1979 US$1.00 = Rp.623
1980 US$1.00 = Rp.627
1981 US$1.00 = Rp.632
1982 US$1.00 = Rp.661
1983 US$1.00 = Rp.909
1984 Us$1.00 = Rp.1,026 /a
1985 US$1.00 = Rp.1,111
1986 US$1.00 = Rp.1,283 lb
1987 US$1.06-= Rp.1,644
1988 US$1.0O = Rp.1,681

April 28, 1989 US$1.00 = Rp.1,759

FISCAL YEAR

Government April 1 to March 31
Bank Indonesia - April 1 to March 31
State Banks January 1 to December 31

/a On March 30, 1983 the Rupiah was devalued from US$1.00 = Rp.703 to
US$1.00 = Rp.970.

lb On September 12 1986 the Rupiah was devalued from US$1.00 = Rp.1,134 to
US$1.00 = Rp.1,644.
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SUMMARY AND CONCLUSIONS

Progress on Economic Adijustment

Mi) Indonesia experienced a rapid growth of income, consumption and
investment during the 1970s. Unlike many other oil exporting countries,
Indonesia managed its oil resources well and largely succeeded in protecting
the commodity producing sectors (agriculture and manufacturing) from lagging
behind the rest of the economy. Furthermore, important social gains were
achieved, as reflected in a substantial reduction in the incidence of poverty.
However, since 1981 Indonesia has experienced a severe deterioration in its
external terms of trade, primarily due to the collapse of oil prices. The
losses from falling oil prices were intensified by the adverse effects of
international currency fluctuations on debt service payments since mid-1985.
On average, Indonesia suffered an income lose equivalent to 92 of its annual
GNP due to external shocks over 1983-88. Without a forceful policy response,
this large loss of income could have easily destabilized the economy and
jeopardized Indonesia's long-term growth prospects.

(ii) The Government's adjustment program. The Government has
responded effectively to thit challenge by implementing a broad range vf
adjustment measures and structural policy reforrs starting in 1983. In broad
terms, two types of policy adjustments have been made. First, the Government
has adopted more austere macroeconomic policies to restore financial
stability. Second, to sustain the development momentum over the medium to
longer term, it has embarked on a major program to restructure the economy.
aimed both at reducing Indonesia's heavy dependence on oil as a source of
foreign exchange and budgetary revenues, and at improving economic efficiency.
The specific policy responses can be grouped in the following four categories:

(a) To restore balance of payments stability and sustain growth over
the medium term, the Government adopted an actife exchange rate
policy. Major devaluations were implemented in March 1983 and
September 1986 and the flexibility of the exchange rate was
increased through a more actively managed float. In conjunction
with prudent fiscal and monetary policies, these measures
supported a real effective exchange rate depreciation of about
55Z between December 1981 and December 1988. This played a key
role in boosting non-oil exports and reducing the current
account deficit.

(b) The objectives both of demand restraint and structural change
have been served by the implementation of a number of strong
fiscal measures, designed to restrain public expenditure,
mobilize public revenues and reduce the overall fiscal deficit.
Budget austerity and more careful selection of projects reduced
public investment by over 30Z in real terms over the past six
years. A sweeping tax reform implemented over 1984-86 boosted
non-oil tax revenues and improved the efficiency of the tax
system.
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(c) Supportive wonetary and financial policies have been maintained
to contain inflationary pressures, prevent capital flight,
mobilize financial resources and improve the efficiency of use
of financial resources. A major financial sector reform was
introduced in June 1983, which deregulated domestic interest
rates and increased the flexibility of monetary management. A
second round of financial measures has been initiated in
October-December 1988, aimed at enhancing financial sector
efficiency and boosting capital markets.

(d) The Government also initiated a series of trade and other
regulatory reforms to support demand management policies in
reducing macroeconomic imbalances and to enable a recovery of
economic growth over the medium term. These reforms are aimed
at developing a more efficient private sector, that can make a
significant contribution to employment generation and non-oil
export development.

(iii) Adjustment performance. As a result of the Goversiment's balaved
adjustment program, good progress has been made towards restoring finar. Lal
stability and stimulating the recovery of economic growth. Prudent
macroeconomic management has helped to reduce current account and fiscal
deficits and lower inflation. Along with structural reforms, it has also
supported the recovery of economic growth by boosting non-oil exports,
stimulating private investment and enabling a noticeable gain in economic
efficiency. A better-than-expected overall growth rate has been sustained and
there are encoturaging signs of a recovery of the non-oil economy. This, in
turn, has assi d in containing the social costs of adjustment.

(iv) The Government's adjustment program helped to bring down the
current account deficit from 7.92 of GNP in 1982183 to 2.5Z of GNP in 1988189.
The balance of payments adjustment was achieved through a combination of
demand management and expenditure switching policies. In the initial phase of
adjustment (1983-85), import restraints contributed most to the improvement in
the balance of payments. The role of non-oil exports improved considerably in
the later years, based on a dramatic response during 1986-88, growing by 20Z
p.a. in real terms. The specific measures that helped restore balance of
payments stability included: 'a) depreciation of te real exchange rate which
boosted non-oil exports and reduced the demand for imports; (b) the rephasing
of large capital projects in May 1983 and cutbacks in real capital spending in
subsequent years, which sharply reduced imports of capital goods by the public
sector; (c) the redefinition of public expenditure priorities, which diverted
expenditures away from relatively import-intensive sectors to less import-
intensive sectors; (d) the imposition of strict limits on the use of non-
concessional external borrowing; (e) austere budgets and supportive monetary
and financial policies, which helped to reduce demand fo, imports and
discouraged capital flight; and (f) trade and other regulatory reforms, which
have stimulated non-oil exports.

(vj The Government's prudent fiscal and monetary management has
succeeded in reducing fiscal imbalances and domestic inflation. As a result
of the tax reform, non-oil taxes (including of the local governments) grew
from 8.32 of non-oil GDP in 1982/83 to 1l.PZ in 1988/83. Expenditure
restraint and revenue mobilization measures lowered the overall public sector
deficit from 4.92 of GDP in 1982/83 to 3.4Z in 1988189. Budget austerity,
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combined with appropriate monetary management, in turn contributed to a
reduction in the rate of inflation. Furthermore, the deregulation of interest
rates in June 1983 helped to mobilize financial resources and restrained
capital flight. The close coordination of exchange rate, fiscal and monetary
policies has been a distinguishing feature of the Goverrment's macroeconomic
policy framework. It strongly reflects a recognition of the linkage between
the exchange rate, interest rate and inflation necessitated by Indonesia's
open capital account (allowance of free international capital mobility).

(vi) The large decline in oil revenues convinced the Government of
the ieed to improve economic efficiency and stimulate the private sector. The
fairly comprehensive and far-reaching deregulation measures initiated since
1985 were in response to this need. Although the full benefits of these
measures have not been reaped yet, there is already some evidence of an
improvement in economic efficiency in recent years. For example, the average
rate of return on investment increased from 132 in 1982-85 to 222 in 1986-88.
Similarly, over the same period, the incremental capital output ratio (ICOR)
fell from 7.8 to 5.2 and the average contribution of total factor productivity
to economic growth improved from -2.52 p.a.(implying a fall) to 12 p.a.
Furthermore, there has been a noticeable improvement in the structure of the
economy. Indonesia's dependence on oil has been substantially reduced and the
reliance on more promising and sustainable sources of growt.i has increased.

(vii) The gains in economic efficiency and higher mobilization of non-
oil resources have helped to sustain a better-than-expected rate of economic
growth, despite the loss of oil revenues. Total GDP grew by an average of
3.32 p.a. during 1981-88; most of this growth came from the non-oil economy.
However, the deterioration in the terms of trade had an adverse effect on
domestic incomes during 1981-86. The resulting shortfall in resources brought
about substantial cutbacks in public investment and reduced the growth of
private consumption. Private investuent also fell significantly upto 1985.
The Government's swift response to strengthen the structural reforms since the
collapse of oil prices in 1986 has caused a turnaround in economic activity.
The very encouraging non-oil export performance during 1986-88 supported a
recovery of the non-oil economy, with growth estimated at 5.62 in 1988.
Private investment has also recovered, responding to improved incentives
resulting from regulatory reforms and a more buoyant economy.

(viii) Despite considerable success in reducing financial imbalances and
the Government's cautious approach to external borrowing, the debt burden has
risen sharply due to the adverse external environment faced by Indonesia since
the early 1980s. Depreciation of the US Dollar after 1985 added US$12.6 billion
(31Z) to Indonesia's public debt at end-1988 and US$1.9 billion (25z) to its
debt servicing during 1988. Over the same period, oil prices fell by about one
half, severely reducing Indonesia's export earnings and capacity to service
debt. Even with the high level of debt, and the adverse impact of external
shocks, Indonesia has not faced a foreign exchange crisis or a cash flow
constraint on payment of its external debt obligations. This reflects the
Government's prudent approach to external borrowing and responsive economic
management, as well as the strong support provided by the donor community. The
Government has maintained strict limits on import-related and commercial
credits, and reduced exposure to private banks. This voluntary oestraint has
limited the total net transfer of resources to Indonesia, but improved the
maturity and term structure of external debt. As a result, Indonesia's debt
structure is now better than in most developing countries, with a relatively
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high share of concessional debt and a relatively low share of variable interest
debt. Combined with policies to promote efficiency improvements and non-oil
export development, this prudent external borrowing has already led to a decline
in several of Indonesia's debt indicators.

(ix) The adjustment process has inevitably involved short-term social
costs. Despite the recent recovery in economic growth, per capita income has
been adversely affected by the terms of trade loss. Part of the labor market
adjustment has taken the form of an increase in the rate of open unemployment in
urban areas, especially among young school leavers. However, the main burden of
adjustment has fallen on earnings. For most of the labor force -- agriculture,
trade, construction and civil servants -- real labor earnings have probably
stagnated or declined during the recent adjustment period. However, it is
important to note that these trends are due to the major external shock faced by
Indonesia and not to the policy response itself. Indeed, the Government has
moved to mitigate the social costs of adjustment by reallocating public spending
to protect important social programs. For example, the shares of development
expenditure allocated for social services and agriculture were significantly
increased from 1982/83 to 1987/88. An effort was also made to protect regional
transfers, which normally finance small-scale and labor-irtensive infrastructure
projects at the local level. Given the large magnitude of the income loss, some
scaling back of social programs and a reduction in the quality of service did
take placa. But without this effort to redefine expenditure priorities in
support of lower income groups, the social costs of adjustment would have been
much higher. More importantly, by restoring stability and promoting
restructuring in the economy, the Government's reform program will lay a solid
base for sustaining a higher growth path over the medium term. This is
essential to absorb the rapidly growing labor force at higher levels of
productivity and income.

(xI Preparing for medium-term growth. In view of the existing high
debt service burden and considerable uncertainties surrounding oil prices, the
adjustment effort will need to continue in the short term. On the other hand,
the social objectives of providing higher-earning jobs to a growing labor force
and of reducing the incidence of poverty have become more pressing. In order to
ensure that the pursuit of these important social goals does not compromise
financial stability, the consistency of macroeconomic policies will have to be
maintained and the ongoing structural reform program will need to be
strengthened. A major factor driving the future external adjustment effort is
the external debt situation. A successful debt strategy for Indonesia will
involve running some surpluses in the non-interest current account (reducing the
current account deficit) as well as enhancing the debt servicing capacity. Both
of these will benefit from a sustained growth of non-oil exports. Regarding
domestic balance, the reduction of current deficits will require national
savings to grow faster than investment. At the same time, significant increases
in investment will be necessary to support economic growth and non-oil exports.
An umportant adjustment challenge for the future, therefore, is to increase the
national savings rate. The Government will also need to strengthen the ongoing
program of structural reforms to increase economic efficiency and stimulate the
private sector. Finally, the efficiency and poverty focus of public services
will have to be enhanced by strengthening sectoral expenditure programs,
increasing cost recovery, targeting subsidies and improving public
administration.
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Macroeconomic Framework for Growth and Structural Change

(xi) At the macroeconomic level, Indonesia's fundamental medium-term
imperative is to absorb the growing labor force at higher levels of productivity
at the same time that the debt service burden is reduced to a more manageable
level. Given the structure of Indonesia's labor markets, the pace and pattern
of economic growth will be the chief determinant of the Government's ability to
manage the employment challenge. It is estimated that the non-oil economy needs
to expand by 5-62 p.a. to absorb the labor force at rising levels of
prodv-tivity and income. In order to ensure that this higher growth path does
not compromise external stability over the medium term, it will be necessary to
reduce the current deficit further. A strategy to reduce the current account
deficit to about 1Z of GNP by 1995 and keeping it at around this level
thereafter will be adequate to bring substantial improvements in Indonesia's
debt indicators including the debt service burden. To meet these goals,
continued progress will need to be made on diversifying the economy away from
dependency on oil, increasing efficiency and resource mobilization in the non-
oil ecosomy, stimulating the private sector and lowering the cost of public
services and ensuring better targetting.

(xii) These challenges are well recognized by the Government and
reflected in the new five-year plan (REPELITA V), which started in April 1989.
The Plan's key economic and social objectives include a recovery of economic
growth from 4? p.a. during REPELITA IV to at least 52 p.a., provision of
productive employment to a growing labor force, and a lowering of the incidence
of poverty. At the same time, the !Ilan aims at reducing the debt service burden
significently. To reconcile the social goals with the objective of financial
stability, the Plan aims at strengthening non-oil resource mobilization,
stimulating the private sector and improving the allocation of public spending.
To support the changing roles of the public and private sectors, public
expenditure is to be focused on O&M, the provision of infrastructure and
improving human resources; most of the growth in direct production activities is
anticipated to come from the private sector.

(xiii) The immediate task ahead is to restore stability while
accelerating investment. The restoration of internal and external stability
will require continued domestic austerity for another year or so. To achieve a
lower current account deficit and to phase out special external assistance it
will F important to: (a) maintain the austere stance of the 1989/90 Budget; (b)
preserve a competitive exchange rate through coordinated fiscal, monetary and
exchange rate policies; and (c) maintain strict control on all public external
borrowing. Along with its stabilization efforts, it will be necessary to
stimulate investment to provide the basis for a sustained recovery in growth,
with this investment directed towards labor-intensive, export-oriented
production, and based largely upon the pri'ate sector. In the short run,
special assistance from the donor community will help in maintaining the
investment rate. Over the medium term, the sustainability of the investment and
export drive will depend upon an increase in domestic savings to replace foreign
savings (and the fast-disbursing assistance in particular). Consequently,
considerable emphasis will have to be given to domestic resource mobilization,
particularly in the public sector. In parallel, it will be essential to
continue with regulatory reforms to promote the efficiency of resource use and
remove the remaining impediments to private sector development. Proper
management of the public investment program will be needed to support economic



growth, raise the efficiency of public investment and avoid a crowding out of
private investment. Significant increases in public expenditure for O&M,
physical infrastructure and basic social services will clearly become necessary
over the next five years. But at the same time, care has to be taken to avoid
an overly ambitious public investment program, as this could run into major
project implementation constraints, could create pressure to select low-prio..ity
projects and also risk a crowding out of private investment.

(xiv) Medium-term projections. To sustain a 5-C p.a. growth of the
non-oil economy during the 1990s, non-oil exports will have to grow in real
terms by about 10X p.a. over the next three years and 72 p.a. during the
remainder of the 1990s. This will require the real exchange rate to be
maintained at its presently competitive level. C(implementary policies to build
necessary supply capacities, especially in the manufacturing sector, and to
reduce the domestic cost of production through deregulation measures in the
transport and financial sectors also will be important. The expansion of non-
oil exports coupled with some improvement in the terms of trade will allow
Indonesia to sustain a recovery of the non-oil economy to 62 p.a. during the
early 1990s, rising further to 6.52 p.a. in the later years. At the same time,
the current account deficit will continue to decline, falling to 12 of GNP by
1995/96 and to 0.62 of GNP by 2000/01. The non-interest current account will
remain in surplus throughout the projection period. To support this adjustment
in the balance of payments and sustain medium-term growth, saving and investment
will have to grow faster than output and consumption. Improvements in factor
productivity can and should contribute to growth over the medium term. However,
sustained growth during the 1990s will require a substantial build-up of
production capacity in the agriculture and manufacturing sectors (largely
through private investment), as well as supporting improvements in the economic
infrastructure (e.g., irrigation, power, telecommunications, transport). As a
result, even after allowing for a significart contribution of factor
productivity improvements to growth, it is estimated that the rate of fixed
investment will need to expand from 202 of GDP currently to 252 of GDP by 1995.
To achieve the projected increases in saving and investment rates: (a) the
profitability of private investment will need to be improved by further
deregulation measures in trade, domestic and foreign private investment, and
transport; (b) the real lending rate will need to be reduced by prudent
macroeconomic management and by lowering the cost of financial intermediation
through implementation of ongoing fisnancial sector reforms; and (c) appropriate
fiscal policy aimed at raising public savings and focusing public expenditures
on economic infrastructure (to support private investment) will need to be
maintained.

(xv' Implications for enmloyment. Because of the flexible nature of
Indonesia's labor markets, the policies for growth and employment are largely
complementary. During the 1990s, the sources of economic growth will need to be
non-oil exports, especially manufactured exports, and non-rice agricultural
production, supported by responsive private investment and complementary public
investment in essential infrastructure. The manufacturing sector's contribution
to output and employment will have to be substantially increased by enhancing
profitability in efficient export industries. Similarly, based on concerted
efforts to stimulate production in non-rice food crops, smallholder tree crops
and non-food farm activities, the agriculture sector will need to continue to
play a critical role in providing better income opportunities to farmers and
support the development of rural off-farm employment. To achieve these
objectives, in addition to the macroeconomic policies stated above, sectoral
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policies aimed at improving private sector profitability will have to be
strengthened and sustained. This entails continued progress on trade and
industrial deregulation, removal of price controls and regulations inhibiting
efficient diversification of agricultural production and continued efforts to
develop support services, especially in finance and transport. However,
specific measures will be needed to improve labor absorption in the services
sector, boost employment prospects in the Outer Islands and improve the quality
of the labor force. Of particular importance in this regard are the
Government's programs for funding O&M, supporting smallholder trew crops
development, developing rural infrastructure and improving the quality of
education, and programs geared to reducing fertility and improving family
health. It will alao be important to ensure that policies do not
unintentionally discourage employment (e.g.. by hindering informal activities or
subsidizing farm mechanization).

(xvi) Public resource mobilization. The capacity of the Government to
finance investment and support economic growth over the medium term will depend
on efforts to improve public resource mobilization. Recent tax reforms have
helped to increase non-oil taxes of the Central Government from 7.4Z of non-oil
GDP in 1982/83 to 10.8Z in 1988/89. However, the non-oil tax effort is still
significantly below levels prevailing in the ASEAN region. With continued
progress in improving tax administration, it would be possible to increase non-
oil tax revenues to 13-14S of non-oil GDP by 1995/96. There may also be a need
to consider selective increases in the tax base and rates over the medium term,
especially if there is a further long-term decline in oil prices. These
measures to increase non-oil tax revenues will need to be complemented by a
broader effort to strengthen local government finances, improve the efficiency
and financial performance of public enterprises, and achieve greater cost
recovery from public services. A broadening of the public resource base will
also contribute to enhancing efficiency and lowering the cost of public services
by supporting a greater role for local governments in the provision of public
services, leading to a more efficient public enterprise sector, and enabling an
improved quality of services by helping to finance better O&M practices.

(xvii) External borrowing strategy. The macroeconomic projections allow
for further reductions in the current account deficit to reduce the burden of
external debt. However, in view of higher principal repayments and the need to
build up adequate reserves, the annual financing requirement is projected to
continue rising. Increasingly, these requirements can be met from private
sources: direct foreign investment, private non-guaranteed capital flows, and
commercial borrowing by the Government. However, in the short term, the use of
import-related credits will have to continue to be restrained, based on
selection of priority projects and a careful scrutiny of financing arrangements.
Untied commercial credits provide more flexibility but are more expensive than
program aid from official sources. Their use will also need to be limited in
the short term to reduce the debt service burden. For these reasons, it is
essential that IGGI assistance continue to provide the major share of
Indonesia's external financing requirements over the next few years. It is
therefore recommended that the level of IGGI assistance to Indonesia in 1989/90
be US$4.2 billion, 5? higher than pledged for last year.

(xviii) Indonesia's current circumstances continue to warrant special
assistance, in the form of fast-disbursing program aid and local cost financing.
Special assistance is intended to provide temporary support to the Government
while it implements policies to adjust the balance of payments and the budget to
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external shocks, such as lower oil prices and adverse exchange rate changes.
The response from IGGI members has been very encouraging, with disbursements of
special assistance totalling US$3.7 billion over the past three years. This
assistance has played a valuable role in helping the Government push ahead with
its trade deregulatior measures and in facilitating the recovery of private
investment and economic activity. It haa also enabled Indonesia to restructure
its external debt, improving its average maturity and term structure, while
maintaining financial market and investor confidence in the viability of the
Government's adjustment program. The balance of payments projections indicate
that special assistance requirements will total US$1.8 billion in 1989190. This
is substantially down on the level of US$2.4 billion pledged for last year.
This declining trend reflects the Government's commitment to narrow the
financing gaps by devaloping non-oil exports and non-oil budget revenues.
Accordingly, the requirements for special assistance are projected to continue
falling to US$1.2 billion in 1990/91 and US$0.6 billion in 1991/92, with no new
commitments in later years.

(xix) With an appropriate borrowing strategy and supportive
macroeconomic policies, the growth of Indonesia's external debt will continue to
slow over the next few years. Medium and long-term (MLT) public and private
debt disbursed and outstanding (DOD) is projected to rise from US$47.5 billion
at end-1988 to US$53.3 billion at end-1990, an increase of only 12Z.
Furthermore, all of this increase is in the form of official assistance,
implying a significant improvement in the overall maturity and term structure of
external debt. Partly for this reason, total MLT debt service payments are also
projected to grow more slowly than in the recent past, rising from US$7.8
billion (excluding prepaymunts) in 1988 to US$9.0 billion in 1990, an increase
of about 15Z. Combined with the projected improvement in economic performance,
these trends lead to a substantial improveuLent in all of the key debt
indicators. The ratio of DOD to GNP and exports have been falling since 1987,
and these trends are projected to continue throughout the 1990s. Similarly, the
total MLT debt service ratio is expected to stabilize around 372 in 1989, and
then decline to 34Z by 1990 and 24Z by 1995.

Promoting Private Sector Development

(xx) The private sector in Indonesia has traditionally played an
important role in agriculture, manufacturing and trading activities. However,
the role of the public sector expanded rapidly during the 19706 and early 1980s,
buoyed by higher oil revenues. Apart from financing a large expansion of
infrastructure and social services, public resources were also used to push
industrial development into upstream and high-technology areas. Many of these
public sector projects were protected by a proliferation of import and
investment restrictions. At the same time, many regulatory restrictions
designed to guide the development of the private sector were introduced. As a
result, the regulatory environment for private sector activity became
increasingly cumbersome. The performance of supporting services, especially in
the financial and transport sectors, was also constrained by regulatory controls
over competition and the dominance of public sector institutions. Since the
early 1980s, the Government's strategy towards private sector development has
changed significantly. Declining oil prices drastically curtailed the
Government's capacity to finance the planned levels of public investment and
exposed the dangers of continuing to pursue an inward-looking development
strategy. It was recognized that the private sector had to be encouraged to
play a greater role in generating new employment opportunities and in increasing
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non-oil export earnings. Thus, beginning in 1985, the Government embarked upon
a phased program of reforms designed to improve economic efficiency and private
sector incentives. This reform process needs to be sustained and complemented
by efforts to provide infrastructure and develop good quality transport and
financial sector services.

(xxi) Trade reforms. The first steps toward improving the trade regime
were taken during 1985 and early 1986, and included: (a) an across-the-board
reducti3n in tariff rates in March 1985; and (b) measures to provide
internationally-priced inputs to exporters, announced on May 6, 1986. A
further, more fundamental, step was taken in October 1986, when the Government
introduced the first of a series of trade deregulation packages. The primary
objective of these trade reform measures is to move away from a trade regime
based on import license protection towards one based on tariffs. These measures
resulted in the r-aoval of 839 items from license control, accounting for 482 of
all items and 52Z of total import value previoualy restricted. More
importantly, the share of domestic production protected by import licensing
declined from 412 in mid-1986 to 292 by end-1988. The reduction in NTBs has
been concentrated in those activities with the highest effective rates of
protection.

(xxii) The series of deregulatory measures taken since 1985 have
significantly improved the transparency of the trade regime and encouraged non-
oil exports. The incidence of NTBs has been gr.dually reduced, and exporters
have gained broader access to imported inputs at world prices. Nevertheless,
there are outstanding issues with regard to import licensing restrictions and
export policy that will need to be addressed. Over the coming year, the
Government should -ontinue to remove import licensing restrictions, especially
in those areas where they still provide high protection to domestic production.
Regarding export policy, the current mix of export restrictions (bans, quotas
and approved traders) needs to be carefully reviewed, taking full account of the
efficiency, income distribution and employment effects of these interventions.

(xxiii) The move away from NTB protection has inevitably increased the
importance of the import tariff schedule. The most significant change in the
Indonesian tariff schedule occurred in 1985, when a comprehensive reform
resulted in a marked lowering of the average tariff rate from 222 to 13?. One
negative aspect of this reform was the introduction of specific duties with high
ad valorem equivalent rates. Since 1985 the tariff schedule has been subject to
a number of ad hoc changes associated with the series of deregulation packages
and, on January 1, 1989, Indonesia converted to the Harmonized System of coding
and classifying traded goods. The overall result of these changes has been a
gradual decline in the dispersion of tariff rates (primarily due to the
replacement of specific duties with ad valorem rates) with little change in the
average tariff rate. However, in moving off NTBs a number of split-tariff
positions and surcharges have been introduced to protect domestic producers. In
addition, surcharges have become increasingly used as a de facto anti-dumping
device. As a result, there continues to be a very wide dispersion of tariff
rates both between and within sectors and some of the uniformity established in
the 1985 tariff reform has been lost. Consequently, a comprehensive
rationalization of the tariff schedule should become an important part of the
policy agenda. With respect to surcharges, consideration should also be given
to instituting a formal anti-dumping mechanism, consistent with GATT principles.
Given the complexity of the issues involved in the next phase of trade reform,
there is a need to improve the Government's institutional capacity for trade
policy analysis.
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(xxiv) Domestic incentivas and regulatory framework. Starting in 1985,
the Government took a series of steps to simplify and relax the regulatory
framework. The thrust of these reforms were to: (a) streamline the licensing
process; (b) clarify and significantly expand fields of investment open to
domestic and foreign private entrepreneurs; (c) reduce the bias against foreign
investors in terms of ownership, procurement, employment and marketing; and
(d) reduce the scope of the local content program. These measures have improved
competition, increased business confidence and lowered the cost of doing
business in Indonesia. In response, domestic investment approvals by the
Investment Authority (BKPM) rose by 1302 in 1987 and by 362 in 1988. Similarly,
foreign investment approvals in dollar terms rose by 762 in 1987 and a
remarkable 3602 in 1988 (to US$4.4 billion). The bulk of this new investment is
directed towards export activities. Yet, despite this progress, the investment
process remained complex and often daunting to new and existing enterprises.
The incomplete coverage of the Investment Priority (DSP) list and the many
conditions that were often specified allewed considerable discretion and
restrictiveness in investment licensing. Therefore, to introduce greater
transparency into the system, and open up new sectors to domestic and foreign
investment, the Government has recently transformed the DSP list to a short
negative list.

(xxv) It will also be important to address the regulatory complexities
and distortions emerging from local regulations, land and labor laws, arid the
weak corporate legal framework. A major overhaul of local level regulations is
needed to make the system timely and transparent. The labor laws need to be
reviewed to eliminate superfluous regulations and reporting requirements, allow
greater flexibility to firms to respond to market conditions and to gear
regulations to supporting a few key social objectives. Fundamental changes are
necessary in land laws and procedures. The Government's recent decision to
create a new agency for land directly undar the President of Indonesia is a
welcome indication of future progress. Finally, to ensure that the legal system
does not become a major imDediment to the deregulation process, it is critical
that reform of the legal system be revitalized. Equally irportant,
administrative reform of the court system will be required if the laws are to be
implemented in an effective manner.

(xxvi) Policy environment for support services. An essential requirement
for promotion of the private sector is the complementary development of
financial services and improvements in transport services. With respect to
financial services, the future demand for funding by the private sector is
expected to greatly exceed current levels as the economy responds to changes in
the incentive and regulatory framework and a larger share of activity shifts to
the private sector. Mobilizing private resources for long-term loan and equity
funding, in addition to meet working capital needs, will pose a significant
challenge for the financial ssctor. Furthermore, the growth of non-oil export
activities and the emergence of new private industries will require changes in
financial practices such as increased cash-flow rather than asset-based lending,
access to venture capital and equity, and more rapid credit processing. The
June 1983 financial reform deregulated state bank interest rates and replaced
credit ceilings with a system of reserve money management. These measures were
effective in spurring a rapid expansion in deposits. Yet, competition remained
weak, the role of state banks continued to be dominant, supported by subsidized
credits from Bank Indonesia, and the pace of financial innovation after 1983 wAs
slow.
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(xxviii) Recognizing the need for increasing the volume and efficiency of
finascial intermediation and promoting greater private sector participation, the
Government announced major financial sector reforms over the past year. These
measures are designed to: (a) improve efficiency by increasing competition; and
(b) increase the availabili,1 of long-term finance by encouraging the
development of the capital market. To increase competition, the measures have
allowed a larger numbers of market participants (including joint ventures with
foreign banks), enlarging their scope of operations and permitting public
corporations to place up to 502 of their deposits with private financial
institutions. To provide similar tax treatment of income from dividencs and
interest, a tax of 15Z has been imposed on interest income from time deposits.
This measure will also provide impetus to the capital market. In addition, a
new over-the-counter (OTC) market has been established and private stock
exchanges in Jakarta and other cities have been allowed to encourage the capital
market. The resulting gain in efficiency from the relaxation of entry barriers
coupled with lower reserve requirements should decrease intermediation costs and
improve banking practices. The Government is now working to ensure that the
recent financial reforms are well implemented, together with complementary
improvements in prudential regulations, especially in the area of bank
supervision. The next task will be to streamline the regulatory framework for
banking, insurance and pensions funds and strengthen the institutional
arrangements for prudential regulation. The Government also intends to reduce
the role of Bank Indonesia's subsidized credits in order to remove their adverse
effects on the allocative efficiency of investment and bank system incentives.

(xxviii) Apart from infrastructure, an important requirement for the
efficient provision of transport services is the regulatory framework. For many
years, the sector was highly regulated with controls on tariffs, licenses on
routes and a range of other permits. This restricted new private investment in
the sector, reduced flexibility and raised transport costs to very high leiels.
The most deleterious regulations were in the maritime transport sector. The
customs and ports reform of 1985 resultea in a substantial reduction in freight
costs and processing time. Subsequently, through a comprehensive set of reforms
in November 1988, the Government has removed virtually all regulatory
impediments to the development of an efficient and responsive maritime trahsport
sector. The Government is working to ensure that these reforms are implemerted
properly and to establish appropriate arrangements for monitoring their
operation. The next priority for reform is in the road subsector. Some steps
have already been taken, such as the clarification of traffic enforcement
authority. Further reforms could include: (a) relaxation of licensing
restrictions and tariff controls, especially for urban bus services; (b)
increased vehicle weight and dimension limits, coupled with improved
enforcement; (c) improved administration and enforcement of regulations
concerned with safety; and (d) clarification of institutional responsibilities
and improved inter-agency coordination in road traffic and transport matters.

(xxix) Environmental management. While the efficient development of the
economy implies a policy of deregulation to remove market distortions and
improve incentives, ensuring the sustainability of this development will require
active Government involvement in the management of the environment. Indonesia's
two key environmental concerns are: (a) land and forestry management in the
Outer Islands; and (b) water resource management and pollution control in Java.
Deforestation stems from a combination of factors, including inadequate
regulation and control over forest concessionaires and deficiencies in land
allocation and land use planning. Although Java is well endowed with water
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resources, there are already seasonal water shortages, and the water
supply/demand balance in several river basins is becoming critical. In
addition, pollution in the downstream areas of all the north coast rivers has
seriously reduced the amount of raw water that can be used for municipal and
industrial purposes.

(xxx) The Government is aware of these issues and has taken several
steps in the past year to strengthen institutions and improve policies aimed at
ensuring sustainable development. These included: (a) reorganization of the
Ministry of Population and Environment to strengthen environment planning and
management; (b) formation of a National Land Agency with Presidential
supervision; (c) improvements in the management of forestry concessions,
including the introduction of a new export tax on sawn timber in March 1989 and
intention to increase the reforestation fee starting in July 1989; and (d) the
elimination of the pesticide subsidy. The Government has also reiterated its
commitment to sustainable development in REPELITA V. Nevertheless, a
substantial agenda of policy and institutional reforms remains. In land and
forestry management, the role of the new land agency regarding forestry lands
needs to be clarified. Further tightening of the management of forest
concessions will be important to discourage the rapid exploitation of the forest
and obtain adequate revenues from this source. Regarding water pollution, there
is a need to enact more realistic and enforceable standards for industrial
discharge of waste water, and to establish the institutional arrangements for
pollution monitoring and control. A strict policy of ensuring that future
industrial investments are in initial compliance with environmental regulations
needs to be implemented. Furthermore, firms should not be granted operating
licenses without adequate and properly functioning abatement equipment.

Changing Role of the Public Sector

(xxxi) Supported by higher oil earnings, the public sector played a major
development role during the 1970s and early 1980s, by financing a large
expansion in infrastructure and social services and also by directly engaging in
many production activities (in manufacturing, agriculture and services). The
slowdown in oil revenues and the growing budgetary burden of external debt
service payments have necessitated a reduction in the economic role of the
public sector. This, in turn, has led to the challenge to strengthen sectoral
expenditure programs and lower the cost of public services. The Government has
responded to the changing circumstances by deregulating the economy to promote
the private sector and by focusing expenditure priorities broadly on O&M,
infrastructure and social services. Yet, there remains a need to strengthened
expenditure priorities at the sectoral level and to improve the planning and
budgeting framework for public expenditure management. Even more importantly,
there appears to be substantial scope for lowering the cost of public services,
raising service quality and ensuring better targeting. This will entail setting
appropriate pricing policies for public services, improving public enterprise
management and strengthening decentralization of responsibilities to the
regional governments. Furthermore, a long-term development challenge would be
to reform the civil service in order to support the deregulation and
decentralization programs which are underway.
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(xxxii) Improv..ng the allocation of public spending. Although REPELITA V
foresees a larger role for the private sector in providing the investment needed
to generate employment and develop non-oil exports, a major expansion of public
investment will be recessary to: (a) avoid bottlenecks to achieving higher
growth of non-oil exports and output; (b) promote development of human resources
and employment; and (c) support poverty alleviation. The recent focus of
development spending on agricultural development, electricity,
telecommunications and transport infrastructure, and human resource development
programs is clearly consistent with these objectives. REPELITA V allocations
show that the Government intends to strengthen this trend. In addition to
ensuring that intended priorities are reflected in actual spending, care has to
be taken that spending within sectors and between programs are consistent with
stated objectives. Given the Government's objectives for REPELITA V, important
considerations in design of the public investment program include: (a) an
appropriate balance between O&M, rehabilitation and new capacity; (b) the
regional distribution of public investment; (c) poverty focus; (d) recognition
of the scope for private provision; (e) avoiding large capital-intensive
projects; and (f) project implementation constraints.

(xxxiii) To realize its growth and poverty reduction objectives, the
Government's target for the agriculture sector is to achieve a growth rate of
3.6Z p.a. during REPELITA V, based on an efficient and a more diversified
production base. To support this strategy, public expenditure on agriculture
during REPELITA V will be concentrated on smallholder tree crop development,
irrigation, and research and extension, with emphasis on the Outer Islands and
designed to reach the poor. The private sector will be encouraged to take a
more prominent role in promoting agricultural processing and in tree crop
development, particularly for plantations. The Government will continue to
support smallholder cultivation of tree crops, to ensure that potential benefits
of earlier investments are realized, and to reach more smallholders, the vast
majority of whom have not had the opportunity to benefit from past programs.
For irrigation, the Government's first priority is to ensure efficient O&M,
followed by rehabilitation, and selective expansion. The focus of research and
extension will shift from rice to secondary crops, smallholder tree crops,
livestock and fisheries. a

(xxxiv) As income and private investment grow there will be increasing
demand for transport, power and telecommunications services. Much of the
increase in transport services will be provided by the private sector. To
facilitate this expansion, the Government's aim is to ensure an adequate and
efficient road network. The O&M funding of roads has now increased to
satisfactory levels and this priority will be maintained. Greater attention
w'll be given to improve rural roads, especially to support second-stage
transmigration and area development projects. This effort will be matched with
supporting improvements in the institutional capacity to implement rural road
programs. The Government is also re-examiniing the role of toll roads. In power
and telecommunications, the Government will undertake major new investments to
meet the large potential demand. The expansion of these key services could be
further strengthened by regulatory and institutional reforms designed to provide
greater financial and management flexibility to the sector enterprises and
encouraging greater private sector participation in the provision of these
services.
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(xxxv) The priority accorded to human resource development in REPELITA V
is aimed at sustaining improvekaents in economic growth, labor earnings and
poverty alleviation over the medium term. The main emphasis will be on quality
improvements, with selective expansion carefully targeted to reach the poor. In
education, the Government's key priorities are to raise the quality of primary
and secondary education. In health, the priorities are to reduce the mortality
rate and to improve the use of health services. This will be achieved through a
substantial improvement in the quality of health services together with
selective increases in health facilities. In family planning, the Government's
priority is to target free family planning services to the poorest users while
increasing cost recovery from other users. Efforts also will be made in
improving basic services such as water supply, sanitation and the kampung
improvement program (KIP). The main expenditure priorities are to increase O&M
funding, expand the stand-pipe program with careful attention to avoiding water
waste, develop low-cost sanitation options, and revitalize the KIP based on
community participation.

(xxxvi) Improving the efficiency and effectiveness of public spending will
also require a reform of fiscal planning and budgeting. As regards the
budgetary process, there are two important issues: (a) the budget is fragmented
across multiple budgetary channels; and (b) the links between Government policy
objectives and the classification of budget categories in the government
accounts are not sufficiently transparent. Because of these problems, it is
often difficult to determine whether the allocation of resources for priority
uses (such as for O&M) is adequate. Consolidation of funding accounts into
fewer budget ch-nnels would greatly simplify and facilitate sectoral expenditure
planning and monitoring. The Government's planning and budgeting framework also
needs to be strengthened by integrating O&M considerations in the planning
process, establishing a longer-term framework for the annual budget,
strengthening project appraisal capacity and improving the information base for
planning and budgeting.

(xxxvii) Pricing policies for public services. Setting prices or user
charges to reflect economic cost will improve the efficiency of resource
allocation. Charging prices less than economic cost leads to inefficient over
expansion of underpriced public services and underutilization of more efficient
alternatives. For example, imposing higher registration taxes on medium and
heavy load vehicles would reduce road wear and tear by eliminating distortions
in the pattern of demand between road and rail. Setting prices lower than
economic costs is, however, justified in the presence of externalities to induce
socially efficient level of use. In some cases, such as immunization or family
planning programs, it may be impossible to estimate the price needed to induce
socially desired behavior and the service as best provided free. Subsidized
prices are also justified when incomplete financial markets, such as for
educational credit or health insurance, serve as a practical constraint on
charging higher prices. In these cases, it is appropriate to raise cost
recovery from those who do have access to, for example, health insurance while
taking steps to expand the availability of schemes for student loan assistance
and health insurance coverage.
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(xxxviii) Many public services are provided free or at low cost for equity
reasons so that poor people have access to them. But in practice this trade-off
between efficiency and equity is overstated. Because of budget constraints, the
provision of subsidized public services is severely rationed ard the poor often
do not gain the intended access to the limited supply available. Charging
efficiency prices to most users while targetting limited subsidies to poor
beneficiaries can, therefore, help to alleviate poverty and improve eificiency
at the same time. For example, the average water tariffs for heavy residential
users could be raised while a cross-subsidy to the poor in the form of low piped
water connection charges or subsidized community standpipes could be provided.
User charges are also a potentially important instrument for public revenue
mobilization. This would contribute to better O&M, thereby improving the
quality of service.

(xxxix) Selected issues in public sector management. Improving the
allocation of public spending and appropriate pricing of public services are two
key aspects of a strategy to effectively address the issue of public sector
efficiency. A closely related critical element is improving overall management
of the public sector. Three key management issues in the context of Indonesia's
present situation are: (a) management of public enterprises (PEs);
(b) decentralization; and (c) civil service reform. Indonesia has a sizeable PE
sector operating in most fields of economic activity. There are a number of
enterprises that have performed well and generated a healthy financial
performance. However, the overall financial performance of PEs is less
satisfactory. Some of the factors impinging upon PE performance relate to
internal management and technical problems, but others relate more generally to
the Government's policy framework for PEs. To help improve the performance of
the sector the Government is considering divesting some PEs. It is essential to
formulate a comprehensive strategy for PE reform to improve their efficiency and
financial performarce. These efforts will help to realize the benefits from
improved allocation of public spending and better pricing policies, and economic
and financial rates of return from many important public investment will
improve.

(xl) Due to financial constraints, the Central Government is looking to
the local governments to take greater responsibility in financing many
development programs from their own resources. A well-managed program of
decentralization can provide more opportunities for local initiative in
development planning, implementation, and monitoring of public sector programs
and projects, and create better accountability while reducing the burden on
overstretched central ministries. An effective decentralization strategy will
need to be accompanied by important changes in central-local fiscal relations
designed to increase financial autonomy of local governments. Appropriate
mechanisms will be required to allocate the transfers among regions and to
ensure that national priorities are reflected at the local level. Complemientary
actions will also be needed to clearly define institutional responsibilities and
to develop staffing capacity and interagency coordination at the local level.

(xli) The moves towards increased deregulation, PE reform and
decentralization have important implications for the size, structure and
functions of the Central Government. For example, deregulation in trade,
investment and finance has eliminated most of the "controlV oriented activities
of a large numbers of civil servants. Similarly, a further push towards
decentralization will necessitate a shift of important planning and
implementation responsibilities to the local government. Moreover, public
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enterprise reform involving the privatization of some of these enterprises and
enhanced autonomy for others will reduce the scope for their operational control
by supervising technic&" ministries. Accordingly, a major task will be to
reexamine the role of some of government institutions, combined with continuous
efforts to improve the civil service. This represents a long-term challenge,
requiring a careful review of the present situation and an approach towards
reform focussed on reducing size, redefining functions, upgrading skills,
improving incentives and ensuring accountability for performance.



CHAPTER 1

PROGRESS ON ECONOMIC ADJUSTMENT

A. Ir.trodtction

1.01 Indonesia experienc. a rapid growth of income, consumption and
investment during the 19700. Unlike many other oil exporting countries,
Indonesia managed its oil resources well and largely succeeded in protecting
the commodity producing sectors (agriculture and manufacturing) from lagging
behind the rest of the economy.l/ Furthermore, important social gains were
achieved, as reflected in a substantial reduction in the incidence of poverty.2/
Nevertheless, some structural problems remained, chiefly resulting from the
complexities of the Government's regulatory framework, which intensified the
adjustment challenges that emerged from a series of external shocks since
1981.

1.02 The main source of turbulence has been a severe deterioration in
Indonesia's external terms of trade, primarily due to the collapse of oil
prices. The losses from falling oil prices have been magnified by the adverse
effects of international currency fluctuations on debt service payments since
mid-1985. The Goverrnent has responded to these external shocks by
implementing a broad range of adjustment measures and structural policy
reforms. As a result, the macroeconomic imbalances have been significantly
reduced while economic growth has remained positive in per capita terms.
Although some short-term social costs have been incurred, Indonesia's long-
term growth prospects would undoubtedly have been severely jeopardized if
these necessary adjustments had not been implemented.

1.03 At present, the external environment remains difficult and this is
likely to persist during the immediate future. Yet, the reduced dependence of
the economy on oil earnings resulting from structural reforms has greatly
improved Indonesia's capacity to manage external shocks without undue
disruption to the domestic economy. Already, there are encouraging signs of a
recovery of economic growth and private investment. Provided the Government
maintains its ongoing adjustment policies and efficiency drive and there is
continued donor support, Indonesia can be expected to move to a sustainable
higher growth path and to restore the development momentum during the 1990s.

1.04 Against this backdrop, Indonesia has recently launched its new five-
year development plan (REPELITA V), starting in April 1989. The aim of this
report is to provide a review of the policy issues relating to achievement of
the Plan's major macroeconomic targets. The first chapter examines the nature
and magnitude of Indonesia's external shocks (Section B), the policy response
(Section C) and the adjustment performance so far (Section D). The analysis
focuses on the role of the various policy instruments in the adjustment
process and the trade-offs resulting from specific measures, in order to

1/ See Alan Gelb, Oil Windfalls: Blessina or Curse?, World Bank Research
Publication, October 1988.

2/ The percentage of people falling below the designated poverty line fell
from 57.1 in 1970 to 39.8 in 1980.
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highlight the need to ensure the internal consistency of policies so that the
pursuit of social objectives does not compromise financial stability (Section
E). Chapter 2 analyses Indonesia's growth prospects over the medium term,
given the external environment outlook, focusing on the macroeconomic policy
framework and resource mobilization. Subsequent chapters of the report then
look at ways economic growth can be supported and real earnings of Indonesia's
growing labor force can be enhanced, focusing on economic efficiency and
sustainable development, and reviewing the appropriate role of the private and
public sectors. A more detailed assessment of economic developments over the
past year is provided in Annex 1.

B. Nature and Magnitude of External Shocks

Sources of External Disturbances

1.05 Since 1981, Indonesia has experienced a severe deterioration in its
external terms of trade. The main factor causing this decline is the price of
oil (see Graph 1.1). Indonesia's crude export price climbed to a peak of
US$34.3/barrel in 1981/82 and then began to slide steadily until 1985/86.
falling to US$25.0/barrel. The oil price collapsed in 1986/87, with the
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average price falling to US$12.6/barrel. There was a partial recovery of oil
prices during 1987, but they dipped again in 1988. Thus, Indonesia's average
crude oil export price stood at US$15.1/barrel in 1988/89, only 362 of the
real price in 1981/82. The deep worldwide recession of the earl) 1980s and
the decline in other commodity prices also hurt Indonesia's balance of
payments, although lower import prices provided partial relief. The adverse
effect of world recession on export volumes was especially severe In 1982/83.
Botk non-oil export and import prices rose sharply in 1988/89, with non-oil
export prices rising faster. But lower oil prices more than offset this
small improvement in the non-oil terms of trade. Thus, overall, the downward
trend of Indonesia's terms of trade during 1981-88 was primarily the result of
lower oil prices, causing a substantial decline in export earnings.

1.06 Since mid-1985, the depreciation of the US Dollar has been another
source of external shocks. As a large proportion of Indonesia's foreign debt
is denomina:ed in currencies which have appreciated viz-a-viz the dollar,
Indonesia's total debt in dollar terms has surged, causing a significant
increase in debt service payments (interest end principal). The combination
of lower oil prices and adverse affects of international currency fluctuations
has caused a rapid increase in Indonesia's debt service burden.

1.07 Compared to many other developing countries, especially in Latin
America, Indonesia has suffered less from higher international interest rates.
This reflects mainly the predominantly concessional and fixed-interest
characteristics of Indonesia's debt structure. Another factor was that the
surge in international borrowing rates happened during a period (1978-81) when
Indonesia's borrowing requirements were small due to large oil earnings.
Thus. overall, the adverse impact of international interest rate movements has
been relatively small.

Magnitude of External Shocks

1.08 The magnitude of the adverse effect of external shocks is illustrated
in Table 1.1. On average, Indonesia suffered an income loss equivalent to some
92 of its annual GNP due to external disturbances over 1983-88. The loss of
income was especially large during 1986-88. As expected, the terms of trade
effect was dominant. The interest rate effect was minimal. The loss of income
from internationt-L currency fluctuations increased significantly in 1987-88.
Clearly, the burden imposed by external shocks has been substantial and
presented a major challenge to policymakers. Indeed, without a forceful policy
response, this large loss of income could have easily destabilized the economy.

C. The Government's Adjustment Program

1.09 Indonesia's adjustment program was initiated in 1983 and has been
intensified since the collapse of oil prices in 1986. In broad terms, two
types of policy adjustments have been made. First, the Government has adopted
more austere macroeconomic policies to restore financial stability. Second,
to sustain the development momentum over the medium to longer term, it has
embarked on a major program to restructure the economy, aimed at reducing
Indonesia's heavy dependence on o0l as a source of foreign exchange and
budgetary revenues and improving economic efficiency. The key elements of
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Table 1.1: IMPACT OF EXTERNAL SHOCKS, 1983/84-1988/89 /a
(S of GNP)

Actual Estimated Average
1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 1983-88

Loss of income
Terms of trade effect 2.5 2.0 5.7 15.6 13.3 14.1 8.9
(1981 prices)

Exchange rate effect -0.2 -0.3 -0.4 0.3 0.9 1.5 0.3
(1981 exchange rate)

Interest rate effect 0.6 0.4 0.1 0.0 -0.5 0.0 0.1
(1981 interest rate)

Total effect 2.9 2.1 5.4 15.9 13.7 15.6 9.3

/a The effect of a shock in any year is measured as the difference between
1981 price and current price values, and expressed as percentage of GNP.

Source: World Bank staff estim,t.es.

this structural adjustment program incluti. a range of measures to strengthen
domestic resource mobilization, to expand non-oil exports and to promote a
more competitive and dyn:amic non-oil economy. A summary of policy measures is
provided in Table 1.2. These policies can be grouped under four broad
categories: (a) exchange rete management; (b) fiscal policy; (c) monetary and
financial policies; and (d) trade and other regulatory reforms.

Exchange Rate Management

1.10 To restore balance of payments stability and sustain growth over the
medium term, a first step was to implement a devaluation of the Rupiah by 282 3/
in March 1983. At the same time, the flexibility of the exchange rate was
increased through a more actively managed float. The Rupiah was again
devalued by 312 in September 1986, in response to the rapid decline in oil
prices. Since then, the Rupiah has depreciated against a falling US Dollar.
The trend of nominal and real effective exchange rates is shown in Graph 1.2.
As a result of two maxi-devaluations, a managed float policy and the
Government's ability to restrain inflation, Indonesia's real effective
exchange rate depreciated by about 55Z between December 1981 and December
1988. The downward trend of the real effective exchange rate has generally
been maintained throughout the adjustment phase. As discussed later, the
stibstantial depreciation of the real exchange rate has played a crucial role
in the adjustment process by stimulating non-oil exports and restraining
imports.

3/ Devaluation magnitudes are calculated on the basis of the IMF method.
This measures devaluation in terms of the rate of change in the value of
foreign currency per unit of the domestic currency (e.g.. the value of the
US Dollar per unit of Rupiah).
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Table 1.2: ArJUSTMENT POLICY RESPONSE, 1983184-1988189

Instruments Policy description

Exchange rate - Rupiah devalued by 282 in March 1983.
- Exchange rate made more flexible sinco March 1983.
- Rupiah devalued by 312 in September 1986.
- Exchange rate has depreciated against a falling

US Dollar since September 1986.

Fiscal policy - Large capital and mport intensive projects rephased
in May 1983.

- Major cutbacks in government real capital spending
since 1983.

- Tight control maintained since 1983 on the use of
non-concessional import-related credits.

- A major tax reform initiated, starting in January 1984.
- Follow-up steps taken to strengthen tax administration.
- Restraints on civil service employment and salaries.

Monetary and - A major financial reform initiated in June
financial policies 1983, involving removal of interest rate and credit

ceilings for state bank operations and introduction of
new instruments of monetary control.

- A new set of financial measures introduced in October
and December 1988, aimed at enhancing financial sector
efficiency and developing capital markets.

- Improved monetary management to control inflation.
- Improved short-term monetary management to curb

exchange rate speculation.

Trade policy - An across-the-board reduction in nominal tariffs
implemented in March 1985.
Measures to provide internationally-priced inputs to
exporters announced on May 6, 1986.
Significant reduction in import licensing restrictions
initiated through a series of measures in October 1986,
January and December 1987, and November 1988.
Steps taken in December 1987 to reduce the anti-export
bias of trade policy by reducing regulatory
restrictions for exporters.

Other regulatory - Reorganization of customs, ports and shipping
reforms operations in April 1985 to reduce freight costs and

cut procedural time.
- Steps taken through the May 1986, October 1986,

January 1987 and December 1987 packages to reduce the
investment and capacity licensing requirements, relax
foreign investment regulations, and reduce the role of
the local content program.

- Substantial deregulation of maritime activities
announced in November 1988 to reduce costs and
encourage private sector participation.
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GRAPH 1.2 : EXCHANGE RATE MOVEMENTS
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Fiscal Policy

1.11 The objectives both of demand restraint and structural change have
been served by the implementation of a number of strong fiscal measures,
designed to restrain expenditure and mobilize public resources. Hany large
capital-intensive projects were rephased in 1983, with estimated foreign
exchange savings of US$10 billion. Over the past three years. civil service
salaries have been frozen and real capital spending by the Central Government
his been cut by more than 25Z. Some actions were also taken to restrain
pablic enterprise investment. Tight control has been kept on the use of non-
concessional import-related credits since 1984 and equity participation in
public enterprises funded through the Budget has been reduced to minimal
levels. A sweeping tax reform implemented over 1984-86 boosted non-oil tax
revenues and improv;ed the efficiency of the tax system. As a result of these
fiscal measures, total non-oil taxes 4/ as a percentage of non-oil GDP grew
f-,,m 8.32 in 1982183 to 11.5Z in 1988789 and the overall public sector deficit
deciined from 4.92 of GDP in 1982/83 to 3.4Z of GDP in 1988/89. The new
Budget for 1989/90, which corresponds to the first year of REPELITA V, aims at
maintaining the austere stance of the previous budgets and strengthening
public resource mobilization.

4/ Consists o' non-oil taxes of the Central and local governments.
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Monetary and Financial Policies

1.12 Supportive monetary and financial policies have been implemented to
contain inflationary pressures. prevent capital flight, mobilize financial
resources and improve the efficiency of use of financial resources. The
Government has recognized the importance of keeping inflation low to maintain
a competitive exchange rate. Moreover, given the openness of the capital
account,5/ the need to prevent capital flight by ensuring the attractiveness
of domestic currency deposits has also been recognized. A major financial
sector reform was initiated in June 1983, which deregulated state bank
interest rates, simplified subsidized lending rates for priority sectors and
replaced credit ceilings with a system of reserve money management. To
support this new direction for monetary management, two instruments of
monetary control--rediscount facilities and Bank Indonesia certificates
(SBI)--were introduced in February 1984. Subsequently, the flexibility of the
money market was enhanced by introducing a new money market instrument (SBPU)
in February 1985. As a follow-up to the June 1983 reform, a new set of
financial measures was announced on October 27 and on December 20, 1988.6/
These initiatives were aimed at enhancing the efficiency of the financial
sector by increasing competition, encouraging the development of the capital
market and further improving the effectiveness of monetary management. Apart
from these financial sector measures, the Government's monetary expansion
targets were generally based on maintaining low rates of inflation. The
deregulation of domestic interest rates has helped to restrain capital flight,
increase private saving and its mobilization by the banking sector, and reduce
inefficient use of financial resources. Cautious monetary management combined
with austere budgets have induced a notable reduction in the average rate of
inflation since the early 1980s.

Trade and Other Regulatory Reforms

1.13 The Government initiated a series of trade and other regulatory
reforms to increase the effectiveness of demand management policies in
reducing macroeconomic imbalances and to enable a recovery of economic growth
over the medium term. In the area of trade policy, some initial first steps
were taken during 1985 and early 1986. An across-the-board reduction in
nominal import tariffs was announced in March 1985. Then in May 1986, the
Government announced a package of measures designed to provide
internationally-priced inputs to exporters. A further, more fundamental, step
was taken in October 1986, when the Government announced the first of a series
of trade deregulation packages. These reforms sought to reduce the burden of
import licensing and signalled the Government's intention to shift to tariffs
as the principal instrument of import policy. As a result, the value of
imports subject to controls declined from 43Z in mid-1986 to 212 in December
1988. More importantly, the proportion of domestic production protected by
import licensing restrictions was reduced from 41Z to 29?.

1.14 Notable progress was achieved in simplifying and reducing other
regulatory impediments. Through a series of steps between May 1986 and
December 1987, the investment approval process was streamlined, licensing

5/ The openness of the capital account refers to the freedom of private
capital movement to and from other countries allowed by Indonesia.

6/ Some of these measures were subsequently clarified on March 25, 1989.



requirements were reduced, the bias against foreign investment was curtailed
and the role of the local content program was reduced. In May 1989, the
Government converted the Investment Priority List to a short negative list,
thereby increasing the transparency of the system and opening up new sectors
to domestic and foreign market. Reforms in the area of customs, ports and
maritime transport implemented in 1985 resulted in a substantial reduction in
ireight costs and cut procedural time. Subsequently, through the November 21,
1988 package the Government has removed virtually all regulatory constraints
on the development of an efficient and responsive maritime transport sector.
Along with trade measures, these other regulatory reforms have boosted
domestic and foreign investment and non-oil exports by improving business
confidence and reducing costs.

D. Adjustment Performance

Impact on the Balance of Payments

1.15 The effect of the adjustment program on the balance of payments is
summarized in Table 1.3. Following a surge in 1982X83, the current account
deficit fell from 7.9Z of GNP to 2.4? of GNP in 1985/86. The collapse of oil
prices in 1986 again led to a sharp deterioration in the balance of payments,
with the current account deficit climbing to 5.9? of GNP. Subsequently, the
adjustment measures succeeded in lowering the deficit to less than 3Z of GNP
in 1987188-1988/89. Given the large loss of foreign exchange earnings caused
by external shocks, the ability to bring down the current deficit to below the
pre-external shock level of 1981182 is evidence of the success of the
Government's adjustment program in reducing the external imbalance.

1.16 The balance of payments adjustment was made by a combination of
demand management (lower growth) and expenditure switching policies. In the
initial phase of the adjustment period (1983-85), expenditure switching was
primarily focused on a reduction of imports. A number of factors contributed
to the strong import reduction impact. First, by rephasing large projedts in
May 1983 and by cutting real capital spending in subsequent years, imports of
capital goods by the public sector were reduced sharply. Second, by
redefining priorities, the Government diverted its expenditures away from
relatively high import-intensive sectors (mining and industry) to less import-
intensive sectors (agriculture, education and transport). The Government also
restrained the import-intensity of capital expenditures of state enterprises
by imposing strict limits on the use of non-concessional trade credits.
Third, the large depreciation of the real exchange rate raised the price of
imports relative to home goods, thereby causing private sector demand to shift
away from imports towards domestic substitutes. Fourth, a strong public
investment effort during the oil boom period resulted in increased import
substitution of important commodities, such as rice, sugar, manufactured food,
cement and fertilizer. Finally, imports were also compressed by a
proliferation of non-tariff barriers (NTBs) in the form of import licences
since early 1980s. However, recognizing the loss of economic efficiency
resulting from NTBs, the Government initiated the trade deregulation process
in late 1986. Consequently, there will be a much lower reliance on import
substitution to provide balance of payments support in the future compared to
the past.
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Table 1.3: BALANCE OF PAYMENTS, 1981182-198e/89
,(US$ billion at current prices)

Actuals Estimated
1981/82 1982183 1985/86 1986187 1987/88 1988189

Merchandise exports (fob) 23.0 18.6 18.5 13.7 18.1 19.8
Oil & LNG 18.8 14.7 12.3 7.0 8.6 7.7
Non-oil 4.2 3.9 6.2 6.7 9.5 12.1

Merchandise imports (cif) .20.0 -20.6 -14.4 -12.7 -14.2 -15.5
Oil & LNG -5.4 -4.8 -3.2 -2.3 -2.4 -2.1
Non-oil -14.6 -15.8 -11.2 -10.4 -11.8 -13.4

Trade balance 3.0 -2.0 4.1 1.0 3.9 4.3

Non-factor services (net) -2.6 -1.7 -1.9 -1.6 -1.5 -1.8
Interest payments (MLT) -1.3 -1.5 -2.1 -2.4 -2.8 -3.0
Other factor services (net) -1.9 -2.2 -2.3 -1.2 -1.5 -1.7
Official transfers 0.1 0.1 0.2 0.2 0.3 0.3

Current account balance -2.7 -7.3 -2.0 -4.0 -1.6 -1.9
Oil and LNG 9.8 7.2 5.9 2.4 3.8 3.0
Non-oil -12.5 -14.5 -7.9 -6.4 -5.4 -4.9

Public MLT loans (net) 2.2 4.0 1.4 2.7 2.1 2.7
- Disbursements (3.3) (5.1) (3.9) (5.2) (6.0) (7.1)
- Principal repayments /a (-1.1) (-1.1) (-2.5) (-2.5) (-3.9) (-4.4)
Other capital (net) 0.6 0.0 1.5 -1.7 0.7 -1.6
Use of net foreign assets -0.1 3.3 -0.9 3.0 -1.2 0.8

Memo items:
Net official reserves 6.4 3.0 5.8 5.0 6.0 5.4

- Months of imports (3.7) (2.0) (5.5) (4.3) (4.6) (3.7)
Total net foreign assets 10.8 7.5 12.6 9.6 10.8 lb 10.0
Current account/GNP (Z) -3.0 -7.9 -2.4 -5.9 -2.3 -2.5
Non-interest current
account balance -1.2 -5.6 0.5 -1.3 1.5 1.6
- 2 of GNP -1.3 -6.0 0.7 -1.9 2.3 2.1

MLT debt service/exports
(S) /C 10.4 16.8 24.4 37.3 33.9 36.3

la Includes prepayments of US$420 million in 1985/1d, US$626 million in 1987/88
and US$341 million in 1988/89.

/b Excludes US$326 million of prepayments, committed during the year but not
completed until June 1988.

/c Debt service excludes prepayments; denominator is gross exports of goods and
services.

Sources Bank Indonesia and World Bank staff estimates.
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1.17 The relatively smaller impact of non-oil exports on balance of
payments adjustment during the initial years is partly explained by the small
non-oil export base at the start. For example, the share of non-oil exports
in total exports (goods only in real terms) was only 24Z in 1982/83. The
performance of non-oil exports began to improve immediately after the
institution of the competitive exchange rate policy in March 1983. The
expansion of non-oil exports was especially encouraging during 1986-88,
growing by about 201 p.a. in real terms. As a result of this, the share of
non-oil exports in total exports (in real terms) increased to 41Z in 1988/89.7/
Apart from a competitive exchange rate, the recent trade and enterprise
deregulation measures have also stimulated non-oil exports. Given the limited
scope for further efficient import substitution and uncertain oil price
prospects, the ability to sustain the non-oil export momentum will be of
critical importance to maintaining external stability and supporting higher
economic growth in the future. This also underscores the need to mainitain a
competitive exchange rate and continue with the regulatory reform program.

1.18 Despite good external adjustment performance and the Government's
cautious approach to external borrowing, the debt burden has risen sharply
since the early 1980s. By end-1988, the stock of medium and long-term (MLT)
public and private debt disbursed and outstanding (DOD) had reached an
estimated US$47.5 billion. Many of the debt indicators for Indonesia sre also
above the average for all developing countries and in line with those for the
17 highly indebted countries.8/ These indicators reflect the adverse external
environment faced by Indonesia since the early 1980s. Depreciation of the US
Dollar after 1985 added US$12.6 billion (31Z) to Indonesia's public debt at
end-1988 and US$1.9 billion (25Z) to its debt servicing during 1988.91 Over
the same period, oil prices fell by about one half, severely reducing
Indonesia's export earnings and capacity to service debt.

1.19 Even with the rise in debt indicators, it is important to distinguish
Indonesia from the highly indebted countries in several important respects:
(a) it has maintained sound economic policies and a prudent borrowing
strategy; (b) as a result, it receives strong financial support from official
sources on concessional terris; (c) it has substantial reserves available in
the form of foreign exchange and urdrawn lines of credit; and (d) it has
retained access to new voluntary lending from commercial banks. For these,
reasons, Indonesia has not faced a foreign exchange crisis or a cash-flow
constraint on payment of its external debt obligations. Net transfers of
external assistance have risen sharply from US$0.4 billion in 1986 to
US$2.0 billion in 1988. At the same time, the Government has maintained
strict limits on import-related and commercial credits, and reduced exposure
to private banks. This voluntary restraint has limited the total net transfer
of resources to Indonesia, but improved the maturity and terms structure of

7/ In current prices, the share of non-oil exports grew from 211 in 1982/83
to 612 in 1988/89, reflecting the combined effects of higher non-oil
export volumes and prices, and lower oil prices.

8/ This group comprises of: Argentina, Bolivia, Brazil, Chile, Colombia,
Costa Rica, Cote d'Ivoire, Ecuador, Jamaica, Mexico, Morocco, Nigeria,
Peru, Philippines, Uruguay, Venezuela and Yugoslavia. See, World Debt
Tables (1988-89 Edition), World Bank, Washington, D.C.

9/ Excluding credits for LNG expansion, LPG and paraxyelene projects.
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external debt. As a result, Indonesia's debt structure i3 now better than in
most developing countries, with a relatively high share of concessional debt
and a relatively low share of variable interest debt.

1.20 Indonesia's recent performance compares favorably with that of the
highly indebted countries. Even with recourse to debt reschedulings and
moratoria, net transfers to most highly indebted countries have turned
substantially negative in recent years. This reflects the lost access to new
voluntary lending, especially from conmercial banks. As a result, economic
growth has been curtailed, with declining per capita consumption in 11 of the
17 highly indebted countries. Indonesia has also made substantial cuts in
investment since the early 1980s. However, through policies to promote
efficiency improvements and non-oil export development, the Government has
been able to sustain GDP growth at 3.32 p.a. over the past seven years. As
shown in Graph 1.3, the combination of prudent external borrowing and better
economic performance has already led to a decline in several of Indonesia's
debt indicators (e.g., DOD/exports, DOD/GNP and DOD/resources).10/

GRAPH 1.3:
INDONESIA'S EXTERNAL DEBT INDICATORS /a
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10/ The DOD/resource ratio is Lotained as a weighted average of DOD/exports
and DOD/GNP. This indicator neutralizes the bias of an exchange rate
policy in the measurement of the debt problem. See Daniel Cohen, "The
Management of the Developing Countries Debt: Guidelines and Applications
to Brazil". The World Bank Economic Review, Vol.2, No.1, Washington D.C.,
198'-
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Impact on Fiscal Deficit. Inflation and Interest Rates

1.21 Fiscal deficit. The effects of the fiscal measures on public
resource mobilization and the Central Government's budget deficit are
summarized in Table 1.4. Responding to the tax drive, the Central
Government's non-oil taxes grey- from 7.4Z of non-oil GDP in 1982/83 to 10.82

Table 1.4: CENTRAL GOVERNMENT BUDGET, 1982/83-1988/89
(Rp. trillion at current prices)

Actuals Estimated
1982/83 1985/86 1986/87 1987/88 1988189

Revenues and grants 11.9 18.8 16.7 21.8 23.5
Oil and LNG taxes 7.6 10.7 6.3 10.4 9.5
Non-oil taxes 3.8 6.4 7.9 9.0 11.9
Non-tax revenues /a 0.4 1.5 2.2 2.0 1.6
Grants 0.1 0.2 0.3 0.4 0.5

Current expenditures 8.2 12.7 13.4 15.5 16.8
External interest 0.7 1.8 2.8 3.8 4.3
Subsidies 1.4 1.4 0.9 1.4 1.0
Other 6.1 9.5 9.7 10.3 11.5

Government savings 3.7 6.1 3.3 6.3 6.7

Capital expenditure 6.6 8.7 7.3 9.2 10.5

Overall balance -2.9 -2.7 -4.0 -2.9 -3.8

Financed by:
External loans (net) 2.0 1.8 3.7 2.8 4-

Disbursements 2.7 4.3 6.8 8.8 11.2
Principal repayments 0.7 2.5 3.1 6.0 7.0

Asset drawdown lb 0.9 0.9 0.3 0.1 -0.4

Memo items (Z of GDP):
Non-oil taxes (Z of non-oil
GDP) 7.4 8.4 9.8 9.4 10.8

Government savings 5.7 6.4 3.3 5.3 4.9
Overall balance -4.4 -2.8 -3.9 -2.4 -2.8
Total expenditure 22.7 22.6 20.3 20.7 20.1
Net domestic expenditure /c 11.4 8.5 3.8 4.1 2.2

La Includes domestic oil surplus in 1986187.
Lb Excludes gain from valuation adjustment in 1986/87, estimated at

Rp.1.8 trillion.
tc Defined as the domestic content of expenditure less non-oil revenues.

Source: Ministry of Finance and World Bank staff estimates.
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of non-oil GDP in 1988/89. The expenditure control measures also were largely
successful. Thus, despite the growing burden of external interest payments,
total expenditure declined from 22.72 of GDP in 1982/83 to 20.12 of GDP in
1988/89. As a result of revenue mobilization and expenditure control
massures. the budget deficit narrowed from 4.42 of GDP to 2.8? of GDP over the
same period. The restraining influence of the budget is further indicated by
the substantial decline in net domestic expenditure as a percentage oZ GDP
(from 11.42 in 1982/83 to 2.22 in 1988/89).

1.22 The Central Government's budget deficit, however, understates the
true level of the public sector's net claim on resources because it does not
include the operation of state enterprises and local governments. A more
useful indicator is the overall public sector deficit which consolidates the
total deficit resulting from public sector operations.1l/ Moreover, since
interest payments on external debt are the result of past deficits rather than
current behavior, a measure of the current fiscal policy stance is obtained by
subtracting interest payments from the overall public sector deficit, known as
the primary deficit. Table 1.5 compares overall public sector deficits in
Indonesia with those in other Asian countries. This comparison shows that
Indonesia has generally maintained cautious fiscal management, despite the
loss of oil revenues. Also encouraging is the trend of the primary balance
which registered a small surplus during 1987/88.

Table 1.5: OVERALL PUBLIC SECTOR BALANCES IN SELECTED ASIAN COUNTRIES,
1981/82-1987/88
(? of GDP)

Average
1981/ 1982/ 1983/ 1984/ 1985/ 1986/ 1987/ 1981/82-
1982 1983 1984 1985 1986 1987 1988 1987/88

Bangladesh la -11.7 -11.2 -9.2 -7.5 -7.3 -8.1 -7.8 -9.0
India -6.5 -7.0 -7.2 -8.6 -8.6 -9.1 n.a. -7.8
Indonesia -1.9 -4.9 -2.6 0.6 -3.1 -4.4 -3.2 -2.8
Malaysia -19.7 -18.0 -15.9 -12.3 -5.3 -9.8 -7.8 -12.7
Pakistan La -5.5 -5.6 -7.4 -6.2 -8.1 -7.7 -8.8 -7.0
Philippines lb n.a. n.a. -9.0 -8.2 -5.9 -5.4 -3.2 -6.3
Thailand -7.9 -5.7 -4.5 -6.3 -4.7 -2.6 -2.2 -4.8

Memo item:
Indonesia: primary

balance -0.9 -3.7 -0.9 2.6 -1.2 -1.6 0.1 -0.8

/a Central Government deficits.
Lb As percentage of GNP.

Source: World Bank Country Economic Reports.

11/ This is also known as the public sector borrowing requirement (PSBR).
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1.23 Austere budgetary management has been an integral element of the
adjustment program and has served to reduce demand pressures on both the
balance of payments and prices. By maintaining low defic'ts and by
restraining access to bank credit, the Budget has helped to contain inflation
and avoided a crowding-out of private investm3nt. By restraining aggregate
demand and by lowering the import-intensity of expenditures, the Budget has
also assisted in reducing the current account deficit. For the immediate
future, given oil price uncertainties and the expected heavy debt servicing
obligations, continued budget austerity will remain important. On the other
hand, meeting the objectives of restoring the momentum of growth and poverty
reduction will require an expansion in public investment for some
infrastructure and basic social services. To reconcile these objectives, it
will be essential to raise public savings by improving the allocation of
public spending and by strengthening resource mobilization.

1.24 Inflation. The effect of the adjustment program on inflation is
sumiarized in Table 1.6. All three measures of domestic inflation (CPI, WPI
and NGDPD) show a significant deceleration of the average rate of inflation.
The sharpest reduction is indicated by the CPI, while the WPI shows a more
modest decline. Despite large devaluations, the cost-push pressures on
domestic inflation during 1981-88 were contained by lower world inflation and

Table 1.6: DOMESTIC INFLATION TREND, 1973-1988
(annual average; 2 p.a.)

1973-81 1981-88 La

Domestic inflation indicators
CPI /b 15.3 8.4
WPI /c 16.6 11.6
NGDPD /d 15.9 9.3

Growth of selected price indices
Import goods prices le 13.6 11.4
Exports goods prices /f 19.0 12.7
Rice price LS 15.7 9.1
Non-traded goods prices /h 14.0 8.9

/a Price indices for 1988 were adjusted to reflect better the impact of
international inflation and rice prices. This is reviewed in greater
detail in Annex 1.

/b Because data on CPI-17 cities are available only from 1979, the
CPI-Jakarta is used.

/c Non-oil wholesale price index.
/d Non-oil GDP deflator.
/e In domestic currency.
/f In domestic currency; excluding oil.
LI Medium quality wholesale price.
/h Constitutes housing and other services.

Sources Central Bureau of Statistics and World Bank staff estimates.
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the Government's ability to restrain the growth of the rice price. Wage-push
pressures were very limited. Indonesia has a small formal wage employment
sector; moreover, the government sector dominates formal wage employment
(where wage adjustments were restrained). Even in the formal manufacturing
sector, available evidence suggest a slowdown in the growth of wages. In the
informal sector, wage adjustments were generally linked to the price of rice
which grew in a stable fashion until 1986 reflecting the virtual attainment of
rice self-sufficiency and the impact of the Government's rice price
stabilization program.12/ On the demand side, austere budgets and the
slowdown of domestic income growth assisted in reducing demand pressure on the
exchange rate and in restraining the growth of non-traded sector prices.

1.25 The low transmission of inflationary pressures through cost-push and
demand-pull forces was supported by an appropriste monetary response. To curb
inflation, the Government responded partly by slowing the rate of growth of
reserve money but chiefly by inducing people to hold a larger volume of broad
money (M2) by deregulating domestic deposit rates (see Table 1.7). The surge
in the growth of quasi-money (time and saving deposits), despite much slower
growth of nominal income, contributed to a sharp increase in the financial
deepening of the economy (as reflected in the rise in the QM/GDP and M2/GDP
ratios). The increase in demand for money in turn relieved demand pressure in
the goods market bringing inflation down. On the other hand, financial
deepening and the austere budgetary stance allowed an expansion of credit to
the private sector thereby avoiding a supply crunch.

Table 1.7: GROWTH OF MONEY AND CREDIT, 1973-1988
(annual average; 2 p.a)

1973-81 1981 88

Reserve money 28.0 15.0
Currency and demand deposits (Ml) 32.8 12.3
Time and saving deposits (QM) 33.5 39.9
Money supply (M2 - Ml + QH) 33.0 25.1
Domestic credit 21.5 25.7
Private credit 26.6 28.0

Memo items:
QMIGDP 5.3 13.8
M2/GDP 15.1 24.5

Source: Bank Indonesia.

1.26 The ability to bring down inflation even with two major devaluations
is a strong indicator of improved overall monetary management. Reserve money
growth has been substantially reduced in recent years. Moreover, despite some

12/ Rice prices surged starting late 1987 and the upward trend continued until
mid-1988, responding to the 1987 drought which adversely affected rice
output. Subsequently, rice prices stabilized in response to improved
supply.
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initial learning costs, short-term monetary management also improved, as
reflected in the Government's success in curbing speculative pressures on the
exchange rate in March-June 1987. Nevertheless, the domestic inflation rate
still exceeds world inflation and, therefore, current efforts to contain
liquidity growth will need to be sustained.

1.27 Interest rates. A major element of the June 1983 financial
deregulation package was the decontrol of domestic interest rates. The
behavior of domestic interest rates is illustrated in Table 1.8. The sharp
rise in state bank deposit rates in conjunction with lower inflation caused
real deposit rates to become strongly positive. Similarly, the removal of the
ceiling on lending rates led to an increase in the average lending rate. High
real lending rates since 1983 have generated some concern about their adverse
effect on private investment. Although the interest rate As only one of the
variables determining profitability of private investment and the short-term
impact on capital formation could well be offset by other factors, continued
high real lending rates will slow down private capital formation over the
longer term. One way domestic lending rates can be reduced to some extent is
by lowering the cost of financial intermediation. The presently large spread

Table 1.8: DOMESTIC INTEREST RATES, 1981-1988
(annual averages; Z p.a.)

1981 1983 1984 1985 1986 1987 1988

Deposit rates La 6.0 14.6 18.0 14.5 14.6 17.0 17.6
Real deposit rates L -10.7 2.8 7.5 9.8 8.8 7.5 9.1
Av. lending rates (all banks) Ic 15.0 18.7 23.0 20.5 20.2 21.2 21.5
Real lending rates /d 4.8 4.4 11.0 13.9 13.1 11.4 12.0

Memo items
International interest rates Le 16.7 9.9 11.2 8.6 6.9 7.3 8.0
Inflation differential between
Indonesia and USA If 6.5 7.5 6.2 1.0 3.8 6.2 5.3
Swap premium 5.1 5.1 5.1 5.1 5.1Ij 9.1 9.1 /h
Differential between lending

and borrowing rates 4.1 5.0 6.0 5.6 4.2 3.9

/a 6-month deposit rate of state banks.
lb Using CPI-17 cities as deflator.
/c Weighted average interest rate for non-priority credits.
Id Using non-oil GDP deflator.
Le 6-month LIBOR for USS deposits.
If Using CPI.
Lj A new premium of 8.1 was set in September 1986.
Ih Since October 27, 1988, the swap premium is determined on the basis of the

differential between LIBOR and the average domestic deposit.

Source: Bank InWonesia, International Financial Statistics (IMP) and World Bank
staff estimates.
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between deposit and lending rates (about 4 percentage points) is a consequence
of significant inefficiencies that have persisted in the financial sector
despite the 1983 financial reforms. The October-December 1988 financial sector
measures are aimed at addressing some of these outstanding problems. These
reforms are expected to significantly improve financial sector efficiency by
increasing competition and also to increase the availability of long-term
finance by stimulating the growth of capital markets. If these reforms are well
implemented and followed by measures to improve the Government's capacity for
prudential regulation, it stould be possible to bring down the average cost of
financial intermediation to about 2 percentage points.

1.28 An important issue is the role of monetary policy in the determination
of domestic interest rates in Indonesia. Because Indonesia does not regulate
private international capital flows and the exchange rate is not fully flexible,
the domestic interest rate over the long term will be determined by
international interest rates and the expected rate of depreciation of the
Rupiah.131 In the past, three variables affected exchange rate expectations:
the swap premii'n rate. the differential between domestic and international
inflation and t ;e price of oil.l41 Exchange rate expectations appear to have
been especially sensitive to oil price movements. Prom 1983-86, the average
difference between domestic deposit rates and international interest rates was
6.3?, higher than the swap premium (5.1Z) and inflation differential (4.6Z).
This happened because of uncertainty about the price of oil which prompted fears
of ex_hange depreciation exceeding the level implied by the inflation
differential or the swap premium. The September 12, 1986 devaluation and the
recovery of oil prices in 1987 tended to have a dampening effect on exchange
rate expectations in 1987-1988, but two offretting influences contributing to
adverse expectations were the increase in the inflation differential (5.8:) and
the higher swap premium (9.1Z). These latter factors caused the difference
between domestic and international interest rates to widen even further. The
recent move to allow the swap premium to become a market-based value, reflecting
international interest differentials, rather than a policy variable is intended
to provide flexibility to the swap rate and to dissuade people from believing
that the swap premium reflects the Government's view about future exchange rate
adjustments. Given that domestic deposit rates will need to be linked to
international interest rates to avoid capital flight, the main way monetary
policy can affect long-term interest rates is by maintaining low inflation rates
thereby dampening expectations about exchange rate depreciation. In the short
term, monetary policy can also be u3ed to protect domestic rates from the
destabilizing influences of speculative capital flight.151 But an expansionary
monetary policy designed to achieve low interest rates would be self-defeating
over the longer-term, leading to high inflation, caj. tal flight and balance of
payments instability.

131 The domestic rate may adjust to the foreign rate in a lagged fashion and
there may be some traneaction costs.

14/ The swap facility was set up in 1979 by Bank Indonesia (BI) to allow
investors borrowing abroad to hedge against the risk of a major
devaluation by purchasing a swap rediscountable at a fixed premium. The
swap facility provided only partial arbitrage support, being constrained
by limited access and a rigidly set premium (until October 1988).

15/ This was done very successfully during May-June 1987.
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Impact on Economic Efficiency

1.29 A critical factor governing the long term success of Indonesia's
adjustment effort will be the ability to bring about a substantial improvement
in economic efficiency. The negative consequences of Indonesia's complex
regulatory framework were masked while oil resources were plentiful. A thorough
revamping of the regulatory framework became essential with the substantial
decline in oil revenues, especially because the public sector's capacity to
support growth through its expenditure programs became constrained and the need
to improve economic efficiency and stimulate the private sector became evident.
The fairly comprehensive and far-reaching deregulatory measures initiated by the
Goverrment since the early 19809, mentioned earlier, were a response to this
need. Given the time lag with which many of these policy initiatives will
affect behavior, it is too early to evaluate quantitatively their full impact.
Even so, there is some evidence of an improvement in economic efficiency in
recent years.

1.30 A rough index of productivity is the aggregate return on investment.
Large investment financed through the oil boom fueled the growth of the non-oil
economy in 1973-81. Given the low initial capital base, these investments
yielded a fairly high average rate of return (see Table 1.9). The return per
unit of investment declined sharply in 1982-85, but then picked up noticeably in
more recent years. A closely related indicator of capital productivity,

Table 1.9: AGGREGATE EFFICIENCY INDICATORS, 1973-1988

1973-81 1982-85 1986-88

A. Rate of return on investment (2 p.a.) La 31.4 13.1 21.8

B. Incremental Capital Output Ratio (ICOR) 2.8 7.8 5.2

C. Total factor productivity (TFP) change
(2 p.a.)
Growth rate oft
Value added b 8.0 4.0 5.1
Factor inputs
- Labor 3.0 2.8 2.8
- Capital /c 10.7 9.8 5.2

Total factor productivity /d 0.9 -2.5 1.0

la Rate of growth of non-oil GDP as a percentage of average investment rate
during the period.

/b Using non-oil GDP.
/c Capital stock derived by using the "perpetual inventory methodo.
Ld TFP change is calculated as the difference between rates of growth of

value added and factor inputs (labor and capital); the inputs are weighted
by their income shares.

Source: World Bank staff estimates.
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the incremental capital-output ratio (ICOR), reveals a similar pattern. A
more comprehensive measure of the gain in macroeconomic efficiency is the
change in total factor productivity (TFP). The TFP methodology decomposes the
rate of change of output into its contributing elements: labor, capital,
materials and factor productivity. An improvement in TFP can be used as
evidence of an increase in economic efficiency. Table 1.10 summarizes the
analysis of TFP, using value added as a measure of production. A striking
result is that the main determinant of economic growth in the oil boom period
was the rapid build-up of capital stock. Factor productivity improvement
played a marginal role. The onset of external shocks reduced factor
productivity but this was reversed more recently. Nevertheless, the low
contribution of factor productivity to economic growth illustrates the scope
for future gains in efficiency.

1.31 The structural reforms which allowed the recent gains in economic
efficiency have also supported a noticeable improvement in the structure of
the economy (Table 1.10). Indonesia's dependence on oil has been
substantially curtailed and the reliance on more promising and sustainable
sources of growth has increased. Especially encouraging is the strong
positive resnonse of non-oil exports and private investment. The process of
structural transformation, however, is not yet complete. But with sustained
progress in implementing ongoing reforms and initiating new policy changes in
required areas, Indonesia can be expected to reach a higher real growth path
on a self-sustained basis.

Table 1.10: INDONESIA'S ECONOMIC STRUCTURE, 1981182-1986189
(1)

1981/82 1935186 1988/89

Oil/LNG to total exports la 80.8 66.6 35.8
Non-oil exports to non-oil imports /a 28.8 55.4 90.3
Oil/LNG revenues to total revenues 70.7 57.5 41.3
Government expenditure to GDP 22.1 22.6 20.1
Private fixed investment to total
fixed investment /b 52.1 47.9 56.9

Non-oil manufacturing to GDP /b 8.4 8.8 9.5

/a Goods only; in current dollars.
/b Calendar year basis; in 1983 prices.

Source: World Bank staff estimates.

Impact on Economic Growth and Expenditure

1.32 Impact on economic growth. The Government's balanced adjustment
program also helped to sustain a better-than-expected aee of economic growth,
despite the loss of oil revenues. As shown in Table 1.11, economic growth did
decelerate significantly over the adjustment period, but remained positive in
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Table 1.11: OVERALL AND SECTORAL GDP PERFORMANCE, 1973-1988 /a
(real growth, 2 p.a.)

1973-81 1981-88 1987 1988

GDP 7.5 3.3 3.9 4.7
Non-oil GDP 8.0 4.3 4.6 5.6
- Agriculture 3.4 2.9 1.8 3.8
- Manufacturing /b 14.1 5.2 7.1 9.0
- Services, etc. 10.0 5.0 5.6 5.6

Memo item
Per capita GDP 5.2 1.3 1.9 2.7

/a CBS is currently reviewing its data and methodology for estimating GDP.
This is expected to result in higher estimates of real growth rates for
some sectors, especially in 1988.

lb Excludes LNG and oil refineries.

Source: Central Bureau of Statistics.

per capita terms. Given the severity of the external shocks, the ability to
sustain a 32 p.a. expansion of the overall economy and 4Z p.a. growth of the
non-oil economy while also achieving a substantial reduction in financial
imbalances is a notable performance. The contribution of factors underlying
rapid growth during the 1970s--oil earnings, rice production and import-
substituting manufacturing--weakened in the adjustment phase. But non-oil
exports, especially manufactured exports, have emerged as a new source of
growth. Already, there are encouraging signs of economic recovery as
indicated by the upward trend in the rate of expansion of the non-oil economy
since 1987, reaching an estimated 5.62 in 1988.

1.33 Impact on expendil-_:e. The lower growth of GDP in conjunction with
the deterioration in the terms of trade had an adverse effect on domestic
incomes during 1981-86 (see Table 1.12). The shortfall in resources brought
about substantial cutbacks in public investment. Private investment fell
noticeably up to 1985 but has been recovering since then. The growth of
private consumption also declined significantly, although it still grew faster
than national income. Overall, the main adjustment happened in the public
sector. As a result of expenditure restraints, especially the large reduction
in budget-financed capital spending, the share of public expenditure
(consumption and investment) fell from 22.42 of GDP in 1981 to 18.02 in 1988.
In the private sector, the decline in investment in the first few years of the
adjustment period was caused by higher real interest rates and lower aggregate
demand. Since 1986, private investment has been recovering, responding to
improved incentives resulting from the regulatory reforms and a more buoyant
level of economic activity. Much of this new investment has been directed
towards export activities.



- 21 -

Table 1.12: IMPACT OF ADJUSTMENT POLICIES ON NATIONAL EXPENDITURE,
1973-1988

Composition of
Expenditures

Real growth rate; Z p.a. (Z of GDP) /a
1973-81 1981-88 1987 1988 1981 1988

National income 11.4 1.8 4.7 4.8 97.9 88.6

Consumption 8.2 3.3 2.2 4.0 69.5 69.3
- Public 10.1 2.2 -3.7 1.5 10.6 9.8
- Private 7.8 3.4 3.3 4.4 58.9 59.5

Fixed investment 11.7 -0.5 1.9 7.0 24.7 18.9
- Public 11.0 -2.0 -1.7 6.3 11.8 8.2
- Private 12.3 0.7 4.9 7.6 12.9 10.7

Memo item:
Per capita national income 9.1 -0.2 2.7 2.8
Per capita private consumption 5.5 1.4 1.3 2.4

la In 1983 prices.

Sourcet Central Bureau of Statistics and World Bank staff estimates.

1.34 The sharp decline in the investment rate over 1981-88 as a whole has
reduced the pace of capital formation, thereby lowering the expansion of the
economy's productive capacity. The adverse effect on output growth, however,
has been partially offset by improvements in the efficiency of capital use,
brought about by improved allocation of resources resulting from interest rate
deregulation, real exchange rate depreciation, regulatory reforms and
reordering of public expenditure priorities. Although there is still
substantial scope for further efficiency gains, it will be difficult to
sustain economic recovery over the medium term without a sustained expansion
of private investment. Similarly, continued cutbacks in public infrastructure
investment could have serious adverse effects on the profitability of private
investment over the medium term by creating bottlenecks resulting from
inadequate availability of essential services.

The Social Costs of Adjustment

1.35 The adjustment process has inevitably involved short-term social
costs. Despite the recent recovery in economic growth, per capita income has
been adversely affected by the terms of trade loss. A full assessment of the f
social costs of adjustment is precluded by the lack of sufficient data on how
the adjustment process has affected poverty and income inequality.
Fragnsentary evidence suggests, however, that the urban sector has been more
adversely affected than the rural sector.
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1.36 Part of the labor market adjustment has taken the form of an increase
in the rate of open unemployment in urban areas, especially among young school
leavers.16/ Because the flexibility of educated urban job seekers is rather
limited, a slowdown in demand resulting from lower economic growth and
budgetary resource constraints has reduced their rate of absorption in
employment (especially in the civil service). However, for the bulk of the
urban work force, the main adjustment burden has fallen on earnings
(especially in the informal sector). Thus, labor earnings have fallen in
trade, and real wages of construction workers and civil servants have
stagnated. In manufacturing, real wages have continue4 to grow, although at a
slower pace than before the external shocks. The slowdown in demand during
1982-85 hurt manufacturing sector profits, but the recent surge in non-oil
manufacturing exports responding to the real exchange rate depreciation and
deregulation measures has supported the recovery of profits in export-based
manufacturing enterprises, including small-scale enterprises.

1.37 The adjustment burden appears to have been less severe in rural areas
because farm incomes have been relatively protected by: (a) the increase in
real rice prices; (b) the real exchange rate depreciation which largely offset
lower agricultural export prices; and (c) some profitable diversification away
from rice towards non-rice crops, especially fruits and vegetables. However,
overall agri.cultural output was pulled down by the slower growth of rice
production. This reduced the demand for farm workers. Similarly, the
slowdown in real public expenditure reduced the demand for rural construction
workers. Because of the flexible nature of rural labor markets, this did not
reduce employment but instead resulted in a stagnation or decline in real
agricultural wages. Similarly, real wages in rural construction activities
appear to have remained flat.17/

1.38 The above trends in labor earnings are due to the major external
shocks faced by Indonesia and not to the policy response itself. Indeed, the
Government has moved to mitigate the social costs of adjustment by
reallocating public spending to protect important social programs. For
example, the shares of development expenditure allocated to social services
and agriculture were significantly increased from 1982/83 to 1987/88. An
effort was also made to protect regional transfers, which normally finance
small-scale and labor-intensive infrastructure projects at the local level.
However, given the large magnitude of the income loss, some scaling back of

16/ Given the structure of Indonesia's labor markets, a slowdown in economic
activity is largely manifested in a reduction in labor earnings rather
than in employment levels, except in the urban formal sector. Recent data
show that more than half of all employment is in agriculture and over 702
in rural areas. Employment outside agriculture is concentrated on
services, with manufacturing accounting for only 202 of non-agricultural
employment. Outside government services, low and unstable earnings in
informal sector activities predominate in urban areas. The considerable
flexibility of rural and urban informal labor markets allows a rapid
expansion of employment during periods of low economic growth, but at
reduced real earnings.

17/ There are some exceptions to these trends, especially in areas where a
more diversified rural economy and rural urban linkages have continued to
support increases in real agricultural wages.
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social programs and a reduction in the quality of service did take place. But
without this effort to redefine expenditure priorities in support of lower
income groups, the social costs of adjustment would have been much higher.
More importantly, by reducing financial imbalances and promoting restructuring
in the economy, the Government's reform program has prepared the ground for
sustaining a higher growth path over the medium term. This is essential to
absorb the rapidly growing labor force at higher levels of productivity and
income.

E. Preparing for Medium-Term Growth

1.39 Indonesia achieved a notable success in its adjustment program during
1983-88. The financial imbalances were significantly reduced and economic
growth remained positive in per capita terms. The reliance on oil earnings
was curbed and many structural reforms were introduced to increase economic
efficiency. As a result of this strong adjustment effort, the economy is now
better placed to sustain growth over the longer term. Given the existing high
debt service burden and uncertainties surrounding oil Frices, the adjustment
effort will need to continue in the short term. On the other hand, the social
objectives of providing higher-earning jobs to a growing labor force and
reducing the incidence of poverty have become more pressing. In order to
ensure that the pursuit of social objectives does not comprotiise financial
stability, it is important to maintain the consistency of macroeconomic
policies and strengthen the ongoing structural reform program.

Consistency of Macroeconomic Policies

1.40 External adjustment. A major factor driving the future adjustment
effort is the external debt situation. A successful debt strategy for
Indonesia will involve both running some surpluses in the non-interest current
account (reducing the current account deficit) and enhancing debt servicing
capacity. However, there are practical limits to the extent these two
objectives can be reconciled. A very ambitious non-interest current account
surplus can hurt Indonesia by constraining economic growth and thereby
reducing debt servicing capacity over the long term. Lower real growth will
also adversely affect Indonesia's ability to address the social objectives of
rais4ng labor earnings and reducing poverty. A key factor that will help
reconcile the current account adjustment with enhanced debt service capacity
is the growth of non-oil exports. The better the non-oil export performance,
the greater the success in achieving a reduction in the current account
deficit. Moreover, higher non-oil exports will directly increase the current
debt service capacity; this in turn will also improve long-term debt service
capacity by enabling a faster growth of GDP. Therefore, the future external
adjustment strategy will have to rely mainly on non-oil export promotion.
There is already a recognition of this in the Government's recent policy
framework. Thus, trade deregulation since 1986 is a reflection of the
Government's strategy to move away from inefficient import substitution.
Also, the combination of a competitive exchange rate and trade reforms boosted
non-oil exports during 1986-88. It will be important to continue this
strategy. Furthermore, this will need to be combined with other structural
reforms to improve incentives for private investment in export-oriented
activities.
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1.41 Internal adiustment. Indonesia's internal adjustment challenge is
illustrated in Table 1.13. The public sector and, until recently, the private
sector have been running deficits, as indicated by negative net savings. This
has happened even though public and private investment rates have fallen
noticeably, implying a sharp reduction in the national savings rate. A high

Table 1.13: SAVING-INVESTMENT BALANCES, 1981-1988 /a
(2 of GDP at current prices)

1981 1982 1983 1984 1985 1986 1987 1988

Total domestic investment 29.7 29.1 27.7 25.5 24.3 23.4 23.2 22.2
- Fixed investment 24.2 25.9 25.7 22.5 20.8 2C.5 19.9 20.3
- Change in stocks 5.5 3.3 1.9 3.0 3.5 2.9 3.3 1.9
National savings 27.8 22.6 21.4 22.0 22.0 17.9 20.0 19.8
Saving-investment gap -1.9 -6.5 -6.3 -3.5 -2.3 -5.5 -3.2 -2.4
Foreign savings lb 1.9 6.5 6.3 3.5 2.3 5.5 3.2 2.4

Public sector
Gross domestic investment /c 10.7 12.7 12.6 10.3 10.9 9.7 9.3 9.1
Savings 9.2 8.2 9.4 10.2 8.3 4.9 5.7 6.0
Saving-investment gap -1.5 -4.5 -3.2 -0.1 -2.6 -4.8 -3.6 -3.1

Private sector
Gross domestic investment 19.0 16.4 15.1 15.2 13.4 13.7 13.9 13.1
- Fixed investment 13.5 13.2 13.2 12.2 9.9 10.8 10.6 11.2
- Change in stocks 5.5 3.3 1.9 3.0 3.5 2.9 3.3 1.9
Savings 18.6 14.4 12.0 11.8 13.7 13.0 14.3 13.8
Saving-investment gap -0.4 -2.0 -3.1 -3.4 0.3 -0.7 0.4 0.7

/a All data converted to calendar year basis.
/b Current account deficit.
/c Fixed investment only. Investment in stock changes is assumed to be

financed by the private sector.

Source: Central Bureau of Statistics and World Bank staff estimates.

national savings rate of 28? reached in 1981 was largely the consequence of
the oil boom and some reduction was inevitable. But the collapse of oil
prices and the surge in external interest payments caused the saving rate to
plunge by more than 352 in 1986. The Government's resource mobilization
efforts, positive real interest rates and a recovery of economic growth since
1987 have helped to raise the national saving rate, despite the continued
burden of Ligher external interest payments. Given lower oil earnings, a much
greater reliance on efficiency improvements will be essential to sustain the
growth momentum in the 1990s than in the past. Even so, continued efforts
will be necessary to increase the savings rate, so as to: (a) offset the
effect of a lower rate of foreign savings (lower current account deficit); and
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(b) finance a significant increase in the investment rate to support higher
economic growth over the medium term. This is a key adjustment challenge for
the 1990s.

1.42 Public and private savings both will have to be raised. As noted,
continued reduction in public infrastructure investments will result in
reduced productivity of private investment, lowering economic growth over the
medium term. Furthermore, continued cutbacks in essential social expenditures
will constrain the Government's ability to reduce poverty. Thus, while
further rationalization of public expenditure programs and achieving greater
efficiency fn providing public services will be crucial, the main way that net
public saving needs to be raised is by strengthening resource mobilization.
This is especially important in view of the considerable uncertainty regarding
oil revenues and the growing budgetary burden of external debt. So far, the
principal focus of public resource mobilization has been on implementation of
the 1983 non-oil tax reform. Although there remains significant potential to
raise revenues by imprcving tax administration, the revenue base will need to
be broadened by strengthening local government finances and improving the
efficiency and financial performance of state enterprises.

1.43 The sharp decline in the private saving rate reflects in part the
slowdown of economic growth. In addition, private consumption was protected
through policies such as subsidized liquidity credits, budgetary subsidies and
relatively low effective tax rates. These policies led households to perceive
the riduction in domestic income resulting from external shocks as largely
transitory. Consequently, the burden of adjustment to a lower level of income
has fallen disproportionately on savings. Another factor causing a decline in
the private saving effort was the slowdown of economic growth. However, an
offsetting factor for household saving has been the increase in real interest
rates.

1.44 Given the large loss of national income during 1982-86, the
Government was legitimately concerned with softening the blow to household
consumption. With the encouraging recent upward trend of national income, the
policy focus now needs to move towards raising the savings rate by phasing out
budgetary subsidies and liquidity credits and by increasing the effective tax
rate through improved tax administration.181 The implementation of the
Government's resource mobilizatior. program for the 1989/90 Budget will be an
important step in this regard. Concerning recovery of the household saving
effort, higher economic growth will have a positive impact. More efficient
and enhanced financial intermediation could also be expected to lead to a
higher household saving rate. Regarding private business saving, to the
extent there has been a transitional loss because of ongoing adjustment to
structural reforms, this could be expected to be offset by gains in efficiency
once the adjustment process is completed. Thus, the profitability of export-
related activities will eventually lead to an increase in the business saving
rate, as reinvestment and expansion come on stream.

18/ Econometric analysis indicates that the permanent income hypothesis helps
to explain household consumption (saving) behavior in Indonesia. Once
households realize that these are permanent policy changes, perceived
permanent income will decline, causing a reduction in consumption.
Private savings will fall, but by less than the expansion in government
savings, resulting in an increase in domestic savings.
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1.45 The appropriate management of domestic interest rates is of critical
importance. The deregulation of interest rates has increased private savings
and improved the efficiency of use of financial resources; but continued high
real lending rates may adversely affect private investment over the medium
term. Although this may pose a short-term policy dilemma, the trade-off is
more apparent than real over the longer term. As noted earlier, in view of
the open capital account, monetary policy cannot sustain low interest rates
which are independent of foreign interest rates and expected depreciation of
the domestic currency. Even so, it is not obvious that the open capital
account will necessarily lead to very high real interest rates over a long
period of time. The open capital account will have adverse effects on
domestic interest rates only if the Government fails to ensure macroeconomic
stability and thereby undermine confidence in its ability to maintain a stable
exchange rate. In the past, the need to reduce the Indonesian economy's
dependence on oil necessitated large currency devaluation. As further
progress is made in this regard, the non-oil current account deficit and
inflation trends will domiuate exchange rate adjustments. Consequently, the
ability to ensure macroeconomic stability will also help to stabilize domestic
interest rates.19/

Strengthening Strictural Reforms

1.46 To sustain higher growth over the medium term, it will be necessary
to strengthen the ongoing program of structural reforms. A key aspect of this
is the incentive framework and the regulatory environment underlying
production and support services. As noted, the Government expects the private
sector to play a more dynamic development role than in the past and to support
this strategy major changes in incentive policies and the regulatory framework
have been initiated. Many of these reforms have already been implemented and
their benefits are being reflected in economic behavior (e.g., the surge in
non-oil exports and the higher pace of real growth and private investment).
Some of the reforms, especially those initiated in 1988, are still in the
process of being implemented. At the same time, the Government will also need
to push ahead with new reforms to consolidate past gains and to break through
in areas where progress has been less visible. The major policy issues to be
addressed over the next few years include: (a) trade policy; (b) the
regulatory framework for private domestic and foreign investment; and
(c) transport and financial support services.

1.47 Regarding trade policy, further removal of non-tariff barriers and
rationalization of tariff rates will be necessary to sustain the non-oil
export momentum. Similarly, further simplification of the legal and
regulatory framework will be essential to encourage private investment. To
bring greater transparency in investment licensing, the Government has
recently converted the DSP list into a short negative list. For the future,
it will be important to reduce foreign ownership and land-usage restrictions,
and remove marketing restrictions. A major overhaul of local-level
regulations is also needed. To ensure that private enterprises in the
productive sectors fully benefit from these changes, concurrent progress in
removing transport and financial sector constraints will be essential. In
transport, following implementation of the recent maritime reforms, the next

19/ The trade-off issue becomes important only if international interest rates
are unstable, as in 1978-80.
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priority is to tackle the regulatory Impediment in the road subsector.
Regarding the financlal sector, the Government is working sD ensure that the
receut financial reforms are well implemented, and supported by complementary
improvements in bank supervision. The next task will be to streamline the
regulatory framework for banking, insurance and pension funds and strengthen
the institutional arrangements for prudential regulation. The Government also
intends to reduce substantially the role of Bank Indonesia's subsidized
credit. While deregulation is critical to enhance economic efficiency and
improve incentives, appropriate regulations are required to safeguard the
national interest on matters such as environment, protection of
infrastructure, public safety, property and user rights. A detailed analysis
of the ongoing regulatory reforms and suggested agenda for follow-up actions
is contained in Chapter 3.

1.48 A second aspect of structural reform concerns the changing role of
the public sector. Supported by oil earnings, the public sector played a
major development role in the 1970s and the early 1980s by financing a large
expansion in infrastructure and social services and also by directly engaging
in many production activities (in manufacturing, agriculture and services).
The slowdown in oil revenues and the growing burden of external debt service
payments have necessitated a reduction in the economic role of the public
sector. This, in turn, has led to the challenge to redefine public
expenditure priorities and to lower the cost of public sQrvices. Moreover,
the move towards deregulation suggests that the role of .he bureaucracy nesds
to change to respond to the new deregulated policy environment. Although the
Government has made good progress in redefining broad expenditure priorities,
as reflected in a greater focus on O&M, infrastructure and human resource
development, there remains a need to strengthen expenditure priorities at the
sectoral level and to improve the planning and budgeting framework for public
expenditure management. Even more importantly, there appears to be
substantial scope for lowering the cost of public services, raising service
quality and ensuring better targeting. Key issues include: appropriate
pricing of public services, public enterprise management, and the appropriate
division of responsibilities between central and local level governments.
Finally, a long-term development challenge would be to reform the civil
service in order to support the deregulation and decentralization programs
which are underway. Chapter 4 examines these issues in greater detail.
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CHAPTER 2

MACROECONOMIC FRAMEWORK FOR GROWITH AND STRUCTURAL CHANGE

A. Introduction

2.01 The analysis in Chapter 1 showed that the Government's strong
adjustment effort has prepared the ground for strengthening the development
momentum during the 19909. The significant reduction in financial imbalances
and lower dependence on oil/LNG resources have increased the resilience of the
economy to external shocks. Furthermore, the series of structural reforms
undertaken since 1985 will play an important role in supporting higher
economic growth without jeopardizing financial stability over the medium term.
Indeed, the higher pace of expansion of non-oil exports, private investment
and non-oil GDP during the two past years give a strong signal that the
Indonesian economy is fast moving towards recovery. Nevertheless, big
challenges remain for the 1990s. First, a large pool of Indonesia's work
force is currently engaged in low productivity, low earnings employment and
there are many educated unemployed in the urban areas looking for jobs. On
top of this, some 2.3 million new workers are expected to enter the labor
market each year during the 1990s. A key task is to provide productive jobs
to the new entrants and those unemployed, while also raising the real earnings
of workers employed in low-return pursuits. Second, the Government must
regain momentum in its poverty alleviation effort to ensure that the
development process does not bypass the under-privileged. Third, continuous
efforts will be necessary to develop and enforce mechanisms for protecting the
environment, to ensure that growth pressures do not compromise the long-term
sustainability of development. These tasks will have to be accomplished
against the backdrop of an uncertain external environment and the need to
lower the large burden of foreign debt payments.

2.02 Recent progress with policy reforms provides a clear signal of the
Government's serious endeavors to tackle these imperatives. Even so, there
are many important areas where follow-up steps and new actions will be
essential. This chapter analyzes policy issues relating to the macroeconomic
framew4rk, public resource mobilization and the external debt strategy. A
discussion of medium-term prospects based on key macroeconomic policies and
illustrative projections is contained in Section B. Thnis is followed in
Section C by a more detailed review of policy options for public resource
mobilization. Finally, Section D focuses on issues concerning the external
debt strategy, which is consistent with the medium-term macroeconomic
framework.

B. Medium-Term Macroeconomic Framework

The External Environment

2.03 By reducing the relative dependence on oil, the Government's
adjustment program has brought about a significant improvement in the
economy's capacity to withstand external shocks. Nevertheless, oil still
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remains the largest source of export earnings and government revenues.
Moreover, trade deregulation and the focus on export promotion have increased
the openness of tne economy. So, world economic events will continue to have
a major impact on Indonesia's development momentum. Table 2.1 summarizes the
key external assumptions underlying Indonesia's medium-term prospects as
reviewed in this section.

Table 2.1: SELECTED INDICATORS OF INTERNATIONAL ECONOMIC ACTIVITY, 1988-2000

Growth rate (Z p.a.)
Estimated Projected /a 1988- 1990- 1995-

1988 1989 1990 1995 2000 1990 1995 2000

Economic activity
OECD growth (7 p.a.) 4.0 2.0 2.3 3.0 3.0 2.2 3.0 3.0

Price indices (1985=100)
Commodity prices in
constant dollars Lb 84.8 78.7 77.1 81.8 81.2 -4.6 1.2 -0.1

Manufacturing unit *-alues
in current dollars 140.7 149.5 151.7 183.0 226.6 3.8 3.8 4.4

Oil prices (US$/barrel)
In 1985 dollars Jc 10.7 10.4 10.9 12.0 13.4 1.0 1.9 2.2
In current dollars 15.1 15.5 16.6 22.0 30.4 7.0 5.8 6.7

Interest rates (Z)
LIBOR Id 8.0 8.5 8.4 6.9 6.7
Real interest rate Ie 4.2 3.1 2.8 2.4 1.7

/a End of period.
/b Nominal price index for 33 commodities (excluding energy) deflated by the

World Bank's manufacturing unit value (MUV) index.
Ic Deflated by MUV index.
/d Six-month London Interbank Offered Rate.
Ie LIBOR deflated by the change in the US GNP deflator.

Source: World Bank staff estimates.

2.04 Economic activity in OECD countries was more buoyant than expected
during 1988, fueled by rapid investment growth. Private sector confidence
improved due to a smooth recoveLv from the financial crisis in October 1987
and the more stable financial and exchange market conditions that prevailed
during most of 1988. But higher growth also heightened fears of inflation,
prompting monetary authorities in several countries to tighten monetary
expansion. This in turn caused nominal interest rates to rise. In the near
term OECD growth is expected to fall, reflecting a slower pace of investment
and some further monetary tightening. But with concerted efforts to reduce
external and internal imbalances in the large industrial countries, OECD
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economic activity is projected to recover to 3.0Z p.a. over the medium term.
Also, lower fiscal deficits in the United States will allow a decline in
nominal interest rates during the 1990s.

2.05 Regarding oil prices, there is still considerable uncertainty over
short-term prospects. Oil prices plunged in mid-1988, falling to a low of
$11.2/barrel during October, due to excessive stock build up and over-
production in the OPEC countries. Following a new round of OPEC agreements, a
pick up in winter demand, and a series of temporary supply disruptions, oil
prices have recovered noticeably in recent months, with Indonesian crude
priced above US$18/barrel for April contracts. Given the scope for increased
supplies of oil and the expected slowdown in OECD growth, it is unlikely that
the current high prices can be sustained. Nevertheless, the present outlook
is that the average price will grow to about US$15.5/barrel during 1989/90,
half a dollar higher than the average price in 1988189. The subsequent trend
remains favorable with real oil prices rising by 2.1Z p.a., reflecting a
higher pare of world economic growth and a greater share of OPEC oil in the
world market. Evetn so, the projected oil price in the year 2000 remains less
than 502 of the peak levels reached in the early 1980s.

2.06 The short-term outlook for non-oil commodity prices is mixed. Prices
of coffee, timber and tin are expected to increase while prices of palm oil,
rubber and copper are projected to weaken. Over the medium term, prices of
most commodities are expected to improve, boosted by higher world demand.
Combined with growth in manufactured export prices, the u,on-oil terms of trade
is therefore projected to show a modest improvement in the medium term (see
Table 2.2). Including oil, the ovarall terms of trade grows by 2.72 p.a. over
the 1990-2000 period.

Table 2.2: INDONESIA'S TERMS OF TRADE, 1988/89-2000101
(1983-84 = 100)

1988/89 1989/90 1990/91 1995/96 2000/01

Export price index
Total exports 85.1 87.9 92.0 127.5 178.2
Non-oil exports 125.3 129.6 133.1 169.2 212.3

Imports price index
Total imports 124.4 129.0 133.5 157.3 197.5
Non-oil imports 123.7 128.3 132.6 156.0 196.0

Terms of trade index
Total 68.4 68.1 68.9 81.0 90.2
Non-oil. 101.3 101.1 100.4 108.5 108.3

Source: World Bank staff estimates.
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2.07 The projected world economic environment implies that the short-term
situation will remain difficults the terms of trade will improve modestly due
to higher oil prices, but a weakening of world demand and higher interest
rates will have adverse effects on non-oil exports and debt payments. For the
medium term, the terms of trade improvement will be sustained and the balance
of payments will be strengthened by higher world demand and lower interest
rates. These trends reinforce the importance of maintaining the adjustment
program over the next year or so, but they also suggest that the external
environment is likely to be supportive of Indonesia's development effort in
the 19909.

An Overview of the Medium-Term Framework

2.08 At the macroeconomic level, Indonesia's fundamental medium-term
imperative is to absorb the growing labor force at higher levels of
productivity at the same time that the debt service burden is reduced to a
more manageable level. Given the structure of Indonesia's labor markets, the
pace and pattern of economic growth will be the chief determinant of the
Government's ability to manage the employment challenge. A sustained recovery
of growth is also essential to bring about a meaningful improvement in the
external debt situation. It is estimated _hat the non-oil economy needs to
expand by 5-62 p.a. to absorb the labor force at rising levels of productivity
and income. In order to ensure that this higher growth path does not
compromise external stability over the medium term, it will be necessary to
reduce the current deficit further. A strategy to reduce the current account
deficit to about 11 of GNP by 1995 and keep it at around this level thereafter
will bring substantial improveesats in Indonesia's debt indicators including
the debt service burden.

2.09 To meet these goals, continued progress will need to be made on four
related fronts. First, the sources of growth during the 1990s will have to
focus on manufactured exports and non-rice agricultural production. Second,
the recovery in growth and investment will have to be achieved against the
backdrop of a more constrained resource situation, because of lower oil prices
and the overhang of external debt. There must continue to be concerted
efforts to increase efficiency and resource mobilization in the non-oil
economy. Third, with reduced receipts for oil, the Government will not be
able to play the same role as in the past in investment and employment
creation. The private sector will have to play a much greater role in the
creation of productive capacity. And fourth, it will be important to lower
the cost of public services and ensure better targetting by improving the
allocation of public spending, instituting better cost recovery policies and
improving public sector management, including a reform of the civil service.

2.10 These challenges are well recognized by the Government and reflected
in REPELITA V. The Plan's key economic and social objectives include a
recovery of economic growth from 4Z p.a. during REPELITA IV to at least 5S
p.a., provision of productive employment to a growing labor force, and a
lowering of the incidence of poverty. At the same time, the Plan aims at
reducing the debt service burden significantly. To reconcile the social goals
with the objective of financial stability, the Plan aims at strengthening non-
oil resource mobilization, stimulating the private sector and improving the
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allocation of public spending. To support the changing roles of the public
and private sectors, public expenditure is to be focused on O&M, the provision
of infrastructure and improving human resources; most of the growth in direct
production activities is anticipated to come from the private sector.

2.11 The immediate task ahead is to restore stability while accelerating
investment. The restoration of internal and external stability will require
continued domestic austerity for another year or so. To achieve a lower
current account deficit and to phase out special external assistance, it is
important to: (a) maintain the austere stance of the 198o9C' Budget; (b)
preserve a competitive exchange rate through coordinated fiscal, monetary and
exchange rate policies; and (c) maintain strict control on all public external
borrowing.

2.12 Along with its stabilization efforts, the Government will need to
stimulate investment to provide the basis for a sustained recovery in growth,
with this investment directed towards labor-intensive, export-oriented
production, and based largely upon the private sector. In the short run,
special assistance from the donor community will help in maintaining the
investment rate. Over the medium term, the sustainability of the investment
and export drive will depend upon an increase in domestic savings to replace
foreign savings (and the fast-disbursing assistance in particular).
Consequently, considerable emphasis will have to be given to domestic resource
mobilization, particularly in the public sector. In parallel, it will be
necessary to continue with regulatory reforms to promote the efficiency of
resource use and remove the remaining impediments to private sector
development.

2.13 Proper management of the public investment program will be essential
to support economic growth, raise the efficiency of public investment and
avoid a crowding out of private investment. Significant increases in public
expenditure for O&M, physical infrastructure and basic social services will
clearly become necessary over the next five years. But at the same time, care
has to be taken to avoid an overly ambitious public investment program, as
this could run into major project implementation constraints, could create
pressure to select low-priority projects and also risk a crowding out of
private investment.

Medium-Term Projections

2.14 Economic growth. Based on the external environment described above,
our illustrative projections of key indicators of Indonesia's medium-term
prospects are contained in Table 2.3. The pace of economic growth continues
to recover in 1989 even as further reductions of the balance of payments and
fiscal imbalances are obtained. The sustained recovery of the non-oil economy
to 6-6.5Z p.a. during the 19908 is fueled by gains in factor productivity
resulting from structural reforms and a strong inveatment effort. For the
longer term, the contribution of the oil sector will decline, with falling
crude production projected from the early 1990s.l/ This reduces the average
growth of total GDP to 5-5.51 p.a. over the next decade.

1/ Oil production (crude and condensate) is assumed to peak at 1.40 million
barrels per day (MBD) in 1989-90 and then decline in the 1990s.
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Table 2.3: SELECTED ECONOMIC INDICATORS, 1981-2000

Actual Projected
1981-88 1988-90 1990-95 1995-2000

Average real growth rates (2 p.a.)
Gross national income (GNY) 1.8 5.2 6.1 6.3
Gross domestic product (GDP) 3.3 4.9 5.2 5.7
Non-oil GDP 4.3 5.7 6.2 6.6
Non-oil exports /a 13.0 10.8 7.2 6.8
Non-oil imports /a -3.2 7.4 7.8 6.3
Fixed investment -0.5 7.8 8.9 6.7

- Public -2.0 5.1 7.7 5.7
- Private 0.7 9.7 9.7 7.3
Consumption 3.4 4.6 5.1 6.0

Growth rate of monetary variablest (2)
Broad money (M2) 25.1 15.4 14.2
Domestic credit 25.7 13.0 13.6
2rivate credit 28.0 13.6 13.0

Structure of the economy (2) /b
Non-oil manufacturing/GDP /c 9.5 10.3 12.5 14.9
Non-oil exports/non-oil imports /d 90.3 92.3 97.2 99.8
Public savings/GDP 6.0 6.9 8.9 8.9
National savings/GDP 19.8 20.9 25.0 26.5
Fixed investmentlGDP 20.3 21.4 24.6 25.4
Private fixed investment/total fixed
investment /c 56.9 59.0 61.2 63.1

Consumption/GDP 74._. 74.3 71.3 70.9

Macroeconomic balance (2) lb
Current account,GNP -2.5 -2.1 -1.0 -0.6
Non-interest current account/GNP 2.1 2.3 1.8 1.2
Overall public sector balance/GDP -3.4 -2.7 -1.2 -1.0
Public sector primary balance/GDP -0.1 0.2 0.8 0.3
MLT debt service/exports 36.3 34.4 23.8 17.1
MLT debt/exports 220.8 204.0 151.7 109.6
MLT debt/GNP 64.7 60.6 46.6 33.2

Memo items:
Nominal deposit rate (2 p.a.) 17.6 le 13-14 11-12
Nominal lending rate (2 p.a.) 21.5 /e 15-16 13-14
Domestic inflation rate (2 p.a.) 8.4 6-7 6-7
ICOR 5.2 /f 4.3 4.3
Labor force growth rate (2 p.a.) 2.9 /e 2.7 2.5
Employment elasticity 0.6 le 0.5 0.4

/a Goods only.
lb End of period; in current prices.
/c In constant 1983 prices.
/d Goods only; in current dollars.
/e End of period.
/f Average for 1986-88.

Source: World Bank staff estimates.
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2.15 External balance. The encouraging non-oil export performance over
the past two years allowed Indonesia to progress towards economic recovery
even as lower oil earnings and larger debt service payments exerted
considerable pressure on the balance of payments (see Table 2.4). Despite
these adverse factors, the Government was able to contain the current account
deficit to US$1.9 billion (2.52 of GNP) in 1988/89. In view of the
considerable uncertainties in the world economic environment and the need to
reduce the external debt burden, a cautious management of the balance of
payments over the next two years will be necessary. As noted, this will
reouire continued budget austerity, maintenance of a competitive exchange
rate, prudent monetary management and maintaining strict control over public
external borrowing. Accordingly, in Table 2.5, the current account deficit is
projected to decline to US$1.8 billion (2.12 of GNP) in 1989/90 and
US$1.7 billion (1.9Z of GNP) in 1990/91.

2.16 Over the medium term, the assumed pace of economic growth along with
the ongoing trade deregulation drive will cause non-oil imports to expand by
about 7Z p.a. in real terms. On the other hand, further improvements in the
current account deficit are necessary to bring down the debt service burden to
a more manageable level. To reconcile the growth and external targets, non-
oil exports will have to grow in real terms by about 102 p.a. over the next
three years and 7Z p.a. during the remainder of the 1990s. Given the external
environment, this will need the real exchange rate to be maintained at its
present competitive level. This is an essential prerequisite; complementary
policies to build necessary supply capacities, especially in the manufacturing
sector, and to reduce the domestic cost of production through continued
deregulation measures in transport and financial sectors will also be
important.

2.17 Medium-term prospects for Indonesia's non-oil exports, especially
manufactured exports, are bright.2/ Recent experience shows an important
shift in the composition of non-oil exports; the share of manufactured exports
in total non-oil exports grew from only 16Z in 1981/82 to 512 in 1988/89.
Until 1986/87, much of this increase came from growth in the two largest
manufacturing subsectors: textiles and plywood. Since then, the rise in the
share of manufactured exports has resulted from a diversification of the
manufacturing export base. Domestic policies are critical to the development
of these other manufactured exports because Indonesia's share of the world
market for most manufactured products (excluding plywood and textiles) is very
small. For other exports, world demand and trade policies in industrial
countries will also be important determinants. Assuming that there is no
significant increase in the current world trade protection regime, the
projected pace of world demand in Table 2.1 should be adequate to support the
required growth of non-oil exports at a constant real exchange rate.

2.18 The expansion of non-oil exports coupled with some improvement in the
terms of trade will allow Indonesia to sustain a recovery of the non-oil
economy to 62 p.a. during the early 1990s, rising further to 6.52 p.a. in
later years. At the same time, the current account deficit will continue to
decline, falling to 12 of GNP by 1995/96 and to 0.62 of GNP by 2000/01. The
non-interest current account will remain in surplus throughout the projection
period. The implication of these trends for external financing requirements

2/ A detailed review of recent non-oil export performance is provided in
Annex 1.
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Table 2.4: BALANCE OF PAYMENTS, 1988/89-2000/01
(US$ billion at current prices)

Estimate Proiections
1988/89 1989/90 1990/91 1995/96 2000/01

Merchandise exports (fob) 19.8 21.4 23.8 38.2 61.2
Oil & LNG 7.7 7.6 8.2 10.1 12.2
Non-oil 12.1 13.8 15.6 28.1 49.0

Merchandise imports (cif) -15.5 -17.5 -19.4 -32.4 -54.7
Oil & LNG -2.1 -2.2 -2.5 -3.5 -5.6
Non-oil -13.4 -15.3 -16.9 -28.9 -49.1

Trade balance 4.3 3.9 4.4 5.8 6.5

Oil & LNG 5.6 5.4 5.7 6.6 6.6
Non-oil -1.3 -1.5 -1.3 -0.8 -0.1

Non-factor services (net) -1.8 -1.6 -1.6 -2.0 -2.0

Interest payments (MLT) -3.0 -3.1 -3.2 -3.5 -3.9
Other factor services (net) -1.7 -1.3 -1.7 -2.2 -2.6
Official transfers 0.3 0.3 0.4 0.5 0.6

Current account balance -1.9 -1.8 -1.7 -1.4 -1.4
Oil & LNG 3.0 3.2 3.2 3.4 2.4

Non-oil. -4.9 -5.0 -4.9 -4.8 -3.8

Public MLT loans (net) 2.7 1.8 1.8 1.5 1.6

- Disbursements (7.1) (6.5) (6.6) (6.2) (7.0)
- Principal repayments (-4.4)1a (-4.7) (-4.8) (-4.7) (-5.4)

Other capital (net) -1.6 0.9 1.3 1.8 2.3

Use of foreign assets 0.8 -0.9 -1.2 -1.7 -2.1

Memo items
Official reserves (net) 5.4 6.4 7.5 14.9 25.1

- Month of imports 3.7 4.0 4.2 5.0 5.0

Total not foreign assets 10.0 10.9 12.1 18.9 28.4
Current account/GNP (Z) -2.5 -2.1 -1.9 -1.0 -0.6
Non-interest current
account/GNP (X) 2.1 2.3 2.3 1.8 1.2

/a Includes prepayments of US$341 million.

Source: World Bank staff estimates.
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and external debt management are discussed in Section D below. In brief,
Indonesia will continue to require untied concessional assistance, but at
declining levels, in order to finance the current account deficits for the
next three years. For the medium term, rather conservative estimates are used
of external borrowing capacity and reserve requirements, to provide
flexibility to respond to external shocks without unduly disrupting economic
growth (see para 2.30). Given the projected growth in non-oil exports and the
terms of trade outlook, the MLT debt service to exports ratio declines from
362 in 1988 to 24T in 1995 and to 172 by the year 2000 (see Table 2.3).
Similarly, the MLT debt/exports and MLT debt/GNP ratios show considerable
improvement, indicating the reconciliation of economic growth and external
balance targets. Furthermore, net official reserves are gradually built up to
reach five months of imports by the mid-1990s and then held at that level
throughout the remainder of the projection period.

2.19 Internal balance. The projected reduction in the current account
deficit will require an increase in domestic saving over investment. On the
other hand, ever. allowing for substantial gains in economic efficiency, the
rate of fixed investment will need to expand from 202 of GDP currently to 25?
of GDP by 1995 to support the projected growth target. These trends imply
that investment and saving will have to grow faster than output and
consumption. To achieve the projected expansion of private investment by
10? p.a. during 1990-95 and 7? p.a. thereafter, it will be essential to
improve profitability of private investment by improving the business
environment. This will require further progress with deregulatory reforms in
trade, domestic and foreign private investment, and transport. Furthermore,
the real lending rate will need to be brought down by reducing the cost of
financial intermediation through implementation of the ongoing financial
sector reforms and by -ontinued prudent macroeconomic management, which will
enhance confidence in the Rupiah. The projected decline in world interest
rates will also help to lower lending rates by reducing the deposit rate.
Regarding private saving, despite lower deposit rates, the household saving
rate will improve from the recovery of economic growth, while business saving
will respond positively to higher profitability. However, these factors alone
will not be adequate to achieve the required increases in national saving and
investment rates. Fiscal policy will therefore have to play an active role.

2.20 The main task for fiscal policy will be to improve the allocation of
public spending, increase public investment in priority areas and further
reduce fiscal deficits. This will entail a strong resource mobilization
effort, cutbacks in budgetary subsidies, restraint on public consumption
expenditures and a careful manu;ement of the public investment program. The
projections assume that total non-oil revenues (including of the local
governments) will grow from 14? of non-oil GDP in 1988/89 to 172 by 1995/96.
This will need a strengthening of the non-oil tax effort, greater cost
recovery from public services and better economic and financial performance of
public enterprises. Except for O&M, other non-interest current expenditures
will have to be restrained. Based on these measures and the higher projected
oil prices, the public saving rate will grow from 6.0? of GDP to 9.0? by 1995.
This improved saving performance will allow public investment to expand by 8Z
p.a. during 1990-95 and 6? p.a. thereafter. The public sector deficit will
fall to 1.2? of GDP by 1995 and the primary balance will remain in surplus
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throughout the projection period.3/ The projected pace of public investment
and underlying fiscal deficits are also consistent with inflation, private
saving and investment targets.4/

2.21 The composition of public investment and the way public resources are
generated will have important implications for the consistency of fiscal
policy with private saving and investment. The public investment effort will
need to be focused on basic infrastructure (power, roads, irrigation and
telecommunication) and essential social services (health, basic education,
water supply, kampung improvement and family planning). These services are
largely complementary rather than competitive with private activities and they
therefore will have a positive effect on the private investment rate.
Regarding public resource mobilization, most of the additional revenues from
non-oil tax sources will need to be obtained from better administration of
existing regulations, especially concerning taxes on income and consumption
(income tax and the value added tax). Similarly, a greater reliance on cost
recovery from public services and policies for efficiency improvements 4n
public sector enterprises will be important to reduce private consumpti n more
than saving. On the whole, the public resource mobilization drive will need
to be managed so as to have only a small negative effect on private saving,
with most of the incidence falling on private consumption.

2.22 Implications for employment. The factors that contributed to rapid
growth during the 19708 and early 1980s--oil exports, rice and import-
substituting manufacturing--will not provide the same support to growth in the
1990s. Oil production already is on a declining trend and its contribution to
GDP will continue to fall throughout the 1990s. The demand for rice will grow
slower than in the past; at the same time, the growing land and water resource
constraints on Java will make it progressively difficult to sustain a rapid
expansion of rice output. Similarly, the scope for more effLcient import
substitution in manufacturing is very limited. Moreover, the large loss of
oil revenues has severely constrained the public sector's capacity to
stimulate growth through expenditure programs. Accordingly, the new forces of
growth will have to be non-oil exports, especially manufactured exports, and
non-rice agricultural production, supported by responsive private investment
and complementary public investment in essential infrastructure. As noted in
Chapter 1, the Indonesian economy has already started to undergo this process
of structural transformation. Further progress in this regard will be
necessary to achieve the growth and employment objectives.

31 The projected growth rate of public investment is appropriate in view of
the large cutbacks over the past few years and the need to support non-oil
exports, private investment, employment and poverty alleviation over the
medium term. As private investment is projected to grow even faster, this
still results in a fall in the share of public investment, from 43Z in
1988 to 372 by 1995.

4/ This consistency check is done by undertaking a monetary programming
exercise which ensures that the private sector's credit requirements are
consistent with money and total credit expansion implied by the inflation
and balance of payments targets. Credit to the public sector is the
balancing item, which then defines sustainable fiscal deficits.
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2.23 At the sectoral level, the manufacturing sector's omntribution to
output and employment will have to be substantially increased. The most
promising route to sustaining high growth of output and employment in the
manufacturing sector is to enhance profitability in efficient export
industries, since these industries are relatively labor intensive and have the
best market prospects. The projected acceleration of the sector's real growth
to over 9S p.a. in the 1990s (see Table 2.5) assumes that an appropriate
policy framework will be put in place to boost manufactured exports. The
agriculture sector's contribution to GDP is expected to decline steadily
during the 19908. Even so, given agriculture's dominance in employment and
output, it will continue to play a central role in sustaining economic
activity and absorbing labor over the medium term. The slower pace of rice
output expansion than in the 19709 will pull down agriculture's growth
performance, but with concerted efforts to stimulate production in non-rice
food crops, smallholder tree crops and non-food farm activities, especially in
the Outer Islands, an overall growth rate of 3.5? p.a. can be sustained.
Regarding infrastructure, the projections assume rapid growth in power and
transport activities (11? and 72 p.a. respectively). Adequate expansion of
these services will be essential to support growth in manufacturing and
agriculture. Other services, being demand driven, are projected to grow in
line with the expansion of the non-oil economy.

Table 2.5: GROWTH AND COMPOSITION OF GDP, 1988-2000

Growth rates (? p.a.) Share in GDP (1)
Estimate Projected Estimate Prolected
1981-88 1988-90 1990-2000 1988 2000

Non-oil GDP 4.3 5.7 6.4 80.8 90.1
Agriculture 2.9 3.5 3.5 23.2 18.8
Manufacturing 5.2 9.0 9.4 9.5 14.9
Services, etc. 5.0 6.0 6.8 47.7 56.4

Oil/LNG 0.1 2.9 -0.7 19.2 9.9

Total GDP 3.3 4.9 5.4 100.0 100.0

Source: Central Bureau of Statistics and World Bank staff estimates.

2.24 The projected pace and pattern of real growth coupled with
complementary specific employment policies will allow Indonesia to absorb its
expanding labor force at a higher level of productivity than in the past
(Table 2.6). Because of the flexible nature of Indonesia's labor markets, the
policies for growth and employment are largely complementary. Apart from the
macroeconomic policy framework reviewed above, sectoral policies aimed at
improving private sector incentives will need to be strengthened and
sustained. This entails continued progress on trade and industrial
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deregulation, removal of price controls and regulations inhibiting efficient
diversification of agricultural production, continued efforts to improve the
availability and affordability of industrial finance and a carefully designed
public investment program to support private investment. In addition,
specific measures will be needed to improve labor absorption in the services
sector, boost employment prospects in the Outer Islands and improve the
quality of the labor force. Of particular importance in this regard are the
Government's programs for funding OM, supporting smallholder tree crop
development, developing rural infrastructure and improving the quality of
education, reducing fertility and improving family health. It will also be
important to ensure that policies do not unintentionally discourage employment
(e.g., by hindering informal activities or subsidizing farm mechanization).

Table 2.6: PROJECTED EXPANSION OF EMPLOYMENT AND LABOR PRODUCTIVITY

1990-2000 Share of Average labor
Annual employment productivity

increment Growth rate (Z p.a.) (Z) (Rp.million)/b
(million)/a Value Added Employment 1986 2000 1986 2000

Agriculture 0.58 3.5 1.3 55.1 46.5 0.5 0.7
Manufacturing 0.61 9.4 6.6 8.2 13.2 1.2 2.0
Construction 0.18 7.0 6.0 2.8 4.3 2.4 2.7
Services, etc. 0.92 6.7 3.0 33.9 36.0 1.4 2.0

Total non-oil 2.28 6.4 2.6 100.0 100.0 1.0 1.5

/a The projections of labor force and employment are based on the 1986 S&KERNAS
data. The levels of labor force and employment recorded in 1986 SAXERUAS
are much higher than the levels used for projections in the last yearas
Economic Report. Accordingly, the projections of the annual increment %o
the labor force during the 19909 shown here are higher than projected
previously.

/b At 1983 prices.

Source: World Bank staff estimates.

2.25 Implications for public investment priorities. The projections
showed that an 82 p.a. real increase in public investment over the 1990-95
period is consistent with the non-oil GDP growth target and sustainable fiscal
deficits. A faster growth of public investment would risk crowding out private
investment, which needs to be avoided. The composition of public investment
will also have a major impact on private investment and employment prospects.
In general, public investment will need to be focased on: (a) services which
are largely complementary to private investment; (b) supporting activities
that promote non-oil exports and employment; and (c) the development of human
resources and poverty alleviation.
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2.26 The investment priorities reflected in the Government's recent
development expenditures indicate that such considerations have been used as
guiding principles. As shown in Table 2.7 the largest share of development
expenditure has been devoted to infrastructure and production support services
(roads, power, irrsgation network, port facilities, telecommunication, water
resource manegement, agricultural extension and other agricultural support
services). These services are generally complementary to private investment
and crucial for the expansion of non-oil exports and employment. The second
largest share went to the development of human resources and basic social
services (education, health, water supply, housing and family planning). Most
importantly, budgetary funding of investment in direct production activities
(manufacturing, mining and estate crops) has been shrinking. REPELITA V
allocations show that the Government intends to further strengthen this trend
over the next five years. Similar trends are assumed in our projections.

Table 2.7: COMPOSITION OF DEVELOPMENT EXPENDITURE, 1979/80-1993194 /a
(Z of total)

REPELITA III REPELITA IV REPELITA V
Actual Actual /b Plan

1979/80-1983/84 1984/85-1988/89 1989/90-1993/94

Infrastructure and production
services 45.7 49.2 51.4
Human resource development
and basic social services 22.9 26.1 32.2
Direct production /c 22.1 10.7 9.9
General services 9.3 14.0 6.5

Total 100.0 100.0 100.0

/a Excludes defense and fertilizer subsidy.
/b Budget figures for 1988189.
Ic Includes: industry, mining and tree crops.

Source: Ministry of Finance and World Bank staff estimates.

2.27 In addition to ensuring that intended priorities are reflected in
actual spending, care has to be taken that spending within sectors and between
programs are consistent with stated objectives. Given the Government's
objectives for REPELITA V, important considerations in the design of the
public investment program include: an appropriate balance between O&H,
rehabilitation and new capacity; more equitable regional distribution of
public investment (especially to accommodate the faster growth of the labor
force in the Outer Islands); targeting for poverty alleviation; the scope for
private provision of public services; and avoidance of large capital-intensive
projects. Selection of projects should be based chiefly on economic rates of
return, with appropriate allowance for social considerations (in line with
stated objectives) and project implementation constraints. A review of public
investment issues is provided in Chapter 4.
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Risks and Uncertainties in Prospects

2.28 In general, Indonesia's medium-term prospects described in Table 2.4
could be adversely affected by three types of risks: (a) deterioration in the
external environment; (b) inability to secure the external financing needed to
underpin the adjustment program; and (c) slower pace of domestic reforms. The
Government's record on economic management, including ongoing reforms, and the
exceptionally, strong support that these efforts have received from donors
suggest that the risks of domestic policy slippage and underfunding of the
adjustment program are relatively low for Indonesia. The most significant
risk arises from the external environment. Given its structure and openness,
Indonesia is vulnerable to an array of external. factors including oil prices,
other commodity prices, world trade, interest rates and exchange rates. The
existence of these uncertainties underscores the need to sustain the policy
reform momentum and to maintain a prudent external borrowing strategy.

2.29 Policy reforms and donor support. Indonesia's medium-term prospects
are sensitive to assumptions concerning efficiency gains, resource mobilization
and donor support (as outlined in Section D below). If structural reforms and
resource mobilization efforts were less effective than envisaged, the recovery
of economic growth and ability to support poverty alleviation programs both
would be adversely affected. Economic growth would be lower than projected
because of a smaller contribution of factor productivity improvements to growth
and also due to a lower investments rate. A slower pace of structural reforms
would constrain the pace of improvement In the business climate thereby slowing
down the recovery of private investment. Similarly, the public sector's ability
to finanice required investments for developing the economic infrastructure and
supporting poverty alleviation programs would be constrained by lower domestic
resources, and a decline in official assistance as well as limited scope for
additional commercial borrowing resulting from less satisfactory policy
performance. The end result would be a lower growth path of per capita
consumption, stagnant labor incomes and inadequate progress with poverty
alleviation. This illustrates the importance of continuing with the
Government's structural reform program and domestic resource mobilization
effort.

2.30 Adverse external environment. The most important risks are the
possibility of a large drop in oil prices and & further decline in the US Dollar
in combination with higher international interest rates. To a limited extent, a
loss of resources can be offset by drawing on the country's external reserves
and pipeline of commercial credits. But any major deterioration in the reserve
position, or increased recourse to commercial borrowing could undermine
confidence in the adjustment process. Therefore, in the event of an unexpected
exterral shock, it would be important to move quickly to ensure that the current
account deficit remains within manageable limits. Adjustment to the new
external environment would require an acceleration of economic reform, as well
as renewed stabilization efforts. A depreciation of the real exchange rate and
tightening of monetary and fiscal policies would need to be accompanied by
additional measures to improve competitiveness and promote investment in the
non-oil tradeable sector. In the short term, economic growth would be lower
than projected. However, growth would recover over the medium term supported by
accelerated economic reforms. It is important that the donor community is ready
to support the Government's efforts with additional fast-disbursing assistance
as needed, to smooth out any transitional difficulties.
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C. Public Resource Mobilization

2.31 The public resource mobilization imperative reflects several
important considerations. First, as discussed in the context of the
macroeconomic framework, the reconciliation of the growth objective with
external balance will require further reductions in the fiscal deficit.
Second, the existing external debt burden absorbs 172 of total government
expenditure (3.32 of GDP), squeezing resources for other uses. Third,
additional resources are needed to finance adeqtaate levels of O&M in order to
improve the productivity of public infrastructatre and services. Fourth, to
support the recovery of economic growth and private investment, some expansion
of public investment for infrastructure development will be essential.
Finally, the Government's poverty alleviation effort has been constrained by
resource scarcity: additional resources are needed to address this key social
objective. Of course, redefinition of expenditure priorities and lower costs
of service delivery can and should contribute to the resource mobilization
drive. However, the scope for further expenditure cutbacks is limited.
Generally cautious fiscal management, even during the oil boom period, helped
Indonesi- contain government spending. Furthermore, following the slump in
oil prices, the Government implemented significant cutbacks in capital
spending causing total expenditure to fall to 202 of GDP in 1988/89. As shown
in Table 2.7, this level of government spending is now comparable to other
Asian countries.

2.32 Recognizing the importance of mobilizing non-oil tax revenues and to
improve the efficiency and equity of the tax system, the Government initiated
a major tax reform starting in January 1984. In response to the resource
mobilization objective, non-oil taxes of the Central Government as a
percentage of non-oil GDP have surged from 7.42 in 1982/83 to 10.82 in
1988189.5/ However, the non-oil tax effort is still significantly below those
in the ASEAN region (see Table 2.8). With continued progress to improve tax
administration, it would be possibl'e to increase revenues to 13-142 of non-oil
GDP by 1995/96. While better revenue performance of non-oil taxes will remain
a central element of the public resource mobilization strategy, the resource
base also needs to be broadened by strengthening local government finances,
improving the efficiency and financial performance of public enterprises, and
achieving greater cost recovery from public services in general. The
objectives of broadening the resource base and providing public services more
efficiently are interlinked. To lower cost and Improve service quality, the
Government intends to increase significantly the responsibility of local
agencies in the planning and implementation of public expenditure programs.
This will require a major effort to boost local government finances.
Similarly, greater cost recovery will induce more efficient use and will
improve the quality of service, by helping finance more adequate levels of
O&M. The remainder of this section reviews the issues of Central Government
non-oil tax effort, local government resource mobilization and public
enterprise finance. Cost recovery, public enterprise pricing and management
issues are discussed in Chapter 4.

5/ Taxes collected at the local level have remained between 0.7-0.92 of
non-oil GDP.
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Table 2.8: GOVERNMENT EXPENDITURE AND TAX EFFORT IN SELECTED
ASIAN COUNTRIES, 1981-1987 la

(Z of GDP)

ExPenditure Ratio lb Tax ratio Ic
1981 1983 1985 1987 1981 1983 1985 1987

ASEAN Region
Korea 17.1 17.5 17.7 17.0 15.7 16.7 16.0 15.3
Malaysia 46.9 40.3 35.1 35.0 17.0 19.7 17.0 13.1
Thailand 20.8 19.3 20.5 18.0 13.3 14.6 14.7 14.9
Philippines 12.7 13.6 13.6 16.1 10.3 10.4 10.0 12.1
Indonesia /d 22.1 22.2 22.6 20.7 7.2 7.3 8.4 9.4

Other Asia
Pakistan lSP.2 19.5 19.6 21.8 13.6 12.9 12.2 13.2
India 16.4 17.8 20.8 21.0 7.2 7.5 8.1 8.4
Bangladesh 18.3 19.1 17.3 19.1 7.4 6.7 7.1 7.0

/a Central Government only.
/b Excludes amortization payments.
/c Excludes petroleum revenues.
/d Non-oil taxes expressed as a percentage of non-oil GDP.

Source: World Bank Country Economic Reports and IMF International Financial
Statistics.

Central Government Non-oil Tax Effort

2.33 Taxes play a central role in financing government expenditures in
most countries. However, the level and composition of taxes vary widely,
depending upon the level of economic development, the size of the government
and the tax administrative capacity. Like government spending, taxes also
have important implications for economic activity and income distribution. An
excessively high tax burden, coupled with inefficient collection, can have
serious adverse effects on the private sector. Thus, care has to be taken to
keep taxes at a manageable level and to raise revenues as efficiently and
equitably as feasible. As noted, the tax burden in Indonesia is quite low and
there is significant scope for increasing the tax effort. The main issue is
to ensure that the disincentive effects of additional taxes on private
activity are minimal and that the tax burden does not make the poor worse off.

2.34 Apart from revenue mobilization, a key objective of the 1984 tax
reform was to improve the efficiency of the tax system. The tax base was
broadened by a substitution of the VAT for the sales tax and by a revamping of
the property tax. The reform also considerably simplified the tax structure,
relying on relatively low rates and allowing few exemptions and deductions.
Special tax incentives such as the investment allowance, tax holidays and
accelerated depreciation schemes were abolished. Furthermore, under the new
system, the tax obilgation is based on self-assessmenrt thereby reducing the
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burden of tax administration and opportunities for abuse. The 1984 tax reform
also attempted to ensure that the changes in taxation do not make the poor
worse off, primarily by placing low income households as far as posstble
outside of the tax net. Moreover, a greater degree of progressivity of the
tax system was sought through greater taxation of urban properties. better
assessment and collection of income tax, and increases in taxes on luxury
goods.

2.35 The impact of the reform on the tax structure is illustrated irn
Table 2.9. An important transformation wes achieved, with the structure
moving away from inefficient domestic production taxes (sales and excise

Table 2.9: INDONESIA'S TAX STRUCTURE, 1981182-2000101
(Z of total non-oil taxes)

Before reform After reform Proiected
1981182 1987188 1988189 1989190 1995196 2000101

Income and property
taxes 45.3 35.2 36.7 38.6 41.7 43.5
Value-added tax 16.4 /a 37.5 37.8 37.4 37.0 37.0
International trade taxes 20.5 12.5 11.3 10.6 9.8 8.0
Excise tax 16.8 12.3 11.7 10.7 8.8 8.8
Miscellaneous 1.0 2.5 2.5 2.7 2.7 2.7

Memo item:
Non-oil taxes (Z GDP) 5.5 7.6 8.8 9.8 11.8 11.5
Non-oil taxes (2 of
non-oil GDP) 7.2 9.4 10.8 12.0 13.6 13.0

/a Refers to sales tax prior to reform.

Sources Ministry of Finance and World Bank staff estimates.

taxes) to less distortionary VAT.6/ Although a lower growth of economic
activity and slow progress with tax administration have weakened the relative
contribution of income and wealth taxes, an improvement in performance has
taken place recently and there are good prospects for a further recovery
during 1989190. Indonesia traditionally has not used international trade
tAxes as a revenue instrument. Thus, as other taxes (primarily VAT) grew, the
share of trade taxes fell up to 1987/88. Since then, trade reforms causing a
shift from NTBs to tariff protection have resulted in significant increases in
revenues. As the focus of trade policy moves towards a rationalization of the
tariff structure, some efficient increases in revenues from international
trade taxes will result. Nevertheless, the Government does not intend to rely
on this as a revenue instrument. The medium-term projections assume that the

6/ Although the VAT is still not a true consumption tax, as in the developed
countries, it does avoid the cascading effects of a sales tax.
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increase in the tax ratio to 13-142 of non-oil GDP by 1995196 will be achieved
through a substantial growth in tax collection from income (personal and
cerporate) and property taxes. The relative contribution of the VAT will be
maintained, but the share of domestic production and international taxes will
fall further. The realization of the projected level and composition of taxes
will depend critically upon a strengthening of tax administration, especially
in regard to income and property taxes.

2.36 Tax administration. The importance of improving tax administration
was recognized by ti&e Government even from the start of the reform. Initially
progress was very slow, although there are now encouraging signs of a pick up
in effort. Political support for tax collection has also gained momentum, as
reflected in the 1989190 Budget speech by the President of Indonesia where he
declared that the tax effort was an "all-out struggle'. Steps to strengthen
tax administration have been initiated in most areas. First, as a result of a
tax registration campaign launched in August 1986, follow-up steps and some
progress with tax audits, there has been an increase in tax compliance (see
Table 2.10). Second, the Government took actions to improve the institutional
capacity to undertake systematic and efficient audits. The effort focused on
training specialized auditors and developing a comprehensive, computerized
audit selection system. Finally, the Government has also been trying to
tackle weaknesses in the tax collection and payments control system. For
example, a new payments control system has been devised which provides
computerized updates of incoming transaction documents and individual
taxpayers accounts. The system is already functioning in a number of Jakarta
district offices and a gradual centralization of payment control activities
for all of Jakarta is expected by the end of 1989.

Table 2.10: TAX COMPLIANCE INDICATORS, 1983-87 /a

No.of registered taxpayers ('000) Filing ratio lb
1983 1986 1987 1986 1987

Personal income tax /c 327.5 643.0 672.4 60.0 64.0

Corporate income tax 83.6 157.6 176.1 41.2 43.8

Value-added tax (VAT) n.a 69.7 79.4 41.6 45.3

la End of year figues.
Lb Ratio of filed returns to number of registered taxpayers.
/c Excludes personal income taxpayers on whose behalf personal income tax was

withheld and the withholding represented the final tax liability.

Source: Ministry of Finance.

2.37 These initiatives, especially in the field of audits, have resulted
in a significant increase in revenues from income taxes since 1986. For
example, some Rp. 300 billion was obtained from income tax audits between
January 1987 and June 1988. Given the self-assessment nature of the tax
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system, selective and effective audits will remain key prerequisites for
improving tax compliance and yields. While the current focus on income tax
will have to be maintained, the audit effort should be extended towards full
auditing of VAT returns.71 The effectiveness of audits also needs to be
ennanced by raising the quality and quantity of auditors. This will entail
improving the local audit training program, focusing on the relevance of
course contents and appropriate selection of trainees and trainers, and
intensifying the foreign training program. A second priority is to strengthen
the application of legal sanctions against tax evasion. A third priority is
to implement the proposed reorganization of the Directorate General of
Taxation along functional lines. By separating operations, support and
evaluation functions, the proposed functional reorganization would clearly
define areas of management responsibility, enhance the expertise of both the
employees and their managers in their trained areas, and greatly simplify
communications. The reorganization has been under consideration for some time
and specific proposals have been submitted. It will be important to implement
this soon. as this will have a significant long-term impact on the efficiency
of tax administration. Finally, an effort should be made to develop an
integrated management information reporting system, in order to assist tax
planning and follow-up measures. Specific recommendations include:
streamlining and reducing duplication, eliminating unnecessary reporting
requ'.rements, clarifying data needs, identifying key performance indicators
for each activity, and automating reporting processes.

2.38 Although improvements in tax administration will remain of central
importance for mobilizing non-oil tax revenues, there may be a need to
consider selective increases in the tax base and rates over the medium term.
This will be especially important to counter a further long-term decline in
oil prices. The Government has already taken some actions to enhance the tax
base (taxation of interest income, extension of the VAT from the manufacturing
to the wholesale level, extension of VAT to include most services, and some
increases in the number of items and tax rates in the luxury category).
Following satisfactory progress in implementing these changes, additional
measures such as extending the coverage of VAT and increasing the effective
tax rate for PBB (property tax) may be considered. As discussed below, the
effective tax rate is currently only 0.1Z and a promising way to enhance local
government resources is to raise the effective tax rate on PBB.8/

Strengthening Local Government Finances

2.39 The importance of local authorities in implementing public
expenditure programs has been increasing steadily and the Central Government
intends to devolve even greater responsibility over the medium term. On the
other hand, resources mobilized by local authorities have not increased much
despite the fact that central revenues hat-- become more constrained. For
example, central transfers still account for over 752 of total revenues of
local governments. To support the decentralization policy as well as to

7/ Presently, VAT audits are undertaken only on monthly returns and in an ad
hoc manner.

8/ Although PBB is a local level tax, it is collected by the Central
Government. A 102 collection fee is charged for this service.
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mobilize additional resources, there is a need to strengthen local government
finances by including policies to increase revenues from local sources and by
facilitating a greater reliance on borrowing.

2.40 Local level revenues. Property taxes represent a much under-
exploited source of revenues for local governments in Indonesia. As part of
the tax reform program, a new tax on land and buildings (PBB) was introduced
in 1986, with the aim of strengthening the revenue base of local governments
and improving the overall equity of property taxation.9/ Under the new law a
flat rate of 0.52 tax is imposed on the capital market value of land and
buildings. The official assessment ratio is 202 of market value, so that the
maximum effective tax rate is only 0.12. A major issue for the PBB has been
the appropriate valuation of properties. As a first step towards improved
valuation, a program has been initiated to revalue urban properties based on
true market values in three large pilot cities (Jakarta, Bandung and Med_n).
The program also includes steps to increase property registration and improve
the billing and collection procedures. In Jakarta alone, some 300,000
potential high-value properties have been identified, in contrast to the
50,000 properties registered in the current roll. Close involvement of the
local government in registrations and collections is expected to help maintain
high efficiency. Experience in the pilot cities is expected to be replicated
in other cities under a nation-wide program commencing in 1989.

2.41 Steady progress in implementing the PBB is evident from the growth in
revenue collections, which rose from Rp.190 billion in 1985/86 to Rp.424
billion in 1988189. The Government expects that the PBB yield will almost
double in 1989/90, based on the pilot program. This is a feasible target.
Even so, property tax revenues will reach only 0.5t of GDP and still remain
significantly below their potential. While the immediate priority is to
improve tax implementation by building on the experience of the pilot program
(especially regarding property valuation), there is also a need to consider an
increase in the effective tax rate over the medium term. At 0.1Z, this rate
is among the lowest in the world. In the Philippines, for example, the
effective legal rate ranges between 0.42 and 1.4t. In Thailand and India, the
rates are 0.82 and 2.6Z respectively.10/

2.42 As regards truly local taxes, there are more than 50 such taxes and
over 100 charges levied in Indonesia today. Many of these taxes and charges
cost more to collect than the revenue they yield. The Government is working
on a program which, if implemented, would simplify the taxation structure,
enhance the local tax base, improve tax administration and provide more local
discretion in rate setting. In this regard, attention needs to be given to a
number of issues which includes (a) overlap between PBB and the annual
business registration tax on private enterprises imposed in certain regions
which, to some extent, are assessed on similar criteria; (b) appropriateness
of a betterment levy as an option to recover infrastructure costs which cannot

91 PBB replaced seven ordinances, including the old land tax (IPEDA) and net
wealth taxes.

10/ See, R. Kelly, Property Tax Reform in Indonesia, Harvard Institute for
International Development, paper presented at the Urban Land Seminar held
in Sanu.r, Bali, July 21-24, 1986.
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be recovered through user charges; (c) restructuring of the annual motor
vehicle tax to relate it more closely to the burden imposed by vehicles on
road maintenance; and (d) simplification of procedural requirements for
implementing approved reforms.

2.43 Local government borrowing. The present use of borrowing to fund
local capital spending is very limited, chiefly reflecting the Government's
cautious fiscal management but also due to the lack of institutional
arrangements for using this option. Given the constraints on central funds
and also the need to support the decentralization objective, borrowing for
local capital spending may be appropriate. However, to ensure that fiscal
balance is not compromised, debt service payments will need to be linked to
user charges for local services generated by the capital payments for which
the debt was incurred. In the short term, borrowing will not relieve the
demand on central resources due to loan fund capitalization needs. However,
loan repayments, if based on viable lending terms, could over time
significantly reduce future demands on central resources. Sound lending
practices, such as appropriate eligibility and appraisal criteria, would also
help strengthen the expenditure program and local institutional capabilities.

2.44 Recognizing the potential long-term role of the borrowing option for
funding parts of local capital spending, the Central Government is working
towards a consolidation of the existing channels of loans for urban
infrastructure investments into a single loan fund, to be known as the
Regional Development Account (RDA). To ensure the long-term viability of this
fund, consistent lending terms, including a realistic interest rate, and
project appraisal based on standard criteria will be essential. Similarly,
appropriate cost recovery measures via property taxes and service fees will be
necessary. Furthermore, appropriate procedures to enforce repayment will have
to be ensured. Finally, the fund should be concerned exclusively with
financing local government projects, with the aim of strengthening the
capacities and responsibilities of the local governments.

Finances of Public Enterprises

2.45 A key instrument to raise public savings over the medium term is
improving the finances of public enterprises through enhancing efficiency and
appropriate tariff adjustments. Although there are some enterprises that are
efficient and financially profitable, the overall financial performance of the
public enterprise sector is less satisfactory (see Table 2.11). The potential
for resource mobilization can be seen from the fact that an increase in the
average rate of return on assets of non-financial public enterprises from the
present 0.5Z to SZ will yield additional revenues of about 2.OZ of GDP.

2.46 The Government is well aware of the need to reorganize the public
enterprise sector and there has already been a major policy shift in this
regard. For example, the relative size of the public enterprise sector has
been shrinking over the past few years chiefly because of a slowdown in the
transfer of budgetary resources to state enterprises. Reflecting this, the
overall budgetary burden of public enterprises has fallen dramatically from
4.62 of GDP in 1985/84 to less than 12 in 1987188. Furthermore, the use of
bank credits, inclading from Bank Indonesia, has generally been restrained.
Finally, public enterprises in Indonesia are not allowed to borrow



- 50 -

Table 2.11: AGGREGATE INDICATORS OF PUBLIC ENTERPRISE FINANCES,
1983184-1987/88

(2)

1983/84 1984/85 1985/86 1986187 1987/88

Financial profitability
PE profit/total assets la 3.2 3.4 3.4 3.0 2.2
NFPE profit/total assets /b 2.3 3.0 1.8 1.9 0.5
NFPE profit/fixed assets 3.2 4.4 2.6 2.7 0.7
NFPE profit/net worth 4.9 6.5 4.0 4.3 1.0

Budget impact
Overall budgetary burden of PEs
(Z of GDP) /c -4.6 -2.6 -2.6 -1.8 -0.6

/a Consolidated public enterprises: profits are defined before tax and treat
depreciation as cost. Assets are evaluated at current cost for some
enterprises, but for many enterprises assets are measured at historical
cost.

!b Consolidated non-financial public enterprises excluding Pertamina; profits
are defined before tax and treat depreciation as cost.

!c Defined as: profit transfers plus debt service payments less two-step
loans9 less capital participation.

Source: Ministry of Finance and World Bank staff estimates.

independently from foreign sources.ll/ The Government also intends to take
actions to reform existing enterprises. Accordingly, Presidential
instructions were issued in December 1986 for a review of the financial
performance of all public enterprises, as a first step toward preparing a plan
for sector restructuring through rehabilitation, merger or divestiture. This
review has recently been completed and an action plan is being developed. It
is expected that a number of public enterprises will enter into joint ventures
with the private sector, or issue shares to the public.

2.47 Experience with divestiture in other developing countries suggests
that a cautious approach is needed. More fundamentally, divestiture will have
to be seen as a part of a broader set of public enterprise reforms. It will
have to be based on a careful review and classification of public enterprises
based on the types of goods involved and performance. Second, even with a
successful divestiture program, some enterprises will remain under state
control. A key issue, therefore, is the appropriate policy framework for
these enterprises. Finally, for a number of enterprises, pricing policy is

11/ Originally, Pertamina (the state oil company) and Garuda (the state
airline) had access to direct external borrowings. Pertamina's access was
withdrawn after the 1975 debt crisis. Garuda retained its borrowing right
up to 1982, after which this was also rescinded.
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also an issue. In general, proper pricing of output is essential to ensure
the efficiency and financial viability of public enterprises. Efficient
pricing is also needed to avoid wasteful consumption. Public enterprise
management and pricing policies are reviewed in Chapter 4.

D. External Borrowing and Debt Management

External Borrowing Strategy

2.48 Projections of Indonesia's external capital requirements and sources,
based on the macroeconomic scenario presented in Section B, are provided in
Table 2.12. The current account deficit is projected to decline to
sustainable levels, in response to the Government's program of stabilization
and non-oil export development. However, once allowance is made for higher
principal repayments and the need to build up adequate reserves (in relation
to growing import requirements), the annual financing requirement is projected
to continue rising, averaging US$8.4 billion in 1989/90 and 1990/91, 42Z
higher than over the past three years.

Table 2.12: EXTERNAL CAPITAL REQUIREMENTS AND SOURCES, 1986187-2000/01
(annual averages in US$ billion)

Actual Proiected
1986/87- 1989/90- 1991/92- 1996/97
1988/89 1990/91 1995196 2000/01

Requirements 5.9 8.4 9.0 10.7
Current account deficit 2.5 1.7 1.3 1.6
of which: interest payments (3.1) (3.7) (3.9) (4.2)

Principal repayments 4.3 5.7 6.3 7.2
Increase in net foreign assets -0.9 1.0 1.4 1.9

Sources 5.9 8.4 9.0 10.7
Direct foreign investment (gross) 0.2 0.6 1.0 1.3
Disbursements of private MLT loans 1.0 1.5 2.0 2.6
Short-term and other capital (net) /a -1.4 -0.2 -0.1 -
Disbursements of public MLT loans 6.1 6.5 6.1 6.8
of which:
Project aid 2.1 3.2 3.9 4.2
Special assistance lb 1.2 1.6 0.2 -
Other credits Ic 2.8 1.7 2.0 2.6

la Includes errors and omissions, and valuation adjustments.
Lb Fast-disbursing program aid and local-cost financing.
/c Import-related credits, untied commercial credits, and credits for LNG

expansion, LPG and paraxylene projects.

Source: World Bank staff estimates.
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2.49 An increasing share of this financing requirement is expected to be
met by private non-guaranteed capital flows--in the form of direct foreign
investment and disbursements of private MLT loans--attracted by the recovery
in economic activity and the ongoing regulatory reforms.12/ These inflows are
expected to double over the next five years, from US$1.5 billion in 1988/89 to
US$3.0 billion in 1993/94. The potential strength of private capital inflows
is reflected in the investment approvals by BKPM for PMA companies, which
totalled US$4.4 billion in 1988. Assuming that 702 of these investments are
realized over the next three years. and that the bulk of the financing comes
from overseas, related capital inflows could total about US$1 billion per
annum. Therefore, with sustained growth in new investment approvals, the
realized private capital inflows could possibly exceed the levels projected in
Table 2.12. These trends need to be monitored closely, to ensure that
Indonesia's overall debt situation remains manageable. Continued progress on
removing distortions in the policy environment will also be important, to
ensure that these capital inflows are used to finance economically viable
projects.

2.50 Despite the increasing importance of private capital flows, more than
three quarters of Indonesia's external financing requirements will have to be
met by disbursements of public MLT loans over the next two years. About half
of these disbursements are expected to come from existing commitments. The
outstanding balance of undisbursed commitments fell by US$1.4 billion during
1988 to about US$18 billion. This decline reflects the shift in official
commitments toward fast-disbursing special assistance and the strict limit
imposed on new commercial borrowing. The undisbursed balance includes
US$2.7 billion of undrawn syndicated loans; the Government intends to keep at
least US$2.0 billion of this amount as a contingency against unexpected
external shocks. The remaining undisbursed balance is largely tied to
implementation of ongoing projects. With sustained improvements in project
implementation performance, pipeline disbursements are projected to average
about US$3 billion p.a. over the next two years. Assuming continued but
declining support in the form of fast-disbursing special assistance, the
financing requirement could be met with annual commitments of public loans and
grants averaging US$6.1 billion, about the same level as in 1988/89. About
802 of these commitments are projected to be official assistance, primarily
from the IGGI. Over the longer term, the composition of commitments shifts
increasingly toward import-related and untied commercial credits.13/ The
projected requirements by source are summarized in Table 2.13.

2.51 The case for special assistance, in the form of fast-disbursing
program aid and local-cost financing, was presented in the last two Economic
Reports and endorsed at the subsequent IGGI meetings. Special assistance is
intended to provide temporary support to the Government while it implements

12/ Short-term and other capital flows are also expected to improve
substantially over the next few years. reflecting the success of the
Government's adjustment program and increased confidence in the value of
the Rupiah.

13/ Also as a result of the changing composition of public commitments, and
the increasing role of private capital flows, the share of official
assistance in total sources of external capital falls from 67Z in 1988/89
to 55Z in 1990/91 and 41Z in 1995/96.
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Table 2.13: PROJECTED REQUIREMENTS OF EXTERNAL PUBLIC LOANS
AND GRANTS, 1988/89-2000/01

(USS billion)

Estimate Projected
1988/89 1989190 1990/91 1991192 1995/96 2000/01

Project aid 2.6 3.1 3.8 4.4 4.8 4.9
Special assistance la 2.4 1.8 1.2 0.6 - -
Import-related credits 0.6 0.5 0.6 0.8 1.3 1.t
Untied commercial credits 0.5 0.5 0.7 0.8 1.1 1.2

Total 6.1 5.9 6.3 6.6 7.2 7.8

la Fast-disbursing program aid and local-cost financing. Special assistance
is projected to fall to zero from 1992193.

Source: World Bank staff estimates.

policies to adjust the balance of payments and the budget to external shocks,
such as lower oil prices and adverse exchange rate changes. The response from
IGGI members has been very encouraging, with disbursements of special
assistance totalling US$3.7 billion over the past three years. This
assistance has played a valuable role in helping the Government push ahead
with its trade deregulation measures and in facilitating the recovery of
private investment and economic activity. It has also enabled Indonesia to
restructure its external debt, improving the average maturity and term
structure, while maintaining financial market and investor confidence about
the viability of the Government's adjustment program. The balance of payments
projections presented in Section B indicate that the requirement for
commitments of special assistance will total US$1.8 billion in 1989/90. This
is substantially down on the level of US$2.4 billion pledged for last year.
This declining trend reflects the Government's commitment to narrow the
financing gaps by developing non-oil exports and non-oil budget revenues.
Accordingly, the requirements for special assistance are projected to continue
falling to US$1.2 billion in 1990191 and US$0.6 billion in 1991/92, with no
new commitments in later years. 0

2.52 The level of prolect aid commitments has levelled off in recent
years, because of the limited scope for starting new projects. There has also
been a shift in the composition of project aid toward rehabilitation and
sector-based operations. This type of assistance will continue to have a high
priority for a number of years. However, as economic activity and investment
levels pick up, there will also be more scope for projects to expand capacity.
Total commitments of project aid are therefore projected to rise rapidly over
the next three years, from US$2.6 billion in 1988189 to US$4.4 billion by
1991192. These additional resources should be directed toward priority
sectors and programs. As discussed in Chapter 4, public investment during
REPELITA V will be focused on: (a) agriculture and rural development;
(b) physical infrastructure to support economic growth; and (c) social
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programs, especially for poorer income groups and regions. Donors need to
work closely with BAPPENAS to develop a pipeline of projects in these areas.
In addition, given the increasing role projected for private investment, it
will be important to strengthen mechanisms to channel aid-financed funds to
the private sector, such as two-step loans and financial sector operations.

2.53 As in the past, a portion of the projected requirements for special
assistance and project aid is expected to be provided outside the IGGI.
However, these amounts are expected to decline, as the extraordinary financing
provided by some donors is phased out. Allowing for thls trend, it is
recommended that the level of IGGI assistance to Indonesia in 1989190 be
US$4.2 billion, 52 higher than pledged for last year. Over the subsequent
four years, the requirement for new commitments from the IGGI is projected to
remain high, with a substantial shift from special assistance to project aid.

2.54 Indonesia has made less use of import-related credits in recent
years. This trend reflects the Government's decision to reduce public
investment in large capital-intensive projects and to place strict limits on
the use of non-concessional credit under Presidential Instruction No.8 of
1984. The projections presented in Section B assume that new commitments of
import-related credits will be limited to US$0.5 billion in 1989/90 and then
gradually increased in later years as opportunities for new investments
emerge. However, as in the past, it will be important to review these
proposals carefully, to ensure that the projects warrant priority in the
public investment program and that the financing arrangements are appropriate.
Untied commercial credits provide the Government with more flexibility than
import-related credits. However, because of their non-concessional terms,
they are less attractive than program aid from official sources. Therefore,
new commitments are assumed to be limited to US$0.5 million in 1989/90.14/
This implies a further reduction in commercial bank exposure to Indonesia. In
later years, as Indonesia's debt burden eases and special assistance is phased
out, the Government should make greater use of its potential access to the
commercial markets.

Implications for External Debt Management

2.55 With the borrowing strategy outlined above, the growth of Indonesia's
external debt will continue to slow over the next few years. Medium and long-
term (MLT) public and private external debt disbursed and outstanding (DOD) is
projected to rise from US$47.5 billion at end-1988 to US$53.3 billion at end-
1990, an increase of only 122. Furthermore, all of this increase is in the
form of official assistance, implying a significant improvement in the overall
maturity and term structure of external debt. Partly for this reason, MLT
debt service payments are also projected to grow more slowly than in the
recent past, rising from US$7.8 billion (excluding prepayments) in 1988 to
US$9.0 billion in 1990, an increase of about 15S. Combined with the projected
improvement in economic performance, these trends lead to a substantial

14/ After drawing US$530 million in March 1989, Indonesia's pipeline of
undisbursed syndicated loans totalled about US$2 billion. Of this amount,
US$650 million is due to expire in 1989/90. Assuming that this amount is
either extended or drawn, and that new commitments and disbursements total
US$500 million during the year, the pipeline would be maintained at around
US$2 billion.
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improvement in all of the key debt indicators. As shown in Table 2.14, dhe
ratios of DOD to GNP and exports have been falling since 1987, and these
trends are projected to continue throughout the 1990s. Similarly, the total
MLT debt service ratio is expected to stabilize around 37Z in 1989, and then
decline to 342 in 1990 and 241 by 1995.

Table 2.14: MEDIUM AND LONG-TERM DEBT INDICATORS, 1986-2000
.( )

Actual Projected /a
1986 1987 1988 1989 1990 1995 2000

DODIGNP 51.9 71.0 64.7 63.3 60.6 46.6 33.2
Public 47.4 65.5 59.2 58.0 55.2 40.6 28.6
Private 4.5 5.5 5.5 5.3 5.4 6.0 4.6

DOD/exports /b 247.7 236.8 220.8 216.9 204.0 151.7 109.6
Public 226.1 218.6 202.2 198.5 185.7 132.3 94.5
Private 21.6 18.2 18.6 18.4 18.3 19.4 15.1

Debt service/exports /b Lc 37.3 33.9 36.3 37.1 34.4 23.8 17.1
Public 30.9 28.8 31.1 31.3 28.8 18.1 12.4
Private 6.4 5.1 5.2 5.8 5.6 5.7 4.7

Interestlexports lb 16.1 14.0 13.8 13.1 12.3 8.5 5.7
Public 14.3 12.5 12.2 11.4 10.6 6.9 4.5
Private 1.8 1.5 1.6 1.7 1.7 1.6 1.2

/a Based on exchange rates of December 31, 1988.
Ib Denominator is gross exports of goods and services.
/c Debt service excludes prepayments.

Sourcet Bank Indonesia and World Bank staff estimates.

2.56 The Government continues to handle the administration of its external
debt payments in an efficient manner, with no significant errors or delays.
However, as noted last year, more can be done in the areas of debt analysis
and management. The first priority is to establish a unified debt reporting
and analysis system, which can provide up-to-date and comprehensive
information to policymakers on the status of Indonesia's external debt. This
information can help to guide the Government's overall borrowing strategy. At
the same time, Indonesia needs to strengthen its strategy for asset and
liability management. Measures to hedge against short-term foreign exchange
risk could include greater matching of the currency composition of external
reserves and debt, and increasing use of forward foreign exchange
transactions. The longer-term strategy for reducing currency risk would
entail the gradual diversification of markets and borrowing Instruments. In
all of these areas, there is a need for strengthening institutional
arrangements and staff capability, including through well-focused training
programs.
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CHAPTER 3

PROMOTING PRIVATE SECTOR DEVELOPMENT

A. Introduction

3.01 The private sector has traditionally played an important role in the
Indonesian economy. Agricultural production is dominated by a vast number of
private smaliholders and over half of manufacturing output derives from the
private sector. However, the role of the public sector expanded rapidly
during the 1970s and early 1980s, buoyed by higher oil revenues.l/ Much of
the increase in public investment supported development of the private sector
by increasing the country's physical infrastructure. But, public resources
were also used to push public sector development into upstream and high
technology areas. Many of these public sector projects were protected by a
proliferation of import and investment restrictions. At the same time, many
regulatory restrictions designed to guide the development of the private
sector were introduced. Certain sectors of the economy were closed to private
investment (particularly foreign investment), and the overall incentive
framework for manufacturing and agricultural production became biased towards
supplying the domestic market. The development of private sector banking and
transport services was also constrained by regulatory controls on competition
and the dominance of public sector institutions. As a result, the incentive
regime and regulatory framework became distorted and non-transparent,
misallocating private sector resources and depressing the overall level of
private investment.

3.02 Since the early 19808, the Government's strategy towards private
sector development has changed significantly. Declining oil prices
drasticall3 reduced both tax revenues and export earnings. This curtailed the
Government's capacity to finance the planned levels of public investment and
exposed the dangers of continuing to pursue an inward-looking development
strategy. The Government responded to this new situation by significantly
reducing public expenditures--particularly direct public investment in
manufacturing and mining--and by reassessing the role that the private sector
should play in the economy. It was recognized that the private sector had to
be encouraged to play a greater role in generating new employment
opportunities and in increasing non-oil exports earnings. As a result, over
the past few years the Government has embarked upon a phased program of
reforms designed to improve the incentive framework and simplify economic
regulations.

3.03 The Government's intention to encourage the private sector to play a
more important role in the economy is clearly reflected in REPELITA V. As
public expenditure is to be focussed on the provision of physical
infrastructure, improving human resource development and increasing O&M
expenditures, most of the growth in manufacturing, agriculture and services is
anticipated to come from the private sector. To support this growth, the Plan

1/ See Tables 2.4 and 2.7 in Chapter 2 for the data underlying the
discussion in these opening paragraphs of trends in public and private
sector investment.
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projects that private sector investment will account for more than half of
total investment over the next five years and private sector efficiency will
improve markedly. To achieve these objectives, the Plan recognizes the need
to develop a *healthy and dynamic investment climate". The progtess that the
Government has made in creating such an environment, and the priorities for
further reform, in the areas of trade policy and the domestic incentive and
regulatory framework are discussed in Sections B and C below.

3.04 The ability of the private sector to respond to changes in the
incentive and regulatory framework, as well as support the effvrt to address
Indonesia's environmental problems, will depend upon complementary reforms in
transport, finance and environmental regulations. Complex and restrictive
regulations have raised the costs and constrained the development of good
quality transport and financial sector services. Issues related to recent
developments in these important support services are discussed in Section D.
Finally, while the efficient development of the economy requires policies
designed to improve the incentive and regulatory framework, ensuring the
sustainability of this development will require more active Government
involvement in the management of the environment. Section E discusses the
type of measures that are needed to ensure that increased private sector
growth is compatible with the G vernment's environmental objectives.

B. Trade Policy

Progress to Date

3.05 The trade regime has played a pervasive role in shaping the structure
and efficiency of private sector activity in Indonesia. Throughout the 1970s
and early 1980s, Indonesia's trade and industrial policies were inward-
looking, promoting investment in highly protected activities geared to supply
the domestic market. At the start of the decade the primary instrument of
protection was a high and disparate import tariff structure. As pressures
began to build from the slowdown in the domestic economy in the early 1980s,
tariff protection was supplemented by a proliferation of non-tariff barriers
(NTBs) in the form of import licenses. In 1985, the Government instituted an
across-the-board reduction in tariffs. The tariff ceiling for most products
was lowered from 225Z to 602 and the number of tariff levels was reduced from
25 to 11. However, the beneficial effects of this change were significantly
reduced by introduction of many specific duties and the increased use of NTBs.
By the end of 1985, more than 1,700 items (CCCN categories) were subject to
import licensing.21 accounting for over 402 of total import value and traded
domestic production. Although import licenses varied considerably in their
degree of restrictiveness, by 1986, the import licensing system was the most
important distortionary influence in the trade regime, contributing not only
to the high level and variability of protection but also fostering
unproductive *rent-seeking' behavior.

2/ Of the 1700 items, 296 had a formal quota imposed. In addition, there
were 24 products under import ban (including automobiles, motorcycles,
televisions and radios as completely built-up units).



_ 59 -

3.06 Tha sharp drop in oil prices in early 1986 drastically reduced export
and tax revenues, further underlining thie need to reorient the private sector
away from supplying the domestic market. In response, the Government embarked
upon an accelerated and more sweeping program of trade and industrial policy
reforms designed to improve the international competitiveness of the private
sector and to reduce the bias against exports. The first step was taken on
May 6, 1986, when measures to provide internationally-priced inputs to
exporters were announced. The May 6 Scheme was derlgned to protect Indonesian
exporters from the *high-cost* local economy by allowing producer-exporters to
import their inputs free of import duty and VAT payments.3/ The significance
of the facility extended beyond duty/tax exemptions as it also allowed
exporters to bypass import license restriction. In addition, a duty drawback
facility was created to enable indirect exporters to reclaim import duties.

3.07 Initially there were doubts whether the complex regulations and the
creation of a new government body would assist exporters effectively.
However, the executing agency (BPKEIPDK) has worked smoothly, with "arms
length, administration.4/ There has also been a continuous effort to
simplify and standardize application and processing procedures. As shown in
Table 3.1, the number of firms using the scheme since 1986 has increased

Table 3.1: IMPLEMENTATION OF MAY 6 SCHEME

No.of Value of Imports Value of Taxes/a Processing Time
firms (US$ million) (USS million) (No. of days)

Duty Duty For For
Approved Realized Exempt Drawback Exempt Drawback

1986 (July-Dec.) 242 236 65 76 0 12 24
1987 (Jan.-Dec.) 482 902 297 230 6 7 17
1988 (Jan.-Dec.)1,098 2,447 626 855 20 6 13

la On approval basis.

Source: BPKE/PDK.

3/ Exemption from duties/taxes can be given for either a firm's total
imported inputs (if the firm exports 85Z, subsequently changed to 652,
or more of total production) or on a consignment basis (where a
particular importation of inputs is linked with a specific export
order). In the former case, duties/taxes are paid ex-post on that
proportion of inputs used in production for the domestic market.

4/ Badan Pelayanan Kemudahan Ekspor dan Pengolahan Data Keuangan (formerly
P4BM).
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rapidly with processing time for applications falling by 502.51 This has
resulted in the value of imports approved or realized under the scheme
doubling over the past two years, to a level which accounts for 202 and 52 of
total imports respectively.6/ It is also encouraging to note that access to
the scheme has broadened from the initial emphasis on textiles, to include
exporters in practically all sectors of the economy. However, while the
BPKE/PDK scheme does provide a useful mechanism to assist producer-exporters,
it circumvents rather than directly reduces the overall anti-export bias of
the trade regime. For example, the scheme can only indirectly encourage
domestic import substitution activities to improve efficiency and many smaller
exporters may net find it attractive to use the scheme.

3.08 The second, more fundamental, step was taken in October 1986, one
month after the 312 exchange rate devaluation, when the Government introduced
the first of a series of trade deregulation packages. The primary objective
of these trade reform measures is to move away from a trade regime based on
import or export license protection towards one based on tariffs. The
cumulative impact of the trade reform packages announced between October 1986
and end-1987 is shown in Table 3.2. In brief, these measures resulted in the

Table 3.2: IMPACT OF REFORM PACKAGES ON IMPORT LICENSING COVERAGE SINCE 1986

Coverage Mid-1986 End-1987 End-1988

Z of CCCN items 31.5 21.7 16.3
Z of import value 42.9 25.2 20.8
2 of total domestic
production 41.4 37.6 28.9

Memo item:
Z of domestic production in:
Manufacturing 52.0 35.3 26.0
Agriculture 65.5 64.6 50.2
Mining and minerals 0.2 0.2 0.2

Source: World Bank staff estimates.

5/ In addition to the underlying growth in the scheme, this rapid growth
reflects two changes in coverage: (a) the scheme was expanded to
incorporate foreign aided publ.ic sector projects; and (b) the
deFinition of producer-exporters was changed in December 1987, when the
ceiling for qualifying for duty/tax exemption was lowered from 85z to
65Z of total production (except for textiles producers).

6/ The large discrepancy between approved and realized import values
reflects three factors: (a) producer-exporters can use BPKE/PDK
approval to pressure domestic suppliers to become price competitive,
and therefore, may not use their approval; (b) producer-exporters may
overestimate their current raw material requirements to avoid having to
re-submit their application; and (c) there is a backlog in compiling
the data on a realizations basis.
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removal of 544 items from license control accounting for 312 of all items and
411 of total import value previously restricted. More importantly, the share
of manufacturing production protected by import licensing declined from 52Z in
mid-1986 to 35Z by end-1987. The reduction in NTBs was concentrated in
activities with the highest effective rates of protection, such as chemicals,
iron and steel, engineering goods, paints and dyes, tires and tubes, glass and
textiles. The need to obtain an export license was also abolished, and export
bans on 10 items and export quotas on 24 items were removed. Finally, as
mentioned above, access to the May 6 Scheme was broadened and processing
procedures simplified.

3.09 A major package of new trade policy measures was announced in
November 1988. A further 295 items were removed from restrictive import
licenses, accounting for an additional 172 of all items and lOX of import
value previously restricted. The impact on the share of total domestic
production protected by import licensing is much larger than previous
packages, resulting in a decline from 38Z at end-1987 to 291 by end-1988.7/
This reflects an effort to push the reform effort into previously untouched
areas that constitute a substantial share of domestic value added in the
agriculture and food and beverage sectors, e.g., palm/coconut oil, tobacco,
rubber, processed fruit and meat, and cigarettes. With respect to
manufactured goods, the November package is significant in that it removed all
license restrictions on fertilizers as well as plastics, a hitherto difficult
area of reform, and made further in-roads into the steel and textile
subsectors. The November package also required existing import license
holders to reregister at the regional offices of the Ministry of Trade by
December 31, 1988.8/ This was intended to assist the drive to increase
non-oil taxes by bringing more firms on to the tax register, and to screen out
any non-bona fide firms. The re-registration process appears to have worked
smoothly. By February 1, 1989, less than 1? of the 3,667 applicants for new
import licenses had been rejected.9/ One distinct benefit of the new licenses
is that they are valid for as long as the importer remains in business,
whereas previous licenses had to be renewed every 3 or 5 years.

7/ Of the 292 of domestic production remaining under NTBs, 16 percentage
points relate to rice where import restrictions relate primarily to
food security objectives. A further 7 percentage points relate to
other agriculture and 6 percentage points to manufacturing. The
priorities for reform in these areas are discussed in paras 3.11 to
3.12.

8/ To qualify for a new import license, existing importers had to submit
their importer identification (API) and tax registration (NPWP) number,
and have no record of contravening prevailing legislation and
regulations. The deadline for reregistration was subsequently extended
to end-January.

9/ Before the reregistration approximately 4,880 import licenses had been
issued. Of these, 3,667 reapplied with 3,645 being approved and 22
being rejected. It is also important to note that access by new
importers to import licenses remained open during, and after, the
reregistration process. New entrants require the same documentation as
those reregistering, and some 42 new importers were registered during
January and February 1989.



- 62 -

The Current Trade Regime

3.10 The series of deregulation measures taken since 1985 have
significantly improved the transparency of the trade regime and encouraged
non-oil exports. The incidence of NTBs has been greatly reduced, and
exporters have gained broader access to imported inputs at world prices.
Nevertheless there are outstanding issues with regard to import licensing
restrictions and export policy that will need to be addressed as part of the
ongoing reform program. These are discussed below, followed by a more
detailed discussion of the tariff schedule where progress has been slower.
The move away from NTB protection has inevitably increased the importance of
the import tariff schedule. Although the tariff reform of 1985 reduced the
average tariff level, statutory tariffs are still quite high and there is wide
dispersion in tariff rates. In addition, a number of ad-hoc tariff
adjustments have been made in association with the deregulation packages,
including the introduction of many split-tariff positions.10/ And, although
the reduced tariff ceiling of 60? established in 1985 has been adhered to,ll/
surcharges have been introduced for many commodities. Consequently, it will
be important to undertake a comprehensive rationalization of the tariff
schedule. Given the complexity of the issues involved in the next phase of
trade reform, there is a need to improve the Government's institutional
capacity for trade policy analysis.

3.11 Import license restrictions. The Govkrnment's objective is to
graduelly eliminate all NTBs, except for a small group of products where
health or strategic defense concerns are important. This will require further
action to considerably reduce the more than 900 items that remain on the
restricted goods list. With respect to manufacturing, most of the NTBs on
upstream industries (e.g., basic chemicals, iron and steel, plastics and
resins) and many competitive downstream industries (e.g., textiles,
woodproducts, paper, glass and rubber/leather goods) have been removed. The
remaining agenda with respect to import license restrictions can be divided
into two categories. First, a significant proportion of the remaining
restrictions within manufact'aring are in the engineering, electronics and
transport equipment subsectors. In most cases these import license
restrictions are linked to the local content or deletion program. Although
these programs have been modified (see paras 3.34 to 3.35), they continue to
hamper the further efficient development in these subsectors. Reform of these
programs would allow the removal of import license restrictions on a large
array of both final capital goods and components. This will be an important
step in ensuring that downstream users have access to good quality and
competitively priced machinery. Second, within those sectors that have
already been deregulated there are some important product exceptinns which
remain under license. These remaining license restrictions are often targeted
to particular products manufactured by one firm. For example, several steel

10/ "Split-tariff^ positions are used to subdivide a standard seven or nine
digit CCCN/HS product description into finer product groups with
differential tariffs or NTBs applied.

11/ The exceptions are 3 metal products and 11 footwear items which receive
total tariff protection (i.e. tariff plus surcharge) of 8OZ and 1002
respectively. Motor vehicles/cycles and some associated spare parts
continue to receive 100? or 200? tariff rate protection.



- 63 -

products remain under import license restriction, even though the majority of
steel Items are now under tariff protection. These anomalies create a wide
range of protection within an industry, or for a single producer, which
greatly reduces the pressures on firms to restructure production towards the
most competitive product mix.

3.12 In agriculture, the first significant step towards removing import
license protection was taken in the November 1988 package. Given this late
start, ir.port license restriction continues to cover a wide range of primary
and secondary agricultural crops (e.g., rice, mai-e, wheat, sugar, coffee,
cloves, and fruit) as well as processed agricultt al products (e.g., soybean
meal, wheat flour, processed meat and fruit). That the pace of reform has
been slower in agriculture partly reflects the use of import license
restrictions to achieve domestic distribution and food security objectives,
and not necessarily to protect domestic producers (e.g., rice). As a result,
nominal and effective rates of protection for some crops are low relative to
manufactured goods, and prices are in line with world market prices.
Nevertheless, import restrictions are creating major distortions in some
product markets (e.g., soybean meal and sugar) which, in turn, is undermining
the competitiveness of downstream activities, (e.g., livestock and food and
beverages). These trade restrictions are often coupled with domestic
investment, processing and marketing re~trictions which encourage the
development of high cost import-substitut in activities. The end result is
the misallocation of agricultural resouy,..es into low return crops, which
depresses rural incomes and deters private sector investment. The removal of
import license protection on agricultural products needs to be part of a
broader reform effort. designed to provide more uniform assistance across
crops and to allow greater flexibility for farmers and processors to respond
to changing market signals. Where continued protection is desirable, this
could be provided through import tariffs.

3.13 Export restrictions. There are a number of export restrictions which
are used to guide private sector involvement in selected export activities.12/
During 1986, the coverage of these export restrictions was widened further
when the existing export ban on rattan was extended to cover semi-processed
rattan and a new export ban was introduced for SIR-50 rubber. Both of these
measures were designed to encourage further domestic processing, with the ban
on SIR-50 (the lowest grade of rubber) intended to improve the quality image
o0 Indonesian rubber exports. However, most of Indonesia's SIR-50 rubber is
produced in areas with poor transport and processing facilities, where
upgrading quality may not be financially attractive. As a consequence, the
net effect of the export ban is likely to be lower returns to rubber producers
in remote areas and an implicit subsidy to users of low quality rubber (e.g.,
sports shoe manufacturers). In the case of rattan, while a prima facie case
for an export tax exists (due to Indonesia's market share and environmental

12/ Export bans applv to some coffee and rubber grades, rattan, hides,
logs, scrap iron and steel; export quotas apply to fertilizer, salt,
flour, rice, paper, soybeans and crude palm oil; and approved exporter
regulations apply to pepper, cassia vera, nutmeg, mace, sawnwood, some
plywood types. In addition, export quality controls apply to fish,
manioc, shrimps, coffee, tea, pepper, spices, vegetable oils, cocoa
beans, rubber and some wood products.
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concerns) the ban has resulted in a loss of government revenues, lower prices
for raw rattan producers (mostly the rural poor in the Outer Islands) and has
encouraged smuggling.

3.14 While the desire to increase the quality and domestic processing of
agricultural commodities is understandable, care needs to be taken in deciding
on the appropriate policy instrument through which to achieve these
objectives. Aside from distorting price signals, the discretionary element of
export bans, quotas and administered approvals has reduced private sector
flexibility and increased investor uncertainty. Although ensuring that
domestic producers have access to their raw materials at world prices is an
important part of the Government's strategy to stimulate non-oil exports,
export bans clearly go beyond this otjective. Another concern is the power of
*approvedw exporters or marketing boards, which restrict the exportation of
particular agricultural products to designated traders. The desirability of
current export restrictions needs to be reviewed carefully, taking full
account of the effects on efficiency, income distribution and employment.

3.15 Tariff schedule. The most significant change in the Indonesian
tariff schedule occurred in 1985, when an across-the-board reduction in tariff
rates was instituted. This reform lowered the ad valorem tariff rate ceiling
for most products from 225S to 602 and collapsed the number of tariff levels
from 25 to 11. As shown in Table 3.3, this resulted in a marked decline in
the average weighted tariff from 22Z to 132 by import value or from 262 to 172
by domestic production value. One negative aspect of the 1985 tariff reform
was the introduction of many specific duties which had high ad valorem
equivalent rates. This caused the index of dispersion to increase
significantly from 61.5 to 107.8. From 1985 to 1988 the tariff schedule has
been subject to a number of ad-hoc changes associated with the series of

Table 3.3: CHANGES IN THE TARIFF SCHEDULE FOR THE WHOLE ECONOMY SINCE 1985/a

Pre-1985 1985 1988 1989

Average Tariff Rates (X)
Unweighted 37.3 27.0 24.0 24.4
Weighted

- by Import value 22.0 13.0 14.5 14.5
- by domestic production /b 26.0 17.1 16.6 17.0

Index of dispersion /c 61.5 107.8 90.0 84.4

/a 'Pre-19850 refers to the 1983 Tariff Law in effect from 1983 to 1985; 1985
reflects rates in effect after the 1985 reform; 1988 refers to rates in
effect after the November 1988 package; and 1989 refers to the Harmonized
System as provided by the Department of Finance in February 1989. Tariffs
are inclusive of surcharges and specific duties have been converted to ad
valorem equivalents.

Lb Based on a sample of 1,200 tariff positions.
/c Measured by the coefficient of variation.

Source: Ministry of Finance, Central Bureau of Statistics and World Bank staff
estimates.
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deregulation packages. These changes have focused on raising some tariff rates
to compensate for the removal of NTB protection, and lowering other tariff
rates to offset the effect of the September 1986 devaliation and to reduce the
costs of imported inputs that are not produced locally. In some instances, a
surcharge was also imposed to provide additional, but time-bound, protection
to products moved off NTBs.131 The surcharge provision has also acquired a
second function, in that it has been increasingly used as a de facto anti-
dumping measure. In this instance, products are designated as surchargable
but the rate can initially be set at zero. Another important characteristic
of the changes since 1985 is the introduction of split-tariff positions. In
many cases these have been used to maint&in protection to sub-groups of
products produced domestically. The overall result of the changes since 1985
has been a gradual decline in the index of dispersion, from 108 to 84, with
little impact on the overall average tariff rate. The overall dispersion
index has declined primarily because the ad valorem equivalent of specific
duties have declined over time (due to the effect of inflation and
devaluation) and some specific duties have been replaced with ad valorem rates
as part of the deregulation packages. This has not resulted in a
corresponding reduction in the average tariff rate because of the offsetting
effect of the aforementioned increase in tariff rates (including surcharges)
associated with the move away from NTBs. In addition, split-tariff positions
and surcharges have increasingly been used to tailor assistance to suit the
requirements of some domestic industries.

3.16 A second important change in the tariff schedule occurred on
January 1, 1989 when Indonesia converted from the CCCN classification system
(about 5.500 tariff positions) to the new Harmonized System (about 9,000
tariff positions).14/ In making this conversion, the intention was to leave
the basic structure of the tariff schedule unchanged. However, the Government
did use the opportunity to reduce the number of tariff positions with specific
duties from 498 under the 1988 CCCN schedule to 19 in the 1989 HS schedule.15/
This has greatly improved the transparency of the tariff schedule. Before
this conversion, the ad valorem equivalent of specific duties ranged from as
low as 102 up to 1002. In the new HS system most of the specific duties have
been replaced with ad valorem rates in the 502 to 602 range. As a result, the
move to ad valorem rates has reduced the overall dispersion of tariff schedule
but has also resulted in a clustering of tariff rates at the top of the tariff
range (see Graphs 3.1 and 3.2). A negative aspect of the new HS tariff
schedule is the increased prevalence of surcharges and the continued use of
split-tariff positions. With regard to surcharges the number of items with a
non-zero surcharge has increased from 180 in 1988 to at least 231 in the new

13/ It i} the Government's intention that surcharges should automatically
expire after one year, unless a valid case can be presented for their
renewal.

14/ This is in respon,e to a GATT sponsored initiative to convert all
member countries to a standard system for classifying traded goods.

15/ The remaining 19 specific duties apply to a subgroup of rubber tyres.
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HS schedule, with the average surcharge rate increasing from 22.3? to 24.32.16/
Surcharges are most commonly used for manufactured goods (e.g.. basic iron a
steel, metal products, organic chemicals, and food and beverages) and have
often been applied on those products that already have above average ad
valorem tariff rates. As shown in Table 3.4, there continues to be a very
wide dispersion of tariff rates both between and within sectors, with an
overall bias against agriculture. The disparate structure of the tariff

Table 3.4: LEVEL AND DISPERSION OF TARIFFS IN BROAD SECTORS,
1985 AND 1989

1985 CCCN Schedule 1989 HS Schedule
Average Tariff Index of Average Tariff Index of
UNW WGT Dispersion UNW WGT Dispersion
(X) (X) (Z) (X)

Agriculture 17.4 2.9 69.1 16.9 4.2 69.3

Mining 4.6 1.0 87.6 4.5 1.0 89.7

Manufacturing 28.4 13.8 105.6 25.5 15.4 82.9

A. Manufacturing sectors:
- Food, bev, tobacco 36.6 15.6 86.4 28.4 15.0 61.3
- Textile & leather 56.0 30.7 74.0 44.0 31.9 43.9
- Wood & products 29.6 40.1 46.6 30.8 40.0 41.6
- Paper & printing 21.6 17.3 62.9 20.3 10.4 65.9
- Chems, petrol., coal 17.0 6.8 137.7 16.7 7.3 113.5
- Non-metal minerals 35.5 15.8 86.9 34.1 16.8 63.4
- Basic metals 10.4 8.4 71.8 11.7 9.4 112.5
- Metal prods., machin. 19.6 16.9 93.6 20.3 19.7 99.4
- Other manufacturing 32.0 26.1 54.9 34.1 29.7 49.0

B. Manufactured products:
- Consumer goods 46.3 31.9 77.1 39.1 31.3 53.6
- Intermediate goods 14.7 9.4 85.9 15.4 9.9 91.7
- Capital goods 17.2 13.1 130.4 16.4 16.3 103.7

Key to Tables
UNW - Unweighted average tariff.
WGT = Weighted average, using import weights.

Sourcet Ministry of Finance and Central Bureau of Statistics.

16/ Those goods that have been declared surchargeable, but had the
surcharge set at zero are not included. The estimate for the HS tariff
schedule excludes a further 100 surcharges that have been included in
two recent addendums. This is because it is unclear whether these
addendums supersede the new HS tariff book.
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schedule at the sector level is exemplified in the basic metals sector where
the proliferation of surcharges and split-tariff position since 1985 has
resulted in a sharp jump in the index of dispersion. Finally, exemptions from
tariffs can also be given on a special case basis to particular traders, which
further increases dispers a and allows for administrative discretion.

3.17 In conclusion, the changes made in the tariff schedule since 1985
have had two very important positive features. First, the greater reliance on
tariff rates at the expenses of import licensing and specific duties has made
the trade regime more transparent. Second, the reduced number of tariff
positions with tariff rates above 60? nas lowered the overall dispersion of
the tariff schedule. On the negative side, the increased prevalence of
split-tariff positions and surchaLges has resulted in greater disparity
between and within some sectors. Th's move away from uniformity at the sector
level is compounded by the remaining import license restrictions (which tend
to raise the level of protection above the nominal tariff rate) and the high
proportion of imports exempt from import duty.17/ The resulting wide range of
protection across sectors and within industries will restrain the way in which
the Indonesian economy adjusts to current economic conditions, including its
ability to increase non-oil exports.

3.18 The foregoing analysis strongly suggests that the deregulation effort
needs to be broadened to encompass all aspects of the trade regime. One
important aspect of this broadening will be to undertake a comprehensive
rationalization of the tariff schedule. A lower, more uniform tariff schedule
would help encourage the expansion of private sector activities with a greater
capability of sustaining efficient export and import-substitution activities.
It would also be easier to administer--requiring few if any split-tariff
positions--and would reduce the incentive for importers to misclassify or
smuggle goods. There is also likely to be a positive impact on tax revenue,
due to demand effects and fewer exemptions. With respect to surcharges,
consideration needs to be given to instituting a formal anti-dumping mechanism
that is consistent with GATT principles. This would enable further
rationalization of the tariff schedule, while at the same time providing
domestic producers with a safeguard against genuine dumping.18/ Finally, as
the experience in many countries shows, the process of tariff reform is
compler, particularly if instituted in a series of piecemeal changes. Having
made the commitment to move to a more transparent trade regime, the Government
needs to build-up its analytical capacity for addressing the complex issues
that will arise in the next phase of trade policy reform.

17/ Although Indonesia's current average weighted tariff is 13Z, actual tax
receipts are equivalent to an average tariff of 6Z. This is because
over one half of Indonesia's imports are exempt from duty.

.L8/ GATT principles require that duties only be imposed to the extent of
any dumping margin and that they only be imposed once it has been
established that: (a) dumping has occurred; (b) injury has been caused
or threatened to a domestic industry; and (c) there is a causal link
between dumping and injury.
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C. Domestic Incentives and Regulatory Framework

3.19 Apart from trade-related regulations, the performance of the private
sector in the early 1980s was also hindered by a multitude of domestic
regulations and procedures. Together with overlapping and unclear
jurisdictional mandates at the central and local levels, this approach led to
the formulation of excessive and sometimes contradictory regulations. Both
foreign and domestic entrepreneurs had to contend with a complex regulatory
environment which, together with a protective import regime, stifled
competition, inhibited flexibility, encouraged *rent seeking* and retarded
productivity improvements. The main elements of the regulatory framework
were: a restrictive investment and capacity licensing system; extensive
regulations of foreign investment; a proliferation of provincial and local
level regulations; and rigid land and labor lt " and regulations. Moreover,
the corporate legal framework of the country became increasingly outmoded.
Beginning 1985, the Govern.men' has taken a series of steps to simplify and
relax the regulatory framework. Further progress in this area will be
essential to sustain the growth of non-oil exports and private investment.

Investment and Capacity Licensing

3.20 Prevailing restrictions. Until recently, the main instrument of
investment licensing was the Investment Priority (DSP) list, which regulated
entry into specific lines of activity for both foreign and domestic investors.
There were four categories of investment specified in the DSP list: those open
to foreign investment; those open to domestic firms seeking incentives;19/
those open to small and medium scale industry and domestic investors without
incentives; and those closed to further investment. Prior to 1986, the DSP
list often indicated the number of projects for which licenses would be given
as well as the permitted capacity.

3.21 Apart from the investment license, a firm had to obtain a number of
additional licenses and permits including many at the provincial or local
level before it could commence operation. These included: the import and
export licences described earlier, a domestic trading license, a storage
permit, land rights, locution permit, nuisance license (including pollution
control approval), building permit, safety permit, tax registration and a
permanent operating license. Although many of these licenses served
legitimate regulatory concerns, the procedures for obtaining the licenses
were complex, and represented a significant 'arrier to entry in terms of time,
money and uncertainty. The entire process en took more than two years from
the investment proposal stage. The major problems in obtaining these licenses
and permits were: (a) the complexity of application procedures; (b) the lack
of institutional coordination, so that investors had to secure approvals at
several levels of local government and from various agencies; and (c) weak and
inefficient administrative capacity at the local level, including shortages of
trained staff in most agencies.

19/ The incentives provided to domestic investors in this category (and to
all foreign investors) are exemptions from import duties on capital
equipment and the equivalent of two year's supply of raw materials.
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3.22 Foreign firms wishing to invest in Indonesia were subject to even
more stringent regulations than domestic firms. In addition to generally more
restrictive investment licensing restrictions, foreign firms have been treated
differently from domestic firms in three respects: (a) minimum initial local
ownership and specific regulations on the transfer of the company from foreign
ownership to local ownership; (b) prohibition of domestic trading of outputs
and marketing of Indonesian export goods as well as restrictions on domestic
inputs that could be purchased; and (c) limited access to domestic capital
including export finance.

3.23 Although it is not subject to formal investment licensing, primary
agriculture also faces a number of significant entry restrictions. In food
crops, these restrictions arise from domestic production targeting practices
wbich have led to non-market measures to induce farmers to adopt particular
crops. This has been most evident in the case of sugarcane and soybeans. For
example, it is estimated that about 150,000 to 200,000 hectares of wet land
under sugarcane in Java would be converted to rice if domestic production
restrictions were not in force. In treecrops, in addition to the problems in
the acquisition of lUnd discussed below, a major entry restriction stems from
the PIR-TRANS regulations which requires private investors to serve as
development agents for smallholders. Similar provisions apply in the
aquaculture sector. These restrictions in primary agriculture have impeded
new investment and led to inefficiencies in production.

3.24 Recent reforms. Starting in 1985, a number of measures have been
taken by the Government to streamline the investment approval process and
relax investment licensing and other controls. In 1985, the maximum number of
requirements for an investment application was reduced to 15, compared with 25
in 1984 and 35 in 1977. BKPM's role as a 'one-stop" service for foreign and
domestic investors was strengthened by giving it executive authority to issue
most of the major licenses required in addition to the investment license. In
1986, fields of investment open to private investors were specified more
clearly and the number of areas open to foreign and domestic private
investment was expanded substantially. A number of further steps were taken
in 1987 to relax the investment and capacity licensing system. These
includeds (a) automatic approval to firms to increase production by up to 30S
of their licensed capacity; (t) 'broad banding" of investment categories,
which promoted greater competition by permitting firms to diversify production
and improve their operational flexibility: (c) opening additional fields of
investment to domestic and foreign private investors; and (d) streamlining
further the requirements for investment licenses, for instance, by extending
the validity of the operating license for the entire life of the plant.

3.25 The Government has also taken steps to reduce the impediments to
foreign invostment. Each of the major packages announced in May 1986, October
1986 and December 1987 included measures to relax foreign investment
regulations. As a result of these reforms a number of important changes have
been achieved. First, ownership controls have been relaxed by allowing
foreign (PMA) firms 10O equity with no divestiture requirements if the
production is fully for export, or with an initial equity of 95? if the
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investment is in a priority area,201 and by extending the conversion period to
majority ownership in other sectors from 10 to 15 years. Second, firms in
priority sectors are allowed to purchase local companies as long as 202 of the
equity remains under domestic ownership. Third, the distinction between PMA and
PMDN firms has been narrowed by giving PMA firms PMDN status if they have 512
domestic ownership or 452 domestic ownership with 201 of their shares listed on
the stock exchange. Fourth, PMA firms have been given equal access to both
export credit finance and the swap facility for foreign exchange cover.
Finally, marketing restrictions on foreign companies have been eased
substantially. PMA firms are allowed to market export goods freely, and foreign
firms are allowed to form joint ventures for export marketing with Indonesian
partners. The limited purchase license was eliminated so that PMA firms can
purchase domestic inputs without restriction, and under the November 1988
package, foreign companies are allowed to establish joint ventures to sell their
products in domestic markets as well. These measures have responded to many of
the concerns expressed by foreign investors and significantly reduced the
differences in treatment between PMA and non-PMA firms.

3.26 The above deregulation measures in conjunction with sound macroeconomic
policies have alzeady had a stroaag positive effect on both domestic and foreign
private investment. Domestic investment approvals by the Investment Authority
(BKPM) which had sagged since 1983, rose by 134Z in 1987 and a further 45Z in
1988. Similarly, after recording a sharp and steady decline since 1983, foreign
investment approvals in dollar terms rose by 762 in 1987 and a remarkable 3001
in 1988 to US$4.4 billion, a level that surpasses other East Asian economies.
Moreover, unlike the 1970s and early 1980s when much of private investment was
oriented towards import substitution, the bulk of the rew investment approvals
are directed towards export activities.

3.27 Despite the actions taken and the encouraging trend in investment, the
incomplete coverage and non-transparent nature of the DSP list allowed
considerable discretion and restrictiveness in investment licensing. The new
investment package announced in May 1989 is, therefure, a very important step in
the relaxation of the investment licensing system and marks a fundamental shift
in the approach to investment licensing. Through this package, the Government
has replaced a long and incomplete list of areas open to investment approval by
BKPM with a short negative list. In formulating the negative list, there has
been a conscious attempt to keep the number of restricted sectors to a minimum
and to remove the ad hoc conditions that had been introduced previously. There
are two additional important features of the new list: first, it does not
distinguish between domestic investment that can be processed by BKPM (PMDN
investment) and non-PMDN investment for which discretionary approval was
required; and second, in the industrial sector, all areas that are open to
domestic investment &re also open to foreign investment.21t As shown in
Table 3.5, the result is that many more areas are now open to foreign (PHA) and
domestic (PMDN) private investment and that the areas restricted are specified

201 Priority investments have been defined as those meeting any of the
following criteria: located in specified regional locations, with a
652 export orientation, involving high technology fields or with a
project cost exceeding US$10 million.

21/ There are, however, differential restrictions on foreign investment in
agriculture and other sectors.
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Table 3.5: SUMMARY OF INVESTMENT RESTRICTIONS IN THE INDUSTRIAL SECTOR
(Number of Investment (KKI) Categories)

1987 New
DSP List Negative List

PMA investment
Open 3,172 6,560
Restricted La 1,801 165
Not specified Lb 1,752 0

PMDN investment
Open 4,062 6,560
Restricted la 911 165
Not specified /b 1,752 0

la Closed or subject to restrictions.
lb Not specified in the DSP list.

Source: BRPM and World Bank staff estimates.

more clearly. By opening the vast majority of investment categories to PMA
and PMDN investment, and by specifying clearly the areas in which the
Government intends to regulate investment. the new investment list will
systematize and extend the relaxation in investment licensing, increase
transparency and reduce the scope for discretion. This will lead to a more
favorable and stable investment climate for private investors.

3.,28 The remaining policy agenda. The adoption of a negative investmenLt
licensing list will also provide a clear cut framework for reviewing the
validity of remaining restrictions. In addition to the sectors still
restricted in the BKPM list, it would be important to review the restrictions
that limit entry only to small scale manufacturing. Although these
restrictions are loosely applied, elimination of a large proportion of these
restrictions is warranted in the current environment and will lead to a
further simplification of the investment licensing system. Eventually only a
few activities would be regulated on national security or social grounds. It
is also important to review the scope for further reduction in requirements
for license approval. For instance, with tha shift to a negative DSP list,
the capacity expansion license, which is required for capacity expansion of
more than 302 of authorized capacity, could be dropped. To facilitate
investment processing, the authority for investment approval could be
decentralized by raising the floor for which investments can be approved
locally (at present only Rp.100 million or US$57,000).

3.29 With regard to foreign investment, the remaining areas of concern
are: (a) ownership restrictions, which may still hinder new investment and the
expansion of existing firms; (b) restrictions on export-oriented firms which
are still greater than neighboring countries; (c) land usage and other
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restrictions which impede foreign investment in export-oriented
agricultural products; and (d) remaining testrictions on domestic marketing
by foreign firms.

3.30 To date there has been less attention given to local level
regulations, since focus has been concentrated on the nation-wide
framework. With progress on the latter, greater attention will have to be
given to the problems at the provincial level. A major overhaul of local
level regulations is needed to make the system timely and transparent.
This is likely to be a time-consuming and difficult process, since
practices vary among provinces and there is often limited administrative
capacity at the local levels. Accordingly considerable attention will have
to be given to streamlining existing regulations and practices. while also
developing institutional capacity. Among the steps that could be taken to
streamline and simplify the local regulatory process are: (a) enhancing the
coordination role of Regional Investment Coordinating Boards (BKPMDs) by
giving them an expanded mandate to issue local licenses; (b) enforcing the
already prescribed processing time limits; (c) eliminating redundant
permits such as the land reservation permit; and (d) decentralizing
authority so that there is no need to obtain approval for the same permits
at more than one level of government.

Land and Labor Regulations

3.31 The laws governing land ownership are extremely restrictive in
Indonesia and the procedures for acquiring, registering and obtaining a
title to land are complex. Despite the Basic Agrarian Law of 1960 which
was intended to end the duality of land laws established in the colonial
period, a substantial proportion of land in Indonesia remains unsurveyed,
unregistered and untitled, and is governed by traditional (or the adat)
law. Thus, less than a quarter of agricultural land is properly titled or
registered. Even the land that is officially registered is subject to
several types of land rights with varying degrees of tenure. Private
corporations (both domestic and foreign) are not allowed to have right of
ownership of land; this right is confined to private Indonesian individuals
and government entities. Agricultural lands for plantations are usually
given the Right of Exploitation (HGU), whereas factories and business
premises usually have the Right of Building (HGB). The maximum time limit
on these land rights are 20 to 30 years. The short duration of these land
rights (although extendable) creates considerable uncertainty. The
acquisition of land can be also very costly and time consuming.

3.32 It is clear that fundamental changes are needed in land laws and
procedures. The Government recognizes the seriousness of the situation and
has recently created a new agency for land directly under the President. A
thorough review of land regulations and practices is needed now to draw up
an action program for reform. Such a program of reform could include:
(a) an intensive program to complete cadastral surveys and to register and
to title land; (b) streamlining of procedures for land acquisition;
(c) clarification of the role of the new land agency and strengthening of
its institutional capacity at the central and provincial levels; and,
(d) relaxation of ownership restrictions and clarification of tenure
rights.
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3.33 There are five main areas of labor regulations in Indonesia:
(a) protection and supervision of workers that includes specific t-egulations
on hours worked and overtime, and, wages and worker welfare; (b) reporting
requirements by the company; (c) safety and health standards; ld) hiring,
retrenchment and movement of labor between provinces; and (e) employment of
expatriate workers. Taken together, these regulations add to costs and reduce
operational flexibility. For example, the retrenchment laws discourage
employment at the margin and act as an entry barrier to firms. Many of the
stated objectives are not met because of lack of enforcement capacity. There
are also many superfluous regulations and reporting requirements which need to
be reviewed. Accordingly, it will be important to revise labor regulations to
focus on a few key social objectives and allow greater flexibility to
Indonesian firms to respond to world and domestic market conditions.

Local Content Progrsms

3.34 Over the last three years, the Government has modified its approach
to local content or deletion programs that presently cover a range of products
in the engineering, transport equipment and electronics sectors.221 No new
programs have been establishec since 1986. many programs have had their
timetables extended, and modifications have been introduced to make the
programs more flexible, for instance by allowing *multi-sourcing of parts.
Nevertheless, the detailed control and import approval required by existing
programs are still of concern.

3.35 In order to make the deletion programs more flexible and less subject
to discretion, two types of adjustments need to be considered. First, as part
of wider trade deregulation, import bans and import licensing restrictions
need to be eliminated for both final products and on spare parts and
components. Second, the detailed specification of master-lists (that set out
the deletion timetable at the firm level) could be replaced with a more
generic system of tariff-based protection that balances the interests of the
final products and component industries. As intermediate steps, deletion
timetables could be further lengthened and the consultation process between
domestic producers and the Government could be strengthened so as to avoid
overly rigid schedules and costly substitution of inferior local components.
The eventual shift of deletion programs to a time-bound and rationalized
system of tariff protection will greatly facilitate the operational
flexibility of producers, reduce disincentives to new investment and encourage
efficient development of these industries within an increasingly complex
industrial structure.

Corporate Legal Framework

3.36 A well-functioning legal system is an important prerequisite if the
shift towards a less government regulated environment for the private sector
is to be successful. The Indonesian legal system falls far short in this
regard. Most basic laws date back to the colonial period and have not been

221 Currently, the following product groups are subject to local content
programs: (a) motor vehicles (deletion for passenger vehicles is
voluntary); (b) heavy equipment; (c) mini-tractors; (d) engines;
(e) consumer electronics; (f) agricultural machinery; (g) professional
electronic equipment; (h) machine tools; and (i) pumps.
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reformulated in the face of changing conditions. There are also notable gaps
in the legal framework, for instance, on intellectual property rights and the
legal and accounting framework for financial transactions (see para 3.41
below). As a result of the general character of most statutes, implementation
is often dependent upon subsequent regulations and decrees. The most
important weakness in the legal system is enforcement, with a complicated
court process, that lacks transparency and precedents. Nor are their any
effective arbitration mechanisms outside the court system. Addressing these
shortcomings is necessarily a complex and time consuming task that will
require substantive revisions of lavs, reform of legal procedures and
reorientation of institutions. To ensure that the legal system does not
become a major constraint to the deregulation process, it is critical that
reform of the legal system be revitalized. Many sprocess" changes can be made
easily while the substantive revisions in the laws are being worked out. But,
equally importantly, administrative reform of the court system will be
required if the laws are to be implemented in an effective manner.

D. Support Services

3.37 An important requirement for the rapid development of the private
sector is the concomitant development of Zinancial services and improvements
in basic infrastructure. With respect to financial services, the future
demand for funding by the private sector is expected to greatly exceed current
levels as the economy responds to changes in the incentive and regulatory
framework and a larger share of activity shifts to the private sector. The
projections presented in Chapter 2 indicate that total private investment
(fixed investment plus changes in stock) in current prices will grow from
about Rp.17 trillion in 1988 to Rp.49 trillion by 1995. Clearly, mobilizing
resources for long-term loan and equity funding of private investment, in
addition to meeting growing working capital needs, will pose a significant
challenge for the financial sector. Furthermore, the growth of non-oil export
activities and the emergence of new private industries will require changes in
financial practices such as cash-flow rather than asset-based lending,
increased access to venture capital and equity, and more rapid credit
processing. With regard to the provision of basic infrastructure, the public
sector will continue to play the dominant role, but there is an interest in
encouraging an expanded role for the private sector in selected areas,
particularly transport. The progress that has been made in the provision of
financial and transport services, and the scope for further reform, are
discussed below.

Financial Services

3.38 Structure of the financial sector. About 40Z of Indonesia's private
savings are currently intermediated by the financial system. The level of
financial development measured by M2/GDP, which was 321 in 1988, is low
compared to other Asian nations. The deposit to money ratio, however, is
relatively high indicating a significant use of demand deposits as a means of
payment. As in many other developing countries, the Indonesian financial
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sector is dominated by its banking system which controls over R5X of all
financial assets in the organized sector (see Table 3.6). Indonesia has a
small stock market with 24 listed companies and a few bond issues, and an
over-the-counter (OTC) market that recently began operations.

Table 3.6: STRUCTURE AND GROWTH OF ORGANIZED FINANCIAL SECTOR, 1962-87

Asset
Gross assets Share of growth

Number (Rp. tril.) assets (Z) (S r-a.)
1982 1987 1982 1987 1982 1987 1982-87

Bank Indonesia 1 1 13.7 35.5 42.2 32.8 21.0

Depo!it money banks 115 110 15.9 59.6 49.0 55.1 30.2
- National FX banks 15 15 12.7 48.5 39.1 44.8 30.7
- Foreign banks 11 11 1.2 2.8 3.7 2.6 18.5
- Other commercial

banks 61 56 0.7 4.4 2.2 4.1 44.4
- Development Bank Ia 28 28 1.3 3.9 4.0 3.6 24.6

Non-bank interme-
diaries lb 14 14 0.8 2.3 2.5 2.2 23.5

Savings banks 3 3 0.5 2.0 1.5 I.9 32.0

Insurance companies 83 102 0.7 3.5 2.1 3.3 38.0

Leasing companies 34 83 0.1 1.7 0.3 1.6 76.2

Pension funds /c 78 154 0.7 3.2 2.1 3.0 35.5

Other credit /d 5,809 5,789 0.1 0.4 0.3 0.3 32.0

All institutions 6,137 6,256 32.5 108.2 100.0 100.0 27.2

/a Including 27 regional development banks.
lb Investment and development finance companies.
/c Excludes pension funds that are not registered with the Ministry of

Finance.
Id Village, paddy, petty traders' and employees banks, and state pawn shops.

Excludes assets of foundations and informal financial institutions, for
which estimates are unavailable.

Sou.ce: Bank Indonesia, Ministry of Finance and World Bank staff estimates.

3.39 An important structural characteristic of the financial industry is
the high degree of concentration across all segments and the extent of public
ownership of financial institutions. Table 3.7 shows that the five largest
institutions manage between 65-752 of assets in each line of business with the
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Table 3.7s ASSET CONCENTRATION IN TUE FINANCIAL SECTOR, 1982-1987

Number of Five-Institutions
Institutions Concentration Ratio L

1987 1982 1987

Baaks 80 80.4 74.9
Insurance companies 84 60.7 64.4
I.easiug companies 83 83.1 30.9
Pension funds 43 - 65.5
NBFI 12 69.0 69.0

/a The proportion of assets held by the five-largest institutions in each
major segments.

Sources Bank Indonesia, Ministry of Finance. and World Bank staff estimates.

exception of leasing. The Government owns the five largest banks and is
directly or indirectly involved in the ownership of institutions in every
segment of the industry. With the possible exception of India, Indonesia has
the largest public financial sector in Asia.

3.40 The asset and liability structure of the banking system is biased
towards short-term instruments. For example, in 1987, 302 of deposits were
demand deposits, 652 were time deposits (almost all in maturities of 12 months
or less) and 5S were savings depo'its. In line with the short-term deposit
base, loans were also primarily short term. In 1987, 621 of ioans were
granted for up to one year, 72 for 1-3 years and 312 for 3 years and over. A
significant proportion of bank lending for priority seetors is refinanced by
BI at preferential rates. Depending on the priority attached to the
borrower's activity, commercial banks can refinance 65-1002 of their loans
with BI at rates as low as 32, which are on-lent to borrowers at rates as low
as 122. This facility, known as liquidity credits (LC), constitutes a
signiiicant subsidy to both the intermediary and the borrower in most cases.
During 1988, LCs constituted around 202 of new credit to public enterprises
and the private sector.23/ The bulk of these credits is channelled through
the state commercial banks. The LC programs have induced significant
distortions in the financial sector and complicated monetary management. The
main problems are: (a) they provide a subsidy to the intermediary and
borrower, which creates a disincentive for the intermediary to seek long-term
deposits and for the borrower to issue equity; (b) LCs fragment the financial
markets by creating differential costs for borrowers with similar risk and
maturity profiles; (c) they affect the relative price of long-term funds
(credit, bonds, equity) by exogeneously increasing the supply at a 'subsidized
price"; and (d) LCs make reserve money management difficult because they
represent an open-ended injection of high-powered money.

23/ In addition, direct credit from BI increased by Rp.134 billion between
November 1987 and November 1988.
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3.41 The lack of mature legal and accounting systems is also a major
impediment to financial sector development. There are no requirements for non-
financial pri:-ate firms--except the 24 companies listed on the Jakarta Stock
Exchange--to lodge financial statements for registration with a statutory body
or to conduct audits. Compli3nce with generally accepted auditing practices is
patchy, and the reliability of accounting information is questionable. The lack
of transparency and consistency in financial data is a major element in raising
the risk, and therefore the cost of transactions. This problem is compounded by
regulations which have not kept pace with business practices, and by
unpredictable implementation. As a result, simple legal issues can become major
hurdles. For example, enforcing collateral requirements is often a complex,
expensive process, w.th no ccrtainty of being really secure. This, in turn, can
restrict the volume of finance extended by intermediaries.

3.42 Policy developments. In June 19-3, the Government initiated a reform
program that deregulated state bank interest rates, replaced credit ceilings
with a system of reserve money management and simplified interest rates on
subsidized credit at a higher average rate. These reforms spurred a rapid
expansion in deposits and to a limited extent helped stimulate competition among
banks. Financial assets held by thb banking system rose from 182 of GDP in 1982
to 29Z in 1987, and private banks increased their market share in spite of
regulatory curbs on their expansion. In addition, the range of non-credit
financial services widened with the establishment of several new insurance and
leasing institutions.

3.43 Although deposits increased substantially after 1983, success in other
areas was limited and several important issues remained. First, despite the
reforms, competition remained weak due to regulatory restrictions on operations
and entry barriers. As a result, efficiency of the financial sector has been
low, partly reflected in relatively high intermediation costs. Second, the
state banks continued to dominate the banking system partly because:
(a) regulationa covering branching, capital adequacy, loan-loss provisions, etc.
favored them; and (b) they had preferential access to deposits from public
enterprises. Third. the expansion of LC lending kept the financial market
fragmented and adversely affected long-term funds mobilization. Fourth, the
ability of state banks to ref3aance a substantial proportion of their loans with
BI at a 3ubsidized rate resulted in perfunctory credit analysis and poor loan
portfolios. Finally, the legal and accounting framework for the financial
sector remained weak.

3.44 The 1988 policy reforms. The Government announced major financial
sector reforms on October 27 and December 20, 1988 to address some of these
issues.24/ The main objectives of these measures were to enhance financial
sector efficiency by encouraging competition and increase the availability of
long-term finance by promoting the development of the capital market. Steps
were also taken to improve the stability of the financial system, bv
strengthening prudential regulations and monetary control. The specific
measures included: (a) permitting the entry of new private banks, including
joint ventures with forei-n banks; (b) allowing domestic banks to open branches
throughout Indonesia and Nba?Is and foreign banks to open offices in reven major
cities; (c) permitting new rural banks to be established in districts outside
the capital; (d) easing the requirements to become a foreign exchange bank;

241 Some of these measures were subsequently clarified on March 25, 1989.
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(e) allowing state enterprises to place up to 50Z of their total deposits with
private banks and NBFIs; (f) allowing NBFIs to issue certificates of deposit;
(g) levying a withholding tax of 152 on time deposits and certificates of
deposit, with eliminated the discrimination against other securities market
instruments; (h) establishing an OTC (as announced in late 1987) to enable
smaller firms to issue shares; ,i) allowing the private sector to operate
stock exchanges in Jakarta and other major cities; (j) permitting banks and
NBFIs to raise capital from securities market; (k) simplifying the entry into
insurance, leasing, consumer finance, venture capital and securities
activities; (1) defining loan concentration ratios for banks and NBFIs that
limit lending to a single borrower or gruup; (m) specifying minimum capital
requirements for banks and NBFIs and solvency ratios for insurance companies;
(n) eliminating differential reserve requirements for banks and liability
categories by establishing a uniform and lower rate of 22; (o) extending the
maturities on monetary instruments and taking steps to develop the secondary
market; and (p) relating the reswap premium on foreign exchange transactions

i to interest rate differentials.

3.45 These actions represent a dramatic departure from the past when
regulations facilitated the domination of state banks and prevented the
development of other segments of the financial market. The relaxation of
entry barriers will allow the private sector, domestic and foreign, to compete
with public financial institutions on a more equal basis. The resulting gain
in efficiency, together with the lower reserve requirements, will reduce
intermediation costs and improve banking practices. While implementation of
these changes will obviously take time, the c are already signs that the
financial sector will be significantly altered. In response to the new
measures, there have been a large number of applications for setting up new
banks. As of end-February, licenses had been approved for 7 new national
commercial banks, 3 joint ventures with foreign banks and 47 secondary banks.
Several foreign banks are considering opening branches. In addition, activity
on the Jakarta Stock Exchange has picked up shaiply since October and the
first issue on the new OTC market was successfully completed in early 1989.

3.46 Remaining agenda. As a result of these measures, the financial
sector is expected to undergo a major restructuring over the next few years,
with increased competition over a broad range of financial services among a
larger number of institutions. The immediate priority for follow-up is
therefor co strengthen further the Government's capacity for prudential
regulation, especially in the area of bank supervision. Pruidential
regulations will need to apply evenly to state and private banks and include:
(a) limitations on the ownership of newly licensed banks by an individual or
group; (b) reexamination of capital adequacy requirements to include off-
balance sheet items such as contingent liabilities; (c) more stringent
guidelines for income recognition; (d) strengthening the link between asset
quality and loan loss provisions and allowing full tax deductibility of
provisions expense; and (e) clearly defining BI's capability to intervene in
problem institutions prior to insolvency. It will be important to strengthen
BI's ability to supervise a growing number of institutions byt
(a) rationalizing the data collection and information retrieval systems for
off-site surveillance; (b) requiring standard financial reports based on
agreed accounting principles; (c) basing bank ratings on examination reports,
off-site surveillance data and judgemental factors rather than just compliance
with regulations; and (d) relating frequency of BI examinations to



- 80 -

institutional risk. These requirements for sound prudtntial management are
fully recognized by Bank Indonesia and a program of improved bank supervision
is underway with technical assistance from the DMF and ADB.

3.47 With increased competition it will become even more important to
conduct audits of the state commercial banks to assess the true condition of
their portfolios, estimate losses and reconstitute their capital befe e
further deterioration occurs. The recapitalization would provide an
opportunitv to reduce government ownership by issuing shares to the public
through the stock markets. This action will need to be complemented by
increasing the management autoncmy of state banks and gradually delinking
their renumeration from civil service scales. At the same time, some of the
associated NBFIs could be privatized. Early action is also required to
improve the legal and accounting systems for the financial sector. As a
priority measure, BI will need to implement the proposed collateral
registration system to cover all banks and NBFIs and consider establishing a
credit information system. In addition, BI's chart of accounts for banks and
NBFIs also needs to be reviewed and updated to facilitate effective
supervision. Finally, the recent steps to boost capital market activities are
an encouraging development to support the availability of long-term finance.
In addition, the Government is committed to reducing the role of the LCs.
While reforming LC programs is crucial for promoting capital markets, specific
actions will have to be studied carefully and implemented gradually to avoid
market disruptions.

Transport Services

3.48 For many years, the transport sector, especially the maritime
subsector, was highly regulated, with controls on freedom of entry, market
segmentation, investment choice, tariffs, route structures and other
operational decisions restricting private sector participation, impairing
efficiency and flexibility, and thereby raising costs. The Government took
the first major step towards correcting the regulatory problems in the
maritime subsector in April 1985. This reform streamlined customs procedures,
opened all sizeable seaports to international shipping, amended port
7.nagement arrangements, and removed tariff controls on domestic sea cargos.
The measures had "n immediate positive impact, with cargo clearance and ship
turnaround times reducing substantially, freight rates for exports and imports
declining markedly on many routes, and the quality of services to shippers and
consignees improving as international services were extended to more ports.
The performance of the national shipping industry, however, continued to be
constrained by excessive controls, which had been further exacerbated in 1984
by the introduction of a policy of compulsory scrapping of ships beyond a
certain age. This had a serious Impact on domestic general cargo shipping by
considerably reducing fleet capacity and causing several lines to cease
operations. The result was considerable uncertainty within the industr7 and
continued poor service at high cost.

3.49 In 1988, the Government introduced further sweeping reforms to
address these concerns. The suspension of the compulsory scrapping policy in
February 1988 was followed by the announcement, on November 21, 1988, of a
second major package of maritime reforms whichs (a) reduced the number of
types of shipping business licenses from five to two; (b) relaxed vessel
ownership requirements applying to shipping business licence issue;
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tc) permitted national and foreign lines to establish joint venture companies
to serve domestic and interrational routes; (d) eliminated the requirement for
shipping lines to possess a separate operating license; (e) freed non-shipping
companies to undertake the sea transport of their own products and raw
materials without a shipping business license; (f) permitted shipping lines to
determine their own route structures, vessel assignments and sailing
frequencies without government approval; (g) permitted national lines to
charter foreign flag vessels without government approval; (h) allowed
Indonesian entities to buy or sell Indonesian flag vessels without government
approval and removes controls on vessel docking; and td) lifted the freeze on
the issue of bhipping business license---in effect since 1976--ard simplified
and streamlined the license application process.

3.50 By reducing and simplifying business licensing procedures, by
allowing shipping lines to determine their own route structures and schedules,
and 'by easing entry by both foreign and domestic companies, this comprehensive
set of reforms has removed most regulatory impediments to the development of
an efficient and responsive maritime transport industry. As a result,
Indonesia now has a more open and unregulated shipping industry than most
maritime nations. Although it is too early to assess the full impact of these
measures, there are already indications that the shipping industry is
beginning to respond in ways which will stimulate competition and g.:eatly
benefit its users. The Government is working to ensure that the recent
reforms are implemented properly and to establish appropriate arrangements for
monitoring their operation. Attention now needs to turn to modernizing and
strengthening the regulations concerning maritime safety and pollution and,
equally importantly, to improving enforcement effectiveness in these areas.

3.51 The next priority for regulatory reform is in the road traraport
subsector, where the key regulations date back to the mid-1930s and have since
been subjected to frequent piecemeal amendments. Here the problems caused by
excessive economic regulation--which is exerrised principally through business
and route licensing procedures and tariff controls--are compounded by poor
delineation of the responsibilities of the many central and regional
government agencies involved in administration and enforcement. Their impact
is most evident in the passenger transport field, and particularly in urban
bus services, although road freight transport is also affected to a lesser
extent. Regulations pertaining to vehicle weights and dimensions limits, which
are intended to protect public road infrastructure from excessive damage by
heavy commercial vehicles, also have an important bearing on road transport
system efficiency and costs, and the limits presently applying to the key
interurban links have already been shown to be too low. The required
increases, however, will need to be harmonized with road construction
standards and changes in the road user charge regime,25/ and should be
introduced progressively in line with a publicized program of road and bridge
improvements which will provide a basis for planning within the vehicle
assembly and road transport industries. The Government is currently developing
a modern and comprehensive body of road traffic and transport regulations,
which is also expected to provide for substantial improvements in areas
pertaining to safety. The implementation of these regulations are of high
priority. Attention also needs to be given to establishing a more
satisfactory regulatory regime for public road transport and a elearer and

251 This is reviewed in Chapter 4.
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more appropriate division of responsibilities for road traffic and transport
matters between central and regional government agencies.

3.52 Special attention needs to be directed to the road transport of
agricultural products, where marketing costs have been increased by local
regulations affecting their overland movement, particularly outside Java.
These include the issuance of movement permits for ex-village removal of
agricultural goods (Ijin Pengeluaran Hasil Bumi), passage fees at village,
district and regency borders, and informal fines for overloading trucks.
Recent case studies suggest that such levies may account for as much as 501 of
the overland transport cost for low-value agricultural produce. Such levies
are generally highly regressive in that agricultural comnsvdities and distant
producing regions are taxed more heavily than are higher-value commodities or
producing regions located near urban consumption centers. It is important.
therefore, to extend the deregulation efforts down to the lowest
administrative levels.

E. Environmental Management: An Update

3.53 Introduction. While the efficient development of the economy
implies a policy of deregulation in the industrial, trade and financial
sectors, ensuring the sustainability of this development will require more
active government involvement in the management of the environment.
Indonesia's major environmental problems are primarily related to population
growth and spatial patterns of development. Pressures on land and forest
resources are expected to intensify, particularly in the Outer Islands.
Furthermore, industrialization and increasing population densities along
Java's north coast are resulting in shortages of clean water in the rivers
flowing through the major cities of Indonesia. The non-oil export drive will
intensify these trends. rimber and tree crop exports will continue to provide
substantial export revenues and manufactures will te the fastest growing
export items.

3.54 Related issues of environmental management were reviewed in last
year's Economic Report and discussed as the special topic at the 1988 meeting
of the IGGI. A fuller discussion is provided in the World Bank report
entitled *Indonesia: Forest, Land and Water: Issues in Sustainable
Development, (to be issued shortly). In brief, the two key environmental
concerns for Indonesia are:261

(a) Land and forest management on the Outer Islands. If the Outer
Islands are to achieve expected growth rates in both timber
production and tree crop development, while absorbing smallholders
seeking agricultural land, improved forest policies and sound land
use decisions will be required.

26/ There are, of course, many other important environmental issues in
Indonesia; management of other critical ecosystems, air pollution,
solid waste management, energy conserve ', and conservation of
endangered wildlife are a few examples nce many of the policy
actions recommended are generic in ni _- a number of these will
address the other issues as well.
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(b) Water resource management and pollution control on Java. If the
growth of manufacturing and industry on Java is to be sustained,
early action to ensure adequate water supplies and to control
pollution will be needed.

3.55 Indonesia has a large area under forest cc.er and these forests are
of enormous commercial .nd ecological value. In spite of the abundance of
this forest cover, there is reason for concern. It is estimated that
Indonesia's forests are disappearing at a rate of nearly one million hectares
per year. While it is difficult to disaggregate the causes of this
degradation since logging creates opportunities for smallholder movtment onto
forested land, Bank estimates suggest that about half of deforestation is from
smallholder agricultural conversion, one quarter from development projects,
and the rest from poor logging practices and fire. Some of the area converted
by smallholders may regenerate into secondary forest, but little of the
deforested land will be suitable for timber production. These losses of
Indonesia's forest resources stem from a combination of factors, including
inadequate regulation and control over forest concessionaires and deficiencies
in land allocation and land use planning.

3.56 Although Java is wel" endowed with rainfall, its rivers are less than
50 km long and very shallow catchments combined with deforestation have
increased the variability in run-off and caused water shortages in dry years.
Currently, irrigated agriculture is the major user of surface water, but urban
and industrial water use is expected to grow rapidly, which may imply
increasing shortages of water in the future. The need is becoming acute for
protection and conservation of catchment areas and for improved management of
river basin resources and their allocation. These shortages of water are
being exacerbated by a rapid deterioration in water quality. Pollution in the
downstream areas of almost all the north coast rivers has seriously reduced
the availability of raw water fu. municipal und urban uses. Moreover, this
water pollution poses an immediate threat to human welfare and industrial
growth. Although industrial pollution is less pervasive than human waste, it
has far more serious consequences, as toxic substances and heavy metals can
become concentrated in the food chain and cannot be removed from water by
standard methods of water treatment. Due to the serious health consequences
of water pollution from industrial sources and the large percentage of
Indonesians (predominantly the poor) who use river water as their primary
source of drinking water, efforts to regulate the activities of the private
sector are critical both to future growth ar. human welfare.

3.57 The Government is aware of these issues and h4s taken several steps
in the past year to strengthen institutions and improve policies aimed at
ensuring sustainable development. Important changes have been effected to
improve environmental management in Indonesia. First, the Ministry of
Population and Environment has been reorg,,nized into five divisions. An
Assistant Minister for Natural Resource Management is expected to be appointed
to develop procedures in spatial planning and to guide the. management of
critical ecosystems; this will help strengthen land and r'source management.
Also, an Assistant Minister for the Management of Resource Degradation is to
be appointed to promote environmental impact assessments (EIA) and establish
pollution control and hazardous waste management. Second, a National Land
Agency (Badan Pertanahan Nasional) was formed by removing the Directorate
General Agraria and the Provincial Agraria offices from the Ministry of Home
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Affairs and making the new agency directly answerable to the President. This
new agency can make an important contribution in coordinating land use
planning and carrying out land registration. Third, improvements are being
made in the management of forestry concessions: the Ministry of Forestry has
tightened enforcement over the activities of forest concessionaires through
increased inspections, and by reducing the large backlog of uncollected
royalties (these have been reduced from about US$80 million to US$20 million).
More importantly, the Government introduced a new export tax on sawn timber
(with a median rate of around US$40 per cu.meter) in March 1989 and has
announced a 1502 increase in the reforestration fee (from US$4 per cu.meter to
US$10 per cu.meter). A first increase of 75Z is expected to be implemented in
July 1989 and the remaining will be implemented a year later. The increase in
export tax will yield revenue of US$100 million p.a. while the full
implementation of the reforestation fees will provide additional revenue of
about US$180 million p.a. Finally, an important step was made to address
problems of water pollution, when the Government announced in December 1988
its intention to eliminate subsidies on pesticides. In the past, subsidies on
pesticides have discouraged traditional methods of eradicating pests and
hence, made the integrated pest management program relatively less attractive.
The elimination of the subsidy should, therefore, help reduce water pollution
from pesticides.

3.58 Nevertheless, a substantial agenda of policy and institutional
reforms remains. In land and forestry management, the role of the new land
agency regarding forest lands needs to be clarified. There is also a need to
complete the geodetic reference system and to undertake a systematic review of
land policy covering, inter alia, the appropriate allocation of land for
forestry and agriculture and the management of other critical ecosystems.
Further tightening of the management of forestry concessions is also
necessary. An important opportunity to change the current concession system
will arise during the REPELITA V period, as many timber concessions are due to
expire in the next five years. Another important step is to ensure that the
Government fully collects the fees from forestry concessionaires, in order to
discourage the rapid exploitation of the forest and increase revenues.
Regarding water pollution, there is a need to enact more realistic and
enforceable standards for industrial discharge of waste water. These
standards would need to be industry specific, limited to a few easily
monitored variables, and based upon the use of the receiving water bodies.
The next step is to establish the institutional arrangements for pollution
monitoring and control. A strict policy of ensuring that future industrial
investments are in initial compliance with environmental regulations needs to
be implemented. Furthermore, it will be important to ensure that no firm is
granted operating licenses without adequate and properly functioning abatement
equipment. For this purpose, the preparation of EIAs for each proposed
investment, as currently required under regulition PP29, is critical to
ensuring initial and continuing compliance, These EIAs need to be clearly
focused on the environmental consequences of the proposed investment and
processes for their review need to be firmly established.
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CHAPTER 4

CHANGING ROLE OF THE PUBLIC SECTOR

A. Introduction

4.01 Buoyed by higher oil revenues, the role of the public sector expanded
ra.pidly during the 1970s. However, the scope for public sector activity was
harply curtailed by the decline in oil prices after 1982. As reviewed in
Chapter 1, an aitstere fiscal policy has been a key element of the Government's
adjustment program. This was combined with a redefinition of broad public
expenditure priorities to guard against a rapid decline in economic growth due
to severe investL2nt cutbacks. Chapter 2 argued that a strong investment
effort will be essential to sustain growth over the medium term. Public
investment will have to play an important role without which the recovery of
private investment and economic growth will be jeopardized. A recovery of
public investment is also essential to regain momentum in the Government's
poverty alleviation effort. Yet, overall resource constraints coupled with
the need to finance private sector investment will limit the size of the
public investment program, making public sector efficiency improvements even
more imperative. An essential requirement will be to improve the allocation
of public spending. This will ertail undertaking a careful review of secteral
expenditure priorities, strengthening fiscal planning and budgeting, and
improving project implementation capacity. Against a background of clear
expenditure priorities, better pricing policies can help to improve investment
decisions, raice operational efficiency and effectiveness, and reduce
inequalities in public service provision.

4.02 Improving the allocation of public spending and appropriate pricing
of public services are two key aspects of a strategy to effectively address
the issue of public sector efficiency. A closely related critical element is
improving oversll management of the public sector. Three key management
issues in the context of Indonesia's present situation are: (a) management of
public enterprises (PEs); (b) decentralization; and (c) civil service reform.
Indonesia has a sizeable PE sector operating in most fields of economic
activity. As shown in Chapter 2, the overall financial performance of PEs
needs to be strengthened. It will be essential to formulate a comprehensive
strategy for PE reform to improve their efficiency and financial performance.
These efforts will help to realize the benefits from improved allocation of
public spending and better pricing policies, and economic and financial rates
of return from many important public investment will improve.

4.03 Due to financial constraints, the Central Government is looking to
the local governments to take greater responsibility in financing many
development programs from their own resources. A well-managed program of
decentralization can provide more opportunities for local initiative in
development planning, implementation, and monitoring of public sector programs
and projects, and create better accountability while reducing the burden on
overstretched central ministries. An effective decentralization strategy will
neee to be accompanied by important changes in central-local fiscal relations
designed to increase financial autonomy of local governments. Appropriate
mechanisms will be required to allocate the transfers among regions and to
ensure that national priorities are reflected at the local level.
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Complementary actions will also be needed to clearly define institutional
responsibilities and to develop staffing capacity and interagency coordination
at the local level.

4.04 The moves towards increased deregulation, PE reform and
decentralization have important implications for the size, structure and
functions of the Central Government and its civil service. For example,
deregulation in trade, investment and finance has eliminated most of the
,control3 oriented activities of a large numbers of civil servants.
Similarly, a further push towarda decentra4ization will necessitate a shift of
important planning and implementation responsibilities to the local
government. Moreover, public enterprise reform involving the privatization of
some of these enterprises and enhanced autonomy for others will reduce the
scope for their operational control by supervising technical ministries.
These examples show how ongoing major policy reforms and resource constraints
have posed new challenges for the organization and management of the public
sector. Accordingly, a major long-term task will be to review the role of
some government institutions, combined with continuous efforts to improve the
civil service.

4.05 REPELITA V recognizes this changing role of the public sector. To
support this change, public expenditures will be focused on O&M, the provision
of infrastructure and improving human resources. The public sector's
involvement in direct production activities will be curtailed by limiting new
investments as well as by divesting some of the PEs. Moreover, tne Central
Government intends to devolve greater responsibility to the local governments
in implementing puW.ic expenditure programs. This chapter reviews some of the
major issues which ieed to be addressed in shaping the public sector's
transition to this new role. Section B examines issues in setting sectoral
expenditure priorities in the context of REPELITA V and improving fiscal
planning and budgeting. Section C then analyzes the implications for pricing
policies for publicly provided goods and services. Finally, Section D reviews
the longer-term agenda for strengthening the Government's institutional
capacity to plan and manage the changing role of the publ,c sector in the
Indonesian economy.

B. Improving the Allocation of Public Spenoing

Overview

4.06 During the 1970s, Indonesia used its increased oil revenues to embark
upon an extended program of public investment. Many of these investments have
paid off, as reflected in significant improvements in economic infrastructure,
human resources and a rapid growth in agriculture, especially rice. But over
the past five years public investment has been cut substantially in real terms
to adjust to the realities of lower oil revenues. These cuts were effected by
a mark-ad shift in the composition of public development spending, reflecting a
strategic reexamination of the role of the public sector in promoting growth
(see Table 4.1). The key elements of the Government's response weret (a) a
sharp reduction in the budget share devoted to industry and mining, from 221
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Table 4.1: SECTORAL DISTRIBUTION OF DEVELOPMENT EXPENDITURE, 1979/80-193f94
(Z of total)

REPELITA III REPELITA IV REPELITA V
Actual Plan Actual La Plan
1979180- 1984/85- 1984/85- 1989/90-
1983/84 1988/89 1988/89 1993194

Industry and mining 21.7 11.5 10.2 4.9
Industry 7.8 5.8 5.6 2.1
Business development 5.7 2.3 2.6 1.7
Mining 8.2 3.4 2.1 1.1

Agriculture 17.1 18.9 15.9 20.8
Agriculture lb 3.9 3.7 5.4 9.8
Irrigation 5.1 6.4 4.4 6.2
Transmigration 5.3 6.2 3.9 3.0
Resources and
environment 2.8 2.7 2.3 1.7

Infrastructure 23.4 26.6 28.7 30.0
Energy 9.0 13.1 12.3 9.9
Transportation and
communications 14.4 13.5 16.4 20.2

Regional development Ic 9.6 7.3 10.2 10.5

Human resource develoPment 18.9 24.6 21.1 27.2
Education and manpower 11.9 15.7 13.6 16.7
Health 2.4 2.8 2.1 2.6
Population and welfare 1.5 2.0 1.4 1.4
Housing and water supply 3.1 4.1 4.0 6.5

General services /d 9.3 11.0 14.0 6.5

TOTAL 100.0 100.0 100.0 100.0

Memo Item:
Total (Rp.trillion,

current prices) 34.1 73.4 44.6 101.7

Total (Rp.trillion,
1983 prices) 47.4 53.0 32.2 47.7

/a Actual data for 1984/85-1987/88; budget figures for 1988/89.
lb Excluding fertilizer subsidy (assuned to total Rp.1 trillion for

REPELITA V).
/c Comprises INPRES grants, which include specific sectoral allocations.
1d Excluding defense.

Sourcet Ministry of Finance and BAPPENAS plan documents.
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during REPELITA III to 10 in REPELITA IV; (b) an increase in the share going
to infrastructure and agriculture, rising from 40! to 452 in REPELITA IVs and
(c) an increase in the share allocated to human resource development, from 192
to 212. Since 1987/88, there also has been a growing recognition of the need
to increase outlays for more efficient operations and maintenance (O&M) in
order to maintain and improve the quality and product!vity of the massive
investment in infrastructure made in the 1970s and early 1980s. This
redefinition of expenditure priorities has helped to improve efficiency and
soften the adverse impact of the large cutbacks in public investment
expenditure on economic growth, employment and the availability of basic
services.

4.07 For the 1990s, a recovery of public investment in priority areas will
be essential to support economic growth. Accordingly, the focus of REPELITA V
has shifted from the management of expenditure cutbacks during REPELITA IV to
the management of a sizeable expansion in public development spending.
Allocations for REPELITA V (Table 4.1) show that the Government intends to
further strengthen the priorities that emerged during REPELTTA IV. Thus,
special emphasis is placed in the new plan on the funding of O&M. Some
Rp.ll trillion (112 of total REPELITA V development spending) is to be spent
for O&M. To ensure that this allocation results in more efficient O&M,
supportive policies and institutions to strengthen the planning and
implementation of O&M programs will be needed. The plan's emphasis on
infrastructure and agriculture support services is appropriate. As noted in
Chapter 2, adequate availability of economic infrastructure will be essential
to support economic growth, non-oil exports, private investment and
employment. Similarly, the provision of supportive agriculture services will
be necessary to sustain the projected rate of growth of agricultural output
and provide higher earnings to the smallholders and landless poor. A stronger
priority accorded to the development of human resources in the plan is a
reflection of the Government's intention to boost labor earnings and help
alleviate poverty. A skilled and productive labor force is essential to
realize Indonesia's long-term growth potential; improvements in labor
productivity also provide the best means for sustainable increases in real
earnings and reduction in the incidence of poverty.

4.08 While a significant expansion of public investment in priority areas
will be necessary during the 19909, this will need to be based on a careful
evaluation of projects with due regard for implementation constraints.
Although the planned overall size of development expenditures in real terms in
REPELITA V is similar to the actual outcome in REPELITA III, this represents a
482 increase in real terms over REPELITA IV. More importantly, the
composition of expenditure in REPELITA V is significantly different from
REPELITA III. The REPELITA V allocations further shift budgetary resources
away from industry and mining (expenditures managed by public enterprises) but
allow for substantial increases in infrastructure and human resources
(programs largely managed by the Government). Thus, infrastructure outlays
(in real terms) will grow by 552 over REPELITA IV and by 302 over
REPELITA III, while spending on human resources is to expand by 912 in real
terms over REPELITA IV and by 441 over REPELITA III. The proposed large
expansion in spending on infrastructure and human resources will pose a major
design and implementation challenge for new projects. Although recent
experience shows that the Government has achieved significant progress in
improving project implementation performan-e, this happened in a period when
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the size of the public investment program was shrinking. Without continuing
efforts to improve project implementation capacity, the Government's
investment program in the 19909 could run into major implementation problems.
This hlghlights the need to take into account explicitly the underlying
implementation constraints in different sectors when selecting new public
investment projects.

4.09 As discussed in last year's Economic Report, many of the problems
impeding project implementation are related to the functioning of the
government apparatus, including the agencies involved. These include, in
particular, procurement, land acquisition, budgeting and finance procedures,
consulting and construction services, and institutional and managerial
problems. Although the Government has already made notable progress in
addressing these issues, there is considerable room for further improvement.
Internal institutional limitations have also contributed to project
implementation difficulties in many sectors, including agriculture (tree
crops, transmigration programs), nirban, transport, telecommunications and
health. Efforts to strengthen internal project implementation capacities of
public sector entities will also be crucial to maximize the returns to
investments. Finally, an efficient construction industry is essential to
improve project implementation capacity in both the public and private
sectors.

4.10 Improving the efficiency and effectiveness .of public spending will
also require a reform of fiscal planniaig and budgeting. As regards, the
budgetary process. There are two important issues: (a) the budget is
fragmented across multiple budgetary channels; and (b) the links between
government policy objectives and the classification of budget categories in
the government accounts are not sufficiently transparent. Because of these
problems, it is difficult to determine whether the allocation of resources for
priority uses (such as for OEM) is adequate. Consolidation of funding
accounts into fewer budget channels would greatly simplify and facilitate
sectoral expenditure planning and monitoring. Against this background, the
remainder of this section looks in greater detail at important issues in
setting sectoral expenditure priorities and fiscal planning and budgeting
procedures.

Sectoral Expenditure Priorities

4.11 Agriculture. The Government recognizes the importance of the
agriculture sector in achieving Indonesia's growth and poverty reduction
objectives. For REPELITA V, the Government's target is to sustain a growth
rate of 3.62 p.a., based on an efficient and more diversified production base.
Accordingly, the Government's public expenditure priorities during the
REPELITA V period will be concentrated primarily in three areas--smallholder
tree crop development, irrigation, and research and extension--with emphasis
on the Outer Islaaids (especially transmigration areas) and designed to reach
the poor. The private sector will be encouraged to take a more prominent role
in promoting agricultural processing and in tree crop development,
particularly for plantations, consistent with the overall strategy for
REPELITA V of limiting the involvement of the public sector in directly
productive activities. The Government will continue to support smallholder
cultivation of tree crops to ensure that the potential benefits of earlier
investments are realized, and to reach more smallholders, the vast majority of
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whom have not had the opportunity to benefit from past programs. In this
regard, the successful PMU-based schemes will give increased emphasis to
setting up nurseries to supply good quality planting materials, together with
advice on recommended practices, to farmers on the perimeters of existing
smallholder schemes.

4.12 To ensure further growth in rice production, as well as secondary
crops, the Government will increase expenditures on irrihation. Increased
expenditures are also important because irrigation is a powerful tool for
reaching poor farmers, since it is a major way in which the earning power
of very small plots of land can be significantly increased and sustained.
These expenditures will be used to raise the efficiency of existing systems
and to offset losses in prime, irrigated rice lands along the north coast
of Java by a selective expansion of the irrigation network. Appropriately,
fires priority will be given to adequate provision of O&M for existing
eystems. Rates of return from O&M in irrigation are estimated at about
20-25?, and the level of expenditures is among the lowest in Asia. A
second priority will be the rehabilitation of many existing surface
irrigation and swamp systems, in order to bring them up to acceptable
technical standards and the full development of new schemes. This involves
upgrading and repairing water control and regulatory structures,
constructing new canals to ensure that water reaches the entire command
area, and desilting existing canals. Many of these needs result from past
underfunding of O&M.

4.13 The rate of expansion of the irrigation network, which has been
drastically scaled back during the adjustment period, is another important
expenditure priority of REPELITA V. In addition to some expansion on Java,
new investments are proposed in selected areas in the Outer Islands.
Provinces currently being considered by the Government for network
expansion are Lampung, Jambi, West Kalimantan, NTT, East Timor and Irian
Jaya. While the equitable distribution of irrigation services is an
important policy objective, the suitability of new areas for irrigated
crops needs to be carefully evaluated in the context of the viability of
each scheme and returns on alternative expenditures for irrigation as well
as other rural investments that would promote employment and raise income.
In addition, it is estimated that 5.6 million hectares of coastal lowland
or tidal swamps may be suitable for agricultural development. This area is
larger than the total irrigated area in Indonesia today and it has greater
agricultural potential than most of the remaining upland rainfed areas.
Realizing the long-term promise of swampland development will, however,
require overcoming substantial technical, managerial. institutional and
environmental problems.

4.14 In the past, the structure of research and extension services has
been oriented primarily towards achieving rice self-sufficiency. During
the REPELITA V period, these servirgs will give increasing support to the
diversified growth of secondary crops, smallholder tree crops, livestock
and fisheries. In addition, more attention will be devoted to ensuring
that poor farmers have a greater opportunity to benefit from these services
than in the past. Funding for research and extension has been variable,
and also low relative to requirements. Moreover, the proportion funded
from the Government's own resources has declined significantly. These
factors have resulted in an underutilization of staff and equipment, and
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inefficiencies resulting from breaks in the funding of long-term programs.
Since 1970, agricultural research has been heavily concentrated on the
genetic improvement of rice. The Government recognizes that
diversification of the production base will require greater emphasis on
crop research relevant to the Outer Islauds, uplands and swamps.
Maximizing farm incomes and employment will also require research
specifically designed for the various agro-ecological zones. Currently,
research activities are heavily concentrated in the Bogor and Malang areas.
The decentralization of research programs and staff will be an importrnt
first step in increasing the relevance of research activities for non-rice
farmers. In extension, disseminating new technologies appropriate for rice
growing and secondarv crops in the Outer Islands, upland areas and swamps
will be accorded a higher priority. This in turn will lead to an
improvement and modification of the content, quality, and relevance of
training programs for the subject matter specialists and field-level
extensior workers. More sophisticated skills will be required in areas
such as farming systems, farm management analysis and integrated pest
management. Improving research and extension in these areas will involve
higher levels of expenditure than in the past, particularly for O&M.

4.15 Transport. An important objective of the Government's transport
policies are to reduce regional disparities, foster national unity and
support development of the private sector. During the REPELITA I-IV
periods, massive public investments extended the coverage, increased the
capacity and improved the standards of the country's transport
infrastructure. As outlined in Chapter 3, eliminating the remaining
regulatory constraints and creating increased opportunities for private
sector involvement will form one component of Indonesia's transport
strategy for REPELITA V. A second key component will be to ensure that
public resources are allocated to projects and activities which will yield
the highest returns. This strategy will help to raise service quality and
lower transport costs. Transport's share of Government development
spending (16-202 in recent years) reflects the large role currently played
by the public sector, with expenditures on road infrastructure alone now
totalling around US$1 billion annually. During REPELITA V the Government
intends to pursue policies to encourage greater private sector
participation. The private sector has already demonstrated an interest in
greater involvement in infrastructure provision and management (e.g.,
terminals) as well as in the operation of transport services, and the
Government will continue to encourage such participation by removing the
remaining regulatory impediments.

4.16 Over half of total transport spending is devoted to roads. The
public sector provides most of the road infrastructure, and also has some
involvement in service provision. O&M funding. which was a major issue in
the past, has now increased to more satisfactory levels while the available
resources are being used more efficiently as a result of significant
improvements in planning and implementation capabilities at the national
and provincial levels.l/ The Government has continued to accord high

1/ In particular, the adoption of more appropriate design standards and a
modern pavement management program.
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priority to rural roads, and will strive to improve the effectiveness of
this expenditure by strengthening the responsible agencies, particularly
the district pnblic works units (DPUKs). Future levels of spending,
therefore, need to be closely matched to improvements in their absorptive
capacities. In the medium and long-term perspective, there is no question
that Indonesia needs to invest substantially in high capacity roads to cope
with congestion problems in a few specific corridors. However, the phasing
and standards of such roads need to be carefully considered and the
appropriateness of tolling examined, particularly when user charges are
increased in other ways (see paras. 4.50 and 4.51).

4.17 In the railway sector, high costs coupled with low tariffs have
necessitated large operating subsidies by the Govenrment in addition to its
bearing all investment and major maintenance costs. During the REPELITA V
period, the main focus of the medium-term investment program will need to
be on projects which permit increased utilization of existing facilities
and contribute to improvements in safety. Consideration of major expansion
projects, such as new lines or electrification, are generally being
deferred until such time as planned institutional changes are implemented
and the new corporation has demonstrated its capacity to function as an
effective commercial organization. Major ongoing investment projects, such
as the development of the Jabotabek commuter railway, are being carefully
reviewed in ligh. of emerging information on levels and patterns of demand
for these services.

4.18 In air transport, the Government provides virtually all
infrastructure and is also the dominant operator. The quality of services
has improved substantially in recent years through improvements in
management and investments in new equipment and airports. However, demand
has not always kept up with new investments and overcapacity has resulted
in some cases, particularly in the case of wide-bodied jets operating on
low density routes. The use of wide-bodied jets has also necessitated
early upgrading of airports which could have been postponed had smaller
aircraft been used. The Government is taking steps to improve the
integration of investment planning in the aviation sector, in particular
with regard to investments in airport upgrading nd new aircraft.

4.19 In the maritime transport sector, the port investment program for
the initial years of REPELITA V will be oriented mainly towards projects
which improve the capacity of existing berths, particularly those which
support the spread of containerization and the introduction of other modern
shipping/cargo handling systems, and the construction of new berths which
support the development of non-oil exports. Facility planning will need to
be closely coordinated with the shipping lines which utilize the
facilities. High priority also needs to be given to further investments
designed to improve maritime safety within the context of an overall
masterplan. Given the demonstrated interest and capacity of the private
sector to expand its role in the provision of shipping, the use of
budgetary funds for the purchase of commercial vessels could be extremely
selective, e.g., for pioneer services in the Outer Islands.

4.20 Power. The Government's expanded expenditure program in the power
sector is based upon the significant increases in demand which will occur
as a result of the expansion of not-oil exports end enhanced income
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opportunities in the rural areas. Estimates suggest that about one half of
the rural households and at least three quarters of urban households can
afford electricity at the current level of incomes. Against this potential
demand, PLN now serves only Oout 54Z of urban households and 13Z of rvral
households. Second, less than half of the industrial sector's electricity
requirements are met from PLN's2/ grid, although PLN's supplies are more
economical in the long term for all but special situations (about 10-20Z of
total requirements).

4.21 Given this unmet demand for power, PLN's proposed investment
program is intended to raise its installed capacity from the current
(1988/89) level of 8.5 GW to 12.1 GW by the end of REPELITA V (1993194) and
to 22.4 GW by 2000!01. This amount of installed capacity would raise the
electrification ratio from 24? (542 urban and 13? rural) in 1988189 to 352
(71? urban and 217 rural) by the end of the REPELITA V period and to 54Z
(811 urban and 40. rural) by 2000/01, largely meeting existing demand. In
reaching these electrification targets, power gen:ration needs to be
focused on least-cost options. A comparison of economic costs indicates
that natural gas and coal, as compared to oil, nuclear and geothermal, are
the least cost alternatives for power generation. At present, electricity
generation is still based to a large extent on petroleum products (45?); to
achieve the substitution of natural gas and coal for petroleum products,
the Government will need to ensure an appropriate pricing policy for energy
resources.

4.22 Telecommunications. Telecommunication services provide important
benefits to private sector development in the form of reduced costs of
information flows and productivity gains through the coordination of
production and distribution throughout the economy. An efficient
telecommunications sector is also a vital component of any strategy
designed to attract export-oriented foreign investment, as it facilitates
communications with parent companies and markets. Government expenditure
programs and policies in the telecommunications sector for REPELITA V
recognize the importance of a reliable and efficient telecommunications
system and are, therefore, focused on raising service standards to levels
more comparable with other ASEAN countries. This will help to overcome the
acute shortage of subscriber lines and of interexchange equipment, and the
resulting high level of network and terminal congestion. Increasing the
number of available lines will ease existing supply constraints in
telephone service. Currently, there are 530,000 applicants for telephone
service (almost half the number of subscribers); real demand is probably
zubstantially higher because many prospective subscribers are discouraged
from applying by the long delays in obtaining service.

4.23 The Government's expenditure priorities in te,ecommunications are,
therefore, to raise access to and improve the quality of service. The
primary physical target is to add 4.5 million direct (or local) exchange
lines, increasing capacity by more than 400Z and raising the telephone
density to 1.84/100 persons by the year 2005. Achievement of this target

2/ PLN refers to the state electricity company.
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would clearly be desirable given the long waiting lists for such service
and the benefits of increased telecommunications evidenced in other ASEAN
countries. For the REPELITA V period, the following expenditure priorities
w-ould appear to be consistent with achieving the Government objectives
given existing institutional constraintst (a) accelerating the completion
of the work (600,000 line units) remaining from the ongoing REPELITA IV
program; (b) ensuring effective utilization of idle capacity through
rehabilitation of the existing networks and commissioning of available
circuits; and (c) aiming to make significant progress in preparing for the
new works to install at least 300,000 line units during the latter part of
the REPELI.A V period. The Government is also making progress in improving
Perumtel's 3/ project implementation capacity and encouraging private
sector participation, both of which are necessary for the successful
implementation of this REPELITA V program and achievement of the longer-
term goals of adequate access and high service quality. Increased private
sector participation would facilitate achievement of these expansion plans
by alleviating some of the existing technical and staffing constraints.
The Government and Perumtel need to begin to identify private sector
opportunities, such as the provision of certain network telecommunications
services or contracting out of design, construction or maintenance of
public facilities.

4.24 Human resource development and basic services. Human resource
development (education, health, population, and housing and water supply)
is a key policy instrument in supporting the Government's strategy to
increase economic growth and reduce the incidence of poverty. As noted,
the Government is aware of the importance of human resource development and
REPELITA V budget allocations reflert this priority, with a much larger
share of development expenditures devoted to human resource development
(see Table 4.1). In the past, public investments have focused on an
expansion of facilities. This expansion has paid off, as reflected in
increased access to services and large improvements in literacy rates and
health standards, as well as lower fertility rates. During the REPELITA V
period, the main emphasis of expenditure policies and programs will be on
raising the quality of these essential services, and on a selei.tive
expansion of facilities carefully targeted to improve access by the poor.

4.25 In education, raising primary school enrollment has been a major
and successful focus of policymakers during the last :5 years. With
primary school enrollments now around 94%, the Government is now turning
its attention to expansion of secondary and higher education. The key
issues in general education which are being addressed in REPELITA V ares
(a) to raise the quality of primary and secondary education; (b) to clarify
the role of the public sector in the provision of upper secondary education
and higher education; and (c) to strengthen and expand vocational and non-
formal education. Raising the quality of basic education (gradee 1-9) is
of particular importance, since basic education is most relevant to
achieving Indonesia's poverty aileviation goals, and ensuring adequate
preparation for productive employment or for further studies. Quality
deficiencies are also apparent at other levels of education. The major

3/ Perumtel is a state-owned corporation responsible for all domestic
telecommunications services.
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problem is that most schools lack adequate O&M funding to provide the
necessary materials for a quality education, thereby reducing the
effectiveness of expenditures on teacher salaries. Increasing O&M outlays
for the education sector to address these quality deficiencies.
particularly at the primary level, is a major objective of Government
policy during REPELITA V.

4.26 Second, the Government is committed, over the longer term, to
raising enrollments at the secondary and higher education levels. This
will be important in achieving adequate human resource development to
support the growth process. During the REPELITA V period, an appropriate
expansion strategy will be developed in order to ensure that there is
minimum disruption to ongoing activities in the sector. Regarding lower
secondary education, the Government's objective is to achieve universal
education through grade 9 over the medium term. This is appropriate for a
country at Indonesia's stage of development. Expansion of lower secondary
enrollments, however, will be phased so as to ensure that existing programs
are not deprived of essential resources to maintain and improve educational
quality, and that fully qualified teaching and administrative staff are
available to staff new schools. Similarly there are two important
considerations in determining the pace of expansion of higher education.
First, labor marlket trends show that: (a) in the past, civil service
employment has absorbed most of the graduates of upper secondary schools
who did not progress to higher education; in the future, civil service
recruitment is unlikely to absorb more than a very small fraction of
graduates; and (b) present unemployment among university graduates
diminishes the future employment prospects for many university graduates.
Second, in view of the largely private nature of the benefits of higher
education, it is appropriate for the private sector to assume a larger role
in providing higher education. The Government's current policy of
improving cost recovery in public universities is appropriate, but this
needs to be cumplemented by a long-term strategy to shift responsibilities
for provision to private sources. The Government, however, will continue
to play an important role in quality control, including accreditation of
private institutions.

4.27 Finally, there will be an emphasis oi the quality of public
vocational education and the role of non-formal education. Over the longer
term, the private sector will play a significantly larger role in providing
and bearing the cost of high quality training, and the Government will
assist this process by improving labor market information about employment
and training, including costs and benefits of different training schemes.
In the short to medium term, it will be necessary to ensure better
utilization and improved efficiency of existing government training
facilities. Non-formal education programs (DIKMAS) also have great
potential for improving skills in the agricultural and informal sectors,
and particularly for reaching the poor. Moreover, the income generating
components of DIKKAS can directly raise the income of the poor, while
endowing them with marketable skills.

4.28 Key health sector cbjectives in REPELITA V are to reduce the
mortality rate and to improve the utilization of curative health services,
particularly among the poor. Although a significant mortality decline has
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been achieved, the infant mortality rate remains high compared to the
average prevailing in the East and Southeast Asia region. Similarly, the
utilization of curative services remains low: outpatient visits average
around 0.5 per person and inpatient admissions average around 8 per 1,000
per year. Comparable figures for Sri Lanka are 2.1 outpatient visits per
person and 161 inpatient admissions per 1,000 per year. Both mortality and
service utilization rates are also characterized by large regional
inequalities which are closely associated with differences in per capita
income between provinces.

4.29 Government programs for REPELITA V will address these concerns
through improving the quality of health services together with selective
expansion of community health facilities. Since further reductions in
infant mortality depend critically on the ability of the community health
system (health centers and subcenters) to provide outreach support to the
village-level POSYANDU system for delivering core preventive health
services, the Government will focus on increasing the availability of
skilled manpower (ioctors and nurses) in outlying areas, providing
complementary supplies such as drugs, vaccines and fuel for transport, and
improving the management of health services. The prospects for raising
service utilization will depend on: (a) further increases in the density
and operational funding of community health facilities; and (b) strong
efforts to upgrade the quality of lower level (class C and D) hospitals by
redistributing specialist physicians from overstaffed tertiary hospitals,
by improving the staffing of diagnostic services (laboratory and
radiography technicians) and of equipment repair and maintenance
facilities, and by providing adequate resources to overcome the shortage of
funds for spare parts and expendable items such as laboratory reagents.
Higher levels and better targeting of recurrent expenditure on O&H to
support improvements in the availability of staff (including incentive
payments to induce doctors to move to poor remote areas) and in the
provision of critical complementary inputs needed to make health staff
fully productive, constitute the most important expenditure priorities in
the health sector for REPELITA V.

4.30 The benefits of family planning, in addition to lower population
growth, include improved health status for both women and children. In the
last two decades, Indonesia has implemented one of the most successful
family planning programs in the world. The proportion of eligible couples
using contraception now exceeds 45Z, compared to under 102 in 1970; the
total fertility rate has declined by two children to 3.4; and the crude
birth rate is 28 per 1000 compared to 43 per 1000 in 1970. Until now, the
public sector has been the main source of family planning services. The
Government is aware of the need to sustain progress in this area and is
poised to face the difficult challenge of extending the family planning
program to more clients who are harder to reach: those with higher family
size preferences, those who tend to live in less accessible areas and those
who are unable to pay for family planning. Supplies of contraceptives for
the public program need to be assured, since a decline would endanger the
program's future progress.
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4.31 Efforts will. .-' undertaken to improve the availability of basic
services such as bctAsing, water supply, sanitation and other community
services. Without progress in improving living standards, the
effectiveness of improvements in health and education could be seriously
impaired. Although the basic goals are the same, Government strategies and
priorities will necessarily differ between urban and rural areas, because
of different needs and the institutional framework. In rural areas, the
Government will concentvote on water supply and sanitation. In urban
areas, a broader program of infrastructure provision is envisioned, because
the availability of housing, water supply, waste disposal, flood protection
and other community services have not kept pace with the rapid urbanization
of the economy.

4.32 The effectiveness of past Government efforts in the provision of
rural water supply and sanitation (RWS&S) has been limited by institutional
difficulties. During REPELITA IV, the Government appropriately scaled down
the INPRES funding program for rural water supply and sanitation because of
serious implementation problems. Recognizing the importance of RWS&S, the
Government will make a renewed effort during the REPELITA V period. This
effort would have only modest expenditure implications, since low-cost
approaches have proven to be the most successful both in Indonesia and
other countries. A key element of such a program is health education.
Without improved awareness of the health benefits from better water supply
and sanitation practices, physical investment will produce only limited
benefits. Also, better practices will in some cases reduce the need for
physical investments. At present, institutional responsibilities for rural
water supply and sanitation are dispersed between the Ministries of Health,
Public Works and Home Affairs; better coordination by a designated lead
agency in charge of implementation is also a focus of REPELITA V. A number
of pilot projects in RWS&S have proven successful in the past. An
important component of these efforts has been active community involvement
in financing and undertaking operations and maintenance of the systems.
The performance of these pilot prolects needs to be carefully evaluated
with a view to replication on a wider scale.

4.33 In urban areas, the provision of basic services is gaining urgency
with the rapid growth of urban areas, particularly the larger cities. The
present urban population of 43 million is growing at over 42 per annum,
twice as fast as the overall rate of population growth. Duriag
REPELITA IV, the structure of public expenditures on urban infrastructure
was dominated by heavy, centrally-funded grants for investments in primary
infrastructure. During REPELITA V, a change in priorities is necessary to
ensure that expenditures support the Government's emphasis on human
resource development and poverty reduction. In this regard, the Government
is undertaking a critical reevaluation of a number of major expenditure
commitments carried over from REPELITA IV, since the size of these projects
may tend to dominate available expenditures and thus leave little room for
a reordering of priorities. Increased local government and community
participation will be essential to define such priorities.

4.?! In housing, policy over the longer term would entail the
withdrawal of the public sector from the direct provision of housing, with
correspondingly greater emphasis on kampung improvement in low income
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areas. Policy changes introduced by the Government during the REPELITA IV
period were designed to achieve this objective and have resulted in a
significant expansion of housing supply at lower cost. The private sector
share of the Government's housing program has increased from 532 in the
early years of REPELITA IV to 75Z at present. Higher efficiency in the
private sector and willingness to produce smaller units enabled a
restructuring of the housing program to provide about 25,000 additional
units (an increase of 8Z over the original plan). Moreover, the average
cost per unit of housing provided has declined by 13Z. The financing of
these houses has been at subsidized interest rates through the Government's
housing bank (BTN); the rate of subsidy has declined during REPELITA IV.
Available evidence suggests that the program is still reaching, on average,
households well above the median income level in urban areas. During the
REPELITA V period, Government efforts to target subsidies to lower-income
groups will be intensified. Expanding and improving the efficiency of the
housing finance system through attracting more private savings and
involving other financial institutions is also a priority. Other measures
will also be undertaken during REPELITA V to cater to lower income groups.
First, consideration is being given to expanding the range of housing
products to make them more affordable and appropriate for lower income
groups. Currently. the lowest qvality product remains the 15m2160m2 core
house. Other options such as serviced plots will also be explored.
Second, changes are needed in the regulatory environment affecting the
housing sector, such as improving land administration to lower land costs
and, adopting appropriate design and construction standards. Finally
Government finarcing of low cost/low income rental housing could be
considered. If it remains necessary to provide a subsidy, the use of more
transparent and better targeted mechanisms, such as direct subsidies to
beneficiaries, may be more appropriate.

4.35 In urban water supply, the Government is committed to expanding
the availability of piped water systems and to ensuring that the poor have
better access to water through public standpipes. This will entail a
reexamination of ongoing commitments in two areas as a first priority for
REPELITA V. Prior commitments to water treatment facilities in some
cities, notably Jakarta, will be closely reexamined in view of anticipated
difficulties and delays in marketing the water to be produced. Also,
commitments to the current small-town (IKK), low cost water supply program
supported by various donors needs to be reassessed in view of technical and
institutional weaknesses. A more selective approach based on a careful
assessment of existing facilities, upgrading of these facilities, and in
particular, ensuring that water is distributed to the poor would likely
yield greater benefits. Therefore, during the REPELITA V period,
Government expenditure priorities in this subsector are to ensure adequate
O&M, and to improve and expand the public standpipe program. Particular
attention is needed to improve O&M of public water enterprises in order to
improve their performance. At present, unaccounted for water losses in
municipal systems are estimated at about 40Z. Already more than one half
of the existing systems do not provide water continuously for 24 hours/day.
Piped water quality is typically poor (40Z of the enterprises report having
no laboratory equipment), necessitating boiling for human consumption. A
major OWM upgrading effort is planned to resolve these problems.
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4.36 The provision of water to those poor urban residents unable to
afford private connections is another priority. At the end of REPELITA IV,
the number of public standpipes will be about 14,000; the number
constructed during REPELITA IV was well below 5,000 compared to about 9,000
during REPELITA III. These achievements are significantly below the stated
target of providing 502 of urban residents with piped water supply. The
Government recognizes the importance of providing water to the poorest
urban residents and is committed to expanding the number of public
standpipes durin; the REPELITA V period. The provision of more public
standpipes will be accompanied by a review of the current distribution
system. At present, this water is distributed by concessionaires, who in
many cases operate as a contrived monopoly or cartel. The rates paid by
the end users can be much higher than the official price. One possibility
for improving the system would be to allow any customer with a connection
to the public system to sell water.

4.37 Other subsectors, such as waete management and the KIP, also have
important implications for human resource development. Diseases related to
the lack of facilities for human waste disposal diminish the health and
productivity of Indonesia's urban population. The 1985 intercensal survey
indicated that only 38? of the urban population had access to private
latrines with septic tanks. The Government is aware of the needs in this
area and is scaling back pilot investments in sewerage systems in major
cities. This will be accompanied by the introduction of lower cost
techniques, such as are being implemented in Jakarta. Similarly, the
extensive scale of urban flood control programs are being reconsidered in
the absence of any established O&M capacity. The KIP suffered expenditure
reductions during REPELITA IV, and those activities undertaken were of less
benefit to the poor, e.g. kampung roads. A community-based integrated KIP
program, including physical, social and financial services, is currently
being explored as a new means of targeting poverty alleviation expenditures
to the urban poor. This will be important in revitalizing the KIP program.

Planning and Budgeting Procedures

4.38 Fiscal planning. The main challenge forced on the Government
during the previous five-year plan (REPELITA IV) was to cut public spending
in line with the sharp reduction in budgetary resources. The nature of the
challenge now facing the Government in fiscal planning for the medium term
is different. With improved prospects for resource availability, the more
difficult task ahead is to ensure that additional resources are allocated
to maximize their contribution to Indonesia's major development objectives.
This will require strengthening of the Government's institutional capacity
for planning and budgeting public expenditures. At the same time, the
phasing out of special assistance in favor of project aid will increase
Indonesia's need to coordinate this assistance within a strong central
framework for project selection.

4.39 Indonesia's five-year development plans provide a useful
indicative summary of the Government's view of economic prospects and the
implications for sectoral expenditure programs. They are therefore not
intended to provide a basis for identifying detailed expenditure
priorities. As a result: (a) they do not provide a comprehensive listing
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of project proposals and costs; (b) the broad sectoral allocations provided
in the plans relete onlv to development expenditure by the Central
Government, and exclude mnvestments financed by local governments and
public enterprises; (c) the full O&M implications of existing and new
public infrastructure and programs are not explicitly incorporated: and
(d) the sectoral plan allocations are not disaggregated on an annual basis,
which makes it difficult to relate them to budgetary expenditures or to
identJfy issues of project timing and phasing. At the same time, many line
agencies (e.g., PLN, Perumtel and Public Works) do maintain sectoral
investment preirams, both for their own planning purposes and for budget
submissions to BAPPENAS (Ministry of Planning). These programs include
substantially more project detail than is available in the plan. However,
they are not always consistent with the Government's overall investment
priorities or expected financial and implementation constraints. Pressures
to push ahead can therefore mount, especially if favorable external
financing is readily available.

4.40 It is appropriate that the primary responsibility for preparing
sectoral investment programs remains with the line agencies, which are in
the best position to know their detailed needs. Frequently, however, the
existing planning capacity within line ministries is fragmented among
individual directorates. In such cases, improved coherence of sectoral
plans and programs will require strengthened ministry-wide planning
capacity and improved cooperation among individual directorates. In
addition, BAPPENAS will need to further strengthen guidelines for project
selection and its capacity for ensuring macroeconomic and inter-sectoral
consistency. For this purpose, it would be useful to keep an inventory of
project profiles, that are updated on a regular basis. The standardized
profile would contain five major components: a concise description of
project content and objectives, an identifying title and project number, an
estimate of total investment costs, a proposed annual phasing of investment
costs, and an estimate of incremental recurrent costs (disaggregated
between staffing and non-personnel inputs) arising from the project. If
regularly prepared and updated, these simple profiles would greatly
strengthen the data base available to fiscal planners on the magnitude &nd
timing of costs associated with new and ongoing development projects.

4.41 For planning purposes, a strong O&M policy requires that O&M norms
should be agreed between BAPPENAS and the sectoral agencies on appropriate
unit costs for recurrent expenditure items such as salaries, materials and
transport in relation to the existing capital stock (e.g., per primary
school, per health center or per hectare of irrigated land). It is also
important to review systematically the future recurrent cost impact of new
development projects to ensure that aggregate O&M requirements induced by
the investment program are consistent with available budgetary resources.
Moving towards a comprehensive planning framework which explicitly includes
recurrent expenditure would enable the Government to address the high
priority which is accorded to O&M requirements in the formulation of
sectoral expenditure plans, and strengthen its ability to ensure balanced
growth in investment and O&M funding in future.

4.42 The key to these improvements in fiscal planning is sound project
appraisal capacity to ensure efficient project selection and design. In
Indonesia greater use of project appraisal techniques, with adequate



- 101 -

provision for central review and quality control, could help to strengthen
expenditure planning in three areas. First, the economic justification of
projects could be subjected to more rigorous scrutiny. Second, there are
areas where expenditure proposals could be better designed and possibly
expanded. Third, cost estimatis, including overall costs, time phasing and
the breakdown between investmez, and recurrent costs, could be improved.
This is an area where BAPPEIAS could usefully guide and support the efforts
of planning units in the sectoral agencies. This, in turn, will require
substantial strengthening of plenning capacity at the sectoral level with
more staff trained in project appraisal and policy analysis.

4.43 Annual budgeting. Ideally the annual budget should be a one-year
time slice of a medium-term expenditure plan. However, in practice many of
the more difficult expenditure decisions in Indonesia are made in the
context of the budget cycle. Time pressures often do not permit full
review of expenditure proposals. As a result, it is not always easy to
link budgetary decisions with identified expenditure priorities. There are
two major areas of concern.

4.44 First, from a sectoral perspective the structure of the budget is
fragmented across multiple budgetary channels. Development project funding
is channelled through a number of sources, the most important of which
include: (a) the normal DIP allocations to central sectoral departments;
(b) INPRES grant funding for regional governments, which is split between
several different block and sectoral grant programs; and (c) external loans
channelled through the BLN or special accounts. There are also other
financing accounts, such as the RDI, which are supplementary to the
official budget. As with projects, recurrent expenditure financing for O&M
is also fragmented, including sectoral allocations in both the central
routine and development budgets, as vwell as lump-sum transfers (the SDO
salary grant) to regional governments. Consolidation of these accounts
into fewer budget channels would greatly simplify and facilitate sectoral
expenditure planning and monitoring.

4.45 Second, the links between policy objectives and the classification
of budget categories in the government accounts are not sufficiently
transparent. Two key aspects of budget classification relate to the
co'nsideration of budget priorities between investment and recurrent
expenditures, and between different sectoral programs. The large O&M
content of development budget spending through the DIP, INPRES and BLN
channels is not always identified separately from investment expenditure.
Because of this, it is difficult to focus on the adequacy of resources for
O&M expenditures. Similarly, problems arise in the sectoral allocation of
resources due to program classifications between the development and
routine budgets, and the lack of sectoral identification for some important
budgetary expenditures, notably the SDO salary grant to the regional
governments. These problems in the classification of budgetary information
make it difficult to aggregate budgetary statistics into consolidated
statements of sectoral expenditures.

4.46 Improvements in these aspects of the budget system would
strengthen the available information on total government expenditure on
individual sectors, its composition between recurrent and investment



- 102 -

spending, and its allocation between different sectoral programs.
Improving the classification system for budgetary disbursements in the
government accounts is, therefore, an essential short-term prerequisite for
more effective expenditure planning. In the longer term, however, it would
be necessary to move towards reform of the underlying budget structure
aimed at consolidation of existing funding channels.

C. Pricing Policies for Public Services

4.47 The major expansion in publicly provided goods and services over
the last decade has brought substantial benefits to a large part of the
population. However, most services have been financed from budgetary
reveaues, with beneficiaries often paying only a small share of the costs.
This policy of subsidized pricing has had adverse effects on efficiency,
equity and revenue mobilization in the face of Indonesia's emerging fiscal
constraints. Against a background of clear spending priorities,
appropriate pricing policies can help to improve investment decisions,
raise operational efficiency and effectiveness, and reduce inequalities in
public service provision. In addition to traditional infrastructure and
services, the public sector is also involved in the production of
commercial goods through a large number of state enterprises. Although the
Government's current strategy is to reduce its role in providing these
goods, a significant involvement is likely to persist for some time.
Accordingly, appropriate pricing policies for these goods are also
necessary.

4.48 For pricing purposes, the public sector may be grouped into three
broad categories: (a) those operating in an actual or potentially
competitive environment, either domestically or internationally
(agricultural, manufacturing and energy products); (b) those operating in a
monopolistic environment because of lumpiness of investment (power, ports,
and telecommunications); and (c) those providing services which have
rignificant externalities (health, education, family planning, water
supply, roads and agricultural services). For enterprises which operate in
a competitive environment, prices are bert left to be determined by market
forces. In the case of enterprises which operate under monopoly
conditions, prices need to be set in relation to economic cost and to
ensure a minimum rate of return on assets (the latter criterion is
important for enterprises facing decreasing marginal costs). The pricing
policy challenge is most difficult for the third category of goods.
Setting prices to reflect economic cost will improve the efficiency of
resource allocation. However, setting prices lower than economic cost is
justified in the presence of externalities to induce socially efficient
levels of use. In some cases, such as immunisation or family planning
programs, it may be impossible to estimate the price needed to induce
socially desired behavior and the service is best provided free.
Subsidized prices are also justified when incomplete financial markets,
such as for educational credit or health insurance, serve as a practical
constraint on charging higher prices.
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4.49 Many public services are provided free or at low cost for equity
reasons so that poor people have access to them. But in practice this
trade-off between efficiency and equity is usually overstated. Because of
budget constraints, the provision of subsidized public services is severely
rationed and the poor often do not gain the intended access to the limited
supply available. As a result, subsidized services disproportionately
benefit the better-off. Charging efficiency prices to most users while
targeting limited subsidies to poor beneficiaries can, therefore, help to
alleviate poverty and improve efficiency at the same time. User charges
are also a potentially important instrument for public revenue
mobilization. Even when this revenue is not transferred directly to the
central budget, higher prices will reduce the need for borrowing or
transfers from the budget to pay for subsidized expenditures. These direct
and indirect revenue effects of user charges would help to finance
expansion and improved quality of priority public services. Against Lhis
general background, the remainder of this section examines key pricing
policy issues in selected sectors.

Roads

4.50 When properly structured so that payments by different categories
of users reflect their road wear and tear, the user charge regime for roads
woulds (a) induce operators to make economically efficient investment and
operating decisions; (b) contribute towards eliminating distortions in the
pattern of demand for different transport modes (particularly between road
and rail); and (c) mobilize revenues to fund the road programs. Recent
estimates show that although receipts from road user taxes are roughly
comparable with the level of government spending on roads (excluding toll
roads for which cost recovery is lower), these accrue principally from
users of small gasoline-engined passenger vehicles, reflecting the
substantial implicit tax on gasoline. By contrast, the level of cost
recovery from operators of heavy commercial freight transport vehicles,
which necessitate the construction of strong road pavements and cause most
of the damage to them, is low. This distortion arises mainly from two
factorss the continuing government subsidy of diesel fuel oil below its
economic cost, and tne low annual registration tax for heavy vehicles.

4.51 Appropriate pricing of diesel to reflect world prices would be a
necessary step but still not sufficient to remove the distortion resulting
from low registration taxes on medium and heavy goods vehicles. Not only
is the average registration tax low, but the present structure of the tax
does not reflect the road damage caused by these vehicles. To correct this
problem, the present tax based on engine size above 3.5 ton gross vehicle
weight needs to be replaced by tax rates reflecting vehicle weight when
laden. A phased increase of the annual registration fees would allow the
transport industry to adjust gradually. Compliance could be increased by
requiring proof of annual tax payment for renewal of the license plate.

Agricultural Support Services

4.52 Fertilizer subsidies. During the last two decades Indonesia has
encouraged the development of its agricultural sector by providing a broad
program of support for most agricultural inputs. This has entailed
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subsidizing fertilizer at prices below its economic cost and enforcing a
uniform price for different fectilizer types across all regions. These
subsidies have encouraged farmers to adopt new technologies, thereby
assisting Indonesia achieve its goal of rice self-sufficiency. However,
current fiscal constraints have refocused attention on their affordability
and efficiency effects within the broader context of public expenditure
priorities. Amsual fertilizer subsidies over the past three years amounted
to Rp.700-800 billion, equivalent to about a third of total agricultural
development expenditures. Fertilizer prices are about 60X of world prices,
well below the level in most other countries in the Pacific region. As a
result, Indonesian farmers use more fertilizer than other comparable Asian
farmers and the marginal return in terms of increased output is below the
social cost of the subsidy. The Government is aware of these issues and
has responded by increasing fertilizer prices by an average of I0Z in 1988.
However, the average subsidy on fertilizer use still remains substantial;
furthermore, increased demand resulting from higher agricultural prices
(particularly for rice) may offset the effect of this price increase on the
total subsidy bill. While some reduction in the budgetary burden of the
fertilizer subsidy could be achieved by improving efficiency in domestic
production, distribution and consumption, most of the adjustment will need
to be made by increasing farmgate prices.

4.53 Irrigation service fee. In the st. the Government did not
pursue an active cost recovery policy for irrigation services, because of:
(a) reluctance to tax overtly a rural sector considered (particularly in
the 1970s) to be extremely poor and disadvantaged in their terms of trade
with their urban counterparts; and (b) sensitivity to traditional
sentiments that water should be free. Farmers are responsible for the
construction and O&M of the tertiary systems through their own work and
payments in kind. To date, some cost recovery for main and secondary
systems has been through the land tax. Recognizing the tight budgetary
situation, and the need for higher levels of O&M funding, the Government
has adopted a policy of transferring O&M responsibility to provincial
governments, with these expenditures financed through recovery of PBB (land
and property tax) and, increasingly, through irrigation service fees which
would ultimately become the main source of O&M funds.

4.54 There have already been some initiatives towards collecting
irrigation service fees. In South Sulawesi province, a fee has been
collected in the Sadang irrigation area (25,000 ha) for the last five
years. Recently, the provincial government in South Sulawesi has
formulated an ordinance to introduce the fee on a province-wide basis. A
small fee (about Rp.l,000/ha/year) has been collected, together with other
village taxes and contributions, in the Simalungun irrigation system in
North Sumatra. A fee has also been collected in Bali. However, these
initiatives do not provide an adequate basis for launching a nationwide
system of irrigation service fees capable of financing all the costs of
efficient O&M of irrigation systems. It will be important, therefore, to
make progress in implementing pilot programs on a wider scale in order to
test the feasibility of alternative approaches for future replication.
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This would help clarify issues regarding the appropriate nature of the fees
(e.g., whether the charge should be on a per hectare basis or in the form
of explicit water charges on bulk sales to water users), the farmers'
willingness to pay, and the organizational arrangements needed for revenue
collection and monitoring.

Water Supply

4.55 Water supply is a major component of public spending on urban
services; user charges can play an important role in generating additional
revenues to finance this spending as well as imnroving efficiency. This is
reflected in the Central Government's water tariff guidelines issued at the
end of REPELITA III, which provide for full cost recovery including
depreciation and interest charges. In practice, however, actual water
rates are set by the local governments which own and operate the water
enterprises. Two key features of the present tariff structure are: (a) the
large cross-subsidy provided to residential users from surcharges on high
volume commercial and industrial users; and (b) the high connection charge
which is typically set betwaen 100X and 2002 of costs. These arrangements
are not consistent with the equity objective. The lump-sum connection
charge of Rp.200-300,000 effectively prevents the poor from gaining access
to subsidized piped water. As a result, the domestic consumption subsidy
disproportionately benefits the better-off users who are able to afford the
connection charge and who consume water much more heavily than low-income
users. The structure of the cross-subsidy is also inconsistent with the
efficiency objective. Excessively high industrial and commercial tariffs
add to production costs and may induce some companies to provide their own
supplies, leading to inefficient overextraction of ground water resources.

4.56 Local implementation of the central tariff policy also fails to
meet the revenue objective of full cost recovery. Estimates show that in
1987 the majority of water enterprises recovered less than the full costs
of supply and about one fifth of them failed to cover operating
expenditures. This unsatisfactory financial performance reflects several
factors: (a) setting average tariff levels below users' willingness to pay;
(b) poor investment choices in financially non-viable water supply schemes;
and (c) weak management capacity resulting in high unit costs of supply
because of unaccounted water losses and inflated overheads.

4.57 It will be important to develop a strategy to overcome these
deficiencies in the tariff structure if the rapidly growing needs for urban
water supplies are to be met in future. The main elements could be to:
(a) raise the average tariff to a level which meets the financing objective
by providing an adequate rate of return on capital, including assets
created by grants and equity contributions; and (b) simplify and redesign
the tariff structure. For efficiency reasons, the cross-subsidy tax on
industrial and commercial users could be dropped. However, for equity
reasons, the surcharge could be shifted onto heavy users of domestic water
supplies (for households using over 30 m3/month) who are most likely to
belong to higher-income households. The cross-subsidy can then be targeted
to the poor, in the form of subsidized connection charges to lower income
families and subsidized standpipe connections for the poor. Alternatively,
it could be provided in the form of subsidized lifeline rates for very low
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levels of household consumption (below 5 m3 /month). The above strategy
might be applicable to all large and medium sized cities and towns, and in
particular to the Jakarta metropolitan orea where opportunities for cross-
subsidy from well-to-do consumers exists. To be effective, the strategy
would need to be supplemented in many cases with a policy for charges for
groundwater reflecting the economic cost of ground water extraction. For
small towns in underdeveloped regions, full cost recovery may not always be
feasible. In these cases, to ensure that the central government grant
funds are properly utilized, it will be important to undertake a proper
economic evaluation of water supply investment to examine the least-cost
solution for improving the water supply to acceptable standards for the
low-income part of the population.

Social Services

4.58 Education and training. School fees at primary level were phased
out in the late 1970s because they were seen as inconsistent with the
public good nature of primary education as reflected in the Government's
policy of compulsory schooling through grade 6. Public secondary school
fee levels are set by the head of the provincial education office for each
secondary school. School principals can grant students a partial or
complete exemption from fees but few students (about 22) request such an
exemption. In higher education, individual universities are classified
into one of the several student fee categories established yearly in the
Joint Decree of the Minister of Education and Culture and the Minister of
Finance.

4.59 Public secondary school and university fee revenues are collected
monthly, remitted to the Ministry of Finance, and then transferred back to
schools in the form of a quarterly grant (the DPP). The DPP is intended to
meet most non-salary operations and maintenance needs of individual
schools, while salary costs are met largely by the routine budget. School
fee receipts (SPP) and the corresponding grants (DPP) account for a
relatively small proportion of central government recurrent outlays on
secondary education (8Z), and a larger proportion for higher education
(182). An important form of extrabudgetary financing for public schooling
is the parents' association contribution (BP3) for primary and secondary
schools. The amount and use of the BP3 contribution is determined jointly
by pareuts and school principals. Receipts from the BP3 contribution are
retained by the school and are entirely extra-budgetary. A uniform per-
student contribution is established for each school. Payment by parents is
considered mandatory, although parents who cannot afford it can request to
be exempted from payment. There is no restriction on the size of the BP3
levy for public primary schools. For public secondary schools, it is
limited o the amount of school fees for a particular school, but schools
can raise additional funds by informally imposing a registration fee for
new students. In affluent urban communities, the amount of this
registration fee is often very high. Overall, it appears that communities
throughout Indonesia contribute significantly to improve the quality of
their schools through BP3 contributions. For example, estimates for
several secondary schools in Java show that BP3 monthly contributions and
the informal registration fee together accounted for 802 of total non-
salary recurrent resources.
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4.60 For primary and lower secondary education, higher cost recovery is
not appropriate, but may be justified for upper secondary education,
particalarly in vocational specializations. Beneficiary charges in the
form of secondary school fees and BP3 contributions already finance a
substantial share of total recurrent outlays. Higher charges at the
primary or lower secondary levels are likely to conflict with the
Government's policy of initiating compulsory schooling through grade 9
during REPELITA V. However, higher cost recovery for upper secondary
public education mlght be considered to help defray the higher costs of
courses in vocational and technical specializations. For higher education,
which is more a private good than a public good, there is significant scope
to increase the level of cost recovery, provided it is combined with
provision for needs-based scholarships or student loan assistance.

4.61 Appropriate forms of cost recovery for vocational training are
desirable for several reasons: to defray public costs of activities which
yield direct private benefits, to generate adequate revenues to permit the
programs to attract and retain qualified instructors with work experience,
and to encourage involvement in the design of training programs by the
enterprises which employ their graduates. However, there is generally no
cost recovery in government-provided vocational training programs, notably
in those provided by the Ministry of Manpower. Cost recovery will need to
be introduced together with ongoing efforts to upgrade the quality of these
programs. This could take the form either of trainee user charges or of a
levy or an earmarked training tax on enterprises which recruit the
graduates of public training programs. Alternatively, client charges could
be introduced for enterprises which draw upon the services of the
industrial Training Development Units (ITDUs) which -.re being piloted by
the Ministry of Manpower to provide assistance to enterprises in
establishing and improving in-plant training programs.

4.62 Health services. Although Indonesia has adopted a policy of
charging fees for services, the revenue yield is low with only 102 of total
recurrent expenditure recovered through user charges. Although cost
recovery ratios are higher for hospitals, averaging about 20Z, even these
are low compared to the performance of some developing countries. For
example, cost recovery in hospitals averages 402 in Thailand and about 80S
in China. These figures suggest that there may be scope for mobilizing
additional resources by raising user charges in Indonesia. However,
caution is needed before any increase in charges is adopted in order to
ensure that equity and efficiency objectives are also adequately reflected
in the fee structure.

4.63 For equity reasons it is desirable in principle to charge higher
prices to the better-off and lower prices to the poor, provided that fees
are consistent with ability to pay in order to maintain utilization of
necessary health services. This need for selectivity in targeting fees
substantially limits the potential revenue impact of pricing policy in the
health sector. The price discrimination can be achieved in three main
ways: within facilities, by targeting price increases to achieve full cost
recovery for the higher quality classes of hospital inpatient accommodation
which tend to be self-selected by the better-off: among individuals, by
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targeting price increases at those who are protected by health insurance
coverage, in particular at beneficiaries of the ASKES health insurance
scheme for public employees; and among geographic regions, by targeting
price increases to facilities ia higher income regions. Regional
differentiation of fees by income level vould need to be linked explicitly
with a policy of redistributing central subsidies from richer to poorer
regions in order to compensate for their lower ability to pay.

4.64 For efficiency reasons, it would also be appropriate to consider
redesigning the tariff structure. In particular, for curative care, higher
fees need to be charged for hospital than for health center outpatient
visits, and also for non-referred use of higher level hospitals, in both
cases in order to encourage efficient use of the health service referral
system. At the same time, fees should not be charged for preventive health
services including immunization, other communicable disease control
activities (e.g., malaria and tuberculosis control), prenatal care and
health education.

4.65 Measures to strengthen cost recovery policy in REPELITA V need to
be accompanied by improvements in the availability and efficiency of health
insurance coverage in Indonesia. Since insurance coverage is a key
criterion for price discrimination, the currently low base of enrollment
serves as a major practical constraint on achieving significant increases
in cost recovery. Options for consideration include the following. First,
there is a case for raising ASKES premiums in order to reimburse the cost
of services. Estimates show that ASKES reimbursements presently recover
only about 202 of actual costs, resulting in a disproportionately large
public subsidy to these better-off users. Those covered could also be
required to pay an out-of-pocket copayment (either a deductible or
coinsurance for services provided) instead of benefiting from first-rupiah
insurance coverage. As well as serving the objectives of revenue
generation and equity, this would promote efficiency by reducing the strong
incentive on the demand side for ASKES beneficiaries to overuse services in
the face of presently zero net prices. Second, efforts to implement the
PKTK proposal to extend mandatory health insurance coverage to private
sector employees could be encouraged, but only on an experimental basis in
order to clarify an appropriate design. To satisfy the revenue objective,
particular attention needs to be given to ensuring that payroll deduction
rates and associated reimbursement levels are set high enough to achieve
full cost recovery for public services. Third, efforts to promote
extension of rural health insurance through the dana sehat will need to be
reassessed, on the grounds both that past performance has demonstrated
their inability to provide efficient insurance coverage, and also that poor
rural villagers need to be protected from price increases which would
necessitate provision of health insurance coverage.

4.66 Family planning. The Government is reexamining its policy of
subsidizing family planning services for those who have the capacity and
willingness to pay for contraceptives from private sources. However, its
goals for expanding contraceptive prevalence to achieve target rates of
population growth may conflict with this plan to transfer increasing
responsibility for family planning services to the private sector. Not
only are the costs of family planning service delivery higher in areas
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where there is most scope for expansion of the program, but aleo potential
users in those areas have lower average income and are thus less able to
pay for the costs of privately provided services than are most current
users who receive free family planning services under the public program.
In order to avoid this potential conflict, the public program will need to
discriminate carefully between those users who can pay for family planning
services, while concentrating its efforts on providing free or subsidized
services to users who are not able to pay.

D. Selected Issues in Public Sector Management

Public Enterprise Reform

4.67 Indonesia has 214 centrally owned and numerous provincial and
local public enterprises (PEs). The central enterprises operate in a
variety of sectors such as agriculture, manufacturing, trading, banking,
other services and public utilities. They are classified under three
categories, departmental agencies, state corporations and limited companies
and are supervised by 14 ministries. The objectives of PEs are to:
(a) earn profits and contribute to government revenues; (b) contribute to
national economic development; (c) provide public utility services;
ed) undertake pioneering activities that the private t'ctor would not; and
(e) provide guidance to the private sector and cooperatives and complement
their overall activities. PEs are required to prepare corporate plans on a
rolling basis though, until now, less than half have been able to comply
with this condition. The annual budgets of PEs are examined by their
supervising (technical) ministries and the Ministry of Finance (MOF) which
provides subsidies, equity, etc. for them in the government budget. PEs
are required to submit monthly financial reports to their supervising
ministries and MOF. The audit of PE accounts is undertaken by an
independent audit agency (BPKP).

4.68 Problems of the PE sector. As noted in Chapter 2, the overall
financial performance of PEs will need to be improved. The current
capacity utilization rate for many non-financial enterprises is reported to
be 50?, and overstaffing is believed to be serious in most of the PEs.
Some of the factors contributing to these difficulties relate to internal
management problems and technical difficulties. But there are many
systemic bottlenecks emanating from the Government's policy framework for
PEs. A first problem is the multiplicity of objectives. While the
Government has classified PEs into different categories and stated the
general objectives for them, the conflicts between objectives continue to
exist and have not been resolved at the individual enterprise level. A
second problem is limited accountability. There is no evidence of a
general agreement on performance criteria and indicators of the entire
sector or for groups of enterprises. In the absence of a performance
oriented approach, the tendency has been to focus on procedural compliance.
A third difficulty is constraints on PE autonomy. In general, bureaucratic
involvement in the day-to-day management of PEs is reported to be
widespread.
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4.69 Policy framework for the PE sector. In recognition of the need to
improve PE sector's performance, the Government is working on an action
plan to reform the PE sector. The current focus is to identify enterprises
which can enter into joint ventures with the private sector or issue shares
to the public. This is an important start. However, most of the problems
constraining PE performance, identified above, cannot be resolved in the
short term. There is clearly a need to develop a medium to long-term (5-10
years) perspective to teform the sector in light of the country's changing
environment and priorities and the cummulative experience in managing PEs
so far. The starting point has to be a careful review of the Government's
objectives for the PE sector given the present focus on efficiency and
private sector development, followed by an appropriate classification of
areas or sectors of activity in which PEs will continue to operate and
sectors from which PEs will exit. As a general criterion, the production
and distribution of purely private goods and services are best left to the
private sector. Even for natural monopolies and public utilities, over the
tong term the Government may wish to regulate their operations rather than
own them. Alternatively, joint ownership with private partners may be
considered, especially if the judgement is that complete private ownership
is infeasible. State ownership will progressively need to be confined to
strategic and quasi-public or social goods producing enterprises.

4.70 The Government's planned divestiture program has to be seen as a
part of this broader framework. Experience with divestiture suggests that
a cautious approach is needed. The problem areas that require careful
attention include the following. First, there is a potential conflict of
interest in that governments do not want to sell profitable enterprise* and
private parties do not want to buy the unprofitable ones. Marketability is
therefore a key issue. Second, schemes to sell public enterprise shares in
an underdeveloped capital market could result in slow or weak response.
So, the existence of a relatively active capital market will be necessary
to divest state enterprises through a sale of shares. Third, divestiture
may lead to some loss of employment and compensatory measures may be
needed. This could constrain progress as governments typically want to
minimize the compensation burden on their finances. Fourth, chere may be
thorny issues regarding asset pricing and in the handling of liabilities of
enterprises proposed for sale which could drag the divestiture process over
a long period of time. Finally, an important lesson is the need for
transparency when enterprises are to be sold. Public debate is inevitable;
the challenge is to inform this debate with a balanced appreciation of both
the costs and benefits of privatization.

4.71 These considerations may limit the scope and pace of a divestiture
program in Indonesia and this makes a broader reform of the PE sector even
more imperative. In view of the problems highlighted above a reform of the
institutional framework will involves (a) setting clear objectives for
enterprises which can be translated into quantified and monitorable
targets; (b) selecting managers capable of operating a commercial venture
and compensating them adequately; (c) providing managers with sufficient
autonomy to achieve agreed objectives; (d) holding man&gers accountable for
results and linking incentives to performance; and (e) limiting
government's role primarily to setting the policy framework for state
enterprises, appointing managers, setting performance targets, monitoring
and rewarding performance.
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4.72 Corporate plans can be used as a basis to agree upon medium-term
goals and strategies for PEs. If this is difficult, relatively simple
performance contracts can be negotiated on an annual basis between PE
managements and the Government. Contracts have been used with varying
degrees of success in France and a number of Francophone African countries.
Apart from enhancing accountabilty, the very process of discussing and
negotiating agreements can be instructive for both the Government and the
PEs. Once goals and targets are agreed upon, the PE management will need
to be given the required degree of autonomy to operate and achieve the
results expected of them. Some general guidelines ares (a) the proper role
of the Government would be to exercise strategic control while PE managers
would have operational control over their enterprises. Strategic control
implies a decisive role in goal setting, key investment and financial
decisions, appointment of the board of directors and chief executive,
compensation and incentives for senior managers, performance monitoring and
evaluation, and audit. Within this framework, PE managers would evolve
their systems and practices and take operational decisions; (b) the more
competitive the environment, the greater the scope for PE autonomy. The
use of departmental procedures such as a priori control over items of
expenditures would need to be minimized except for those noted above. PEs
will need to be encouraged to adopt commercial practices; and (c) for PEs
operating in a no.--competitive setting, the degree of autonomy given may be
of a lower order. Regulation of prices, control over personnel
compensation, etc., may be necessary in such cases. Even in these cases,
however, there is a need to focus increasingly on key performance
indicators rather than on detailed day-to-day controls.

4.73 Accountability for results can be enforced only when there are
agreed upon targets, good information systems, and an effective
organizational focal point within the Government to monitor, evaluate and
reward or penalize managers. Creation of a viable accountability system is
therefore essential. Performance indicators would be few, easy to measure,
and weighted in terms of relative importance. Measures of public
profitability, total factor productivity, etc., have been used in some
countries (as, for example, in Korea). Under monopoly conditions, cost
indicators would be more appropriate. The performance monitoring,
evaluation and reward system would be located outsde the technical
ministries which supervise PEs. This is to ensure greater objectivity and
the use of common standards wherever possible. To ensure motivation, the
performance linked incentive system would need to follow up evaluation
through the provision of bonuses for PE managers and staff as is being done
in some other countries. Non-monetary incentives also could be used to
motivate managers even in commercial PEs.

4.74 For the proper balance between accountability and autonomy to
function, it is important to clarify the relations between the Government
and PEs. In Indonesia, an oversight agency in the Ministry of Finance and
supervisory units in techr.ical ministries are already in place. The
challenge is to ensure their comp tence and proper functioning. The
oversight unit could play the performance evaluation role while the PE
boards and supervising ministries could lead the goal-setting and contract-
making process. This approach calls for an arms-length relationship
between ministries and their PEs. If ministries and senior ministry
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officials are to negotiate goals for PEs and hold them accountable, they
would not be involved in their day to day operations and receive benefits
from PEs. PE management boards would be small, but professional in
orientation, with members who understand the business, and who can question
and guide the management. Most of the ministry's policy making and review
function for individual PEs would move to the PE boards. Strengthening PE
management is another important aspect of PE reform. Experts outside of
government would have to be brought into PE boards. Personnel policies and
compensation systems would need to facilitate recruitment and retention of
competent managers.

Decentralization

4.75 The objective of decentralization is to provide more opportunities
for local initiative in planning and implementation of public sector
programs and projects in order to reduce the fiscal and admin_strative
burden on overstretched central ministries. There are several indicators
of progress towards decentralization in Indonesia. First, local
governments have an identity of their own and they do perform a mix of
functions at the grassroots level. Second, through the INPRES programs,
local governments have been given -authority to manage considerable
budgetary resources and have deve.aped considerable experience and some
expertise in implementing a variety of projects. Third, local governments
have worked with central and provincial government staff, and donor
agencies, and have developed some measure of institutional capacity which
is a useful foundation for coping with further growth and greater
responsibilities in the future. Fourth, through PP No.14187, the
Government has decentralized selected public works functions. The
Government intends to strengthen this move towards decentralization over
the longer term. For example, in his 1988 Independence Day Speech, the
President of Indonesia indicated that decentralization will be a major
thrust of government policy during REPELITA V.

4.76 The basic structure. The Indonesian regional government system
operates at four levels: province, kabupaten (district) or kotamadya
(municipality), kecamatan (subdistrict), and desa (village). Law No. 5 of
1974 sets out the basis for the system, concentrating on "first" level
(province) and *second level (district or municipality) regions. There
are 27 provinces, varying greatly in area and population. Outside the
special provinces of Jakarta and Yogyakarta, there are three provinces in
Java each with populations between 25 and 29 million; Kalimantan, by
contrast, has four provinces with a combined population of 6.7 million.
Kabupaten and kotamadya have equal status as second level authorities.
There are 339 of these authorities, of which 49 are kotamadyas,
constituting the larger towns, while kabupatens cover smaller towns and the
whole of the rural area. Below the kabupaten and kotamadya are
approximately 3,600 kecamatans and 66,000 desas. The structure of desa
(village) administration varies greatly between provinces, partly
reflecting differences in local traditional organization.

4.77 Each level of regional government is headed by an administrator
who is both the chief executive of the regional authority and
representative of the Central Government with coordinating powers in
respect of all services. To assist the chief executive at each level,
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there is a secretariat. In practice, the strength and effectiveness of
these secretariats varies greatly from province to province, and between
regencies and municipalities in the same province. Each province has also
a regional Development Planning Board (BAPPEDA). The BAPPEDAs, which are
constituted separately from the secretariat, directly assist the governor
in preparing the overall provincial plan and the province's sectoral five-
year development plans, formulating arnual implementation plans to be
financed by the province and the Central Government, and supervising
implementation, monitoring and evaluation activities.

4.78 Functional responsibilities are conferred upon regional
governments by regulation and they vary among provinces. Responsibility
for primary education, public health (excepting communicable disease),
provincial and district roads, agriculture, animal industry, plantations,
fisheries and forestry is universally devolved on regional government.
Some other functions such as traffic control and social affairs are
delegated to a few of the larger provinces only. Regional government
services are discharged at the provincial and district level by sectoral
agencies known as DINAS. These are departments of the regional government
under the administrative control of the governor, walikota or bupati. They
are subject also to technical supervision and guidance by the appropriate
technical agency at the superior level. Central government
responsibilities at the provincial and local levels are normally discharged
by a regional verticalO office known as the KANWIL. The relationshr.p
between KANWIL and DINAS varies according to the practice of each central
ministry and is also different from one province to another. There are, of
course, many KANWILs which have no relationship to a DINAS since local
government has no responsibility in their field.

4.79 Emerging problems. The Government has made progress in
strengthening provincial and local governments. Even so, there are a
number of factors which stand in the way of full scale decentralization.
These include:

(a) At the local level, there is evidence of a move from implementation
to the planning or design of projects and related activities.
However, the latter continues to be primarily the responsibility of
higher levels of government, especially the central technical
ministries. In some sectors such as urban development, local
authorities are beginning to play an increasing role in the planning
function. But this is less true of other sectors such as education
and health where central control of design continues to be strong.

(b) Local governments are small organizations with limited staff and
technical competence. Local personnel have no career or transfer
prospects outside of their government. Training opportunities and
facilities for their development are far more limited than for those
at the central or provincial level. It is, therefore, more difficult
for local governments to attract and retain good people. The lower
the quality of personnel, the greatir the reluctance of higher levels
of government to give them increased responsibilities. The distrust
of local capacity is thus perpetuated by this vicious circle. An
intermediate solution has been to reassign central staff to local
agencies.
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(c) The move towards decentralization may lead to numerous conflicts of
interests and legitimate concerns which will tend to delay progress.
First, increased decentralization necessarily entails a sharing of
power between different ministries and levels of government. Second,
many civil servants located in Jakarta would be required to move to
the provinces and lower level, raising many legitimate social
concerns relating to relocation.

(d) At present, central transfers still account for 752 of total revenues
of combined local governments. The pattern of grant allocation also
does not provide any incentive to regions to mobilize more local
resources. The steady growth of central funding has clearly
displaced the contributions of the community to village development
projects. The fiscal dependency of local governments on central
transfers will make the reversal of this trend an up-hill task.

4.80 ProsDects. The above factors will constrain overall progress towards
decentralization. However, even if a comprehensive move to decentralization
is not feasible in the near term, further progress can be made, especially in
sectors and in regions which are more ready for experimentation in this area.
For the country as a whole, there is a strong case for involving local
governments in the design and planning of projects so that they can take on
increased responsibilities and build on what they have learned from
implementation. This is a logical sequence and one in which central and
provincial technical agencies could assist them. Such a shift will need to be
supported by the following actions:

(a) The local revenue mobilization capacity will need to be substantially
strengthened along the lines reviewed in Chapter 2. This is an
essential requirement for effective decentralization. It will be
important to transfer an increasing share of Central Government funds
as loans serviced by the locally-mobilized revenues.

(b) Central and provincial agencies will increasingly need to play the
role of guides to local governments, providing them with technical
assistance to improve their quality and standards of performance.
Central staff, for example, will need to work together with their
counterparts at the local level so as to build the latter's planning
competence.

(c) A careful review of the functions of the central offices at the
regional level and of the provincial and local government offices
concerned with such work will need to be undertaken so that overlaps
and conflicts are minimized and organizational structures are
rationalized.

(d) The planning and budgeting system in local governments will need to
be streamlined to facilitate the proposed increased role in design
and possibly in resource mobilization. This is the only way to
instill greater res onsibility and accountability at the local level.
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(e) Greater attention will need to be given to personnel system reform at
the local level so as to attract and retain better quality people.
Opportunities for transfer, career development, and promotion within
the province is one obvious option to consider. Stronger incentives
for some of the central technical staff to move to local governments
(which will also reduce overstaffing at the center) is another. The
need for improving training opportunities to local staff cannot be
overemphasized. A beginning can be made to streamline the personnel
system by improving job analysis, job descriptions and general
information systems on a pilot basis and extracting its lessons for
replication on a national scale. Phased graduation from
implementation to design and then to resource mobilization and
management cannot be achieved without strengthening lucal
institutional capacity.

Modernization of the Civil Service

4.81 Indonesia's Central Government consists of 21 ministries and 18 non-
departmental government institution. Civil servants are divided into four
echelons with 902 of the top and middle level management positions belonging
to the Central Government. The present structure of the civil service is the
outcome of a major administrative reform carried out in 1974. No such major
reforms have been undertaken since then. The key agencies with primary
responsibilities for continuing administrative reform and personnel management
are the Ministry of Administrative Reform (MENPAN) and the Civil Service
Administration Agency (BARN) respectively.

4.82 The recent moves toward increased deregulation and decentralization
are likely to have important and far-reaching implications for the size,
structure and functions of the Government and for the civil service in
particular. The main issues are as follows:

(a) The number of civil servants has doubled in the last decade (from 1.8
million in 1978 to 3.6 million in 1988). The share of personnel
expenditures in Central Government routine spending (excluding debt
service payments) has grown from 532 in 1979180 to 832 in 1989/90.
Overstaffing is reported to be of the order of 30-502 in many
agencies.

(b) The Central Government's dominant role is expected to shift to the
analysis of policy options, guidance and technical assistance to
other levels of government, and the monitoring and evaluation of
performance.

(c) The mix of central civil servants will need to shift -in favor of more
educated and skilled personnel who need to be bitter equipped to
perform the policy analytic and supportive roles referred to above.
At present, only about 15Y of civil servants have university-level
training. Nearly a third have had only junior high school or less
education. The vast majority of civil servants are thus not equipped
to play the new roles expected of the civil service.

(d) The organizational structure of the Government will require
rationalization to eliminate overlaps and conflicts.
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(e) A behavior based more on collegiality and the use of knowledge and
less on authority and rank will have to be created.

(f) Nearly 902 of the civil servants belong to the Central Government,
though about half of them are deputed to the regions or other
institutions. Over 40Z of all civil servants are employed by
ministries. The permanent cadres available to the regional
governments which might be given increased responsibilities are
negliSible in number. This pattern is not consistent with the
concept of increased decentralization.

4.83 The compensation policies and practices of the Government need
careful review. The nominal compensation packages seem inadequate at all
levels, but the reality is that the actual incomes of many civil servants are
much higher. Many receive extra payments for being involved with
project-related work. Those supervising PEs receive payments such as sitting
fees which add to their income. Many others hold part-time jobs which enhance
their earnings. The negative consequences of such practices are several.
Activities which offer additional payments naturally receive more attention
than others. The neglect of O&H. for example, could be partly attributed to
this tendency. Those who benefit monetarily from PEs will certainly tend to
keep close links with them and will be averse to their divestiture and any
other actions which upset the status quo. This is an inefficient arrangement
because only some ministries and persons benefit from the system while others
performing equally important and legitimate duties are compensated on a
different basis.
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RECENT ECONOMIC DEVELOPMENTS

Economic Activity

1. Total Gross Domestic Product (GDP) rose by an estimated 4.7Z in 1988.
Most of this expansion came from the non-oil economy, which grew by 5.62,
compared to 4.62 in 1987 (see Table 1). Within the non-oil economy,
performance was buoyed by the recovery of growth in agriculture following the
1987 drought, with favorable weather conditions resulting in record rice
production. Faster growth in manufacturing was also a major factor,
reflecting the continued strong performance of manufacturing exports.

Table 1: GROWTH IN SECTORAL VALUE ADDED, 1978-1988 la
(2 p.a. at 1983 prices)

Sector
shares

Average in 1988
1978-82 1983-86 1987 1988 (2 of GDP)

Oil/LNG sectors -2.5 3.3 0.9 0.7 19.2
Oil & gas -4.5 -0.2 -0.1 -1.4 14.5
LNG & refined oil 21.8 20.6 4.6 7.8 4.7

Non-oil sectors 6.9 4.0 4.6 5.6 80.8
Agriculture 5.0 3.6 1.8 3.8 23.2
Mining 9.2 12.6 10.1 18.9 1.3
Manufacturing 9.3 5.6 7.1 9.0 9.5
Construction 11.0 0.1 4.2 7.0 5.7
Other services 9.3 4.2 5.7 5.4 41.1

Gross Domestic Product (GDP) 5.3 3.9 3.9 4.7 100.0

/a CBS is currently reviewing its data and methodology for estimating GDP.
This is expected to result in higher estimates of real growth rates for
some sectors, especially in 1988.

Source: Central Bureau of Statistics and World Bank btaff estimates.

2. The Oil/LNG sector grew by 0.72 in 1988, slightly down from 0.92 in
1987, mainly because of lower oil production. Oil production fell from
1.38 million barrels a day (MBD) in 1987 to 1.35 MBD largely due to marketing
difficulties encountered over the July-November period.l/ The growth of

1/ This was a transitory problem resulting from price negotiation
differences between Indonesia and her buyers. OPEC agreements required
that Indonesia use a reference price of US$17.S/barrel for export
contracts during 1988. As market prices were much lower, Indonesia had
to negotiate a policy of buyer incentives to sell its oil.
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domestic gas production also slowed down, from 10.32 in 1987 to 6.32 in 1988.
Value added from refinery and LNG/LPG continued to show strong growth due to
increased LNG exports resulting from two new LNG contracts signed with Japan
and the start of LPG delivery to Japan based on the 1987 contract. As a
result of these new contracts, LNG production expanded by 92 to 920 trillion
BTU in 1988. The first LPG shipment of the 1987-contracted 1.95 million tons
per year (about 100 trillion BTU) to Japan started in July 1988, which
contributed to the continued strong growth in value added from refinery/LNG.

3. Agricultural production is estimated to have grown by 3.82 in 1988, a
significant improvement over the 1.82 estimated for 1987. This primarily
reflected the recovery of agriculture from the adverse effects of the delayed
rainfall and drought that depressed last year's performance. The Ministry of
Agriculture estimates rice output to have grown by a strong 3.82 in 1988,
primarily due to increased yields with area rising only slightly. Most other
food crops are also estimated to have recovered strongly from the drought,
with estimated growth rates of 202 for corn, 72 for soybean and 132 for
cassava. While the unusually strong growth in corn partly reflected the
cropping cycle (five crops in two years), it also resulted from the adoption
of improved open-pollinated HYV and hybrid corn varieties and area gains.
Sugar production is estimated to have increased primarily due to output
expansion from public estates on the Outer Islands (e.g., Lampung and
Kalimantan). However, sugar imports have increased and some land on Java has
been switched out of sugar into more profitable rice production.

4. Non-food agriculture also performed well, with the continued
expansion in tree crops (particularly oil palm) supported by solid gains in
other cash crops (e.g., shrimps, coffee, tea). While the strong growth in oil
palm production for 1988 (over 102) may partly be due to under-reporting in
previous years, it also reflected the coming-on-stream of past PIR and NES
investments as well as private investment. With respect to other cash crops,
domestic shrimp production continued to expand rapidly, as indicated by the
202 gain in shrimp export volumes during 1988. This sector has attracted
considerable foreign investment and has recently made renewed efforts to
improve quality control to address concerns in some importing countries,
particularly the United States. Both coffee and tea have recovered well from
the drought, with coffee production being encouraged by an increased export
quota allocation and a new government initiative to upgrade quality.

5. Growth of the manufacturing sector (excluding LNG and oil refining)
accelerated to an estimated 9.02 during 1988, compared to 7.12 in 1987 and an
average 5.62 p.a. over the period 1983-86. This resulted from strong growth
across a wide range of manufacturing activities in response to the series of
measures that the Government has taken to improve the overall incentive and
regulatory framework. Clearly much of this expansion stemmed from the
sustained and broadly-based increase in manufactured exports. While
traditional manufactured exports (i.e., textiles and plywood) continue to play
an important role, an increasing proportion of output growth is being derived
from non-traditional manufactured exports. Growth has been particularly
strong in the glass, paper, rubber products and footwear industries. Although
the strong performance of the manufacturing sector has raised capacity
utilization levels across many industries, the surge in foreign and domestic
private investment is moderating supply constraints and should sustain growth
over the medium term.
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6. Construction sector activity is also estimated to have picked up in
1988, risin8 by about 7.02, compared to 4.22 in 1987 and 0.12 during the
period 1983-86. The improved performance of the construction sector reflected
the higher demand for construction services brought about by the surge in
private investment. The services sector has also gained from stronger private
sector growth, expanding by an estimated 5.42 in 1988. This growth was spread
fairly evenly across tranbport, communications, utilities and financial
services. A continued strong performance of tourism has also contributed to
the growth in services sector activities. Total tourism receipts have doubled
over the last two years and are now estimated to exceed US$1.3 billion, making
tourism one of Indonesia's major foreign exchange earning activities.

7. Income and Expenditure. Indonesia's gross national income (GNY)
continued its recovery from the 1986 decline, growing by 4.82 in 1988 compared
to 4.72 in 1987 (see Table 2). This allowed a notable recovery of domestic
investment and consumption, especially in the private sector. Public
consumption and investment rose by 1.52 and 6.32 respectively in 1988. The
growth of private consumption rose from 3.32 in 1987 to 4.42 in 1988. At the
same time the growth of private investment accelerated from 4.9Z in 1987 to
7.6Z in 1988. This reflected a strong response to the non-oil export boom and
continuing improvements in the incentive framework for private sector
development resulting from the regulatory reforms.

Table 2s INCOME AND EXPENDITURE, 1978-1988
(at 1983 prices)

Growth rates (Z p.a.) Share in
Average Average GDP (Z)
1978-82 1983-86 1987 19881a 1988

Consumption 9.3 2.8 2.2 4.0 69.3
- Public 12.6 3.6 -3.7 1.5 9.8
- Private 8.7 2.6 3.3 4.4 59.5

Fixed investment 10.7 -6.5 1.9 7.0 19.0
- Public 12.6 -11.1 -1.7 6.3 8.2
- Private 9.1 -2.3 4.9 7.6 10.8

GDP 5.3 3.9 3.9 4.7 100.0

GNP .. 4.3 4.1 4.7 96.3
GNY 6.5 1.3 4.7 4.8 88.6

/a Preliminary.

Sources Central Bureau of Statistics and World Bank sta.r estimates.
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The Balance of h.Yments

8. Indonesia's balance of payments was adversely affected by the decline
in oil prices during 1988189 (see Table 3). Net oil/LNG earnings are
estimated at US$3.0 billion, 21S lower than in 1987/88 and only about half of
the level in 1985/86. However, the impact on the current account has been
partially offset by the continuing strong performance of non-oil exports.
Non-oil export earnings reached an estimated US$12.1 billion in 1988189, 272
higher than the year before. Although non-oil imports also rose strongly, in
response to the recovery in economic activity and the recent trade reforms,
the non-oil current account was further reduced in 1988/89, indicating the
continuing success of the Government's adjustment program. Overall, the
current account deficit rose slightly to US$1.9 billion (2.52 of GNP).
Financing of this deficit was facilitated by disbursements of special
assistance from IGGI members, which reached US$2.0 billion in 1988/89.
However, because of a net outflow of *other' capital (including errors and
omissions) and the lower-than-expected oil prices, net foreign assets of the
banking system declined over the year. Net official reserves also fell to
around US$5.4 billion, covering 3.7 months of (higher) import requirements.

9. Ezports. International oil prices weakened in 1988/89; the decline
was very sharp between July-November 1988, but a recovery happened starting in
December. Overall, the average export price reached US$15.1/barrel, lower
than US$17.6/barrel obtained in 1987/88. Combined with lower exports of
crude and petroleum products, resulting from a production fall, gross earnings
from oil exports fell to US$5.2 billion in 1988189. from US$6.2 billion in the
previous year. The volume of LNG/LPG exports grew by 10? in 1988189 partly
due to the two new Japanese contracts. The first shipment of LPG to Japan
also commenced in July 1988, contributing to the higher LNG/LPG export
volumes. Although the average LNG price was somewhat lower than in 1987/88,
the impact of the reduction in oil prices was not fully transmitted to LNG
prices. This happened because of the longer-term nature of LNG contracts
which caused the LNG price to be artificially sustained at its previously
negotiated higher level which was based on the GSP price of oil.2/ The
Government has agreed to compensate the buyers the overpayment resulting from
this source. The terms and conditions for this overpayment (about
US$126 million) are still under negotiations. The higher LNG (including LPG)
volumes resulted in an increatp in export earnings from this source to
US$2.5 billion despite a small decline in realized average price. Overall,
total gross earnings from oil and LNG in 1988/89 fell to US$7.7 billion, from
US$8.6 billion in the previous year.

10. Indonesia's non-oil exports grew an estimated 13.62 in real terms
during 1988/89, exceeding the projections made in last year's Economic Report.
This strong performance has been underpinned by the continued rapid expansion
in manufactured goods exports (see Table 4). Of particular note is the 45?
real growth in the wide range of products grouped together under 'other'
manufacturing. The strong growth of this diversified group of commodities

2/ The GSP refers to the official OPEC reference price for Indonesian
crude. The GSP for 1'988 was set at US$17.5/barrel. The actual market
price of crude was in the range of US$ll.0-15.0/barrel between July-
December 1988.
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Table 3: BALANCE OF PA-sHENTS, 1982/83-1988/89
(US$ billion at current prices)

Actuals Estimate
1982183 1985186 1986187 1987/88 1988189

Merchandise exports (fob) 18.6 18.5 13.7 18.1 19.8
Oil & LNG 14.7 12.3 7.0 8.6 7.7
Non-oil 3.9 6.2 6.7 9.5 12.1

Merchandise imports (cif) -20.6 -14.4 -12.7 -14.2 -15.5
Oil & LNG -4.8 -3.2 -2.3 -2.4 -2.1
Nnn-oil -15.8 -11.2 -10.4 -11.8 -13.4

Trade balance -2.0 4.1 1.0 3.9 4.3

Non-factor services (net) -1.7 -1.9 -1.6 -1.5 -1.8
Interest payments (MLT) -1.5 -2.1 -2.4 -2.8 -3.0
Other factor services (net) -2.2 -2.3 -1.2 -1.5 -1.7
Official transfers 0.1 0.2 0.2 0.3 0.3

Current account balance -7.3 -2.0 -4.0 -1.6 -1.9
Oil & LNG La 7.2 5.9 2.4 3.8 3.0
Non-oil -14.5 -7.9 -6.4 -5.4 -4.9

Pablic MLT loans /b 4.0 1.4 2.7 2.1 2.7
- Disbursements (5.1) (3.9) (5.2) (6.0) (7.1)
- Principal repayments Ic (-1.1) (-2.5) (-2.5) (-3.9) (-4.4)

Other capital (net) 0.0 1.5 -1.7 0.7 -1.6
Use of net foreign assets Id 3.3 -0.9 3.0 -1.2 0.8

Memo items:
Net official reserves le 3.0 5.8 5.0 6.0 5.4

- Months of imports 2.0 5.5 4.3 4.6 3.7
Total net foreign assets Id 7.5 12.6 9.6 10.8 lf 10.0
Current account/GNP (Z) -7.9 -2.4 -5.9 -2.3 -2.5

/a Gross earnings from oil/LNG exports less payments for imports and services
related to the sector.

lb Includes credits for LNG expansion, LPG and paraxylene projects.
Ic Includes prepayments of US$420 million in 1985/86, US$626 million in 1987/88

and US$341 million in 1988/89.
/d Of the banking system (Bank Indonesia and commercial banks).
/e Net of outstanding drawings from IMP's Buffer Stock and Compensatory

Financing Facilities.
If Excludes US$326 million of prepayments committed during the year but not

completed until June 1988.

Source: Bank Indonesia and World Bank staff estimates.
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reflects the underlying competitiveness of the Indonesian economy. The
maintenance of an appropriate exchange rate and the series of deregulation
reforms started in 1986 have played an important part in creating and
maintaining this competitiveness. Mainly in response to the Government's
policy actions, non-oil exports have expanded from US$6.7 million in 1986187
to an estimated US$12.1 million in 1988/89, an average real growth of 202 p.a.
over the past two years.

Table 4: NON-OIL MERCHANDISE EXPORTS, 1982183-1988189

Value at current prices Real growth rates
(US$ million) (1 p.a.)

Actual Estimate 1982183- 1986/87- 1987/88-
1982/83 1986187 1987188 1988/89 1986/87 1987/88 1988/89

Agricultural
commodities 2,398 3,262 3,885 4,592 7.3 15.0 3.7
Timber products 575 436 62i 760 -4.2 13.8 9.7
Rubber 615 752 1,055 1,278 4.9 12.6 0.6
Coffee 363 752 497 555 6.7 -11.4 12.0
Palm oil 103 114 2'4 328 15.9 23.7 12.4
Tea 116 106 119 138 8.2 -5.3 9.2
Shrimp 204 317 368 580 7.2 56.9 20.0
Rattan 82 99 162 56 6.8 16.5 -67.4
Others 340 687 844 898 9.9 23.8 3.0

Minerals & metals 676 725 1,080 1,381 9.9 15.0 -3.5
Tin 349 156 143 172 -3.0 -8.4 12.8
Gold 0 61 308 260 - 347.8 -11.7
Aluminum 48 201 245 313 53.4 -14.1 -27.0
Copper 115 144 186 227 5.7 7.0 7.9
Nickel (total) 139 112 146 350 -1.6 -20.4 20.8
Others 25 5 51 59 27.0 -26.3 -21.3

Manufactured goods 854 2,744 4,537 6,128 33.8 42.6 27.1
Textiles 180 774 1,283 1,757 42.0 50.9 26.5
Plywood/
panel products 324 1,156 1,834 2,034 35.5 29.5 10.4
Others 350 814 1,420 2,338 27.1 51.9 45.2

Total non-oil exports 3,928 6,731 9.502 12,100 13.6 25.8 13.6

Source: Central Bureau of Statistics and World Bank staff estimates.

11. Agricultural commodity exports increased moderately in ;988/89, with
strong performance in timber products, shrimp, coffee, tea and palm oil,
offseLting slower growth in rubber and a sharp decline in rattan. Timber
products continued to expand from their low point in 1986, with solid growth
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in sawn timber being supported by rapid growth in wood products. Export
earnings from t1e two dominant estate crop exports, rubber and palm oil,
continued to rise, albeit at a slower rate. Rubber export earnings held up
well despite lower volume growth due to continued high world prices, whereas
palm oil earnings increased due to a 122 increase in volumes and high prices.
Export volumes of two important beverage crops, tea and coffee, are estimated
to have grown by a robust 92 and 12? respectively in 1988/89, rebounding from
the drought-induced shortfalls of last year. Coffee export earnings expanded
in response to a higher quota allocation for Indonesia under the International
Coffee Agreement (ICA), increased sales to non-quota countries, and a renewed
effort to improve quality. The recovery of the tea sector enabled Indonesia
to enlarge its share of the world market at the expense of other suppliers
where domestic production has been disturbed (e.g., Sri Lanka) or where
domestic consumption has shown strong growth (e.g., India). Increased
domestic and foreign investment in shrimp production has supported the
continued rapid growth in shrimp exports. Since the restructuring of the
industry in the mid-1980s, shrimp export earnings have almost tripled,
registering a further 202 volume gain in 1988/89. On the negative side, the
sharp fall in the export of semi-processed rattan, down 67?, has restrained
the overall growth in agricultural exports. This resulted from the
Government's decision to ban the export of semi-processed rattan and webbing
from mid-1988 in order to encourage domestic rattan manufacturing activities.

12. Despite an overall decline in volumes, metals and minerals export
earnings increased due to the continued strengthening in world prices. The
decline in volumes primarily reflects the contractual dispute concerning the
large joint-venture company which exports aluminum ingots to Japan. As a
result of this dispute, aluminum export volumes are estimated to have declined
by 272, although the effect on export earnings was moderated by improved
aluminum prices. The estimated decline in gold exports also dampened the
overall performance of the metals and minerals sector. This reflected a
levelling off in the growth of gold exports following the very rapid expansion
after the export ban was lifted in 1986/87. These adverse developments have
been partly offset by strong performances in tin and nickel exports. Tin
export earnings have increased due to a higher Indonesian quota allocation
from the Association of Tin Producing Countries (ATPC) and a moderate increase
in prices resulting from the gradual decline in tin stocks. Nickel output
increased significantly in 1988/89 due to the reopening of the ferronickel
plant. This has enabled Indonesia to take full advantage of a substantial
increase in world nickel prices.

13. The major driving force behind the expansion in Indonesia's non-oil
exports continues to be manufactured goods. For the second consecutive year,
manufactured export earnings have contributed about two thirds of the increase
in non-oil export earnings. About 572 of this increase was contributed by the
diversified group of commodities group together in 'other' manufactured goods.
The growth in textiles slowed to an estimated 26Z this year, as compared with
an average growth rate of over 402 since the early 1980s. Although the
further expansion of Indonesia's textile exports is constrained by quotas
imposed under the Multifibre Agreement (MFA), the Government successfully
negotiated a larger quota allocation in 1988 and exports to non-quota markets
have also increased. The slower increase in plywood exports reflects the
maturing of the domestic industry. Previously high growth rates reflected the
small base from which domestic plywood production began and the fact that
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Indonesia quickly took an increasing share of the world market. As Indonesia
is now the dominant world market supplier of plywood, the expansion of the
domestic industry will increasingly be constrained by the growth in world
demand. In addition, greater concern for the environmental impact of the
plywood industry on forest resources has led the Government to restrain future
growth. Oae indication of this concern was the decision to restrict
investment in new plywood capacity from mid 1988.

14. Export earnings from the diversified group of commodities that
comprise tothere manufacturing are estimated to have increased from
US$0.8 billion in 1986187 to over US$2.3 billion in 1988189. an average real
growth rate of about 482 p.a. The continued strong expansion of this group of
commodities reflects the increased foreign and domestic investment that has
occurred in manufactured exports over the last two years. This investment has
been attracted to Indonesia by both the underlying competitiveness of the
economy (particularly since the September 1986 devaluation) and the series of
deregulation measures which have simplified investment procedures and reduced
barriers to trade. As shoun in Table 5. this increase in *other" manufactured
exports has occurred across a wide range of products. Many commodities that
accounted for less than US$10 million of export earnings in 1985 have grown

Table 5: MAJOR ITEMS WITHIN 'OTHER MANUFACTURED EXPORTS
(US$ million at current prices)

Nominal
Actual Estimate Growth rate

Products 1985 1986 1987 1988 1985-88
(2 p.a.)

Plastics 1.5 12.5 24.7 56.1 232.7
Ceramics 0.5 1.2 4.5 14.1 212.8
Glass & its products 8.3 12.7 30.7 93.7 124.1
Other articles of basic metal 5.4 7.6 17.4 56.9 119.6
Sandal, shoes 8.2 8.8 23.5 82.6 116.1
Furniture 7.1 9.2 27.2 69.7 113.9
Iron & steel 34.2 69.5 196.0 296.2 105.2
Paper & its products 20.9 31.8 95.8 138.2 87.5
Rubber products 7.5 11.3 24.2 48.8 86.5
Matting 13.3 19.4 47.2 76.4 79.2
Cements 21.5 39.8 56.1 75.6 52.1
Other 93.8 122.7 91.9 240.7 36.9
Processed food 56.7 81.5 105.9 139.2 34.9
Pharmaceutical products 6.5 7.0 9.4 15.4 33.3
Leather & its products 37.5 43.9 53.8 77.6 27.4
Fertilizer 80.0 127.3 86.0 134.1 18.8
Animal feed 90.8 97.8 113.2 147.5 17.5

Total 493.5 703.9 1,007.6 1,762.6 52.8

Sources Certral Bureau of Statistics and World Bank staff estimates.
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rapidly over the past four years and now make a substantial contribution to
total export earnings. Of particular note is the strong performance of the
plastics, ceramics, glass, basic metal products, shoes, furniture, paper, and
rubber industries, all of which have grown at over 802 p.a. in nominal terms
during the period 1985 to 1988.

15. Imports. During the early 1980s, import levels were compressed as a
result of the Government's efforts to reduce external and internal deficits to
stabilize the economy. Although there was a proliferation of NTBs on imports
during this period, most of this adjustment was rightly achieved by macro-
policy instruments. An appropriate exchange rate policy was used to hold the
general level of imports down, while successive real cuts in development
expenditures reduced capital goods import further (see Table 6). As a result
of these policies, the overall level of imports declined by an average
11.12 p.a. over the period 1982183 to 1986187. However, as the economy has
moved from stabilization towards adjustment and growth, imports have begun to
expand. Strong private sector growth (coupled with the gradual removal of
NTBs) has reversed the previous decline resulting in an average 5.82 p.a.
increase in real non-oil imports over the past two years.

Table 6: NON-OIL MERCHANDISE IMPORTS, 1982/83 - 1988/89

Value at current prices Real growth rates
(USS million) (2 p.a.)

Actual Estimate 1982/83- 1986/87-
1982/83 1986/87 1987/88 1988/89 1986/87 1988/89

Consumer goods 1,945 1,132 1,202 1,485 -10.8 8.6
- Food 1,345 711 820 1,000 -11.1 12.2
- Non-food 600 421 382 485 -10.0 -0.6

Intermediate 4,869 4,248 4,886 5,525 -5.0 5.7

Capital goods 9,010 5,005 5,675 6,425 -15.1 5.0

Total 15,824 10,385 11,763 13,435 -11.1 5.8

Sources Central Bureau of Statistics, Bank Indonesia and World Bank staff
estimates.

16. Consumer goods imports are estimated to have grown by 8.6Z over the
period 1986/87 to 1988/89, due primarily to the growth in food imports. The
growth in food imports (corn, soybeans, and wheat) was particularly strong in
1987/88 due to the drought-induced shortfall in domestic production and, in
the case of soybean, to expansion of the domestic processing industry. While
the growth in food imports has slowed during 1988/89 as a result of the
improved performance of the agricultural sector, the effects of the drought
are expected to continue to be felt for rice and sugar. Rice imports have
been required during 1988/89 to rebuild national stocks, and sugar imports
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have increased due to the effects of the drought on young sugarcane plantings
in 1987/88 and the reallocation of land on Java away from sugar into paddy.
Non-food consumer goods imports registered strong growth in 1988/89 as demand
recovered from the devaluation induced decline in 1987/88. The better
performance of the economy and the removal of import restrictions have also
contributed to this growth.

17. Imports of intermediate and capital goods are estimated to have grown
in real terms by 5.7? and 5.0? p.a. respectively since 1986/87, reversing the
I11 p.a. decline between 1982/83 and 1986/87. This is primarily due to strong
private sector growth, particularly those activities oriented towards the
export market. A 5.62 growth of the non-oil economy and a 8Z increase in real
private investment have contributed to a noticeable increase in private sector
imports of intermediate and capital goods. The series of government measures
designed to reduce import license restrictions and to provide exporters with
access to inputs at world prices have also played an important part in
allowing imports to increase.

18. Capital flows and debt. Disbursements of public WLT loans totalled an
estimated US$7.1 billion in 1988/89, higher than in 1987/88 (US$6.0 billion) and
the average for the previous three years (US$4.3 billion). The shift in the
structure of disbursements, away from commercial borrowing toward special
assistance from official donors, continued during 1988/89. Because of higher
non-oil export earnings, the debt service ratio stabilized at an estimated 36X
during 1988.

19. Disbursements of proiect aid, primarily from the IGGI, rose to around
US$2.4 billion in 1988/89, accounting for about one third of public MLT
disbursements. Project implementation performance remained good, following
significant improvements over the past two to three years. In particular, the
provision of local-cost financing by donors has continued to play an important
role in overcoming the shortage of rupiah counterpart funds. At the same time,
the shift in the composition of new commitments toward special assistance has
meant that the pipeline of project aid is now falling. Therefore, without an
increase in new commitments of project aid, disbursement levels would start to
decline in future years.

20. The provision of special assistance, in the form of fast-disbursing
program aid and local-cost financing, made a significant contribution to
financing the current account deficit over the past year. Pledges of special
assistance at the 1989 IGGI meeting totalled US$2.4 billion, including
US$1.7 billion from Japan (the OECF and Japan Exim Bank), US$300 million from
the World Bank, US$150 million from ADB, and US$200 million from other bilateral
sources. Actual disbursements of special assistance during 1988189 are
estimated at about US$2.0 billion, bringing the total over the past three years
to US$3.7 billion. By financing 15? of non-oil imports in 1988/89, special
assistance has played a valuable role in helping the Government push ahead with
its trade deregulation measures and in facilitating the recovery of private
investment and economic activity. It has also enabled Indonesia to improve the
terms structure of its external debt, while maintaining confidence in financial
markets about the viability of the Government's adjustment program.
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21. There has been a steady decline in the use of import-related credits in
recent years, with disbursements falling fzom a peak of US$2.1 billion in
1983184 to less than US$1.0 billion in 1988/89. This trend reflects the
Government's decision to reduce public investment in large capital-intensive
projects and to place strict limits on the use of non-concessional financing
under Presidential Instruction No. 8 oi 1984. Dibbursements of untied
commercial credits totalled US$1.3 billion in 1988/89. However, the net impact
on the balance of payments was less, due to US$341 million of prepayments on
revolving lines of credit and more expensive bond issues.3/ With new
commitments during the year of US$0.5 billion, the pipeline of undisbursed
commercial credits totalled about US$2.0 billion at the end of March 1989.

,2. Other capital flows 4/ had a negative impact on the balance of payments
.n 1988/89. This was despite a rise in direct foreign investment and net
inflows of private MLT loans. The major negative factor seems to have been
speculative capital outflows during the first half of the year, which peaked in
October prior to the announcement of the financial sector reforms. The impact
of these outflows on official reserves was partially marked by an increase in
swaps with Bank Indonesia during this period. These swaps were subsequently
drawn down as confidence in the Rupiah strengthened during the second half of
the year. Official reserves were also adversely affected by the lower-than-
expected oil prices for the year as a whole. As a result, net official reserves
fell by US$0.6 billion during 1988/89 to US$5.4 billion. This level of reserves
is adequate to finance 3.7 months of (higher) import requirements. Total net
foreign assets of the banking system also fell over the year 1v US$0.8 billion
to US$10.0 billion.

23. Indonesia's stock of MLT external debt outstanding rose slightly during
1988 to an estimated US$47.5 billion. Of this amount, US$43.5 billion was
public debt, including US$23.4 billion of official assistance. In contrast to
earlier years, there was no adverse affect on the debt burden from international
exchange rate movemerts over the past year. Even so, total MLT debt payments
(excluding prepayments) rose sharply, from US$6.7 billion in 1987 to
US$7.8 billion in 1988. This trend reflects higher interest payments on the
rapidly expanding stock of official assistance, and the higher principal
repayments falling due on comaercial credits disbursed in the early 1980s.
However, because of higher non-oil export earnings, the debt service ratio
stabilized at around 36Z in 1988. As discussed in Chapter 2, the debt service
ratio and other debt indicators are projected to decline steadily in future
years.

3/ Prepayments through June 1988 have been accounted for in 1987/88, when
the relVted disbursements were made. By disbursing expiring lines of
credit, and prepaying revolving credits, Indonesia has been able to
avoid a reduction in the pipeline of undisbursed commercial credits.

4/ As defined in Table 1, other capital flows are a residual item,
including direct foreign investment, oil/LNG export credits, all
private capital flows, valuation adjustments, and errors and omissions.
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Budgetary Developments

24. The Central Government's Budget for 1988/89 assumed an average oil
price of US$16/barrel. lower than the average price for 1987/88
(US$17.6/barrel). To offset the loss of oillLNG revenues the Budget projected
a noticeable increase in non-oil taxes (by 302). As shown in Table 7, the
combination of better non-oil tax effort and strong expenditure restraint was
projected to bring about a sharp reduction in the budget deficit in 1988/89
(from 2.4Z of GDP in 1987/88 to 0.42). Although the actual average oil export
price was lower than expected, oil revenues exceeded the Budget ;arget because
of the use of the higher GSP price for calculating oil company tax liabilities
until the end of December 1988.5/ Non-oil tax and non-tax revenues also
exceeded the budgeted amounts. So, the total of domestic revenues exceeded
the Budget projection. Together with larger aid disbursements, this
additional revenue allowed the Government to boost expenditures from their
underbudgeted levels. The budget deficit grew slightly but the austere stance
of the Budget was retained. This is reflected by the fact that net domestic
expenditure (which measures the Budget s net addition to aggregate demand)
declined from 4.12 of GDP in 1987/88 to 2.22 GDP in 1988/89, and the primary
budget balance (excluding interest payments) remained in surplus.

25. Revenues. Despite lower world oil prices and domestic crude
production than budgeted, oilILNG revenues exceeded the target. As noted,
this was largely due to the use of the official GSP price for determining the
tax liabilities of oil companies until December 1988; however, another
contributing factor was back-payments ifrom Pertamina and private oil
companies) from previous operations. Non-oil taxes also exceeded the budget
target despite lower revenues from value added taxes (VAT). The VAT target
was too optimistic in the first place, although an additional effort was made
to come closer to the target by implementation of new measures starting
January 15, 1989. These included extension of the VAT to domestic airline
tickets and telecommunications, and some increases in the scope and tax rates
for luxury goods. Nevertheless, actual collection was still Rp.0.3 billion
lower than budgeted (a shortfall of about 62). This loss was more than
compensated by higher receipts from income taxes, reflecting the effects of
improved economic activity, better audit effort and implementation of the tax
on time deposits (starting November 1989), and larger receipts from custom
duties and export taxes resulting from the higher-than-expected growth in
imports and exports. The target for property tax was also exceeded, although
the yield remains considerably below potential. Similarly, non-tax revenues
exceeded their projected amounts, because of higher fees for certain public

5/ As noted, the GSP price was set at US$17.5/barrel. Some tax incentives
were given to oil companies which lowered the taxable price to about
US$15.9/barrel from April to December 1988. Since January 1989, actual
export prices are being used for calculating tax liabilities of oil
companies. Between January-March 1989, the average price was
US$16.7/barrel. Therefore, for 1988/89 as a whole, the effective
average export price for oil revenues was US$16.1/barrel, slightly
higher than projected in the Budget.
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Table 7s CENTRAL GOVERNMENT BUDGET, 1986/87-1989190
(Rp. trillion at current prices)

Actuals Budget Estimated Budget
1986187 1987/88 1988/89 1988189 1989/90

Revenues and grants 16.7 21.8 21.9 23.5 25.3
oil and LNG 6.3 10.4 8.9 9.5 7.9
Aon-oil taxes 7.9 9.0 11.7 11.9 14.9
Non-tax revenue /a 2.2 2.0 1.2 1.6 2.4
Grants 0.3 0.4 0.1 0.5 0.1

Current expenditures 13.4 15.5 15.1 16.8 18.5
External interest 2.8 3.8 4.1 4.3 4.8
Subsidies 0.9 1.4 0.5 1.0 0.2
Other 9.7 10.3 10.5 11.5 13.5

Covernment savings 3.3 6.3 6.8 6.7 6.8

Capital expenditure 7.3 9.2 7.4 10.5 10.8

Overall balance -4.0 -2.9 -0.6 -3.8 -4.0

Financed by:
External loans (net) 3.7 2.8 0.6 4.2 4.0
Disbursements 6.8 8.8 7.1 11.2 11.3
- Project aid (4.1) (5.4) (6.0) (5.6) (7.2)
- Other lb (2.7) (3.4) (1.1) (5.6) (4.1)
Principal repayments 3.1 6.0 6.5 7.0 7.3

Asset drawdown /c 0.3 0.1 0.0 -0.4 0.0

Memo items (1 of GDP)
Revenue and grants 16.4 18.3 16.1 17.3 16.5
Non-oil taxes (Z of non-oil GDP) 9.8 9.4 10.6 10.8 11.9
Government savings 3.3 5.3 5.0 4.9 4.5
Overall balance -3.9 -2.4 -0.4 -2.8 -2.6
Total expenditure 20.3 20.7 16.5 20.1 19.1
Net domestic expenditure Ld 3.8 4.1 -0.9 2.2 0.4
Primary balance le -1.1 0.8 2.7 0.4 0.6

/a Includes domestic oil surplus in 1986/87 and 1989/90 (Budget).
lb Includes program loans, rupiah support and commercial borrowing.
Ic Excludes gain from valuation adju±stment in 1986/87, estimated at

Rp.1.8 trillion.
/d Defined as the domestic content of expenditure less non-oil revenues.
/e Overall budget balance less interest payments.

Source: Ministry of Finance and World Bank staff estimates.
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services (health, education and passports) and forest concessions, larger
contributions from state financial enterprises and Bank Indonesia, and a
somewhat higher use of funds from the RDI account.6/

26. Expenditures. Current expenditures in 1988/89 are estimated to have
grown by 8S frem the previous year's level, reflecting the higher interest
payments on external debt, higher rice prices (affecting the rice allowance)
and a 102 salary increase from January-March 1980. The budgetary burden of
interest payments on external debt grew from Rp.3.8 trillion to
Rp.4.3 trillion, mainly due to the debt overhang. Budgetary subsidies on
account of fertilizer and pesticides remained large during l980/89 because the
prices of these publicly distributed items continued to be substantially below
cost. The Government's wage bill exceeded the budget level partly because of
the surge in rice prices which raised the cost of the food allowance, but also
because of the long-expected increase in employee wages. Although the 15Z pay
hike was announced in the context of the new Budget for 1989/90, the first lOZ
increase was implemented in January 1989. This pay rise is appropriate as
Government employees have experienced a decline in real income resulting from
the wage freeze over the past three years.

27. The level of capital expenditures in 1988/89 was much higher than
budgeted, due to improved rupiah availability based on special assistance
(program aid and local-cost financing) from the IGGI and progress in removing
other constraints on project implementation. As a result, capital spending
increased by 5Z in real terms from the previous year's level. The budget
deficit was financed mainly by net disbursements from external aid (project
aid and program loans) and the rupiah counterpart of commercial borrowings
undertaken for balance of payments support.

28. The Budget for 1989/90. In January, the Government announced its
Budget for 1989190 (see Table 7). Overall, the new Budget reflects the
Government's aim to continue making progress with the adjustment process wb_le
also making an effort to address some of the longer-term issues concerning the
recovery of economic growth and reduction of poverty. Recognizing the
uncertainties in the international oil market, the Budget assumed an average
oil price of US$14/barrel, US$2.1 lower than realized in 1988/89 (for tax
purposes). On the other hand, to finance a 152 structural increase in wages
of government employees and to support economic growth and poverty alleviation
by maintaining the level of capital spending at the past year's level, the
Government intends to substantially step up its non-oil revenue mobilization
drive, consisting of a big push to strengthen tax administration, a limited
increase in the VAT tax base, elimination of the pesticide subsidy, generation
of surplus from domestic oil sales and better cost recovery from public
services. The Budget also expects to obtain a similar level of net foreign
assistance as in the past year to finance the projected capital spending.
Based on these assumptions, the budget deficit is expected to fall to 2.62 of

6/ he RDI is a special account maintained by the Treasury with Banik
Indonesia concerning the administration of the two-step loans (foreign
loans contracted through the Budget and on-lent to state enterprises).
Amortization and interest payments by state enterprises are first
channelled to the RDI account; actual drLvwdown for use in the Budget is
made on a needs basis.
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GDP (from 2.8? of GDP in 1988189). The net domestic expenditure is projected
to decline from 2.22 of GDP in 1988/89 to 0.42 of GDP in 1989/90, while the
primary balance remains in surplus.

29. The 1989/90 Budget is consistent with the dual aims of reducing
macroeconomic imbalances in the economy, while also supporting a recovery in
investment and productive at:tivities. During the year, It will be important
to monitor implementation of the public resource mobilization program, as well
as budget spending levels, to ensure that the fiscal stance remains
appropriate and that there is no crowding out of the private sector. The
Budget's non-oil tax targets, although still significantly below potential,
will pose a major challenge for tax administration. In responding to this
challenge, some of the key steps will bet (a) implementation of the proposed
reorganization of the Tax Directorate; (b) enlarging the scope and
effectiveness of tax audits; (c) stronger political support for the tax
collection effort; and (d) implementing more effective sanctions for
defaulters.

30. As noted, Oil/LNG revenue projections in the Budget were based on an
average oil price of US$14/barrel. This was a prudent planning assumption in
the context of the oil price outlook at the time when the Budget was prepared.
Since then, oil price developments have becomd more favorable, and the current
average market price for Indonesia's crude is about US$181barrel. Our
projections in Chapter 2 are based on an average oil price of US$15.5/barrel
for 1989/90. In the event that Indonesia gains a significant revenue windfall
from higher-than-anticipated oil prices, it will be important to preserve the
austere stance of the Budget by using some of the revenues to reduce net
external borrowing rather tnan ircrease domestic public expenditure. Also, it
will be essential to ensure that the oil revenue windfall does not result in a
slowdown in the non-oil revenue mobilization effcrt.

Money and prices

31. Monetary policy. During 1988, monetary policy remained focused on
maintaining the stability of the exchange rate and prices. Unlike in 1987,
speculative pressures on the exchange rate were minimal. There was a
temporary disturbance in money and foreign exchange markets immediately after
the announcement of the financial deregulation measures in October. A short-
term liquidity shortage developed causing inter-bank interest rates to move up
to 18? in November, from around 152 over the past few months. However, the
situation returned to normal soon with inter-bank rates falling back to 12-15?
and no speculative pressures on the exchange market.

32. A key indicator of the monetary policy stance is the change in
reserve money (see Table 8). Net foreign assets of Bank Indonesia fell
noticeably due to a large amount of foreign debt payments over the March-
September period. The monetary authorities only partially sterilized this
fall in foreign assets (currency and BI credits). The monetary authorities
also countervailed the expansionary influence of a reduction in reserve
requirements introduced in the October financial package by requiring that
most of the additional funds be held in the form of SBIs. On the whole,
reserve money registered a decline, suggesting a conservative monetary policy
stance.
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Table 8: CHANGES IN FACTORS AFFECTING MONEY SUPPLY AND LIQUIDITY,
1985-88

Annual growth (2) /b
Changes in 1985 1986 /a 1987 1988 1986 /c 1987 /d 1988

Net foreign assets 2,182 1,850 2,452 -549 29.8 15.3 -3.0
Use of Government
deposits -626 470 1,529 248 24.9 -2.2 3.3
Credit to public
enterprises 421 227 729 659 6.8 12.2 9.8
Credit to private sector 3,333 4,547 6,245 11,069 19.3 28.1 38.9
Net other assets -94 -2,586 -4,731 -3.314 -30.1 -39.7 -27.0
Broad money (M2) 5,216 4,508 6,224 8,113 15.0 22.5 23.9

Narrow money (Ml) 1,523 1,573 1,008 1,707 17.5 8.6 13.5
- Currency 728 898 444 464 20.2 8.3 8.0
- Demand deposits 795 675 564 1,243 15.3 8.9 18.0
Time & saving deposits
(QM) 3,693 2,935 5,216 6,406 13.0 32.6 30.2

Rupiah liquidity /e 4,883 3,180 5,883 6,416 18.9 25.5 22.2
Reserve money 1,020 1,373 858 -490 24.2 11.0 -6.0

Memo itemss
M2/GDP ratio 24.5 28.3 29.6 31.8
QM/GDP ratio 13.8 16.4 18.5 20.9

/a Includes effect of exchange rate adjustment on September 12, 1986.
/b Year-end growth rates in monetary aggregates.
/c Excludes valuation changes resulting from the September 12 devaluation.
/d Excludes recording adjustment on unused commercial loans amounting to

Rp.1,725 billion, which were previously shown as "net government deposits",
but since September 1987 shown as Bank Indonesia assets and moved to 'net
other assets'.

/e Excludes foreign currency deposits.

Source: Bank Indonesia.

33. Narrow money grew faster than in the last year because of higher
income. Time and saving deposits also continued to grow at an impressive pace
supported by higher real interest rates. Together, these trends caused broad
money supply to expand even faster than in the past year. The growth in the
demand for broad money, responding to the growth of income and higher real
interest rates, caused inflation to fall even as broad money supply increased
significantly faster than nominal income. The resultant rise in financial
deepening in turn contributed to the mobilization of savings for financing
private economic activities.

34. Credit and interest rates. rhe large increase in time and saving
deposits allowed domestic credit to grow even more rapidly than last year. The
main source of credit expansion was the private sector. The pick up in real
economic activity, especially non-oil exports and private investment,
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contributed to this strong demand for credit. However, the continued large
growth in private sector credit, far in excess of the expansion of output and
prices, would seem to suggest that the transitional problems of adjustment to
the deregulated economic environment are still prevalent. However, the growth
of credit to state enterprises was contained at below last year's pace,
suggesting a slowdown in public enterprise activities and more restrained access
to Bank Indonesia credit.

35. Apart from the rise in deposits, domestic credit also grew because of
continued provision of direct credits by Bank Indonesia, especially liquidity
credits. Some Rp.3.2 trillion were provided through the liquidity credit
mechanism (about 20Z of the expansion in total credit to public enterprises and
the private sector). This mechanism is intended to channel credits to priority
sectors at lower than market interest rates. However, recognizing the resultant
distortions, the Government intends to phase out the use of liquidity credit
over the medium term.

36. The nominal deposit rates increased a little (see Table 9), responding
to higher international interest rates and the tax on interest income. The

Table 9: INTEREST RATES OF CONMERCIAL BANKS, 1985-88 /a

December December December June September
1985 1986 1987 1988 1988

Nominal deposit rates lb
State banks 16.0 14.7 17.3 17.5 18.0
Private banks 17.8 16.2 19.3 19.3 19.6

Real deposit rates Ic
State banks 11.3 8.9 7.8 9.0 9.5
Private banks 13.1 10.4 9.8 10.8 11.1

Nominal lending rates /d
State banks 15.3 18.5 20.0 19.9 20.0
Private banks 24.2 23.0 23.6 23.7 23.6

Real lending rates le
State banks 8.7 11.4 10.2 10.4 10.5
Private banks 17.6 15.9 13.8 14.2 14.1

1985 1986 1987 1988
Memo items
LIBOR If 8.6 6.9 7.3 8.0
Inflation differential between
Indonesia and USA 1.0 3.8 6.2 5.3

/a For Rupiah transactions, excluding liquidity credit program.
lb Nominal rates on six-month time deposits.
/c Using CPI deflator.
/d Average nominal rates on working capital.
/e Using non-oil GDP deflator.
If London Interbank offered rate on six month US Dollar deposits.

Source: Bank Indonesia and IMP International Financial Statistics.
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lending rates also rose marginally, reflecting the increase in the deposit
rates. The prevailing high real lending rates have raised legitimate
concerns about their adverse effects on private investment. Consequently,
one of the key objectives of the financial sector reform introduced in 1988
was to reduce real lending rates by lowering the spread between borrowing
and lending rates through increased competition. Another specific action
was to reduce and unify the reserve requirements at 2Z, to lower the
effective cost of borrowing. Implementation of the ongoing financial
sector reforms coupled with continued prudent macroeconomic management
will help to reduce domestic interest rates over the medium term. Finally,
the Government introduced important measures to boost capital market
operations, aimed at increasing the availability and affordability of long-
term finance. The measures included the removal of tax bias against income
from dividends, introducing an over-the-counter market (OTC), allowing the
operation of private stock exchanges and easing licensing requirements for
new capital market operations.

Domestic Inflation

37. Overall inflation has fallen in 1988 (see Table 10). As measured
by the urban consumer price index (CPI) for 17 cities, the annual inflation
rate fell from 9.5Z in 1987 to 8.5! in 1988. The growth of the wholesale
price index (WPI) came down substantially in 1988 because of a relatively
stable exchange rate which helped to contain the growth in domestic import
prices. Also import margins have been reduced because of the removal of
NTBs, reducing the growth of import prices. Nevertheless, the sharp fall
in the rate of increase in the domestic price of imported goods from 23? in
1987 to 3Z in 1988 which is shown in the official data appears to be
overstated. Our adjusted estimates, based on the depreciation of the
nominal effective exchange rate (82) and the increase in the dollar import
price index (62), suggest a much lower decline in domestic import prices.
Adjusting for this, we estimate that the growth of the WPI fell from 232 in
1987 to around 12? in 1988. Because of weaker pass-through effects of
exchange rate changes on the CPI due to the austere budget and cautious
monetary management, the behavior of the CPI was more strongly affected by
the behavior of rice prices during both 1987 and 1988. The sharp rise in
urban rice prices in 1988, growing by 25? on average, neutralized the
inflation-dampening influence of the lower growth of prices of imported,
exported and non-traded goods.

38. The differential impact of inflation has adversely affected the
poor. Specific indexes for low-income groups show higher inflation rates
than the general indicators. In 1988, the basic needs consumption index
(KFM) rose by about 10, somewhat higher than the general CPI, reflecting
the more rapid rise in the cost of nine essential commodities (NEC) which
are prominent in the consumption basket of the urban and rural poor. More
importantly, the NEC index for urban areas increased by 13X while the rural
index rose sharply by 17?, in both cases representing a significant
increase over the inflation rates experienced in 1987 (72 and 13?
respectively).
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Table 10: DOMESTIC INFLATION INDICATORS, 1985-88
(Z change; period averagela)

1985 1986 1987 1988

General Indicators
CPI-17 cities 4.7 5.6 9.5 /b 8.5 lb
WPI Ic 5.2 6.9 20.7 10.0 /d
Non-oil GDP deflator 6.6 7.1 9.8 9.5

Specific Indicators
CPI-Jakarta 4.9 5.5 9.6 /b 8.7 Lb
CPI-22 cities /e 7.9 6.2 14.1 8.9
KFM-K3 /f 12.7 13.5 21.9 9.7
Nine essential commodities

- Urban jg 2.4 5.4 6.7 13.4
- Rural lh -1.1 11.8 12.9 17.1

Farmers household consumption /i 11.6 12.2 16.7 5.3

Proximate Indicators
Import goods prices 5.3 8.4 22.5 11.5 /d
Export goods prices 1.0 13.0 30.8 7.7
Urban rice prices /I 2.6 -10.6 11.6 24.8
Non-traded goods prices 6.9 3.7 8.2 4.7

/a Previous Economic Reports used a year-end basis.
Lb Revised estimates reflecting adjusted rice prices for Jakarta.
/c Excluding exports of oil and gas.
/d Revised estimates reflecting adjusted import prices.
/e Weighted average of individual city indexes.
/f Physical Minimum Requirements index for 3-child family; weighted average

for 26 provinces (excluding East Timor).
1g Component of CPI-17 cities index.
/h Unweighted average of Java and Madura and Outer Islands.
/i Component of Farmers' Terms of Trade index; weighted average for

Yogyakarta and West, Central and East Java.
Li Weighted average of urban medium-quality rice prices in 26 provinces

(excluding East Timor).

Source: Central Bureau of Statistics and World Bank staff estimates.
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Population And Growth Rates by Province, 1930-1985

~~~~. ............... ................................. ...................... ......... .................. .... .

Population ('000) Average growth rate (X p.a.)
Region --------- --

1930 1961 /a 1971 /a 1980 1985 1930-61 1961-71 1971-80 1980-85

Java 41,718 63,059 76,086 91,270 99,853 1.3 1.9 2.0 1.8

DKI Jakarta 811 2,973 4,579 6,503 7,886 4.3 4.4 4.0 3.9
West Java 10,586 17,615 21,624 27,454 30,830 1.7 2.1 2.7 2.3
Central Java 13,706 18,407 21,877 25,373 26,945 1.0 1.7 1.7 1.2
DI Yogjakarta 1,559 2,241 2,489 2,751 2,930 1.2 1.1 1.1 1.3
East Java 15,056 21,823 25,517 29,189 31,262 1.2 1.6 1.5 1.4

Sumatra 8,255 15,739 20,809 28,017 32,604 2.1 2.8 3.4 3.1

LaTpung 361 1,668 2,M 4,625 5,906 5.1 5.2 5.8 5.0
Bengkulu 323 406 519 768 943 0.7 2.5 4.5 4.2
South Sumatra 1,378 2,7M 3,441 4,630 5,370 2.3 2.2 3.4 3.0
Riau 493 1,235 1,642 2,169 2,548 3.0 2.9 3.1 3.3
Jambf 245 744 1,006 1,446 1,745 3.6 3.1 4.1 3.8
West Sutatra 1,910 2,319 2,793 3,407 3,698 0.6 1.9 2.2 1.7
North Sumatra 2,542 4,965 6,622 8,361 9,422 2.2 2.9 2.6 2.4
Aceh 1,003 1,629 2,009 2,611 2,972 1.6 2.1 3.0 2.6

Kalimantan 2,170 4,102 5,155 6,723 7,722 2.1 2.3 3.0 2.8~~~~~~~~~~~~....... .... ..... ..... ..... ..... ... ... -- . -

West Kalimantan 802 1,581 2,020 2,486 2,819 2.2 2.5 2.3 2.5
Central Kalimmntan 203 497 702 954 1,118 2.9 3.5 3.5 3.2
South Katmanten 836 1,473 1,699 2,065 2,273 1.8 1.4 2.2 1.9
East Kalimantan 329 551 734 1,218 1,512 1.7 2.9 5.8 4.4

Sulawesi 4,231 7,079 8,528 10,409 11,554 1.7 1.9 2.2 2.1

Central Sulawesf 390 693 914 1,290 1,511 1.9 2.8 3.9 3.2
North Sulawesi 748 1,310 1,719 2,115 2,313 1.8 2.8 2.3 1.8
South Sulawesi 2,657 4,517 5,181 6,062 6,610 1.7 1.4 1.8 1.7
Southeast Sulawesi 436 559 714 942 1,120 0.8 2.5 3.1 3.5

other Islands 4,219 7,106 8,630 11,071 12,316 1.7 2.0 2.8 2.2
.. ~~~~~~~~~~~~.. .... .... --- --- ---- --- ... -- ... --

Bali 1,101 1,783 2,120 2,470 2,649 1.6 1.7 1.7 1.4
West Nusa Tenggara 1,016 1,808 2,203 2,725 2,995 1.9 2.0 2.4 1.9
East Musa Tenggara 1,344 1,967 2,295 2,737 3,061 1.2 1.6 2.0 2.3
Maluku 579 790 1,089 1,410 1,609 1.0 3.3 2.9 2.7
Irian Jaya 179 758 923 1,174 1,371 4.8 2.0 2.7 3.2
East Timor n.a n.e n.a 555 631 n.a n.a n.a 2.6

T o t a t Indonesia 60,593 97,085 119,208 147,490 164,049 1.5 2.1 2.4 2.2
U=UU = - UU = ::sM a cmc : ma

. ..................................................... ------------------------------------

/a Includes adjustment for the exclusion of rural Irien Jaya.

Source: Central Bureau of Statistfis, Population Census Reports, 1961, 1971, and 1960;
Statisticat Yearbook Of Indonesia, 1984; and SUPAS 1985.
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.,...._.._ _..._ _.......

Distribution of Population by Age Group and Sex, 1961-1985

(p000)

1961 1971 1980 1985

Age Group Males Females Total Nales Females Total males Femles Total Kales Femates Total

0-4 8,529 8,649 17,178 9,675 9,560 19,235 10,872 10,422 21,294 11,008 10,543 21,551
5-9 7,744 7,701 15,445 9,593 9,302 18.89S 10,889 10,446 21,335 11,378 10,739 22,117

10-14 4,353 3,892 8,245 7,406 6,875 14,281 9,179 8,525 17,704 10,783 10,113 20,896
15-19 3,865 3,905 7,770 5,627 5,779 11,406 7,552 7,806 15,358 8,335 8,232 16,567
20-24 3,480 4,373 7,853 3,627 4,461 8,088 6,010 7.05s 13,065 6,385 7,903 14,288
25-34 7,392 8,610 16,002 7,722 9,226 16,948 9,685 9,920 19,605 12,026 12,442 24,468
35-44 5,765 5.406 11,171 7,062 7,119 14,181 7,876 8,172 16,048 8,538 8,485 17,023
45-54 3,587 3,511 7.098 4,360 4,213 8,573 5,761 5.856 11,617 6,418 6,514 12,932
55-64 1.913 1,865 3,778 2,224 2,373 4,597 3,297 3.354 6,651 4,150 4,474 8,624
65+ 1,183 1,245 2,428 1,450 1,539 2,989 2,200 2,593 4,793 2,619 2,954 5,573
Unknen 60 57 117 7 8 15 11 9 20 4 3 7

Total 47,871 49,214 97,08' 58,7M3 60,455 119.208 73.332 74,158 147,490 81,644 82,402 164,046

------------------------------------- Percentage distribution --------------- -------------------------

0-4 17.8 17.6 17.7 16.5 15.8 16.1 14.8 14.1 14.4 13.5 12.8 13.1
5-9 16.2 15.6 1s.9 16.3 15.4 15.9 14.8 14.1 14.s 13.9 13.0 13.5

10-14 9.1 7.9 8.5 12.6 11.4 12.0 12.5 11.5 12.0 13.2 12.3 12.7
15-19 8.1 7.9 8.0 9.6 9.6 9.6 10.3 10.5 10.4 10.2 10.0 10.1
20-24 7.3 8.9 8.1 6.2 7.4 6.8 8.2 9.5 8.9 7.8 9.6 8.7
25-34 15.4 17.5 16.5 13.1 15.3 14.2 13.2 13.4 13.3 14.7 15.1 14.9
35-44 12.0 11.0 11.5 12.0 11.8 11.9 10.7 11.0 10.9 10.5 10.3 10.4
45-54 7.5 7.1 7.3 7.4 7.0 7.2 7.9 7.9 7.9 7.9 7.9 7.9
55-64 4.0 3.8 3.9 3.8 3.9 3.9 4.5 4.5 4.5 5.1 5.4 5.3
65+ 2.5 2.5 2.5 2.5 2.5 2.5 3.0 3.5 3.2 3.2 3.6 3.4
Unknow 0.1 0.1 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Total 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 1dO.0 100.0 100.0 100.0

Source cQntral Bureau of Statfstics, Census Reports, 1961, 1971, 1980 and 1985; intercersal Population Survey, 1985.
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Ehployment by Nain Industry , 19i1-19f5 /a
............. .. ....... .......... ...

........ ................ ..... .... ...... ..................... .....................................

1971 1980 1982 1985

Main Industry million X million X million X miLlion X

....... ............ ... . ................... .... ..... .................. ... .......

AgricuLture, forestry, hunting & fishery 26.47 64.15 28.04 54.79 31.59 54.66 34.14 54.64
Nining and quarrying U.W9 0.22 0.37 0.72 0.39 0.67 0.42 0.67
Nanufacturing 2.68 6.50 4.36 8.52 6.02 10.42 5.80 9.28
Electrilcity, Sa & water 0.04 0.10 0.08 0.16 0.06 0.10 0.07 0.11 4

Co 'struction 0.68 1.65 1.57 3.07 2.15 3.72 2.10 3.36
Wholesale and retail trade & restaurants 4.26 10.32 6.61 12.92 8.55 14.79 9.35 14.96
Transportation, storage A comAmnications 0.95 2.30 1.47 2.87 1.79 3.10 1.96 3.14
Finance, insurance, real estate A 0.09 0.22 0.23 0.45 0.11 0.19 0.25 0.40
business services

Public services 4.12 9.99 7.74 15.12 7.13 12.34 8.32 13.32
others 1.88 4.56 0.71 1.39 0.00 0.00 0.07 0.11

Total 41.26 100.00 51.18 100.00 57.79 100.00 62.48 100.00

::-. ...................... ..... ^: ... :: ......... :: .. :.:: .....

/a Refers to population 10 years of agp and above iho worked during the week previous to the census.

Source: Central Bureau of Statistics, Statistical Yearbook of Indonesia, 1975, 1982, 1985.
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Gross Dores ic Product by IndLtstrial Origin at Current Market Prices, 1978-1987 /a

(Rp. billion)

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 /b

Agriculture 6,?44.7 9,374.0 11,725.5 13,648.9 15,000.5 17,696.2 20,333.9 22,413.2 24,695.9 29,208.2
-- - - - - -- - - ------- .......... .............. -------- --------.... -------- ........ -------. --------....................... _...........

Farm food crops 3,892.3 4,774.0 6,102.5 7,825.6 9,162.0 11,057.4 12.606.0 13,760.8 14,965.9 17,647.1
Farm ran-food crops 985.6 1,506.6 1,924.2 1,909.1 1,703.4 2,294.9 2,738.7 2,978.5 3,503.1 4,138.7
Estate crops 229.5 350.2 303.1 430.8 448.7 375.3 593.0 714.6 633.2 859.3
Livestock products 560.9 836.7 1,191.0 1,465.2 1,598.9 1,754.3 2,084.1 2,427.0 2,637.2 3,003.5
Forestry 620.0 1,283.9 1,412.1 1,041.8 973.5 994.2 939.0 938.0 1,000.6 1,310.4
Fishery 456.4 622.6 .7926 976.4 1,114.0 1,220.1 1,373.1 1,594.3 1,955.9 2,249.2

Ninifn ard quarrying 4,262.7 6,865.8 11,238.3 13,217.5 12,153.0 13,967.9 15,985.8 15,403.6 10,274.1 15,044.6
. .................. . ........ .... ....... ........... ..... ......... -------- -------- ............ -- -- - -------- -------- --------.... .... .... .... ....... ....

Oil & natural gas 4,081.1 6,541.4 10,610.2 12,673.4 11,648.1 13,346.2 15,409.2 14,740.9 9,495.9 14,069.8
Other 181.6 324.4 628.1 544.1 504.9 621.7 576.6 662.7 778.2 974.8

Manufacturing 2,816.3 4,002.9 6,353.4 7,066.8 7,482.3 8,211.3 11,081.6 12,903.8 13,584.7 15,952.0
............. ....... ......... ..... .. ...... ........ -------. .. ------- -------.. .------- ......... .-------- --------... --------......... ....... .... ..................... .. .... ......

Refinery oil 115.4 97.3 94.0 180.0 155.3 129.4 625.7 1,862.9 1,896.8 1,798.6
LUG 199.8 581.6 1,198.4 1,282.0 1,615.4 1,871.2 2,706.7 2,423.7 1,968.6 2,120.9
other 2,501.1 3,324.0 5,061.0 5,604.8 5,711.6 6,210.7 7,749.2 8,617.2 9,719.3 12,032.5

Electricity, gas w uater 128.0 129.6 230.6 291.9 340.5 524.3 655.2 781.3 907.6 1,018.5

construction 1,370.7 1,945.4 2,582.4 3,500.1 3,769.1 4,597.2 4,756.8 5,301.8 5,313.7 6,087.4

Trade 3,321.9 5,029.5 7,322.8 8,955.5 10,179.4 12,009.4 13,973.5 14,697.5 16,284.0 19,251.8

Retail & uholesale trade 2,685.2 4,220.9 6,314.1 7,761.1 8,799.1 10,411.7 12,063.5 12,666.0 14,074.3 16,736.1
Hotels & restaurants 636.7 808.6 1,008.7 1,194.4 1,380.3 1,597.7 1,910.0 2,031.5 2,209.7 2,515.7

Transport 8 commications 1,233.7 1,680.7 2,210.7 2,370.4 3,163.5 3,978.0 5,112.5 6,050.5 6,408.0 7,405.4
..................... ....................... ....... .......... -------.... ... ...... ............................... .. -------. ---- ---- -------.. ----- ------ ------

Transport 1,166.5 1,567.6 2,060.4 2,182.3 2,941.9 3,693.7 4,611.3 5,538.5 5,822.4 6,744.3
Communications 67.2 113.1 150.3 188.1 221.6 284.3 501.2 512.0 S85.6 661.1

Banking, etc. 470.0 M7.1 924.4 1,574.2 1,782.8 2,039.2 2,691.8 2,802.4 3,281.4 4,000.6

ownership of dweltings 703.1 959.7 1,227.9 1,494.1 1,731.1 1,961.8 2,275.9 2,443.0 2,631.6 2,901.2

Public administration &
Defence 1,765.6 2,098.5 3,225.4 4,203.3 4,705.5 5,711.5 6,469.9 7,925.1 8,307.3 8,911.8

Other services 1,185.8 1,485.5 1,872.1 2,098.6 2,338.8 3,000.8 3,717.9 3,998.6 4,134.8 4,737.0

Grnss Domestic Product 24,002.5 34,344.7 48,913.5 58,421.3 62,646.5 73,697.6 87,054.8 94,720.8 95,823.1 114,518.5
eee===ee=eeee= e=-U = = a=U= e= - u - =_u2U =U= = -3c eu-====e u= e

/a The new national accomt series is based upon a frame which is consistent with the 1980
Input-Output table, updated to 1983 through the incorporation of new information from surveys.

/b Preliminary figures.

Source : Central Bureau of Statistics.
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Gross Domestic Product by Industrlal Origin at Constant 1983 Market Prices, 1978-1987
.. . . . . .. . . . . . .. . . . . .. . . . . . .. . . . ... .................... ,.....

(Rp. billion)

._ ........................................... . ................ .... .... ... ............. ................. ................................... .

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 /a

Agriculture 14,381.2 15,338.1 16,399.2 17,187.0 17,370.9 17,696.2 18,431.1 19,209.0 19,707.4 20,230.4
,,,,,,.. .... ,........ . ........... -------- ............ ........ ............ -------- ........ ........... .............-............ ........ *

Farm food crops 8,399.8 8,855.9 9,661.1 10,639.1 10,736.0 11,057.4 11,598.7 11,894.6 12,187.2 12,419.4
Farm nonfood crops 1,442.5 1,659.2 1,837.1 2,010.0 2,033.3 2,294.9 2,349.3 2,Snh.? 2,590.4 2,702.7
Estate crops 437.6 469.7 497.9 517.6 592.4 375.S 445.5 510.8 561.8 534.0
Liveste:k products 1,247.6 1,440.3 1,565.9 1,620.6 1,695.8 1,754.3 1,890.1 2,036.5 2,062.1 2,102.7
Forestry 1,871.2 1,867.2 1,700.9 1,260.6 1,146.4 994.2 894.4 850.7 888.7 987.6
Fishery 9M2.5 1,04S.8 1,116.3 1,139.1 1,167.0 1,220.1 1,253.1 1,340.7 1,417.2 1,484.0

Nining & quarrying 16,363,8 16,092.6 16,077.8 16,340.1 13,876,2 13,967.9 14,78.M7 13,980.S 14,629.7 14,090.6

9il & natural gas 15,923.0 15,590.2 15,524.7 15,767.2 13,249.0 i3.346.2 14,203.4 13,368.7 13,974.1 13,392.8
Other 440.3 502.4 553.1 572.9 627.2 621.7 585.3 611.8 655.6 697.8

Nanufacturing 5,107.5 5,952.0 7,304.4 7,878.4 7,973.1 8,211.3 9,770.3 10,678.2 11,181.5 12,053.6

Refinery oil 147.8 172.7 185.8 169.8 142.3 129.4 366.5 759.0 917.9 926.5
LNG 72A.1 1,230.0 1,671.9 1,711.6 1,781.7 1,871.2 2,790.2 2,918.5 2,9. .8 3,268.4
Other 4,234.6 4,549.3 S,446.7 5,997.0 6,049.1 6,210.7 6,593.6 7,000.7 7,340.8 7,858.7

Electricity, gas and water 243.7 265.2 312.1 360.8 421.6 524.3 550.3 s94.9 64s.9 715.2

Construction 2,904.1 3,265.5 3,849.8 4,367.9 4,408.5 4,597.2 4,393.8 4,508.0 4,609.0 4,802.9

Trade 8,231.6 8.933.7 10,112.4 10,949.5 11,756.5 12,009.4 12,1s9.7 12,456.1 12,996.0 13,773.8
... ......................... ...... ... ...... .............*^w ...... ........... ........ ........... ........ ............ -------- ............ ........ ............ -------

Retalt & haolesale trade 6,887.3 7,547.1 8,628.1 9,417.5 10,210.1 10,411.7 10,451.5 10,712.9 11,223.9 11,953.1
Hotels & restaurants 1,344.3 1,386.6 1,484.3 1,532.0 1,546.4 1,597.7 1,708.2 1,743.2 1,772.1 1,820.7

Transport 8 caummmications 2,505.8 2,670.0 2,910.5 3,309.3 3,539.6 3,978.0 4,442.4 4,481.8 4,630.6 4,848.1
.......................... ---- ....... ....... ---- ...... .......---- ....... .* ...... w ....... ---

Transport 2,366.3 2,513.4 2,722.5 3,083.1 3,276.4 3,693.7 4,008.1 4,031.8 4,141.9 4,312.9
Conmunications 139.5 156.6 188.4 226.2 263.2 284.3 434.3 450.0 488.7 535.2

Banking, etc. 1,121.5 1,343.7 1,234.0 1,940.7 2,034.9 2,039.2 2,422.3 2,430.6 2,565.0 2,678.6

0wrship of dslttings 1,461.7 1,573.1 1,683.0 1,822.7 1,878.9 1,961.8 2,072.3 2,145.2 2,220.8 2,298.9

Pubilc edelnistration &
dafence 3,385.2 3,762.2 4,128.3 4,664.6 5,266.0 5,n71.5 S,996.7 6,455.1 6,862.1 7,366.1

Other services 2,483.8 2,580.9 2,663.3 2,792.1 2,851.0 3,000.8 3,116.8 3,180.2 3,270.2 3,448.9

Gross Domestic Prodcet 58,189.9 61,7M1.0 66,674.8 71,613.1 71,377.2 73,697.6 78,144.4 80,119.6 83,318.2 86,307.1
=3t Uz==U=U1 29CUM2kx= O c3Z u3muUU 3rnu nUU u3uUU UU=="2a3 U3aUt U 2UUa

....................... ,.............................................................

/a Preliminary figures.

Source : Central Bureau of Statistics.



INDONlESIA

COUNTRY ECONMIC REPORT
.......................

Expenditure on ODP at Current Market Prices, 1978-1987

CRp. billion)

............................................................................................................ .......................................................................................................................

1978 1979 1980 1981 lo2 1963 1964 1985 1986 1987 /b

...... ...... ...... ...... .... ,,,,,,,,,,,,,,,.,,,.,,,... .................. ...... ...... ...... ...... ...... ...... ..--.-----..

Private cofwAption 15,125.5 19,516.3 25,594.9 32,293.0 37,923.7 44,39.3 " 398.9 56,857.9 60,591.0 69,438.7

Gorenant consuption 2,556.5 3,277.4 5,147.7 6,452.0 7,228.7 8,077.3 9,121.5 10,693.1 11,328.7 11,763.5

Gross fixed fnvestmsnt 2,494.1 7,667.8 10,549.8 14,134.5 15,822.4 18,973.8 19,625.2 19,618.3 20,805.7 24,615.7

OiaWes In stock /a 3,239.6 1,481.7 1,344.7 3,174.7 1,418.6 2,694.7 2,551.5 5,517.9 2,799.9 5,528.0

Exports of goods and
nonfactor seroices 5,316.7 10,147.5 16,162.2 16,401.5 15,324.5 20,447.7 22,984.9 21,671.1 21,165.2 29,776.2

Less: Imports of goods and
nonfactor service 4,729.9 7,746.0 9,885.6 14,034.4 15,071.4 21,235.1 18,627.2 19,837.5 20,867.4 26,613.6

Gross DOmestic Proadct 24,002.5 34,344.7 48,913.5 58,421.3 62,646.5 73,697.6 87,054.8 94,720.8 95,623.1 114,508.5

............................................................................................................................................

/a Residual.
/b PreLitmnary figures.

Source s Central Bureau of Statistics.

(A 



INDONESIA

COUNTRY ECONONIC REPCRT
.......................

Expenditure on GDP at Constant 1983 Market Prices, 1978-198T
............................................................

(Rp. billion)

1978 1979 1980 1981 1962 1983 1984 1985 1986 1987 lb

..................................................................................................................................

Private consrwption 29,848.1 32,491.4 36,037.0 39,698.9 42,171.5 44,739.3 46,898.3 48,040.9 49,637.8 52,115.5

Govern ten consuwption 5,128.0 5,743.3 6,874.0 7,550.7 8,230.3 8,077.3 8,353.0 8,991.2 9,241.3 9,225.7

Gross fixed fnvestmnt 11,289.1 12,381.8 15,646.0 17,658.7 18,740.3 18,973.8 17,847.5 16,768.1 17,333.5 18,101.6

Changes In stock /a (136.6) (103.3) (3,198.6) 5,138.2 2,881.6 2,694.7 1,027.3 4,400.1 4,266.9 3,425.1 

Exports of goods and
nonfactor services 24,254.9 24,810.4 26,182.0 21,456.7 19,524.1 20,447.7 20,562.6 18,915.1 21,636.5 22,950.6

Less: lports of goods
and nonfactor services 12,193.6 13,546.6 14,865.6 19,890.1 20,170.6 21,235.w 16,544.3 16,995.8 18,797.8 19,511.4

Gross Doomstic Product 58,189.9 61,777.0 66,674.8 71,613.1 71,377.2 73,697.6 78,144.4 80,119.6 83,318.2 86,307.1

..................................................................................................................................

/a Residual.
lb Preliminary figures.

Source: Central Bureau of Statistics.

f 0CA
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IMDONESIA

COUNTRY ECOOMIC REPORT
.......................

Distribution of GDP at Current Market Prices, 1978-1987
.......................................................

(z)

1978 1979 1980 1981 1982 1983 1984 19d5 186 1987 /a

...................................................................................................... ...................

Economic sectors
................

Agriculture, forestry,
flshery and Lfvestock 28.1 27.3 24.0 23.4 23.9 24.0 23.4 23.7 25.8 25.5

Mining & quarry1nh 17.8 20.0 23.0 22.6 19.4 19.0 18.4 16.3 10.7 13.1
Manufacturing 11.7 11.7 13.0 12.1 11.9 lS.l 12.7 13.6 14.2 13.9
ELectricity, gas and water 0.5 0.4 O.S 0.5 0.5 0.7 0.8 0.8 0.9 0.9
Constructfon 5.t 5.7 5.3 6.0 6.0 6.2 5.5 5.6 5.5 5.3
Transport & communfcations 5.1 4.9 4.5 4.1 5.0 5.4 5.9 6.4 6.7 6.5
Other servfces 31.0 30.1 29.8 31.4 33.1 33.5 33.5 33.6 36.1 34.8

Gross omKestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 130.0 100.0 100.0

Expenditure categories
......................

Private caorswption 63.0 56.8 52.3 55.3 60.5 60.7 59.0 60.0 63.2 60.6
Govern¢ent conrqptlon 10.7 9.5 10.5 11.0 11.5 11.0 10.5 11.5 11.8 10.3
Gross donestic investmsnt 23.9 26.6 24.3 29.6 27.5 29.4 25.5 26.5 24.6 26.3
Net exports 2.4 7.0 12.8 4.1 0.4 -1.1 5.0 1.9 0.3 2.8

Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

/a Preliminary figures. 1+
fto

Source: Tables 2.1 and 2.3.
tn
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INMDoESIA

CWUTRY ECONOMIC REPORT

Distribution of GOP at Constant 1983 Norket Prices, 1978-1987
.............................................................

{X)

..........................................................................................................................

1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 /a

Econormic Sectors
................

Agriculture, fores:ry, 24.7 24.8 24.6 24.0 24.3 24.0 23.6 24.0 23.7 23.4
ffshery and tivestock

olinig & quarrying 28.1 26.0 24.1 22.8 19.4 19.0 18.9 17.4 17.6 16.3
Ma,ufacturfng 8.8 9.6 11.0 11.0 11.2 11.1 12.5 13.3 13.4 14.0
Electricity, gam and water 0.4 0.4 0.5 0.5 0.6 0.7 0.7 0.7 0.8 0.8
construction 5.0 5.3 5.8 6.1 6.2 6.2 5.6 5.6 5.5 5.6
Transport & comnumications 4.3 4.3 4.4 4.6 5.0 5.4 5.7 5.6 5.6 5.6 '4

Other services 28.7 29.5 29.7 31.0 33.3 33.5 33.0 33.3 33.5 34.3 '

Gross Do estic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
........ .............. .. .... .. ....... .. .... .. .... ....... ....... ..... .......... ............

Expenditure categories
…P..... ...... -- .

Private consuqtion 51.3 52.6 54.0 55.4 59.1 60.7 60.0 60.0 59.6 60.4
Governwnt consuWptin 8.8 9.3 10.3 10.5 11.5 11.0 10.7 11.2 11.1 10.7

Gross domestic investment 19.2 19.9 18.7 31.8 30.3 29.4 24.2 26.3 25.9 24.9

Net exports 20.7 18.2 17.0 2.2 -0.9 -1.1 5.1 2.4 3.4 4.0

Gross Domestic Product 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

/a Preliminary figures.

Source: Tables 2.2 and 2.4. I.'.
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tIDONESIA

CSJNTRY ECOOMIC REPORT

Balance of Payments, 1974/75 1988/89
(USS m;ilion)

............................................................................................................................................................

1974/5 1975/76 1976M7 1977/78 1978/79 M979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1996/87 1987/88 1988/89 /c
............................................................................................................................................................

1. Net oil exports /a 2,638 3,138 3,710 4,352 3,785 6,308 9,345 8,379 5,788 6,016 5,845 4,004 1,426 2,334 1,532
2. Net LNG exprts /a 0 0 0 93 225 667 1,256 1,382 1,378 1,355 1,971 2,119 1,158 1,426 1,483
3. Non-ofl etports (net) -2776 -3972 -4512 -5135 *5165 4777 -8470 *12551 -14205 -11522 -9784 -7955 -6635 -S467 -4924

Exports, fob 2,033 1,873 2,863 3,507 3,979 6,171 5,587 4,170 3,928 5,367 S,907 6,175 6,731 9,502 11,922
lports, cif -4341 -590 -6167 -7241 -7543 -9028 -11837 -14561 -1S824 -14346 -12921 -11186 -10385 -11763 -13409
Services (nonfrefght) -468 -755 1208 -1401 *1601 -1920 -2220 -2160 -2309 -2543 -2770 -2944 -2M -3206 -3437

4. Current acoiat C1+203) -138 -834 802 -690 *1155 2,198 2,131 -2790 -7039 -4151 -1968 -1832 -4051 -1707 -1909,--------- -....................... .... .... .... ..... - -..... ... .. ...... --...---- * ..... ..... ....... ..... ....... ..... ....... .....

5. SORs

6. Official capital disfbuements 660 1,995 1,823 2,106 2,101 2,690 2,684 3,521 5,011 5,M73 3,519 3.432 5,472 4,575 5,897
iG6i 513 945 1,596 1,694 1,567 2,237 2,406 2,415 2,905 4,255 3,189 2,751 3,978 4,368 4,785
Program aid 180 74 147 157 94 239 118 so 21 84 52 38 48 30 23
Project aid 333 871 1,449 1,S37 1,473 1,98 2,288 2,365 2,884 4,171 3,137 2,713 3,930 4,338 4,762

GaD 333 482 513 661 814 1,106 1,299 996 1,356 1,902 1,442 1,332 1,932 2,807 3.386
Non-ODA 0 389 936 876 659 892 989 1,369 1,528 2,269 1,695 1,381 1,998 1,531 1,376 X

o-WIGGI 147 1 227 412 534 453 278 1,106 2,106 1,538 330 681 1,494 207 1,112
Cash loan 0 1,049 0 0 0 0 0 0 0 0 0 0 0 0 0

T. Amrtization -89 -77 -166 -761 -632 -692 -615 -809 -926 -1010 -1292 -1644 -2129 -3049 -3733
8. Other capital (net) -131 -1075 38 176 542 -1312 -361 1,140 1,795 1,191 499 572 1,232 1,709 -21s

Direct investmnt 538 454 287 285 271 2- 7 140 142 311 193 245 299 - 252 544 570
Oil sector 13 14 -3 so 75 -1237 -685 791 1,322 n.a n.a n.a n.e n.s n.a
Others -682 -1543 -217 -59 196 -292 184 207 162 998 254 273 980 1165 -785

9. Totat (4 through 8) 302 9 893 831 856 2,884 3,839 1,062 -1159 1,823 758 528 524 1,S28 40-----------. -- .. ...... ........ .. ... ... .... .... ...... ..... --- ....... ..... ... ... -- .? ... ... .... .....

10. Errors and omIssions -311 -353 108 -180 -62 -1256 -1165 -2050 -2121 247 -91 -498 -1262 57 -717
11. Ionetary movements /b 9 344 -1001 -6s1 -794 -1628 -2674 9M8 3,280 -2070 -667 -30 738 -1S85 677
........................................... .......................................................................................... .. .......... .....................................................................................................................

/a Gross exports less imports of goods and sefvices of the oil and LUG sector respectively.
/b A negative aem04t refers to an accpjAlation of assets. ofn

/c Prelnminary figures. a b

Scurce: Bank Indonesia. _ 

0

0e



ISONiSIA

C5MTRY ECONO1IC REPORT

Ni!-cl I Exrt,t s .9* 81/82- 1988/89

~~~~................................................................. ....................................... .............. 4..........Vatue (US S mttlion) Volwm ('000 toeW
1981/82 19828 1945/B 1986/15 1965/86 1986/87 1987/8 ¶988/89 /o01981/82 198l2/83 1983/86 1986/85 t985/86 1956/87 ¶987/88 1988/89 Ia

...........................................................................................................................................................

Agricultural 2 gSO 2.M72 3,62 3t663 3,780 4 419 5,703 6!629

"{nerol ~... 75 ..... ... 800 ..... ..... 0 ... 72 ... 1,0 5 ... 1,t3

1. 1. .2 1, 5 2.45Z 2.769 : 3 ' . 4.6 S. 5. 7.151

n] ! § ! ! 9 | | | i ffi ~~~~1,l 1.S , 1, IA

n.a n. n.o n.a n.e n.o n.m n.o
NfneraL 736 6716 800 77 800 725 1055 113

.nuifactured 333 30 . 9.0. 5 1469 159. 1. 587 2. 744 3.993

In 252 f9 1, n.o n.o n.o n.a n.a n..

lcu ~ ~~ opp. 2a l 6 XJ M M 187 1, 1| 2"

1,M n,e n.a ne n.a

Ulkclaeifred 333 °0 0 ° ° 3.M

Total Non-oil Eaport. 4:17O 3.928 S,367 5,90r 6,175 6,731 9,502 11l,738

............ . ............... ... ... . .;.. . . .... ..... ....... ..... ...... .............. ............... ...

/a Preliminary fIgures. c 
Source: Dakndonesia tbssed on PES Export Declaration Form). o0

tea 632 1, 8, n:: n~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~tai

............ ...~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~I.

N fl

0

Totat Nwof iExport 4170 3, S 367 S,"T 6,175 6,731 9,502 11,M~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~I-

................ E---! .. T h ... ..... ..... ...... ..... .....

.. .. ... .. ... ..... .. .. ... .. ... .. ... .. ... .. .. ... .. ... .. ... . ... .. .. ... .. ... .. ... .. ... .. .. ... .. ... .. ... .. ... .. ..



INDOWESIA

WCNMTRY ECOSWOIC REPORT

Valu, of Ezperts br' Prinpal Country of Destination, 1974-1988
CUSS million)

....................................................................................................................................................... ........................................................................ 

Countries 1974 1975 1976 197 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988 to
.................................... .............................................................................. ................ ^....

Asn 644.9 32.1 758.2 1,154.9 1,477.9 2,232.S 3,053.6 3,414.8 3,499.1 3,476.3 2,487.3 1,982.2 1,514.9 1,M03.3 1,894.7

u 1.1 s I 4401 tI I :1.I 2,44 2,4I: 3,4:1 34J 2,4( 11J11 11 1.3111 i}
er sla 3'91 i 3.11 3', 7 '.11 4'|t' 12,8311:8.'12 3 9'I11,1t1 9,1: 1?fi 1 M I!- t A.1 T'1 rJU'3

Africa . 23.7 2.5 20.1 30.1 37.0 32.1 56.1 36.8 56.8 78.8 139.6 160.4 179.3 150.4 251.6
> § ~~~~~~1:12- 1.82:1 2,3-:1 350 .t 2297:I.i 3'43:-f 4'9;56. 4:14 - 3#99.AJ 1:02-:1 1: 1 43-:1 2.9If ij 3.3g 21j

Mtrak'6a 2j: | 2 f 3t: 6 q 1 10 g1: 1 0 I?8 fa j #T:j 2 §: NI:42Zt S R: 5 + 881 5 1t 43 : 2%:2
EEC 390.6 404.8 619.8 919.4 873.9 1,173.0 1,387.7 1,062.7 893.7 952.7 1,036.1 1,113.0 1,339.7 1,541.2 1,915.9

let 1193 liEt 11 9111 .3 -Wa

ers -l -0 -R I 8 1 i 1 IN188 11U. 1t laI IN 1 IN
Total 7,426.3 7,102.5 8,46.5 10,852.7 11,643.2 15,590.1 23,950.4 25,164. 22,328.3 21,145.9 21,887.8 18,586.7 14, .0 17,135.6 17,483.0
To.. 2 7!25856 082..!6321.9 2!f°4Z5145!2 .... 1!.......88 v! ....... ........ ........ ........ ........ .. ..... ........ ........ ........ ........ ........ ........ ! ..!....:. .!

........................................................... ................................................................................................................ 

/a Prelrimnary figures through November 1988.
Source: Central Bureau of Statistics.

In
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IMDESIA

COUXTRY ECOOMIC REPORT

Vatue of Ilports by PrinCipal Country of Origin, 1974-1988
(USS mIil...n)

Countries 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 /a 1985 1986 197 19868 /b

Asean 359.? 412.1 791.4 889.1 652.0 838.9 1,350.4 1,702.1 3,301.6 3,914.8 1,948.0 ff2.4 1,120.9 1,362.0 1,180.4

ii"re fnss A 41 U SILt ~IIi 'I2 *1 jI.&I 2,111 3.111 1If:j 4! All 1 3?I
oX rnCfl8ra 1,51: 1- 1, 4.4 I1,14 10 *9 2.9 1-; 12 -8§l 9,2-l j:j: :1 *: : 2,l: j S :2 0*r7 }4: 61 :I: § §.92 

Afria 24.5 108.1 5r.8 29.0 68.9 131.7 130.4 252.2 201.5 134.8 171 .4 160.3 102.9 1S3.2 160.7

EEC 743.3 885.1 1,204.1 1,296.0 1,267.4 1,073.7 1,444.7 2,200.0 2,655.9 2,234.1 2,061.9 1,706.1 1,795.5 2,353.5 2,257.4

ureet e 5 110 .25; 1.l: 1*J: 2t- 27 2;1:1 100 6 12Z260 4. 10 36 1: 43.t1 S23 4U2 .

woer}7el 8 8: : ::8 88:8 a: 8:1* 8: 88 ::!: 
Totat 3,841.9 4,769.8 5,673.1 6,230.3 6,690.4 7,202.5 10,834.4 13,272.1 16,858.9 16,351.6 13,88.1 10,259.1 10,719.4 12,511.8 12.014.2

/P rine r 1984 escludstAmrgt9S8gno deals in the olL sector.

Source: Central Sureau of Statistics.
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Table 4.1

INDONESIA

CMUTRY ECONONIC REPORT

Siinry of Extenal Debt Data, 1976-18 /a

1976 1977 17 1979 1980 1961 1982 1983 1984 198S 1986 1987 1988
_. . ................................... _. .. ._....... ... ... .. .. .. ... .. . ........ ... .. .. . ...... _. .. ............................ ._.. . . . .

External debt data ---------------------..--------------- tUS S ilioan).------------- ----------l-------------U

Disbursed and outstanding debt
........... ........... __ _ 

(000) /b 10.002 11,670 13,150 13,278 14,971 15.870 18S.13 21,654 22,355 26.868 32.891 41,322 41.286
iU)-atte;al/mlti lateral I°5n 1:e1 40 IM :U 19:0 1 0 INi2 1i:0M I:m 129 0:912 HA

Total debt outst'dirv, inctlitdng
uwdisbursed (T00) /b 14,57S 16,197 19.037 21,202 24,452 27.210 32.225 35,S67 36,587 42,492 49,865 59,852 58,048

8aeaeySir itiitc w,1 i i' -;28 f i.- i*"ik if9ii2 j2-O if joi i7,A 21- §08 W.-A Z0 i
Comaitments 3,133 1,721 3.285 4.101 4,277 5,266 7,074 S,723 4,780 4,185 4,172 5.44 5,573
&Ataaept/mEuttitatert l 1M 10 j UV 3s f: K9- 42A 10 1: 30N OR JA8 32 4B2S5

Gross disbursements 2,332 1959 2,215 1,887 2,5S1 2,672 4,191 4,929 3,804 3!622 4,149 5,277 6.377

8iare5ahliae 1,4M I,§M i's| I'M 108:£ 1:42^ 1:3P l0 10 3:E92: 1:29 :ssz78 :8
let disbursements `1.69 1.138 667 559 1,616 1,620 3,089 3,642 2,192 1,273 1,814 2,168 1,611-------------- ''-'-- ----- ----- ---- ----*- ----- ----- ----_ ----_ ----- -----__ !__ __,

&ate7/atmultf tateral iIq { ?}J 569 ^ 65 1s9 l3 1410 U1 lzU i; i;jjj

Net reFauree transfers 1,572 696 153 -212 792 626 1942 2387 s56 -371 -231 -175 -919
;gLea u§ i i; al '3W L3 692j U 1" ) _W _2sr

Peblic debt service 761 !0262 2.0s2 2,099 1,758 2,47 2,249 2,542 3,240 3,993 4,380 s,452 7,296

fIt°erest iw , i Im .W & i.p* i,i.k iM Off 1.g0 f' L 01 URI tZ it
Public dEbt service 761 1.262 2,062 2,099 1.758 2,047 2,249 2,542 3,240 3,993 4,380 5,452 7,296

-isbursement indic tors-at--

Undisbursed debt/TDD /b 31 28 31 37 39 42 43 39 39 37 34 31 29

Gross disbursements/c 1tients 74 114 67 46 40 51 59 86 80 87 99 97 114

ttral/Iulttlaterat

Gross disbureinnts.rundisbursed
.... ._. .. .. _ .. .. ._. .

debt and comiltments /d 34 31 Z8 19 21 18 23 25 20 20 21 24 26

Yet disbursements/gros disbs .81 S8 30 30 63 61 74 74 58 35 44 4 25

B4!.e;al/oulti lateral 7 f - 8 { 7 " 22 " 5 5

Net resource transfers/grass disbs 67 36 7 -11 31 23 46 48 IS -10 -6 -3 -14
~~~~~~~. . _......... _ _ E ... __ ... .. ... __.8^ettescalh~ff qgfa l5 -28 .43 Ez7 3-2 4Z 3 -3S _1 C23) 3§ -3

......... ................. .......... ................................. .. ...-- . ................................ ............................................................. ..

/a this tal refer to ,t°lbi sector medium adlont termlanns. Loansuitha mturity of less then one year;/b on, ano ~~~~paraxylmw projects; and rants are not Inwcluoe

A as a7 pe anne eol a&sarsseau\tbft !ToO-latmLttingdottiear plus comitments dring

Source: IBID Debtor Reportfng System, bed an date provided bV 1Dan Irdoneie.
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Table 4.2

INDONSIA Vag-e 1 o 2

COUNTRY ECOoNIIC REPORT
. ................ . .. .

External Pubtlc Debt Outstanding as of December 31, 1988
.____......... .__......___._._._....................................._

(USS '000)

,.. .. _. .. _. _.._. _.... ___................................. __.................._. _.................. ... .... _. __.... ._.

Type of creditor/ Debt outstanding Major reported
Creditor country ---------------------------------------- new commitments

Disbursed Undisbursed Total Jan I-Dee 31 1988

Suppliers' credfts
..... ........ .......

Finland 0 12,081 12,081 0
Frawe 269 0 269 0
Japan 4,088,176 2,208,709 6,296,885 71,463
Korea, Rep. of 34,014 0 34,014 0
Pakistan 7,610 0 7.610 0
Switzerland 1,084 0 1,084 0
United Kingdom 0 0 0 0
United States 799 0 799 0
Yugoslavia 14,918 0 14,918 0

Total suppliers' credits 4,146,870 2,220,790 6,367,660 71,463
... ... _ _ _------ ......... . ...... _ -_-__---__- ....... __. . .......... ._

Financial institutions

Austria 64,416 65,386 129,802 36,514
Belgium 98,455 83,350 181,805 18,748
Fintand O 0 0 0
France 838,585 343,869 1,182,454 0
Germany, Fed. Rep. of 291,683 27,424 319,107 3,652
ong Kon 102,938 848,650 951,S 88 0
Italy 2,814 0 2,814 0
Japan 4,182,670 442,308 4,624,978 312,43
Netherlands 332,286 159,602 491,888 1,22S
Norway 15,804 0 15,804 0
Singapore 71,084 176 71,260 0
Sweden 149,523 3S,371 184,894 0
Switzerland 33,457 57,559 91,016 0
United Kingdam 1,474,725 362,944 1,837,669 237,328
United States 1,080,109 0 1,080,109 0
NultipLe Lenders 656,250 0 656,250 0

Total financial
..............

institutions 9,394,799 2,426,639 11,821,438 609,910
...__._.............. .......... ......... ---------- . ... .... ___....._

Bon

Germany, Fed. Rep. of 168,S10 0 168,510 171,179
Japan 119,190 0 119,190 0
Kauait 7,105 0 7,105 0
Netherlands 28,745 0 28,745 0
Saudi Arabia 75,000 0 75,000 0
Switzerland 192,500 0 192,500 0
United Kingdom 103,600 0 103,600 0
United States 300,000 0 300,000 0

TotaL Bonds 994,650 0 994,650 171,179
__............ ._. ..... ... ... .... .......

Nationaltzation
...........

Netherlands 141,03W 0 141,037 0

Total nationltizattsX: 141,037 0 141,037 171,179
....... ............ ----- _ ... .__. _..... ...... _..._..
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Table 4.2

IOESIA Page 2 of 2

COUITRY ECONOMIC REPORT

External PutMic Debt Outstanding as of Dec rer 31, 1988
. .... ...... .... ....... . ............... _.

(USS '000)

.*. . .. .. _. ...................................................

Type of credItorl Debt outstanding Najor reported
Creditor country ---------------------------------------- n ca{mitmnts

Disbursed Undisbursed Total Jan 1-Dec 31 1988

Nultilateral loans

ADB 192,814 145.309 338,123 79,442
EEC 5,500 0 5,500 0
IDA 860,643 1,921 862,564 0
IFAD 35,43 85,280 121,043 14,249
Islaeic Devetopment Bank 868 9,332 10,200 0
Nordic Inest Bank 20,000 44,500 64,500

Total multilateral loans 1,115,588 286,342 1,401,930 93,691
.. .. . . ._. . . . . -- - - - ....... .. . . . .....

Bilateral loans

Australis 28,775 6,500 126,866 128,186
Austria 454 32,515 24,330 0
Belgfum 90,437 10,557 91,580 0
Bruaei 100.000 100,000 100,000
Bulgaria 1,160 0 1,160 0
Canada 227.721 184,772 300,697 0
China 65,260 0 65,260 0
Czechoslovakfa 38,703 0 38,703 0
Denmrk 10,345 1,793 11,937 0
Egypt, Arab Rep. of 1,751 0 1,751 0
France 415,961 201,421 592,903 0
Germany, Fed. Rep of 1,205,703 435,862 1,443,673 22,367
Genrmny, Dem. Rep of 31,828 0 31,828 0
Nungary 9,653 0 9,653 0
Indfa 0 6,455 0 0
Italy 50,228 47 50,264 0
Japan 8,301,468 3,815,612 12,243,328 2,185,047
Kuwait 44,567 68,121 139,103 19,621
Netherlands 798,278 159,746 940,144 161,417
New Zealand 1,361 0 1.361 0
Pakistan 4,257 0 4,257 0
Poland 54,361 0 54,361 0
Roasnfa 7,794 0 7,794 0
Saudi Arabia 51,134 128,479 172,99 0
Switzerland 0 39.906 33,909 0
United Arab Emirate 7,086 1,713 8,79 0
United Kingdom 6,869 117,007 6,869 0
United States 1,903,843 753,313 2,388,283 33,084
USSR 431,016 0 431,016 0
Yugoslavia 65,157 0 65,157 0
Nultiple lenders 0 0 20,000 20,000

Total bilateral loans 13,9f5,170 5,963,819 19,407,895 2,669,722~~~..... ....... .. .. _. .... ........ ..... ...... .....

Total external public debt 29,748,114 10,386,496 40,134,610 3,444,786

.............. ............................. .. .. .... ....... ...... ........... . .......................

Source: IBRD Debtor Reportfng System, B#ed an date provided by Bank Irdmones.



INDONESIA

COUUTRY ECONONtC REPORT

Service Payments, Comititnts, Disbursemets and Outstandtng Amounts of ExternaL PUbliC Debt
,............................................................................................

(USS '000)

Debt outstanding at
end of period Transactions during period Other changes

Year -........... .- .
Disbursed Including Comnit Disburse- Service payments Cancel- AdJust-

only uidisbursed ments ments ------------------------------------ lations ments /a
Principal Interest Total

Actual

1978 13,149,657 19,037,301 3,284,604 2,214,594 1,547,948 513,797 2,061,745 40,544 1,144,480
1979 13,277,846 21,202,410 4,101,016 1,887,248 1,328,284 770,911 2,099,195 128,425 -479,198
1980 14,971,336 24,451,888 4,277,370 2,5S0,504 934,966 823,134 1,758,100 118,261 -
1981 15,869,751 27,210,095 5,266.295 2,672,426 1,052,465 994,322 2,046,787 163,286 -1,m,336
1982 18,512,721 32,22s,484 7,073,633 4,91,347 1,102,579 1,146,369 2,248,948 7,042 -948,622
1983 21,654,028 35,567,357 5,722,732 4,929,036 1,286,618 1,255,341 2,541,959 188,042 -906,198 tn
1984 22,354,503 36,587,226 4,779,554 3,804,242 1,612,566 1,627,764 3,240,330 25,234 -2,121,884
1985 26,868,014 42,492.087 4,184.609 3,621,630 2,348,780 1.643,975 3,992,755 518,554 4,587,586
1086 32,891,385 49,864,981 4,172,076 4,148.693 2,334,380 2,045,687 4,380,067 187,967 5,723,165
1987 41,322,087 59,852,143 5,464,433 5,277,278 3,109,755 2,342,323 5,452,078 657,206 8,289,690
1988 41,285,540 58,047,649 5573,073 6,377,296 4.766,341 2,529,574 7,295,915 676,121 -1.935,104

Projected

1989 41,111,873 51,794,520 4,347,223 4,446,974 2,527.741 6,974,715 1,732,243 -73,911
1990 39,604,204 47,315,200 2.971,650 4,479,301 2,440,736 6,920,037 -18
1991 37,915,406 43,079,284 2,547,134 4,235,937 2,281,939 6,517,086 21
1992 35.765,313 38,788,7"9 2,140,437 4,290,527 2,146,626 6.437,153 42
1993 32,707,905 34,376,059 1,355,392 4,412,797 1,973,431 6,386,228 s5
1994 29,971,270 30,837,763 801,690 3,538,314 1,761,924 5,300,238 l1
1995 27,132,310 27,S73,668 425,150 3,264,101 1,587.604 4,851,705 6

/a This colwn shows the amount of arithmetic imbalances in the amount outstanding, including undisbursed, from one 0
year to the next. The most common causes of febalances are changes in exchange rates and transfers of debts from
one category to another in the table.

Source: 18RD Debtor Reporting System, based on data provided by Sank Indonesia.

0



INDONESIA

CWN.TRV ECONMIC REPORT

Central Goverrunt bdet Suiry, 1974/75 - 1989/90
....................................................

(Rp. billion)

................................................................................................................................................................... ................................................................. .

....... ....... ............................... ..... Ate ............................................. ...... ....---.- -- cul -o----- ----- w------w v--*--- -Bug et .....

1974/75 1975/76 976/77 1977/78 1978/79 1979/80 1980/81 1961/82 1982/83 193/84 1984/85 1985/6 196/87 1987/88 1988/89 1989/0

...................................................................................................................................................... I.............................................................................. 

1. Domestic revwNs 1,7S3.7 2,241.9 2,906.0 3,S34.4 4,266.1 6,696.8 10,227.0 12,212.6 12,418.3 14,432.7 15,905.5 19,252.8 16,140.6 20,803.3 21,803.0 25,249.8

2. Routine I penditures /a 1,016.1 1,332.6 1,629.8 2,148.9 2,743.7 4,061.8 S,800.0 6,977.6 6,996.3 6,411.8 9,429.0 11,9f1.5 13,559.3 1?,481. 20,066.0 23,44S.0

3. Govrimnt sving (1-2) 737.6 909.3 1,276.2 1,386.5 1,522.4 2,635.0 4,427.0 5,235.0 5,422.0 6,020.9 6,476.5 7,301.3 2,581.3 3,321.8 1,737.0 1,604.8
..... -----. ------ -------. ------- -------.. ....... .......... ....... .......... ....... .......... ....... .......... ....... .......... ... ................ ... ................ ... ................ .. ..

4. Ovelopent expenditures 961.8 1,39T.7 2,054.S 2,156.8 2,555.6 4,014.2 S,916.1 6,940.0 7,359.6 9,899.2 9,951.9 10,873.1 8,332.0 9,477.4 6,87.6 13,129.9

S. Balane (3-4) -224.2 -488.4 -778.3 -M .3 -1033.2 -1379.2 -1489.1 -1M .O -1937.6 -3878.3 -347S.4 -3571.8 -5750.7 -615S.6 -7160.6 -1132S.1
...... ...... ...... ...... ....... ....... ....... ....... ....... ....... ....... ....... ....... ....... ....... ....... 

Financed by:

6. Counterpart finds /b 36.1 20.2 10.2 35.8 48.2 64.8 64.1 45.1 15.1 14.9 69.3 69.2 1,9f7.5 727.8 1,163.0 1,796.9

T. Project aid 195.9 471.4 M.6 737.6 967.3 1,316.3 1,429.7 1,663.9 1,924.9 3,867.5 3,408.7 3,503.4 3,?94.7 5,430.2 5,997.6 9,S26.2

8. Chane in balances
(- a inmrese) -7.8 -3.2 -S.5 -2.1 -2.3 1.9 -4.7 -4.0 -2.4 -4.1 -2.6 -0.8 -1.5 -2.4 0.0 -0.0

/a Includes debt service payments.
/b Progrm ofd.

Source: Ministry of Finance.
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INDONESIA

COUITRY ECONOCMIC REPORT

Central Gover-ment ReceIpts, 1974/75 - 1989/90
......................... ;;..........

CRp. biltion)
........... ............................. -*....................................................................... .......................................... .................................................... .... ........ .,. -----, ,* ,,* 

,, ,, ,, .. . ... dett- ''' '' '
1974/75 1973/76 1976/fl 1977/78 1978/79 1979/80 i9881 82 1982/83 1983/81 1986/85 1965/86 1986/B? 1967/88 i9Js/iV 9 I98O

.......................................................................................................................................................................

Taxes on income 1,228.? 1,592.1 2,046.6 2,511.3 2,996.3 S,129.3 8,230.3 10,100.3 10,009.9 11,605.1 12,816.5 13,624.9 8,798.1 12s96.? 12,939.9 13,485.8
............... ....... ....... ....... ........ ....... ....... ....... ........ ........... ............................. ........... ........... ........... ........... .......................... .......................... .................

ax M mi 14:11111:1 11:474:1 ~ ~~~~~~~~~~~~~2,270.5 11 663.4 3,762.1 4,947.6
rae taix /a 

lit /b 9.l 1,.| 1,.: 1,@.l 2.1 4,g-1 7e-i 8,l.1 8,l.} 9, .1O1k9g 11 . 6,337.6 10,047.2 8,s55.6 7399.7

Taxes on domestilc consuption 1S8.6 231.3 319.6 397.8 491.4 537.2 732.9 888.0 1,137.4 1,392.1 1,509.8 3,478.6 5,156.3 4,719.0 6,391.1 8,135.4

Texs n neretins trde 299.8 308.1 421.3 481.7 587.0 843.0 948.1 887.9 835.4 916.0 861.9 657.8 1038.9 1121.9 1212.7 1581.0

.... ~~~~~~~~~~. ..... .. . .. ..... ....... ..... ... . .... .... ........ ..... :. . . ..... ........ . ...... ...... . .......... 

I rt ad deoi dports /9 97: 1 . .*Q - - *R 8 .1 6 3 0 98 1

Nontax receIpts 66.6 110.4 118.5 143.6 191.4 187.3 315.7 336.4 435.S 519.5. 687.3 1,491. 1,1!47.3 1,976.7 1 ,259*3 2,047.6 

DT mestic ra veine 1,733.7 2,241.9 2,906.0 3,534.4 4,266.1 6,696.8 10,227.0 12,212.6 12,418.3 14,432.7 6 ,905.5 19,252.8 16,140.6 20,803.3 21,803.0 25,249.8 1

................ ............. .......... ...... ....... ........ ......... ...... ........ ........ ......... . ...... .......... . ........ ...... .......... ....... ...........

Davetopomnt funds 232.0 491.6 783.8 M.4 1,035.5 1,381.1 1,493.8 1,709.0 1,940.0 3,882.4 3 478 0 3,572.6 5,732.2 6,1S8.0 7,160.6 11.325.11

grso a|d 4Z1:a 4 9:1 A3g :2 ,4 3 ,3 tI 3 ,4 # 1.6±1:9 i,,34 9 3 *ait 5 3,4J:* 3,s: 4 :R11 3 } ,I: I 5I : 8 9 3X
Total reverues 1,985.7 . 5 L.' 8 4"307.8 S301.6 8 077.9 1.70-8 13,921.6 14,358.3 8. 1 9 33 22, 825.4 21,"9 2.8 6961-3 28963.6

1r4 d*~~~~~inom rate AS tax.%t M1rS9LIDIncomeSpd u ta°fxeedVeS set§ted *t a dt Rl6 3n p due to Gover° ent fro Pertmina.
nc tbye iwea8 etcno ax.

pnees11 toitss t lfi S %hconsist of other taxes and stap duty).

Source: Ministry of Finance.
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INDONESIA

COUNTRY ECOOMIC REPORT
.......................

Central Gover,uent Expenditures, 1974/75 - 1989/90
.......................................... ................................................ ...

(Rp. bitlion)
.....................................................................................................................................................................

¶974/75 ¶975/76 ¶976/77 ¶977/78 ¶978/79 1979/80 ?I}8,Is 1918 9V3 1U8 948 958 968 978 988A - §89/90

....................................................................................................................................................................
Personret expenditures 420.1 593.9 636.6 893.2 1,001.6 1,419.9 2,023.3 2,277.7 2,418.1 2,757.0 3,046.8 4,018.3 4,310.6 4,616.9 4,816.3 5,966.5

er0 alowance . 0 1

Ext eerral It '1

Material expenditures 175.2 304.9 339.7 376.8 419.5 569.0 670.6 922.4 1,041.2 1,057.1 1,182.8 1,367.1 1,366.5 1,329.3 1,333.2 1,476.6
......... ........... .. ........ -............ ..... ..... ....... ..... ....... ..... ...... .... 3663.. .32... .. 333.2 ... 1...................... ......4... .......... ... ...... ... .6.... ... ...

t eSrnit 21 8 {8 § 1 2f: 3J: 11: 29: 4y: 32 8 831° 1.1'Q3781t° 9q - 1,1438 j; ' 1,3g°7 g- 1,° ; 1B L

Stbsidies to region /a 201.9 284.5 313.0 478.4 522.3 669.9 976.1 1209.4 1,315.4 1,546.9 1,883.3 2,489.0 2,649.7 2,815.6 2,893.0 3,594.1
------- ..... --- ..... _ ..... ..... ..... ... ......... . ....... .... _.... _ ....... ....... __._....... .......

--kher 'r in 45A75i 29 A4 9 .42 ,67 412R415o 8 : 
Debt service paements 73.7 78.5 189.5 228.3 534.5 684.1 784.8 931.0 1,224.5 2,102.7 2,776.5 3,323.1 5,058.1 8,204.6 10,648.0 12,236.8 tn

h terna 67.3 ;7.1 15.1 0.9 S.7 6 7.6 754.0 9i5.0 1;204.7 2,O 2;7 2 7.2 3; 3,3j.i 5;058.9 8,414 1;0;60.6 8 12,;M8.
Other expenditures 145.2 70.8 151.0 172.2 265.8 718.9 1,345.1 1,637.1 997.1 948.1 539.5 754.0 174.4 515.1 375.5 171.0

Fnm sutt4-2j 2Q-8 31- I§j7- 1 S: 5 1,2| *:§ 1,3204-y Wi qd:920 530:2. 379 14S' 5s* 0 2 : 1 7

Rout1ne expenditures 1,016.1 1,332.6 1,629.8 2,148.9 2,743.7 4,061.8 5,799.9 6,977.6 6,996.3 8,411.8 9,428.9 11,9f1.5 13,559.3 17,481.5 20,066.0 23,445.0
.................... ................................ ...... ....... ....... .......... ....... .......... ....... ......... ............. ....... ........ .... ...... ........ .... ...... .............. ..... ..................................

oevelopmnet expenditures /c 961.8 1,397.7 2,054.5 2,156.8 2,555.6 4,014.2 5,916.1 6,940.0 7,359.6 9,899.2 9,951.9 10,873.1 8,332.0 9,477.4 8,897.6 13,129.9
........................ ........................... ..... ....... ........ ....... .......... ....... .......... ....... ----.......... ....... .......... ....... .......... ....... ......... .................... ......... ....................

Total exeenditures 1i977.9 2 n0.3 3.684.3 4,305.7 5.299.3 86076.0 11.716.0 13.917.6 146355.9 18.311.0 19.380.8 22,824.6 216891.3 26 958.9 28 963.6 36.574.9
05=== =3=e=15wn B =;3 =U= *9t&= C*==n come== a&===== "=a==== avea - 0= n0=002 mlmm=0 B=02C== ==&=cm 0=0=4ZZ cu&;== t=;G=== a 

.............................................................................................................................................. ..................................................................................... 

/6 tgi;nce.1984I§ tg e jss. d i/dedn no 1p /wapy pnexpenditures without identifyi,ig regions.

/ eg ! I 7on
Source: Ministry of Finance.
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INDOESIA

CINTRY ECONII IC itEPORT
Deveopfent xpeditres,197/73 199/9

CRp. bilLion)

1. eatet 221.6 384.9 590.9 744.5 851.0 1,480.3 2,533.2 2,724.6 3,260.9 3,219.5 3,474.4 4,466.5 2,003.6 2,112.7 1,120.4 1,474.0

2. GeneraL ISMS programn !013 12?90 143.7 167.7 181.6 218.8 336.8 448.1 535.3 538.8 540.4 574.5 567.6 655.6 703.2 706.

3. sectorat INPRES pragrm 25.0 65.1 94.1 137.0 176.0 252.0 377.2 584.5 444.2 771.2 824.4 753.7 72.6 450.7 402.8 535.9
ripyschools 11:4 1, q. ~.l'*R ~ ~ 24 ~ 5. 3: ~49

4. IPEDA 28.0 34.6 42.2 52.5 63.1 71.4 87.2 94.5 105.2 132.4 157.2 167.5 171.0 222.8 260.8 517.2

..- .: . . .: . . . . . . - - - - - - - - - - - - - - - - . .
5. Irian Jaya ard East Timor 4.0 5.5 5.0 9.0 10.4 6.6 6.4 6.8 5.7 5.2 4.2 6.9 7.3 5.2 6.0 0.0

Stot?tloftransfers to 1A.3 2342 285.0 366.2 431.1 548.8 807.6 1,133.9 1,090.4 1,447.6 1,526.2 1,502.6 1,466.5 1,334.3 1,372.8 1.759.1

6. Fertilizer suisfdy 227.2 134.5 107.3 31.8 82.6 125.0 283.6 371.4 420.1 324.2 731.6 477.1 467.2 756. 200.0 155.

7. Goverruent capitaL
(P9W) ~91.1 108.7 217.9 166.9 128.5 252.8 476.5 480.9 336.6 591.7 336.1 412.3 85.9 336.1 87.5 58.0

S. Others 67.7 64.0 79.8 109.8 75.1 291.0 385.5 565.3 326.7 448.7 474.9 511.2 514.1 514.5 119.3 157.6

Total Cl - 8) 765.9 926.3 1 280.91 1419.2 M156.32697.9 4486.4 5276.1 543.7 6031.7 6543.2 76.7 4,537.3 05 2. ~00.0 60.

9. Project aid /a 195.9 471.4 77.6 737.6 98.3 1,316.3 1,429.7 1,663.9 1,924.9 3,867.5 3,406.7 3,503.4 3,794.7 4,2.4 ,97.6 9,526.2

TotaL O - 9) 961.8 1 397.7 2,0.54.5 1&.S. 2,555.6 0i14.2 5 -916. 0.0 L1359-6 9 ,952 !1. 9 1 Onl 2 9! f&89Z- 1419.9

/a For 1987/88, excLudins project aid in Rup~iahi.
source: Ninhstry of Finance.



tHD0KES1D

COUNTRY ECORON"C REPORT

oevelo!Uet stur s. t eor. 1974/r5 -1989190
(tp. bfltIon)

.......................................................................................... ................................................................................................................................... 

sector .......................---- *---................................. Luf ........................................--- b--...... tl.... ...-.. -lb Rt...
t9W1S 1975/76 19761?7 l9?7178 197Bn IM/8S0 1980/31 Y9N 782 iqeva8 1983/84 1984/85 1985/86 1986/87 i987/8B18lB§ I999

...............................................................................................................................................................

Agriculture *nd Irrigation 301.8 2S7.0 3S6.1 380.1 450.3 508.2 929.1 9f3.9 931.1 912.9 1,699.1 1,137.5 889.9 1,937.1 1,299.5 1,994.2
(oaf )ferttUter (227.2) (134.5) (107.3) (31.8) (82.6) (125.0) (283.6) (371.4) (420.1) (324.2) (M.6) (477.1) (467.2) (756.4) (200) (1SS)

Incustry wnd mAning 70.7 124.1 194.9 139.0 205.0 402.6 490.9 626.7 913.1 2,153.1 839.2 1,189.0 480.7 335.4 374.2 S23.1
Electric powi* 79.0 127.7 218.1 223.3 271.8 330.1 430.7 S30.2 758.2 659.5 911.4 1.446.9 960.4 1,064.9 1,086.8 1,433.4
Trwport.tion ad touwm 123.S 311.6 428.8 354.7 413.2 4665. 780.S 807.2 75.8 1,527.7 1,428.3 1,484.3 1,131.4 1,59?.6 1,654.3 2,S22.1
Na, wr nd tranmIgratlon 4.5 11.9 27.1 60.7 94.7 162.2 326.4 416.5 436.0 456.4 421.6 46S.1 292.4 199.7 226.0 335.3
Regional deelopent 135.9 172.9 190.0 250.6 275.1 335.8 482.4 615.9 711.3 748.7 790.8 49.9 938.9 930.2 1,032.2 1,552.3
Edecation 47.2 113.7 135.5 210.6 251.1 361.4 574.7 72.7 703.2 1,032.1 1,231.0 1,412.9 1,164.4 1,180.8 1,075.6 1,483.2
lealth 25.3 37.7 48.2 71.4 79.4 142.4 218.1 m.5 259.3 278.7 320.0 397.9 32S.9 225.3 289.2 434.1
Nwing mnd water sWLy 6.5 13.3 30.4 89.5 55.6 117.3 190.7 166.3 150.7 220.9 224.2 334.6 336.6 431.6 438.4 620.1
Amnoral psbtlc services /a 48.5 72.2 113.9 123.1 224.7 472.5 699.3 99.6 785.5 899.2 927.1 976.5 768.8 652.1 647.7 940.7

Per.etgntal 97.8 115.4 225.2 190.0 161.6 465.6 388.9 389.4 280.7 233.9 291.7 220.5 211.4 219.2 207.9 291.3

Others /b 21.1 40.2 86.3 63.8 73.1 250.3 404.4 423.2 554.7 776.1 867.5 758.0 611.2 683.5 546.0 800.2

Tot 4t tapoent96.139.20455412966013999291 08147898
ToqU18 1 39 . 2,054.5 2156.8 2,555.6 4,014.2 5,916.1 6,%O.1 r,359.6 9,9".2 9,9 f1.9 1 0 83.1 8,332.0 9,47r.4 s,89r.s 13,129.9~~~~~~... .... .... .... .... .... .... ...... ....... ............ ........ ...... . ... .... .....

To1lt tittamerWi dy) 74.6 1,263.2 1,947.2 2,125.0 2,473.0 3,889.2 5 6 3 2 . 5 6,538.? 6,939.5 9,574.7 9,220.3 10,396.0 7,864.8 8,n1.0 8,697.S 12,974.9
................... ..................................... ..... ........ ....... ............ ....... ............ ....... ............ ....... ............ ....... ......... ..................... .................... ........... ................

g oram Fr 1979/80 Includes natural resource develtopnt and e virenmt.

Source: Ministry of Finance.
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IM)ONESIA

COIMTRY ECOODMIC REPORT

Project Aid by Sector, 1974/75- 1989/90

(Cp. billion)

.......... .....................................................................................................................................................

------------------ ---- --------...........-------........Acut................................................... -.-----Sudget--..
1974/75 1975/76 1976/M 1977/78 97W79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/8S 1985/86 1986/87 1987/88 1988/89 1989/90

Agriculture wd Irigption 26.3 43.0 106.? 145.5 135.2 154.5 223.0 135.9 101.0 155.0 472.1 180.2 236.8 575.8 985.4 1674.6

Ir stry and mining 64.1 76.4 137.3 5.4 199.0 306.8 225.9 580.5 733.8 1051.0 670.9 668.2 631.8 266.7 319.7 491.5

Etectric powr 38.5 89.7 165.2 163.9 207.8 257.2 264.8 308.2 506.0 1,182.0 653.4 1,172.2 790.9 768.7 1059.5 1400.4

Traesportation and tourism 42.2 226.5 303.8 212.9 249.7 192.4 308.0 263.6 332.1 889.0 600.6 687.8 728.9 844.5 1,300.7 2002.6

nwer and tranmigration 0.2 0.6 1.0 9.8 11.6 23.0 31.1 30.5 14.9 45.0 75.7 35.6 123.1 61.7 92.9 173.6

Regional dvelpint 0.4 0.4 1.S 7.9 7.9 18.2 2M.6 16.7 2.6 7.0 1.0 7.6 24.6 4.1 44.5 307.5

Education 7.8 7.3 5.3 29.5 35.3 42.8 50.0 36.7 24.2 211.0 179.7 58.6 345.6 717.7 779.5 1302.6

etalth 7.4 6.9 5.9 14.8 21.7 34.4 36.2 33.6 23.7 37.0 77.5 56.1 100.1 37.6 87.0 143.4

Nousing awd water supply 1.1 2.8 2.9 28.1 18.3 28.1 33.0 21.7 21.2 51.0 83.7 77.3 139.3 273.0 395.7 560

General public service. 0.0 0.0 0.0 0.0 54.1 174.9 153.9 179.5 83.2 152.0 254.9 186.1 257.0 349.9 382.3 641.3

Governmont capital
participation 6.? 6.7 7.3 23.1 33.1 34.3 35.6 27.9 46.8 45.0 160.3 203.0 185.2 168.3 204.3 280.2

Others /a 1.2 11.1 3.7 6.7 13.6 49.7 44.6 29.1 35.4 42.0 178.9 170.7 231.4 355.4 34.1 548.5

Total project aid /b 195.9 471.4 773.6 737.6 987.3 1,314.3 1,429.7 1,663.9 1,924.9 3,867.0 3,408.7 3,S03.4 3,794.7 4,423.4 5,99T.6 9,S26.2
......................... .. . ......... ..... ....... ..... ....... ..... ........ .. ........ .......... ....... .......... ....... .......... ....... .......... ....... .......... ... ................ ... ........... ... ... ...

............................................................................................................................................................ 3V
e)t

/0 since 1979/80 includs n&tural resources development and environment.
b Includes commrcial credits for develuopent program/proJects. 0 I

For 1987/88, excluding project aid In Rupiah. un t

Source: Ministry of Finance. 0' nt
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INDONESIA

COUNTRY ECCONUIC REPORT
...... .......... _W....

Now S.9pty, 1974-1988
.......................

(Rp. biltion)

......................................................................................................

Currencty Dand deposits Change over period
Eno of Total ------------------ -------------------- --------------------

Aoo4t (X) Awunt {X mount {X

_......................................_.....................

1974 937 494 53 443 47 268 40
1975 1,250 625 S0 625 50 313 33
1976 1,603 781 49 822 51 353 28
19?7 2,006 979 49 1,027 51 403 25
1978 2,488 1,240 50 1,248 50 482 24
1979 3,385 1,552 46 1,833 54 897 36
1980 4,995 2,153 43 2,842 57 1,610 48 r
1981 6,486 2,557 39 3,9Z9 61 1,491 30
1982 7.121 2.934 41 4,187 635 10
1983 7,569 3.333 44 4,236 56 448 6
1984 8,581 3,712 43 4,869 57 1,012 13
1985 10.104 4,440 44 5,664 56 1,523 17
1986 11,677 S,338 46 6,339 54 1,573 16
1987 12,685 5.782 46 6,903 54 1,008 9
1988 14,392 6.246 43 8,146 57 1,707 14

........ ........................................................

Source: B*k Indonesia.
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INDOMESIA

COJTRY ECOMIC REPORt
_......................

Chanqes in Factors Affecting Noney Supply, 1974-1988
....................................................

(Up. billion)

...................................................................................................................................

Pulie Sector
................ ......................... 

Not clates Ct.i.. Slocked Total change In
on on official account Money Supply

Not Central entities /a Clafm on Time not ......................

End of foreign Govermnent & pubtlc business & & savings other Amount Percentage

period ssets enterprises fndividuals deposits /b itm MX)

1974 364 -132 2S4 - 147 -196 -209 268 40

1975 -588 162 926 -415 298 -213 143 313 33

1976 34S -333 449 -51 356 -300 -113 353 28

1977 568 -275 35 67 284 -96 -180 403 25

1978 /c 50 -311 349 88 546 -112 -128 482 24 1

1979 1,788 1,779 371 85 557 -516 -436 897 36

1980 3,040 -1,668 489 -5 1,178 -859 -365 1,610 48 a

1981 149 -S91 593 36 1,756 -535 83 1,491 30

1982 -1,237 129 689 109 2,260 -724 -591 635 10

1983 /d 1,069 -1174 -85 118 2,223 -2,520 817 448 6

1984 3,531 -3,359 190 124 3,646 -2,262 -686 1,012 13

1985 1,751 -278 511 64 3,333 -3,693 -165 1,523 17

1986 Is 1,870 498 252 -29 4,547 -2,935 -2,630 1,573 16

1967 2,444 1,541 720 -3 6,245 -5,216 -4,723 1,008 9

1988 -549 229 659 18 11,069 -6,406 -3,313 1,707 14

...................... -*................. ........................................................................................................................
0 

/a Refers to government accounts blocked for special purposes.
/b Includes foreign currency deposits held by residents.
/c Does not lnclude revaluation adjustment to foreign exchange balances resulttng from the rupiah

dwvaluatfon of Novedeer 15, 1978. The adjustments amount to Rp. 650 billion in net foreign assets;
Rp. 46 billion in not cloais on Central governent; Rp. 551 billion In cleaims on official entities;

Rp. 164 billion In blocked acount; Rp. 41 billton in claims on businesses and Individuals;

Rp. 83 billion in tim and savings deposits; and Rp. 1,041 billion in net other Items. 
.-I cn

/d Does not Include revaluartion adjustment to foreign exchange balances resulting from the rupiah
divaluation of March 30, 1983. The adjustments aount to Rp. 1,962 billion In not foreign mets;
Rp. 131 bilion In not claim on Central goverrnnt; Rp. I46 bitlion In claim on official entitfes "

and public enterprises; Rp. 106 billion in blocked ocount; Rp. 148 billion In claim on businesses

and ndividuals; Rp. 620 billion In time and savinge deposits; and Rp. 1,399 billion in net other Items.
/e tncludes revaluation adjustment due to devaluation on September 12, 1986. .

Source: Bank Indonesia.



INODOESIA

CUNTRY ECMONWIC REPORT

Consolidated Balance Sheet of the Nonetary System, 1974-1987....... ............... . .. .................

(Rp. billion)

End of period 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 lb 1984 1985 1986 /c 1987
............................................................. ....................................................................................................................................................... 

................ 

Met foreign assets 653 72 417 985 1,663 3,318 6,419 6,811 5,565 8,837 12,368 14,119 15,989 18,433............. ....... -- --- --- .............. ... .... .. .... . . . ...

Droestic credit .1,504 2,367 2,788 2,900 4,046 4,232 3,979 5,651 8,846 9,744 10,345 13,975 19,245 27.755.. ' . ... --- ..... ..... ... .. . .... ..... --- .... . ...... ...... . ..... ....... ....

Claifm on ps*Lic sector 317 991 1,056 883 1,442 1,073 -360 443 534 39 3,984 -3,687 2.966 699
Central goverfuent -167 -5 -339 -613 -878 -1,703 -3,619 -4,330 -4,193 -5,739 -9,098 -9,376 -8.878 -7337
Claims on official entities
and public enterprises /a 484 1,411 1,861 1,895 2,796 3,167 3,655 4,247 4,979 5,040 5,230 5,741 5,993 6,722

Gover,unt-blocked account 0 -415 -466 -399 -476 -391 -396 -360 -252 -240 -116 -52 -81 -84
Claims on private enterprises

and individuals 1,187 1,376 1,732 2,017 2,604 3.159 4,339 6,094 8,312 10,683 14,329 17,662 22,209 28,409.......... ................ . . . ii .;6 . tii iei i z-i iz ii fiz i;i iii iii iiLoans 1,141 1,321 1,655 1,939 2,493 2,993 4,107 5,844 7,995 10,1K4 13,550 16,392 20,409 26,027 ':
Other claims 46 55 77 78 111 166 232 250 317 499 779 1,270 1,800 2,382

......................... ........ ............ .... ...... ............................................ I.... ........ ......... ... .... ......... ................. ..... ........ ... ... ...Assets u i§abilities 2,157 2,439 3,205 3,885 5,709 7,550 10,398 12,462 14,411 18,581 22,713 28,094 35,234 46,188
tlport deposits 283 79 88 146 174 213 365 298 300 242 218 268 402 424
Net other items 313 382 486 608 1,726 2,114 2,342 2,448 3,036 3,676 4,558 4,673 7,169 11,879
Ibney and qLsf morey 1,152 1,978 2,631 3,131 3,809 5,223 7,691 9,716 11,075 14,663 17,937 23,153 27,661 33,885

... . ...... .......... ..... ............ ............ ...... ...... ........ . . .... . .. ... ---- . ..... ....... --.Ibnrt ~~~~~637 1,250 1,603 2,006 2,488 3,386 4,995 6!485 7,121 7,569 8,581 1,0 167 1,8Currency 494 625 781 979 1,240 '.552 2,153 2,557 2,934 3,333 3,712 4,440 5,338 5,782
DePand deposits 143 625 822 1,027 1,248 1,8; 2,842 3,928 4,187 4,236 4,869 5,664 6,339 4,903

uasi moey d 515 728 1,028 1,125 1,321 1,837 2,696 3,231 3,954 7,094 9,356 13,049 15,984 21,200
. ..... ........ .................. .................................... .............. ............................ ............................ ....................................................................... ..... 

/a For 1979, fncludes changes resulting frem the exchange rate adjustment on Noverber 15, 1978 from Rp. 415 to Rp. 625 per USS.
/b Includes changes resulting from the exchange rate adjustment of March 30, 1983 from Rp. 702.50 to Rp. 970 per US$.
/c Includes changes resulting from the exchange rate adjustment on September 12, 1986 from Rp 1,134 to Rp 1,644 per US$. r 
/d For 1979, Includes revaluation of foreign exchange deposits amouting to Rp. 99 billion. cP
Source: Bank Indonesia. a et



COU,I,TR! ECOOIC REP.ORT

(Rp. ion)
......................................... ............................................................................................. .....

End of period 1974 1975 1976 1977 1978/a 1979 1980 1981 1982 1983 /b 1984 1985 1986 /c 1967
................................................................................................................................ ................

foreign assets 612 246 620 1,057 1,652 2,626 4,216 4,033 3,667 5,314 8,047 9,219 9,358 12,442
Cla! oenZp__11,sector
Central goverm ent 122 368 239 312 S09 580 604 860 1,109 495 679 1,037 2,822 3,619
Official entities and pubtic
enterpr es 227 886 1,209 1,225 1,925 2,143 2,414 2,S84 2,626 2,230 720 761 901 1,014

Ctlam an privote enterorfes
C lg.ll....It. ene .. 9 14 1} 21 33 45 69 198 227 186 233 363 43 421

LOWam I .i -j .4 0 m6 16 - ~ i1t it7 06 20 M 1 i 
Othertlaims 5 6 14 17 23 25 29 43 82 59 83 161 200 89

Claim on deposit money banks 294 565 640 661 8646 1,129 1,722 2,548 3,742 4,365 6,938 7,633 8,672 10,261
Other assets 37 66 77 4 37 113 220 428 1,883 2,193 3,231 3,907 6,935 6,294
...............................................................................................................................................

Total assets/ltabitttes 1,301 2,i45 2,802 3,300 5,002 6,636 9,245 10,561 13,254 14,783 19,848 22,980 29,131 34,051
...............................................................................................................................................

% a " m ,I038 a hM h,333 1,679 I,847 ?,?? 3,258 3,826 3,997 4,0 ,§7 6,*5 7,8Q8 0,404
Currwncy outside bank and
owerrent 494 625 781 979 1,240 1,552 2,153 2,S45 2,934 3,333 3,712 4,440 S,338 5,782

Currey held by bans 53 66 80 95 113 147 192 238 268 2 387 557 626 680
kaners# deposits 197 316 443 528 438 633 866 961 742 1,203 1,322 1,334 1,633 2,057
Privat aector dm nd deposits 29. 31 29 68 56 97 47 82 53 59 52 104 211 127 U'
Foreign currency and other
deposfts/ d 2 4 3 1 3 27 41 104 57 110 25 64 42 305

lankers' restricted ond foreign
xachnge deposits 75 70 49 S0 38 56 101 94 115 231 220 245 355 348

Import deposits 57 19 51 103 105 126 119 134 46 74 33 23 0 0
Foreign labitlities - 42 111 112 229 193 149 177 30 29 24 812 1,022 1,065

t n jowMA";8sts 242 704 950 h- 54 4,"67 j 354 3,912 4,4 4 5,009 5,961 86935 1sl-B 10,697 11,383
Current account Wi Ito 42 in 4,0* *73m S.j4 4, &,Am &,Su & U S. 14.66 t'Ot
Btocked ccunt 0 415 466 399 476 391 396 360 252 240 115 52 81 84
Aid counterpart funds 18 19 62 78 77 208 175 59 89 498 433 439 1,182 1,660
Others /a - - - - - - - 443 677 1,U1 2,231 4,767 2,365

Capitat accouts 137 149 182 190 1.133 1.393 966 S10 600 612 1,179 1,322 3,206 2,791
Other ltibilities 13 164 122 20 39 S8 699 851 3,407 2,878 3,959 4,969 6,000 10,540
.. .............................................................................................................................................

/a Ineludes changes rsulting from the exchan ra o eaeustent on November 15, I97 from Rp. 415 to Rp. 62S per USS,
mounting to Rp. 561 billion. En

hb Includes changes resulting from the exchange rate adjustment on March 30, 1983 from Rp. 702.S0 to Rp. 970 per USt. P .4
/c Includes changes resulting from the exchanwe rate adjustment an September 12, 1986 from Rp 1,134 to Rp 1,644 per USS. c%
/d For 1979, includes revaluation on foreign exchange deposits mounting to Rp. 17 billion. 
/e This items record long term foreign liability uhfah previously were recorded into foreign l1abiitites.

Source: 8ank Indnbesia.
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Table 6.5

INDONSIA

Baniking System Credits by Ecorninc Sector, 1974-1957 /a

(Op. bittfon)

Sectors 1974 1975 1976 197? 1978 lb 1979 /c 1980 1981 1982 1983 Ii 1984 1985 1986 /J 1987

Agriculture 116 220 266 270 345 438 539 813 1,025 1,226 1,318 1,656 2,097 2,656

in rupf3h 116 212 256 265 344 436 539 813 1,025 1,226 1,318 1,656 2,097 2.630
in foreign exchwnge 0 8 10 5 1 2 0 0 0 0 0 0 0 26

Mining /d 11 741 1,036 1,062 1,699 1,893 1,867 1.693 1,472 806 384 258 394 385

inrupiah 11 89 176 197 230 1,893 1,867 1,693 1,472 806 384 258 394 372
In foreign exchangoe 0 652 860 865 1,469 0 0 0 0 0 0 0 0 13

Marufacturing industry ie 359 719 990 1.156 1,624 1,933 2,213 2,762 3,923 5,207 6,667 7,592 9,005 10,917

in rupiah 359 508 739 904 1,265 1,536 1,826 2,376 3,429 4,595 6,205 7,069 8,839 10,508
in foreign exchange 0 211 251 252 359 397 387 386 494 612 462 523 166 409

Trade /f 627 766 858 912 1,114 1,338 1,976 3,062 4,129 5,132 6,344 7,255 8,399 10,247

in rupfah 0 7'41 -83-7 898, 1',10-5 1,3-3-4 1,970 3',046 4-,0-0-9 4-,781 6',2-99, 7','214 8,3-29, 10,-0,65-
in foreign exchange 23 25 21 14 9 4 6 16 120 351 45 41 70 182

Service renidering industry /g 122 172 260 319 389 422 946 1,385 1,867 2.27',' 3,169 4.183 4,345 5,460

in rupiah 122 166 253 311 385 418 939 1,382 1,860 2,253 3,088 4,047 4,130 5,151
in forefgn exchange 0 6 7 8 4 4 7 3 7 2*, 81 136 215 309

others 339 132 156 219 223 244 333 "44 606 651 931 1,213 2,162 3,187

in rupiah 174 127 154 218 221 241 331 444 606 651 929 1,210 2,156 3,143
in foreign exchangeih 165 5 2 1 2 3 2 0 0 0 2 3 6 4

Total 1,574 2,750 3,566 3.938 5,394 6,268 7,874 10,159 13,022 15,299 18,813 22,157 26,402 32,852

in rupiah 1,386 1,842 2,415 2,79 3,550 5,858 7,472 9,754 12,401 14,312 18,223 21,454 25,945 31.869
in foreign exchang 188 907 1,152 1.145 1,844 410 402 405 621 987 590 70 457 983

/a Credits outstanding etd of period. Includes investment credits, KIK and KNEP. Excludes interban credits,
credits to central govwrnm.wnted to nwdreidents, end foreign exchange coqmpoet of project aid.

lb Includes foreign exchange revaluation umownting to Ep. 681.8 billion.
Ic includes foreign exchange revaluation amomting to Rp. 698.0 billion.
/d Includes credits to PERTANIMA for repayment of foreign borrowing. since March 1979, credit In foreign exchange to

PERTANIMA has bee coenverted to rupiah credits.
Ie Processing of agricultural products is classified under manufacturing industry according to Internatioalt Standard

Industrial Classification CISIC 1968). Starting 1980. credits for contruction whuich were previously included in
manufacturing Industry are now included In service-rendering industry.

/f Includes credits for food pirocureaet and hotel projects.
/g Credits for electricity, gas and water supply are included in service-rendering industry sector.
ih 1974 figure refers to credits in foreign exchange given to all sectors, except trade.
/i Includes foreign exchange revaluation amsunting to Rp. 251 bitllon.
ij includes revaluation adjusttment dLoe to the devaluation of Septerher 12, 1986.

Source: Bank indonsesi.



IMDONESIA

COUNTRY ECrONOIC REPORT

Banking Credits Outstanding in Rupiah and Foreign Exchange by Group of Banks, 1974-1987 /a

(Rp. billion)

.........................................................................................................................................................

1974 1975 1976 1977 1978 /b 1979 /c 1980 1981 1982 1983 /d 1984 1985 1986 /e 1987

..................... ............................................. .......... ......................... ................................ ..................................................................................... ................

Bank Indonesia
direct credits /f 231 893 1,212 1,229 1.935 2,163 2,454 2,649 2,771 2,356 870 964 1,144 1,347
............. ..... ..... ..... ... ... ..... .....

In rupiah 231 244 351 365 466 2,163 2,454 2,649 2,771 2,356 870 964 1.144 1,347
In foreign exchange 0 649 861 864 1.469 0 0 0 0 0 0 0 0 0

State comrciaL banks /g 1.136 1,602 2,007 2,267 2,832 3,270 4,295 5,881 8,031 9,787 13,345 15,374 17,782 21,676

In rupioh 1,004 1,397 1,774 2,058 2,549 2,958 3,954 5,523 7,474 8,910 12,959 14,925 17,711 21,225
In foreign exchange 132 205 233 209 283 312 341 358 557 877 386 449 71 451 a

National Private Banks /h 89 133 197 257 366 493 711 .,081 1,554 2,294 3,552 4,746 6,272 8,423

'n rupiah 89 132 197 254 360 466 705 1,069 1,534 2,279 3,480 4,631 6,061 8,175
In foreign exchange 0 1 0 3 6 27 6 12 20 15 72 115 211 248

Foreign Banks 117 122 150 184 262 342 414 548 666 862 1,046 1,073 1,204 1,406
............ ... ... ... ... --- ... ... ... --- ... ----- ..... ..... .....

In rupiah 62 70 93 116 176 271 359 513 622 767 914 934 1,029 1,122
In foreign exchange 55 52 57 68 86 71 55 35 44 95 132 139 175 284

Total 1,573 2,750 3,566 3,937 5,394 6,268 7,874 10,159 13,022 15.299 18,813 22,157 26,402 32,852
..... ............-----...... ..... .................. .........................................
In rupiah 1,386 1,843 2.415 2,793 3,550 5,858 7,472 9,754 12,401 14,312 18,223 21,454 25,945 31,869
In foreign exchange 187 90T 1,151 ;,144 1,844 410 402 405 621 987 590 703 457 983

............ ........................ .. ......................... ....... ............. .......................................................................................................... ..........................

/a Credits outstanding at end of period. Includes investment credits, KIK and KDP. Excludes interbank credits, credits to
Central Government and to non-residents, and foreign exchange cooponent of project aid.

/b Includes foreign exchange revaluation amoumting to Rp. 681.8 billion.
Ie. etIa Includes foreign exchange revaluation amoiuting to Rp. 698.0 billion. I.

/d Includes foreign exchange revaluation amounting to Rp. 251.0 billicn.
/. Includes revaluation adjustment due to devaluation on September 12, 1986.
/f Excludes liquidity credits, includes credits to Pertamina for repayment for foreign borrowing.
/g Includes state development bank and liquidity credits.
/h Includes liquidity credits. National private banks refer to national private commercial banks and regional development banks.

Source : Bank Indonesia.
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- 168 - Table 6.7

COMUTRY ECONORIC REPORT

Stal-Scale Investment Credits and Permanent

Iorkfna Capital Credits, 1974-1987

....... ............. ................... ...... ........... ...............................

Small-Scale Permanent Working
Investment Credits /a Capital Credits /a

,,..... ....... .. ......... ..... ......... .. .. -------------------------------

Number of Approved Out- Nu*ber of Approved Out-
applfcations value standing apflications value standing
approved approved
('OOQs) --- (Rp. billion)--- (IOOs) --- (Rp. billion)---

1974 10 15 13 15 16 13

1975 17 28 22 24 29 18

1976 28 50 36 166 67 41

1977 40 74 50 322 115 62

1978 55 106 65 420 177 84

1979 72 163 99 644 305 154

1980 119 321 210 905 602 312

1981 173 540 380 1,272 1,124 647

1982 207 669 407 1,462 1,535 803

1983 231 812 393 ,633 1,884 856

1984 250 921 366 1,809 2,309 928

1985 266 1,015 328 1,996 2,768 885

1986 283 1,135 305 2,147 3,241 879

1987 295 1,268 297 2,278 3,780 903

~~~~~~~~~~~~~~~~... ... ..... .......... ...... ..... ... ...... ...... .... ....... ...

/a Cumulative as at end of period.

Source: Bank Indbnesia.
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COUNTRY ECONOMIC REPORT

Investment Credits by Economic Sector, 1980-1987 /a
................................................ .........................................................

tRp. billion)

....... ............ ...................... ................................................. ............... .......................... ... ...... 

End of period 1980 1981 1982 1983 1984 1985 1986 1987

Credits approved /b 1,675 1,906 2,679 3,900 4,509 5,898 7,966 9,814
.. ...... ......... .. .. .. . 1 ..... ..... ---- ..... ..... .... ..

Agriculture 277 340 467 734 809 1,402 2,274 2,584
Mining 5 40 54 57 179 229 363 382
Manufacturing Industry 911 911 1,369 1,983 2,374 2,765 3,253 3,540
Trade 53 87 134 129 237 277 369 355
Service rendering industry 422 516 641 986 866 1, 73 1,638 2,900
Others 7 12 14 11 44 52 69 53

Credits outstanding /b 1,296 1,436 2,099 2,861 3,802 4,802 6,167 7,338
......... .............. .. .. ... ..... . ..... . ... ..... ..... . ...... .... . .. -----....

Agriculture 137 202 322 477 555 877 1,233 1,644
Mining 2 26 34 49 178 224 367 342
Mamifacturing industry 820 741 1,095 1,635 2,102 2,423 3,061 3,531
Trade 41 73 120 115 168 281 332 325
Service rendering industry 289 390 519 576 770 975 1,108 1,460
Others 7 4 9 9 29 22 66 36

.................................... ............................................................ ........................... ............................................................ ...

/a Excludes rlmwestment credits from Bank Indbnesia; includes State
Development Bank and Local Developments Banks. Data with the same classification
prior to 1980 are not available.

hb Excludes Smtl Scale Investment Credits, Investment credits to the Central
Govermentn and foreign exchange components of project aid.

Source: Bank Indonesia.

Do 0
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Tire Deposits with State Banks, 1981-1987
.. ___............................ _._ _________..

(Rp. billion)

1981 1982 1963 1964 1985 1986 1987

... _................_. ... ................... _..............

24 months 748.3 848.5 565.8 280.4 411.1 518.5 785.8

12 months 81.5 7.1 8B5.9 1,721.0 2,794.S 3,867.1 4,212.5

6 months /a 106.8 121.8 549.3 t2C.9 725.8 950.1 715.9

3 months or less 42.1 44.5 679.3 672.7 1,306.7 1,322.7 3,495.8

Matured 103.4 125.6 142.9 10.0 10.9 13.1 13.7

Others 10.9 11.3 7.6 91.9 87.9 58.2 59.1

Total /b 1,093.0 1,230.8 2,830.8 3,496.9 5,336.9 6,729.7 9,282.8

........ ............... ....... .................. ....... .............. ....... .......... .......... ___.___

/a Includes some 9 month deposits derfng 1964.
lb Includes Interbank tIme deposits and resIdents' time deposits.

Sourwe: Bank Indoresia.



INIDOESIA

COUNTRY ECOMIC REPORT

Interest Rates on Deposits at Cmercial Banks, 1978-19w /a
........ ............. . ................................. ..... .............. .. ........

(2 p.a)
.................................. ............................................................................ ................... .................................... ............................. .............................. -----

State San Private National Bank ia

TANS TASC Certifi- Time Deposits Time Deposits

End of DOmad Savings Savings cate of --------- ------------------ ------- ----------------------------------------
Period Depsits Deposits Deposits Deposits Less than 3 6 12 24 Less than 3 6 12 24

/b /c /d io 3 os /f Mos ms gs mos 3 mos /f m MsO. moo. mo.
................................................................................................................... …. . . . . . .......... .....

1978 /g 1.8-3 6-15 9.0 7.6 6.0 9.0 12-15 12.8 12.S 15.6 17.2 20.7
1979 1.8-3 6-15 9.0 9.6 10.6 5.1 6.0 9.0 12-15 16.2 16.7 18.3 19.6 19.6
1960 1.8-3 6-15 9.0 10.2 7.2 8.2 6.0 9.0 12-15 14.2 16.1 17.8 20.1 19.3
1981 1.8-3 6-15 9.0 10.9 12.1 10.2 6.0 9.0 12-15 15.4 17.4 17.9 19.4 19.0
1982 1.8-3 6-15 9.0 12.5 7.7 8.6 6.0 9.0 12-15 16.9 17.1 18.5 19.3 18.8
1983 /h 1.8-3 12-t5 9.0 15.4 14.4 14.8 13.1 17.5 12.5 18.7 17.4 18.8 19.7 19.3
1984 1.8-3 12-15 9.0 16.5 15.1 17.1 17.2 18.7 17.2 19.8 20.7 20.7 20.4 21.0
1985 1.8-3 12-15 9.0 14.5 13.4 14.6 16.0 17.8 18.3 14.6 15.9 17.8 19.8 21.3
1986 1.8-3 12-15 9.0 14.0 13.3 14.2 14.7 15.2 16.0 14.8 15.5 16.2 17.3 20.1
1987 1.8-3 15.0 9.0 15.6 15.5 17.0 17.3 17.0 17.4 17.2 18.6 19.3 19.1 19.7
1988 1.8-3 15.0 9.0 1S.9 15.8 16.2 18.2 17.8 16.8 20.3 20.1 20.3 20.2 20.9
..........................................................................................................................................

/a Weighted average rate of interest at selected banks.
lb Frm March 1983, 3X for amounts daboe Rp. 50 million, 1.86 for Rp. 1 to 50 mfillon, and indvidually determined

for amounts less than Rp. 1 milon.
le "TAANA or labungan P_ n N1sialt (Niatinal Develoqent Savirs) Is an ordinary swings account sponsored by *Bun

Tabwunn Ib9raM (State Saving Bank) an offered by all stste owne and sue private notional coercIal banks, and post
officecs. Until Jima 1, 1983: 15X for amunts of Rp. 200,000 or less; 6X above Up. 200,000. From Jure 1983: 15X for Rp 1
milifon or less; 12X for more than Rp. I milLIon.

/d TASKA" or Tabugan AsuransI BarJanoka* (Insured Time Deposits) is an ordinary time deposits spomored by "Bank Tabungan

Nopara' ard offered by the sam Institutions described in Cc) above.
a Nidpoint of range for six months rates.

/f One month time deposits rate used as representative rate,
/9 Effective January 1978: 15X for Rp. 2.5 million or less; 12X for more than Rp.2.5 million for 24 months State Bank time deposit.

lh Ceiling on time deposit interest rates at state banks removed on June 1, 1983. osP
12X legal minimum rate starting in June 1983 for 24 months State Bank time deposit. . u'

Source: Bank Indonesia. c

I-' 



-172 Statistical Annex
1Table 7.1

INDONESIA

COUNTRY ECONOMIC REPORT

Principal Agricultural Prodeuts by Subsectors, 1974-1987
_.__________. ............................................................. ____ 

('000 tons)

Product 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 /a

Food crops

Rice 15,276 15,185 15,845 15,876 17,525 17,872 20,163 22,286 22,837 24,006 25,932 26,542 27,104 27.453
Corn 3,011 2,909 2,572 3,143 4,029 3,606 3,991 4,509 3,235 5,087 5,288 4,330 5,920 5,093
Cessava 13,031 12,546 12,191 12,488 12,902 13,751 13,726 13,301 12,988 12,103 14,167 14,037 13,312 14,479
Sweet potato 2,469 2.433 2,381 2,460 2,083 2,194 2,079 2,094 1,676 2,213 2,156 2,161 2,091 1,905
Soya beans (shetled) 589 5W -522 523 617 680 653 704 521 536 769 870 1,227 1,151
Groundnuts (shelled) 307 360 341 409 446 424 470 475 43? 460 535 528 642 524

Fisheries

Saltwater fish 949 997 1,082 1,158 1,227 1,318 1,395 1,408 1,490 1,682 1,713 1,822 1,923 2,029
Freshwater fish 388 393 401 414 420 430 455 506 524 533 548 573 607 638

Meat and dairy

Neat 403 435 449 468 475 486 571 596 629 650 742 808 860 927
Eggs 98 112 116 131 151 164 259 275 297 319 355 370 432 495
Milk /b 57 51 57 61 62 72 78 86 117 143 179 192 220 227

Cash crops
... _.......

Rubber 817 782 857 844 884 898 1,020 963 900 1,007 1,033 1,055 1,109 1,1
Palm oil 348 397 431 473 532 642 701 748 884 979 1,147 1,243 1,350 1,4
CocowUt/cepra 1,341 1,375 1,532 1,518 1,575 1,582 1,759 1,812 1,718 1,604 1,750 1,920 2,114 2,0
Coffee 149 160 193 194 223 228 285 295 281 305 315 311 339 3
Tea 64 69 73 79 91 125 106 110 94 110 126 127 136 1
Cloves 15 15 20 41 22 35 39 40 32 41 49 42 55
E Popper 27 23 37 43 46 47 37 39 34 46 46 41 40
Tobacco 79 82 89 84 81 87 116 118 106 109 108 161 164 1
Cane Lsugar 1,237 1,227 1,321 1,438 1,516 1,601 1,831 1,700 1.627 1,628 1,810 1,899 1,894 2.1
Cotton 3 2 1 1 1 1 6 10 13 14 12 45 53 --

Forestry Ic
... _.... --

Teakwod 620 595 480 573 475 495 613 578 692 718 758 777 798 689
Other tinber 22,660 15,701 20,947 22,366 26,256 25,520 21,702 14,024 13,236 24,180 27,716 24,277 27,403 31,089

/a Preliminary figures.
lb In liters million.
/c In '000 cubic meters.

Source: Supplement to the President's Report to Parltament, Auust 16, 1988.
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Prod tton of Najor Crops by Twpe of Estate. 1974-1987
............... ............................. . ......... *-*w- ee*6ww

('000 tens)

Product 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 /a

Smaltholdsrs
............

Rubber 571 536 610 584 612 616 705 740 s86 673 704 720 763 801
cocorit/copra 1,335 1,370 1,527 1,513 1.554 1,561 1.7 1,789 1,707 1IS90 1,734 1,905 2,098 1.98S
Coffee 132 144 178 181 206 209 266 276 262 287 291 288 316 332
Cloves 15 15 17 37 21 35 39 40 32 40 48 41 53 56
Tea 1s 14 13 14 17 17 21 22 17 23 24 30 31 32
Sugar 250 223 267 352 485 498 749 1,364 1,373 1,249 1.397 1,450 1,417 1.599
Tobacco 69 74 76 72 68 73 101 103 9s 100 104 156 159 108
Pepper 27 23 37 43 46 47 37 39 34 46 46 41 40 49
Cotton 3 2 1 1 1 1 6 10 13 13 11 45 53 23
PaLm oil 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Paln krnet 0 0 0 0 0 0 0 0 0 0 0 0 0 0

Private estates
...............

Rubber 108 109 104 107 110 112 111 114 125 133 121 124 150 133
Coconut/copra 6 5 5 6 21 21 22 23 11 14 13 15 16 17
Coffee 7 6 6 6 7 8 6 6 6 8 9 10 10 10
Cloves 0 0 0 2 0 0 0 0 0 1 1 1 2 1
Tea 11 10 11 11 15 16 17 18 16 17 18 17 18 41
Sugar 127 126 1S2 162 71 73 114 116 72 88 83 106 106 158
Tobacco 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Pepper 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Cotton 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Palm ofl 104 126 145 147 165 168 202 206 285 269 329 339 385 385
Palm kernel 21 24 27 29 22 23 36 37 47 68 69 71 73 73

Goverraunt estates
............ ...........

Rubber 138 137 142 147 162 170 186 192 189 201 208 211 196 198
Coconut/copra 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Coffee 10 10 10 10 10 11 13 13 13 10 15 13 13 15
Cloves 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Tea 40 46 49 51 59 92 68 70 61 70 84 80 87 84
sugar 860 878 902 924 960 1,030 968 220 182 291 330 343 371 371
Tobacco 8 8 11 12 13 14 15 15 9 9 4 5 5 7
Pepper 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Cotton 0 ° 0 0 0 0 0 0 0 0 0 0 0 0
Pa Woil 244 271 286 338 367 474 499 542 599 710 814 904 965 1,026
Palm kernel 52 57 56 64 72 85 90 98 110 97 177 187 193 201

Total

RLbber 817 782 856 838 884 898 1,002 1,046 900 1,007 1,033 1,055 1.109 1,132
Cocoriut/copra 1.341 1.375 1.532 1,519 1,575 1.582 1.759 1,812 1,718 1,604 1.747 1,920 2,114 2.002
Coffee 149 160 194 197 223 228 285 295 281 305 315 311 339 357
Ctoves 15 15 17 39 21 35 39 40 32 41 49 42 55 57
Tea 66 70 73 76 91 12S 106 110 94 110 126 127 136 157
Suwar 1,237 1,227 1,321 1.438 1,516 1,601 1,831 1,700 1,627 1,628 1.810 1,899 1,894 2.128
Tobacco 77 82 87 84 81 87 116 118 106 109 108 161 164 115
Pepper 27 23 37 43 47 37 39 34 U U 41 40 49
Cotton 3 3 1 1 1 1 6 10 13 13 11 45 53 23
Palm oit 348 * 397 431 485 532 642 701 748 884 979 1,143 1.243 1,350 1.411
Patm kernel 73 81 83 93 94 108 126 135 157 165 246 258 266 274

/a Preliminary figures.

Source: Supplement to President's Report to Parliament, August :6, 1988.
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. .................

Rice - Area Harvested, Production and YfeLd, 1974-1987
... .................... .......................................... .

Area Average Paddy Rice
Year harvested yield output output /a

('000 ha) (tons/ha) ('000 tons) ('000 tons)

1974 8,S09 2.6 22,464 15,276

1975 8,495 2.6 22,331 15.185

1976 8,368 2.8 23,301 15,845

19?7 8,360 2.8 23,347 15,876

1978 8,929 2.9 25,7m 17,525

1979 8,850 3.0 26,283 17,872

1980 9,005 3.3 29,652 20,163

1981 9,382 3.5 32,774 22,286

1982 8,988 3.7 33,584 22,837

1983 9,162 3.9 35,302 24,006

1984 9,764 3.9 38,134 25,932

198S 9,902 4.0 39,033 26,542

1986 9,988 4.0 39,726 27,014

1987 /b 9,908 4.1 40,372 27,453

/a Estimated on the basis of a conversion factor of 0.68 from paddy Into rice.
/b Preliminary figures.

Source: Suplpement to Presidentls Report to ParLiament, August 16, 1988.
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.....................

SULOG Rice Progrom, 1978/79 - 1989/90
.................. ...................

('000 tons)

........ ............... _ ..... _................................. ....................................................................................... .......... .......................o,.. ............_....

1978/79 1979/80 1980/81 1981/82 1982/83 1983/84 1984/85 1985/86 1986/87 1987/88 1988/89 /c 1989/90 /I
..................... ............................................. __........... _.......... __ .. ____... .... __...._. _.. .. .. _..............

Begiming stock 459 708 886 1,242 1,623 1,045 1,455 2,367 2,122 1,775 764 769

Domestic procurement 881 431 1,635 1,952 1,933 1,195 2,374 1,943 1,586 1,306 1,443 2,000

hrport: 1,268 2,580 1,213 437 506 1,115 187 0 41 79 420 317~~~~~~~.. . ........ . .. . . ... ..... ....... ... .... .... _. -- ---. . .. ...

Mar; f rfl / e lo 5 39 506 4 133 1 40 1 3 4 311

Total avalLability 2,608 3,719 3,734 3,631 4,062 3! 355 4,016 4!330 3,749 3,160 2,627 3.086

Distribution 1,852 2,834 2,480 2,014 2,972 1,872 1,o12 2,186 1,954 2,372 1,840 2,14

G onoriwent /a 308 2, %7 8% 1,J 3" 1I 1,414 1,48 is 1,7§ 1,S60
entorgfsees /f 1, 61 30 5 

Losses 46 8 12 26 45 28 17 22 20 24 18 22

End stock 708 806 1,242 1,591 1,045 1,455 2,387 2,122 1,775 764 769 920

hmaoraruA item: tn

Ric pra&i uction /b 17,325 17,872 20,163 22,286 22,837 24,006 25,933 26,542 27,014 27,253 28,403 29,257
....... ............ ............................ _,______......... .......... .................... _... .... ...... ........... ...................

/a S J une 9182 t Irons have roceived rice in kind, formerLy, surplus
/b oree va~ Y1raoaws in money

ens in 1984/85 and 400,000 tons in 19M/86, 173,750 tons in 1986/87

5t a a 9iepr?t r rce of 130,000 tons in 1985/86 and

Source: BULOG (Bean Unrsan Logistic/State LogIstic Board).

ft

00
*- ft

%Jf
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Area Covered Under Rice Intenslficetion Progruas, 1974-1987
._._.... ,.. ............................ v...

('000 ha)

..... ....... .. .... .. ......... ................ . ....................................... .............................................. .

Year BINAS INNAS Total Otw wich
/a Ac INSUS lb

... ........... ._...... ........... ..... ......... .. .. ......................................

1974 2,676 1,048 3,724 0

1975 2,683 1,957 3,640 0

1976 2.424 1,189 3,613 0

1977 2,059 2,181 4,240 0

1978 1,960 2,898 4,848 0

1979 1,571 3,452 5,023 0

1980 1,374 4,142 5,516 1,060

1981 1,384 4,802 6,186 1,706

1982 1,296 5,047 6,343 2,945

1983 1,308 5,387 6,69S 3,477

1984 434 6,936 7.370 3,O6

1985 200 7,461 7,661 4,100

1986 258 7,533 7,791 4,480

1987 n.a n.a 8,038 4,924

..................................................................................

/a BINAS a BIfbingan msseL (Ness rice plentins guidance progra).
/b INSUS Intensifikesi khusu (Special intensification program).
/c INNAS = Intensifikesi asseal (CNss Intensifieation program).

Source: Supplement to the Presidentes Report to Parliament, AugWt 15, 1988.
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indax of Mauacturing Prodection by Selected Industry Group. 197S-1988 /s

(1975 a 100)

................... ..................................... ....... .......... ... .... e. ............ ....................... . ..... .............................. . .... .... _..

Code of
Industry Description lb 1975 1976 1977 1978 1979 1980 1981 1982 1963 1984 1985 1986 1987 1988 /c
Group

31121 Condesed and dried milk, cromery
and processed butter, fresh and
preserved crew (4) 100 148 174 173 201 234 235 239 261 220 LOT 197 212 229

31330 Matt liqJor end mlt (4) 100 94 103 105 118 129 147 170 144 107 119 125 141 135
31420 Clove cigarettes (20, 100 1N 125 122 120 151 180 187 196 224 246 267 296 317
31430 Other cl1aret' as (13) 100 104 105 116 131 130 125 115 120 117 97 86 74 74
32111 Yarn and thrl Jd (20) 100 109 101 112 111 118 126 121 114 123 111 115 125 125
32112 Weaving mills (except jute weaving

prodets (193) 101 108 109 112 122 126 139 130 121 125 127 132 154 166
32114 Batik ('0) 100 114 113 117 117 11 W 110 - 106 114 100 101 109 103
32130 Knittins mills (32) 100 95 89 90 77 88 89 81 82 80 84 89 64 75
32400 Footwer (4) 100 114 115 119 112 130 123 124 153 179 173 174 176 191 4
33113 Plyvwod (6) 100 118 197 218 220 392 471 424 436 415 387 429 557 "4 -4
34111 Paper manufacture Call kinds) (8) 100 98 107 134 151 153 152 152 129 164 182 206 219 335
35110 Basic chemicals (except fortitizer) (13) 100 9? 97 87 124 128 127 130 132 147 149 155 170 175
35'20 Fortitizer (5) 100 83 161 192 336 466 492 496 560- 706 850 930 927 846
35210 Paint, varnish, lacquewrs (7) 100 97 92 101 9B 115 159 168 147 164 189 199 160 178
3S232 Natches?(7) 100 103 113 124 139 179 189 230 291 323 389 395 474 54
35510 lyres ad tubes 12) 100 137 166 203 227 257 301 294 300 300 311 329 356 417
36210 Olass and glass products (17) 100 94 139 160 171 208 257 209 227 247 250 264 348 417
36310 Cmnt (9) 100 125 178 255 314 367 395 419 56S 616 686 767 806 858
37100 Basic iron and stool industries (15) 100 137 141 180 443 1034 1248 970 1147 1165 1158 1359 1423 1539
38130 Structural metal prockcts (24) 100 109 133 154 154 17n 188 196 203 197 214 218 252 291
38312 Orycell betterias (12) 100 115 149 165 180 228 231 267 328 316 343 358 393 365
38320 Radio, TVs, cassettes, other comounicution

equipment end apperstus (16) 100 125 180 232 230 340 349 333 351 279 243 217 208 241
3843.0 otor vehicles asoebty nd

wmnufacture (17) 100 108 122 136 117 194 1'256 227 198 179 183 211 233 218
38440 Motor eylels and three ihel motor vehicles,

assembly and *enuacture (5) 100 89 76 89 75 114 161 187 130 93 100 128 117 102 OH U3

Genral index 100 109 125 146 158 194 214 214 229 241 258 275 290 299 c 
............. u

............................. .......................................................................................................................... co t

/a The amusal figuwes showin here are calculated as the average of quarterly indices. _ '
lb figures In brakets *(O indicate the nmber of establishments covered in that group.
/c Average of three quarters.

Source: Central Bureau of statistics.
x



INDONESIA

COUNTRY ECONONIC REPORT

Productf on of Ninerels, 1974-1987

Tin Copper ore Nickel Iron sand Natural
Year Petrotein concentrate concentrate ore Bauxit Coal concentrate Gold /a Silver /a gas

(mtn bbts) ----------------------------('000 tons). . -... ---.-. ---.---.-----.- (kg) (kg) (1cf)

1974 502.0 25.7 212.6 878.9 1,290.1 156.2 365.2 265.3 6,464.6 202.2

1975 477.0 25.3 201.3 801.1 992.6 206.4 353.0 330.7 4,754.7 222.2

1976 550.0 23.4 223.3 1,102.0 940.3 182.9 292.3 355.2 3,397.5 312.1 9

1977 615.0 25.9 189.1 1,302.5 1,301.4 230.6 311.5 255.9 2,831.9 542.8 co

1978 597.0 27.4 180.9 1,256.5 1,007.7 264.2 233.3 253.9 2,506.4 820.1

1979 580.0 29.4 188.8 1,551.9 1,051.9 978.6 79.9 170.0 1,644.6 998.4

1980 577.0 32.5 186.1 1,53?.4 1,249.1 338.0 62.9 247.9 2,196.0 1,045.7

1961 584.8 35.4 188.5 1,543.2 1,203.4 392.8 86.6 183.1 2,000.2 1,123.8

1982 488.2 33.8 223.7 1,640.9 700.2 588.0 144.5 222.7 3,057.9 1,111.9

1983 490.5 26.6 205.0 1,278.0 77.9 648.2 132.9 2,391.5 35,473.1 1,186.4

1984 516.5 23.2 190.3 1,066.8 1,003.2 1,468.2 83.0 2,247.1 38,794.7 1,506.7

1985 483.8 21.8 223.4 961.9 830.5 1,491.7 130.9 2,619.4 38,327.3 i,580.0

1986 507.2 24.0 251.2 1,5}3.1 648.8 1,725.4 152.3 3,303.5 46,596.0 1,628.9 Ca

1987 479.0 26.1 259.8 1825.7 635.3 1887.0 194.0 3,752.8 50,485.4 1,731.1

........................................................................ ............ .......................... *b.................. ..... , t 

/a Sifce 1983, production of gold and silver 1ncluding private enterprises.

Source: Central sureau of Statistices.

K
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.......................

Crude Oil Production by CaqwW, 1974.1988

('000 bbis)

..............................................................................................................

Contract of work Production Average
----------------------------------.------ sharing daily

PERTMINA LENIGAS Caltex C&T Stwae Subtotal contract Total output

.... ..........................................................................................................

1974 40,143 362 329,907 1,959 16,626 348,492 112,840 501,837 1,375

1975 32,590 306 300,879 1,944 13,889 316,712 127,247 476,855 1.306

1976 31,333 268 304,616 1,803 12,787 319,206 199,512 550,319 1,504

1977 30,706 285 292,950 2,459 11,974 307,383 2vT,812 616,186 1,688

1978 31,273 195 275,349 2,266 11,853 289,468 275,762 596,698 1,43S

1979 30,253 213 266,048 1,856 10,811 278,715 271,203 580,384 1,590

1980 29,812 205 258,325 2,046 11,577 271,948 274,971 576,936 1,576

1981 29,398 176 255,515 1,799 13,141 270,455 284,694 584,723 1,602

1982 27,280 196 175,928 1,422 13,214 190,564 270,05S 488,095 1,337

1983 /a 27,374 233 233,790 203,134 464,531 1,273

1964 31,421 203 5,767 431,121 468,512 1,280

1985 30,211 170 6,421 394,436 431,238 1,181

1986 29,321 193 7,327 470,387 507,228 1,390

1987 /b 24,554 198 9,765 444,317 479,058 1,312

1988 24,836 14,813 451,637 491,28 1,342
co

...... ........................................................................................................ 

/a Since Kay 1983, contract of work data have ben conrfdated.
/b Preliminary figures.
/c Since 1988, Lemigs data have been included to Pertwnina.

Source: Ninistry of Nines end Energy, Directorate General Oft & Gas.
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Petroteum Prodtct SuppLy and DeAund, 1974-1988

(mitlion bbts)

1974 1975 19716 1977 197 1979 1960 1981 1982 1983 1984 1985 1986 1987 1988 /a

Productfon of crude 501.8 476.9 550.3 615.1 596.8 580.4 577.0 584.8 488.2 454.5 468.5 431.2 507.2 479.1 491.3crude imports 2.7 2.6 7.7 29. 7 31.1 30.5 32.9 37.0 22.0 25.7 34.2 32.1 27.7 30.2 20.1Subtotat 504.5 479.5 S58.0 644.8 627.9 610.9 609.9 621.8 510.2 480.2 502.7 463.3 534.9 509.3 511.4

Crude exports 378.9 363.1 449.5 485.3 472.0 410.8 378.8 383.4 320.9 330.2 354.6 295A 327.4 291.9 276.6
Crude avaltable for reffneries 125.6 116.4 108.5 159.5 155.9 200.1 231.1 238.4 189.3 150.0 148.1 168.2 207.5 217.4 234.8

Changes fin crxde stocks
(decrease a -) 0.7 3.0 .5.2 5.7 .3.6 14.1 38.2 44.7 6.7 -34.0 -42.6 -3'.6 -10.0 -16.4 -.54Refinery finput Cinctudirng swaps) 124.9 113.4 113.7 153.8 159.5 186.0 192.9 193.7 182.6 184.0 190.7 199.8 217.5 233.8 240.2

Refinery corsmmption 7.7 6.7 6.4 11.2 9.4 13.0 13.5 6.5 6.5 7.2 9.2 21.0 14.2 15.2 13.2
Refinery output 117.2 106.7 107.3 142.6 150.1 173.0 179.4 187.2 176.1 176.8 181.5 178.8 203.3 218.6 227.0

Exports of refined products 45.1 36.7 41.8 51.4 40.3 49.3 53.4 49.9 39.0 43.3 66.0 47.3 55.2 62.4 63.7
Waxy reside 41.3 32.6 35.2 42.1 36.3 48.9 51.0 47.9 33.7 40.5 49.9 32.1 34.9 42.2 45.3Bunker fuel, AVTUR, etc. 3.8 4.1 6.6 9.3 4.0 0.4 2.4 2.0 5.3 2.8 16.1 15.2 20.3 20.2 18.4

AvaitabLe for domestic consLapotion 72.1 70.0 65.5 91.2 109.8 123.7 126.0 137.3 137.1 133.5 115.5 131.5 148.1 156.2 163.3

Produt imports 12.8 15.0 30.4 18.3 16.9 15.0 22.0 42.6 28.0 23.5 5.0 2.7 5.4 10.3 13.3
Total spptly 84.9 83.0 95.9 109.5 126.7 138.7 148.0 179.9 165.1 157.0 120.5 134.2 153.5 166.5 176.6

.cnDomestic consuwption 67.9 77.5 87.7 98.5 113.0 134.3 141.8 156.0 161.1 155.5 157.6 155.3 152.8 162.9 171.3 to ct
Changs in refined stocka 17.0 7.5 8.2 11.0 13.7 4.4 6.2 23.9 4.0 1.5 -37.1 -21.1 0.7 3.6 5.3

/a PreLiminary figures.

Souv-.a: Ninistry of Mines and Eneroy, Directorate Generat Ofl & Gas.
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INOESIA

COUNTRY ECONONIC REPORT

Dmatic Soles of Petrolein Products, 1974-1988 /a

('000 bbls)

. ....................... ................................................. .. .. ................. ........................... ..... _............. .......................................... ..........................................

1974 1975 1976 1977 1978 1979 1980 1981 1982 1963 1984 1985 1966 1987 1988 /b

. ........ ............. ... ........... .................. .............. ........................... ... .... .. .............. ......................... .. ..... ...........

Aviation gas 139 139 143 128 134 134 130 110 103 83 73 66 63 56 60

Aviation turbo 2,150 2,579 2,758 2,913 3,494 3,656 4,355 4,869 4,899 3,686 4,374 4,442 3,806 4,199 4,445

Premiu gasoline 496 661 706 710 728 618 466 392 238 24? 523 738 1,024 1,431 1,838

Regular gasotfne 12,787 14,284 15,606 17,356 t9,608 21,295 23,321 25,648 25,709 24,380 24,909 25,206 27,083 29,048 30,855

Kerosene 26,769 30,623 33,259 36,880 41,717 45,457 48,975 52,497 51,778 48,224 45,213 43,954 43,618 43,352 44,664

Motor diesel 14,524 18,023 22,749 27,041 31,709 34,59S 40,116 44,737 48,918 49,790 48,567 47,682 47,421 54,075 59,143 0°

Industrial diosel 4,022 4,673 5,429 6,239 6,744 7,581 7,829 9,391 9,311 9,978 10,285 10,329 8,855 8,319 8,809

Fuel ofl 8,755 7,844 8,222 10,296 11,061 13,626 15,739 17,S87 19,341 21,149 23,625 22,863 18,004 19,054 18,097

Total 69,642 78,826 88,672 101,563 115,195 126,962 140,931 155,231 160,297 157,537 157,569 155,280 149,874 159,534 167,911

..... ..... .. . ..... ..... ... ...... ... ................... ....... ............. ....... ............. ....... ............. ....... .............................. ...... ........... ....... ............. ....... ...... .......

/a Excludino lubrfeating oll ond simflar products.
lb Preltminary figures.

Source: Ministry of Nines ond Energy, Directorate General OIl end Gas.
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Table 9.1

COUNTRY ECOOIOIC REPORT

Cowtaer Price Indux, 1979 - 1988 /a

'April 1977 - March 1978 a 100)

............... ............................... w*......... .................. ........ .............. __._

End of Foodstuff Rouring ClothIng Others Total Change ()

................. .................................... ... .... ..... ......... ...... ............ ,._

1979 141.1 140.9 168.2 137.7 143.1 21.8 /b

1980 165.6 168.7 190.8 159.1 167.6 17.1

1981 179.3 182.3 198.2 168.8 179.8 7.3

1982 192.7 209.5 205.0 189.3 197.9 10.0

1983 212.7 238.1 214.0 221.5 221.5 12.0

1984 226.4 270.0 220.6 26.S 241.6 9.1

1965 230.9 289.4 228.0 259.7 252.2 4.4

1986 2#3.9 302.9 250.4 275.0 275.3 9.2

1987 296.t 321.5 270.4 297.9 300.8 9.2

1988 320.1 335.4 230.0 307.4 317.6 5.6

=._.__.._._.... _............ ......... ........... _._.............. .... ...... _._._. ...........

/a The cosumer prfie Index for Indwws1 hws been used con 1ing Narch 1979 to
replace the Jakarta cost of living It..

/b Percentage change of CPI for the period Jaumary through Deceber 1979 using the
rate of increas of the Jakarta coSt of living lndex for period January through
March 1979.

Source: Central luresu of Statistfcs.
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Table 9.2

INESIA

MAU.TRY ECONIC RET
....... ............. _

Indoneslo Wholestle Price Index. 1983-1988 /a
............................... .......................................... ...... ..........

(1963 * 100)

.................. .......... .. .... .. ......... ....................................... .............. .............................. ------

Sectors /b 1983 1984 1985 1986 1987 1988

.. . ................. ................................ ............................... . ............................... ...........

Agriculture (44) 100 113 118 128 145 163

Nining & quarrying (6) 100 109 117 125 132 143

NanufacturIng (140) 100 108 115 123 143 156

Imports (53) 100 113 119 129 158 163

Exports (38) 100 112 113 85 118 125
------- ... ... -. .. ... ---

Exetudifng petrolem (34) 100 1 115 130 170 183
Petroleus (4) 100 112 113 73 103 108

eneral Index (281) 100 111 116 116 142 151
................... ... . .... ... .... ....... ... ---. ... .......... . ......

General index excluding
exports (243) 100 111 11 127 149 160

General Index excluding Imports &
ex;orts of petroleu (224) 100 110 116 125 146 161

........... ...................... ............ ......................... ...... ........... ........ ............. ...................... ........

/a This new index replaces the previous WI based on 1975.
Ftiures show the average for year.

/b Figures within brackets *.( indicate the nqsber of items
represented In that sector.

Source: Central Bureou of statistics.



INOOESIA
I.........

CUOUTRY ECCUtiIC REPORT
.......................

Domestic Prices of Petroleum Products. 1974-198
.. ... .............. ........................................................ 

(Rp.ftiter)

,,,,,,,,,,,,,,,,,,,.,,,,..................................................................................................... ...... ........... . .................. ,^....................................... 

1974 1975 1976 1977 1978 199 1980 /a 1981 1982 /b 1983 /c 1984 /d 1985 s 19tS 1987 1988

........................ .. _ _ ................... ................ ..............................................

Aviation as S0 62 70 70 70 100 150 150 240 300 300 330 250 250 250

Aviation turbo S0 62 70 70 70 100 150 150 240 300 300 330 250 250 250 4

Premium gasoline 55 67 90 90 90 140 220 220 360 400 400 440 440 440 440

Regular gasoline 46 57 70 70 70 100 1S0 150 240 320 350 385 385 385 385

Kerosene 13 16 18 18 18 25 38 38 60 100 150 165 165 165 165

Yotor dfesl 19 22 25 25 25 35 53 53 85 145 220 242 200 200 200

Industrial desel 13 19 22 22 22 30 45 45 7b 125 200 220 200 200 200

Fuel olt 12 19 22 22 22 30 45 45 75 125 200 220 200 200 200

......................................... ............................................................................................ ,g...........................................................................................

/a From Py 1980.
/b Price Increased on January 1.
he Price Increa4ed on Jenuary 7.
/d Price Incressed on Janmary 12.
/a Price Increased an April 1, due to the application of 10X VAT.

Source: Ninistry of Nines and Energy, Directorate General Oil and Gas.
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INDONESIA

CtWNTRTY EcoanIC REPORT

Appnoved Foreign newestusnt by Sector, 1977-1928 Je
C(USS ittion)

Seetor 1977 1978 1979 1960 1981 1982 1983 1981 1985 1986 1957 1985
.............................. ................................................................. ......................... *...

Agrfwcuture 21.4 3.0 16.2 56.0 25.0 9.0 9.8 0.2 9.0 125.9 116.7 7.7

Forestry 78.5 38.6 M2.1 8.2 '15.2 32.4 0.0 0.0 0.0 4.6 26.3

fIshery 2.7 23.1 21.1 2.9 21.6 3.0 20.9 0.0 11.3 3.9 12.0 4S.7

Nining & quarrying 200.5 38.1 65.5 3.0 28.5 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Zmnufacturing 327.4 274.8 1,157.? 779.9 833.8 1,120.0 2,615.2 1,001.7 687.3 536.7 852.3 3,182.0,,.,,,, ,, ,, ,,, ..̂............ ....... ......... ..... ......... . ..... .......... ------ ........ ... ...... ..... ....... .......

ersFs 40.8 5.4 i-, 3'j 4'. 4j2 i,f {j t i01
Cornstructian 0.8 54 0.5 7.7 48.8 11.0 43.5 17.0 122.3 64.7 42.2 2.4

Trade 8 hotels 7.0 9.7 3.0 38.6 0.0 17.0 78.0 84.0 0.0 0.0 196.0 404.6
........ Ei................................. ... , .... .. ... .. ... ...--..---... ..... ........ . ........ ..... .....
NhOlysale trade 7 8 9 38 38:8 8:8 17 8 7I:8 8 88 8:8 8:8 198: 8 402a

Troneport & coumacatlons 0.0 0.0 0.2 25.1 0.0 0.0 0.0 4.2 0.0 70.0 213.0 2.5
Reas estate and business 20.3 4.4 43.9 0.0 18.2 204.2 108.3 0.0 28.9 25.0 20.3 117.3

Total 608.6 397.1 "320.2 912.4 91.1 369.6 .2 111 858.8 826.; =: 

/a Intended CapitaL Investment. Amomt represents original approvals plus expaIons mnus cancellations.
Source: Bank Indonesia and Investment Coordinating Boari (CP).

I-ft
.- t



I1DONESIA

COWNTRY ECONONIC REPORT

!qUlementatlan of Foreign Investment by Sector, 1977-1987 /a.. ................................................. ......................................................... ... .. .

(USS milLion)

................................................................................... .......................................................................................................................... ..................... ...

Sector 1977 t978 1979 1980 1981 1982 1983 1984 1985 1986 1987
......... _......................................................................................................................

.4griculture 12.5 10.1 4.3 14.5 13.0 5.8 6.7 4.1 3.7 4.0 10.9
Forestry 22.1 15.0 19.2 26.2 34.9 11.0 15.9 16.3 2.7 0.0 7.2
Fishery 2.8 13.5 10.5 7.9 0.4 9.0 5.8 0.7 0.2 0.0 0.0
Nining and quarrying 20.1 57.3 47.5 49.4 70.0 32.2 110.0 46.1 31.0 265.0 121.5
Namufacturfno 186.2 267.0 192.0 235.4 243.5 388.3 358.0 233.7 468.7 180.4 504.1

Trade & notels 6.2 17.2 4.3 0.4 2.9 0.0 2.1 7.2 8.7 7.3 0.0
,................... ... od I. ... ..... .. ... ... .. .... ... .. ...... . .. . ..... .

Trae o tSels 6.2d g7: 4. { °3 0.4° 2. 0. 2.81O L7.2 8.7 7.3 0.0retrade21 i2: i2:2 8: i;4 
Transprt & comiunicatfon 2.0 4.7 21.9 4.8 1.3 0.0 0.0 2.4 1.0 0.0 0.0

caio R 28 : 4:7 8: 8 8: 8 i o:8 8:8 8:8
ReaVse ast usiness servIces 3.9 19.0 6.9 7.2 12.4 6.1 17.9 77.0 80.8 27.9 13.0

Total 258.8 405.2 318.6 346.6 379.0 459.3 516.9 388.0 598.6 490.0 723.3uam -~~~~~~~~~~U== === _== SC==mu u
...................................................................... 

............ ................................................................................................... 
................................

/a Excluding investment in petroleL and banking sectors.
Source: Bank Indonesia and Investw ent Coordinating Board (MN).
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INDO#ESIA

COWNTRY ECONOMIC REPORT

Approved ownestic Investment by Sector, 1977-1988 /a
... .. . . .. . . .. . ... .... ...... .... ..

(Rp billion)

. . ... .. ...................... ..... .... ........ ... ................. ... .. ... ..... ..

Sector 1917 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987 1988
................ .. ..... ............... ... .... ....... ... .... ......................................

Agriculture, fisheries
and livestock 49.4 100.4 39.0 30.0 60.0 62.0 681.0 277.0 899.1 1,879.4 2,885.4 2,697.7

Forestry 64.0 58.5 80.0 115.0 175.0 93.0 149.3 19.0 36.5 20.7 640.1 486.6

Nining 0.0 18.3 33.0 55.0 13.0 52.0 578.1 7.8 37.6 89.0 289.7 110.5

Manufacturing 401.4 531.2 580.0 1,093.0 1,306.0 1,419.0 3,791.5 1,332.3 1,632.2 1.842.3 5,518.1 9,746.8
.......... .. ..... ..... ..... ..... .. ....... ....... ....... ....... ....... ....... ....... .......

Textiles 75.0 167.6 61.0 162.0 195.0 110.0 103.5 127.0 97.0 262.5 1,288.7 2,308.9
ChemicaLs 98.7 103.0 141.0 57.0 193.0 205.0 765.9 272.0 928.1 7M3.4 2,046.6 3,038.7
Electrical goods 0.u 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other manufacturing 227.7 260.6 378.0 874.0 918.0 1,104.0 2,922.2 933.3 607.1 806.4 2,182.8 4,399.2

Construction 0.0 2.6 5.0 4.0 8.0 16.0 195.3 67.1 270.1 74.4 49.6 31.4

Hotels 4.1 11.6 13.0 10.0 54.0 76.0 255.2 213.9 311.5 17.0 138.8 S37.0

Real estate 35.2 15.0 6.0 16.0 5.0 74.0 204.0 31.0 168.4 18.6 23.4 811.2

Others /b 19.9 24.2 18.0 35.0 70.0 157.0 1,151.0 1.0 394.3 475.3 719.9 494.7

Totat 574.0 761.8 774.0 1,358.0 1,691.0 1,949.0 7,005.4 1,949.0 3,749.7 4,416.7 10,265.0 14,915.9

/a Figures refer to intended capital investments, and represent original approvals plus approved
expansion minus cancellations. w ¢/b Includes transportation sector.

Source: Investment Coordinating Board.
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INDOUEIA

attonmal. Mecats Sum at Cutr Prices, 1977-1987
-------------------------------- _-----------_--.------

(In billions of national currency units)

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987

Or4Ia nd Use of Resouroes
___________________________

A.1. GOP at market prices 20,084.0 24,002.0 34,245.0 48,914.0 58,421.0 62,646.0 73,698.0 87,055.0 94,721.0 95,823.0 113,014.0
2. net indirect taus 846.0 1,029.0 1,305.0 1,635.0 1,752.0 2,133.0 2,547.0 -- -- -- --

3. ¢DP St factor coat 19,238.0 22,973.0 33,040.0 47,279.0 56,649.0 60,514.0 71,151.0 -- -- -- --

4. Agriclture 5,940.0 6,745.0 9,574.0 11,726.0 13,649.0 15,001.0 17,696.0 20,334.0 22,413.0 24,696.0 29,337.0
5. Induatry 6,880.0 8,578.0 12,944.0 20,405.0 24,076.0 23,745.0 27,301.0 32,479.0 34,391.0 30,080.0 37,814.0

S. lkanufacturing 2,115.0 2,816.0 4,003.0 6,353.0 7,067.0 7,482.0 8,211.0 11,082.0 12,904.0 13,585.0 15,932.0
b. Ninla and quarepy 3,521.0 4,263.0 6,866.0 11,238.0 13,218.0 12,153.0 13,968.0 15,986.0 15,404.0 10,274.0 14,747.0
a. Other (by difference) 1,244.0 1,499.0 2,075.0 2,813.0 3,792.0 4,110.0 5,122.0 5,412.0 6,083.0 6,221.0 7,135.0

6. Services, etc. 7,264.0 8,680.0 12,027.0 16,783.0 20,695.0 23,901.0 28,701.0 34,241.0 37,917.0 41,047.0 45,863.0

B.1. Resource balae 969.0 587.0 2,402.0 6,277.0 2,367.0 253.0 -787.0 4,35S.0 1,834.0 298.0 3,161.0
2. Exports of CNY8 4,824.0 5,317.0 10,148.0 16,162.0 16,402.0 15,325.0 20,448.0 22,989.0 21,671.0 21,165.0 29,779.0
3. Imports of G03S 3,855.0 4,730.0 7,746.0 9,886.0 14,034.0 15,071.0 21,235.0 18,627.0 19,838.0 20,867.0 26,618.0

C.1. D mestic absorptlon 19,116.0 23,416.0 31,943.0 42,637.0 56,054.0 62,393.0 74,485.0 82,697.0 92,887.0 95,525.0 109,853.0 a

D.1. Total consuuption, ete 14,419.0 17,682.0 22,794.0 30,742.0 38,745.0 45,152.0 52,817.0 60,520.0 67,751.0 71,920.0 81,202.0
2. Private, ete 12,422.0 15,126.0 19,516.0 25,595.0 32,29.0 37,924.0 40,739.0 51,399.0 56,858.0 60,591.0 69,439.0 00

a. Statiaticl1 dLicrepenu 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. General to"ent 1,997.0 2 556.0 3,277.0 5,148.0 6,452.0 7,229.0 8,077.0 9,122.0 10,693.0 11,329.0 11,784.0

E.1. Gross domste lnvestmnt 4,069.0 5,734.0 9,150.0 11,895.0 17,309.0 17,241.0 i1,668.0 22,177.0 25,136.0 23,606.0 28,650.0
2. Fixed vstent -- -- 7,668.0 10,550.0 14,135.0 15,822.0 18,974.0 19,625.0 19,618.0 20,806.0 24,616.0
3. Increase ln stocks -- -- 1,482.0 1,345.0 3,175.0 1,419.0 2,695.0 2,552.0 5,518.0 2,800.0 4,035.0

random Items:

C.1. Net factor Income -336.0 -462.0 -1,484.0 -2,011.0 -1,925.0 -3,036.0 -3,360.0 -4,168.0 -3,932.0 -4,053.0 -6,041.0
2. Not current trasfers 0.0 0.0 0.0 0.0 0.0 0.0 9.0 54.0 68.0 91.0 184.0
3. ¢ross national product 19,749.0 23,540.0 32,860.0 46,903.0 56,496.0 59,611.0 70,338.0 82,887.0 90,789.0 91,771.0 106,973.0

R.1. cross dmetic saving 5,005.0 6,321.0 11,551.0 18,171.0 19,676.0 17,494.0 20,881.0 26,534.0 26,970.0 23,903.0 31,812.0
2. Gross national savLo 5,330.0 5,858.0 10,067.0 16,160.0 17,751.0 14,458.0 17,531.0 22,421.0 23,106.0 19,942.0 25,955.0

I.1. mports of 03M8 as per 301 4,513.0 4,974.0 9,629.0 13,849.0 15,034.0 13,394.0 17,490.0 21,876.0 21,515.0 19,507.0 30,958.0
a. DIffec vrlth 3IA M) -7.0 -7.0 -5.0 -17.0 -9.0 -14.0 -17.0 -5.0 -1.0 -8.0 4.0

2. Laportt of 03M8 as per so1 S,865.0 4,742.0 7,555.0 10,080.0 13,608.0 15,025.0 20,037.0 19,786.0 19,813.0 20,770.0 27,386.0
a. Differme wlth NA (1) 0.0 0.0 -3.0 2.0 -3.0 0.0 -6.0 6.0 0.0 0.0 3.0 , X

3. Net factor Inc. as per so0 -678.0 -867.0 -1,484.0 -2,011.0 -1,941.0 -1,980.0 -3,319.0 -4,166.0 -3,934.0 -4,125.0 -7,205.0 P r
a. Dlff. ui NA (I of 1.1) 8.0 8.0 0.0 0.0 0.0 -8.0 0.0 0.0 0.0 0.0 4.0 c0 9

4. net current tresfer ma per 80P 0.0 0.0 0.0 0.0 0.0 0.0 9.0 54.0 68.0 91.0 184.0 0 e
a. Dlff. v INA (X of I.1) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 w

Exchene rates F'

J.1. 1n conversion rate 415.0 442.1 623.1 627.0 631.8 661.4 909.3 1,025.9 1,110.6 1,282.6 1,643.8 a-
2. SC Conversidn rate 415.0 442.1 623.1 627.0 631.8 661.4 99.3 1,Q25.9 1,110.6 1,282.6 1,643.8

oflraI item

op at MP (Currt KI11 us$) 48,395.1 54,298.2 15,122.6 78,013.3 92,474.0 94,715.2 81,052.4 84,857.1 8$,288.0 74,710.1 68,751.5 X

…------------------_-----------,---------------------------_---_--__------_--__--_---------------------….--_-----_-----------------------------___--------



INDONSEIA

COUNTRY SCONOSUC REPORT
_______________________

Ratianal Accounts Suary at Constant 1983 Prlces, 1977-1987
-----------------------------------------------------------

(In blllons of national currency units)

------------------------------------ _------------------------__--------------__------------------------------------------------------------__------------

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
------------------------------------------------------------------- __--------__------------------------------------------------------------------__------

OrlSin and Use of Resources

A.1. CDP at market prices 54,023.5 58,189.9 61,777.0 66,674.9 71,613.2 71,377.3 73,697.7 - 78,144.5 80,119.7 83,318.3 86,127.6
2. Not lndirect taxes 2,275.6 2,494.6 2,347 3 2,228.7 2,147.6 2,430.3 2,547.0 -- -- __ __
3. GDP at factor cost 51,747.9 55,695.3 59,429.7 64,446.1 69,465.6 68,947.0 71,150.7 -- -- -- --
4. Agriculture 13,674.8 14,381.2 15,338.1 16,399.2 17,187.0 17,370.9 17,696.2 18,431.1 19,209.0 19,707.4 20,252.8
5. industry 23,820.1 24,619.1 25,575.3 27,544.1 28,947.2 26,679.4 27,300.7 29,503.1 29,761.6 31,066.1 31,566.8

a. Manufacturing 4,372.0 5,107.5 5,952.0 7,304.4 7,878.4 7,973.1 8,211.3 9,770.3 10,678.2 11,181.5 12,020.3
b. Mining and quarrying 16,691.4 16,363.8 16,092.6 16,077.8 16,340.1 13,876.2 13,967.9 14,788.7 13,980.5 14,629.7 13,983.0
a. Other (by difference) 2,756.8 3,147.8 3,530.7 4,161.9 4,728.7 4,830.1 5,121.5 4,944.1 5,102.9 5,254.9 5,563.5

6. Services, etc. 16,528.6 19,189.6 20,863.6 22,731.5 25,478.9 27,326.9 28,700 7 30,210.2 31,149.0 32,544.7 34,307.9

B.1. Resource balance 13,191.3 12,061.3 11,263.8 11,316.4 1,566.6 -646.5 -787.4 4,018.3 1,919.3 2,838.7 5,652.5
2. Exports of GUYS 24,015.5 24,254.9 24,810.4 26,182.0 21,456.7 19,524.1 20,447.' 20,562.6 18,915.1 21,636.5 25,279.2
3. Imports of GCYS 10,824.2 12,193.6 13,546.6 14,865.6 19,890.1 20,170.6 21,235.1 16,544.3 16,995.8 18,797.8 19,626.7

C.1. DomestLe absorption 40,832.1 46,128.6 50,513.2 55,358.4 70,046.6 72,023.8 74,485.1 74,126.2 78,200.4 80,479.6 80,475.1 1

D.1. Total consumption, etc 31,137.6 34,976.1 38,234.7 42,910.9 47,249.5 50,401 9 52,816.5 55,251.3 57,032.1 58,879.1 61,341.2 Co
2. Private, etc 2,6778.0 29,848.1 32,491.4 36,036.9 39,698.8 42,171.6 44,739.2 46,898.3 48,040.9 49,637.8 52,115.5

a. StatistLeal discrepancy 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. General goverent 4,359.6 5,128.0 5,743.3 6,874.0 7,550.7 8,230.3 8,077.3 8,353.0 8,991.2 9,241.3 9,225.7

E.1. Gross domestic investment 9,694.5 11,152.5 12,278.5 12,447.5 22,797.0 21,621.8 21,668.5 18,874.8 21,168.2 21,600.4 19,133.8
2. Fixed Investment -- * -- 12,381.8 15,646.0 17,658.7 18,740.3 18,973.8 17,847.5 16,768.1 17,333.5 18,101.6
3. Increase in stocks -- -- -103.3 -3,198.5 5,138.3 2,881.5 2,694.7 1,027.3 4,400.1 4,266.9 1,032.2

Nemorandum Item s

0.1. Net factor income -4,452.5 -5,039.6 -6,031.6 -5,686.4 -4,942.4 -2,995.9 -3,359.7 -3,702.1 -3,580.4 -3,650.7 -4,454.2
2. Net current transfers -- -- -- -- -- -- 9.1 48.8 57.3 79.2 140.3
3. Gross national product 49,571.0 53,150.3 55,745.4 60,988.4 66,670.8 68,381.3 70,338.0 74,442.4 76,539.3 79,667.6 81,673.4

5.1. gross domestlc savlng 12,414.6 12,665.3 16,478.4 21,886.0 26,151.7 21,960.5 20,881.1 22,745.2 22,739.1 21,868.7 21,464.6
2. Gross national saving -- -- -- -- -- -- 17,530.5 19,091.9 19,216.0 18,297.2 17,150.7

I.1. Capacity to import 13,544.3 13,706.4 17,746.5 24,304.1 23,244.8 20,509.3 20,447.7 20,414.7 18,566.7 19,066.1 21,957.5
2. Terms of trade adjustment -10,471.2 -10,548.5 -7,063.9 -1,877.9 1,788.1 985.2 0.0 -147.9 -348.4 -2570.4 -3321.7
3. Gross domestic lncome 3,552.3 47,641.4 54,713.1 64,796.9 73,401.3 72,362.5 73,697.7 77,996.6 79,771.3 80,747.8 82,805.9
4. 3ross national Income 39,099.8 42,601.7 48,681.5 59,110.5 68,458.9 69,366.5 70,338.0 74,294.5 76,190.9 77,097.1 78,351.7 ,; C

J. GDP at current MP 20,084.4 24,002.5 34,344.7 48,913.5 58,421.3 62,64d.5 73,697.7 87,054.9 94,720.9 95,823.2 123,019.8 t P
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Implicit Deflators for National Accounts, 1977-1987
------------------------------------------------- _-

(In national currency 1983 - 100)

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
------------------------------------------------------------------- __--------__-------------------_----------------------------_-___

Origin and Use of Resources
___________________________

A.1. CDP at market prices 37.2 41.2 55.6 73.4 81.6 87.8 100.0 111.4 118.2 115.0 131.2
2. Net indirect taxes 37.2 41.2 55.6 73.4 81.6 87.8 100.0 -- -- -- --
3. GDP at factor cost 37.2 41.2 55.6 73.4 81.6 87.8 100.0 -- --
4. Agriculture 43.4 46.9 61.1 71.5 79.4 86.4 100.0 110.3 116.7 125.3 144.9
5. Industry 28.9 34.8 50.6 74.1 83.2 89.0 100.0 110.1 115.6 96;8 119.8

a. Manufacturing 48.4 55.1 67.3 87.0 89.7 93.8 100.0 113.4 120.8 121.5 132.5
b. Miaing and quarryLng 21.1 26.0 42.7 69.9 80.9 87.6 100.0 108.1 110.2 70.2 105.5
c. Other (by difference) 45.1 47.6 58.8 67.6 80.2 85.1 100.0 109.5 119.2 118.4 128.2

6. ServLces, etc. 44.0 45.2 57.6 73.8 81.2 87.5 100.0 113.3 121.7 126.1 133.7

B.1. Terms of Trade (PxlPm) 56.4 56.5 71.5 92.8 108.3 105.0 100.0 99.3 98.2 88.1 86.9
2. Exports of G8FS 20.1 21.9 40.9 61.7 76.4 78.5 100.0 111.8 114.6 97.8 117.8
3. Imports of GWS 35.6 38.8 57.2 66.5 70.6 74.7 100.0 112.6 116.7 111.0 135.6

C.1. Domestic Sbsorption 46.8 50.8 6S.2 77.0 80.0 86.6 100.0 111.6 118.8 118.7 136.5

D.1. Total consumption, etc 46.3 50.6 59.6 71.6 82.0 89.6 100.0 109.5 118.8 122.1 132.4 o
2. Private, etc 46.4 50.7 60.1 71.0 81.3 04.9 100.0 109.6 118.4 122.1 133.2
3. Genergl government 45.8 49.9 57.1 74.9 85.4 87.8 100.0 109.2 121.2 122.6 127.5

E.1. Gross domestic nvestment 48.4 51.4 74.5 95.6 75.9 79.7 100.0 117.5 118.7 109.3 149.7
2. Fixed lnvestent -- -- 61.9 67.4 80.0 84.4 100.0 110.0 117.0 120.0 136.0
3. Increase in stocks -- -- -1,434.5 -42.0 61.8 49.2 100.0 248.4 125.4 65.6 390.9

Memorandum Items:
_________________

F.1. Net factor income 7.5 9.2 24.6 35.4 38.9 101.3 l00.0 112.6 109.8 111.0 135.6
2. Net current transfers -- -- -- -- -- -- 100.0 111.4 118.2 115.0 131.2
3. Gross national product 39.8 44.3 S8.9 76.9 84.7 87.2 100.0 111.3 118.6 115.2 131.0

G.1. Gross d4mestic saving 45.6 49.9 70.1 83.0 75.2 79.7 100.0 116.7 118.6 109.3 148.2
2. Gross national saving -- -- -- -- -- -- 100.0 117.4 120.2 109.0 151.3

R.1. IEC maerch. trade indces
2. X prlces (Pn) US$, 1980-100 47.8 48.3 69.2 100.0 106.4 97.4 88.9 87.7 82.9 56.7 69.3
3. H prices (Pm) US$, 1980-100 63.7 73.5 84.7 100.0 101.4 96.7 9$.4 91.4 89.7 88.8 102.7

4. Terms of Trade (PxIP) 75.1 65.7 81.6 100.0 104.9 100.8 95.2 95.9 92.4 63.9 67.5 ,. e

____
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Balance of Paymets ISumary at Current Prices, 1977-1987
--------------------------------------------------------

(In millions of US dollars)

----------------------------------------------------------------- __----------__----------------------------------------------------------------__----------

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
-------------------------------------------------------.----------- __--------__------------------------------------------------------------------__---.----

A.l. Exports of OUNS 10,874.3 11,251.7 15,453.6 22,088.3 23,797.0 20,251.0 19,233.0 21,324.0 19,371.0 15,240.0 18,833.0
2. Merchandise (FOB) 10,759.9 11,018.9 15,138.4 21,761.6 23,348.0 19,747.0 18,689.0 20,754.0 18,527.0 14,396.0 17,991.0

a. of which: Manufacture 191.2 225.5 488.4 533.1 732.5 867.6 1,617.7 2,166.0 2,460.9 2,961.0 4,826.4
3. Ron-factor services 114.4 232.9 315.2 326.7 449.0 504.0 546.0 570.0 F44.0 844.0 842.0

B.1. Laports of GUFS 9,312.1 10,727.1 12,125.4 16,076.5 21,540.0 22,716.0 22,037.0 19,286.0 17,840.0 16,194.0 16,660.0
2. Merchandise (FTB) 7,473.3 8,382.1 9,240.4 12,598.8 16,542.0 17,854.0 17,726.0 15,047.0 12,705.0 11,938.0 14,263.0

a. of whlch: Manufacture 5,680.9 6,451.6 6,902.8 9,213.4 12,873.9 13,318.2 12,365.2 11,383.4 8,954.3 10,141.7 11,247.1
3. Vcn-factor sertvices 1,838.8 2,345.0 2,885.0 3,477.7 4, "8.0 4,862.0 4,311.0 4,239.0 5,135.0 4,256.0 2,397.0

C.1. Resource balance 1,562.1 524.6 3,328.2 6,011.8 2,257.0 -2,46530 -2,802.0 2,038.0 1,531.0 -954.0 2,173.0

D.1. Net factor lncome -1,633.4 -1,960.6 -2,382.4 -3,207.0 -_,073.0 -2, "3.0 -3,650.0 -4,061.0 -3,542.0 -3,216.0 -4,383.0
2. Factor recelpts 51.4 57.6 82.7 119.7 1,081.0 1,023.0 631.0 828.0 768.0 732.0 709.0

a. of which labor income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. Factor payments 1,684.7 2,018.2 2,465.1 3,326.7 4,154.0 4,016.0 4,281.0 4,889.0 4,310.0 3,948.0 5,092.0 £

a. of vb. LT interest (DRS) 609.4 719.8 1,048.9 1,181.1 1,431.4 1,568.3 1,635.5 1,907.6 1,920.1 2,360.3 2,747.9 ,

E.1. Net current transfers (prv) 0.0 0.0 0.0 0.0 0.0 0.0 10.0 53.0 61.0 71.0 112.0 i
2. Tramnfer receipts 0.0 0.0 0.0 0.0 0.0 0.0 10.0 53.0 61.0 71.0 112.0

a. of vh. workers remit. 0.0 0.0 0.0 0.0 0.0 0.0 10.0 53.0 61.0 71.0 112.0
3. Transfer payments 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0

F.1. Curr.Acct.Bal exc.off.trans -71.2 -1,436.0 945.7 2,804.8 -816.0 -5,458.0 -6,442.0 -1,970.0 -1,950.0 - 4,099.0 -2,098.0

0.1. Long-term capltal lnflow 1,515.4 1,600.1 1,348.8 2,348.9 2,401.0 5,230.0 5,427.0 3,095.0 1,907.0 3,070.0 3,134.0
2. Net direct invest ent 234.7 279.2 226.1 180.0 133.0 225.0 292.0 *22.0 310.0 258.0 425.0
3. Net official transfers 24.5 13.8 29.7 201.0 250.0 134.0 104.0 114.0 27.0 188.0 261.0
4. Net LT looan (DRS) 1,356.0 864.7 658.6 1,617.5 2,056.9 2,710.0 3,842.3 2,591.6 1,278.1 1,802.2 2,456.5

a. disbursemets 2,726.9 2,974.8 2,670.0 3,245.6 3,845.5 4,650.4 5,865.0 4,884.2 4,385.0 4,668.5 6,190.9
b. repayments 1,370.9 2,110.1 2,011.4 1,628.1 1,788.6 1,940.4 2,022.7 2,292.6 3,106.9 2,864.3 3,734.4

5. Other LT Inflows (net) -9n.7 442.4 434.4 350.4 -38.9 2,161.0 1,188.7 167.4 291.9 821.8 -8.5

K.1. Other ltems (net) -448.3 7.3 -850.2 -2,723.4 -1,959.0 -1,625.0 1,198.5 -143.9 553.2 25.6 108.0
2. Net short-term capital -393.0 141.4 -447.7 -818.2 -290.0 526.0 731.0 476.0 -98.0 1,295.0 -243.0
3. Capital flows n.e.i. 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
4. Errors and omissions -55.3 -134.2 -402.6 -1,907.3 -1,669.0 -2,151.0 467.5 -619.9 651.2 -1,269.4 351.0

1.1. Changes In net reserves -9"5.9 -171.3 -1,444.4 -2,428.2 374.0 1,853.0 -183.5 -981.1 -510.2 1,003.4 -1,144.0 , c
2. Use of IMF credit 0.0 0.0 0.0 0.0 0.0 0.0 445.1 -31.9 -367.0 5.2 600.0 rt
3. Other reserve changes -995.9 -171.3 -1,444.4 -2,428.2 374.0 1,853.0 -628.5 -949.1 -143.2 998.2 -1,744.0 u )

i- Ct

Memorandum ltems: 0 g.

J.1. X of Goods (UN Trade Sayst) 10,852.6 11,643.2 15,590.1 21,908.9 22,260.3 19,747.0 20,961.0 20,345.0 18,711.0 13,567.0 17,650.7 * *-
a. Difference wv BO (1) 1.0 6.0 3.0 1.0 -5.0 0.0 12.0 -2.0 1.0 -6.0 -2.0 A b

2. 1 of Goods (UN Trade Sgts) 8,495.0 9,493.0 1,0364.0 14,139.0 18,527.0 19,996.0 19,853.0 16,853.0 14,2P-.0 13,103.0 14,452.6 _ a
a. Dlfference vi BOP (Z) 14.0 13.0 12.0 12.0 12.0 12.0 12.0 12.0 12.0 10.0 1.0

R.1. Holdlngs of Reserves 
(IFS line ll.d+gold at LOl.pr.) 2,536.6 2,8,76.7 4,205.2 6 '03.0 6,248.0 4,562.7 4,902.6 5,730.0 5,989.2 5,264.7 7,094.9 (D
___________________________________________________________________________________________________________________________________________________________ X
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National Accounts Suinry at Contant 1980 Prices, 1977-1987

(In billions of national currency units)

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986 1987
------------------------------------------------------------------- __--------__----------_--------_-------_------_-----------------_--.-----_----__--------

OrLign cad Use of Resources
___________________________

A.1. GOP at market prices 39,627.0 42,688.7 45,317.2 48,913.5 52,544.7 52,360.6 54,067.8 57,339.3 58,780.1 61,133.3 63,196.0
2. let lndlrect taxes 1,669.4 1,830.1 1,722.0 1,635.0 1,575.5 1,782.9 1,868.5 -- -- -- --
S. CDP at factor cost 37,957.6 40,858.6 43,595.1 47,278.5 50,969.2 50,577.7 52,199.2 -- -- -- --
4. Agriculture 9,777.5 10,282.6 10,966.8 11,725.5 12,288.8 12,420.3 12,652.9 13,178.3 13,734.5 14,090.9 14,480.8
5. Industry 17,646.0 18,237.9 18,946.2 20,404.7 21,444.1 19,764.1 20,224.4 21,855.9 22,047.4 23,013.8 23,384.7

a. Nanufacturxtg 3,802.7 4,442.5 5,177.1 6,353.4 6,852.7 6,935.0 7,142.2 8,498.3 9,287.9 9,725.7 10,455.3
b. Minlng end quargyLn 11,667.2 11,438.2 11,248.6 11,238.3 11,421.7 9,699.4 9,763.5 10,337.2 9,772.3 10,226.1 9,774.0
c. Other (by difference) 2,176.0 2,357.1 2,520.5 2,813.0 3,169.8 3,129.7 3,318.7 3,020.5 2,987.2 3,062.0 3,155.4

6. Serivces, etc. 12,203.5 14,168.2 15,404.2 16,783.3 18,811.8 20,176.2 21,190.5 22,305.0 22,998.1 24,028.7 25,330.5

B.1. Resource balance 7,626.8 6,863.9 6,307.0 6,276.6 18.4 -1,361.1 -1,498.9 1,691.4 374.1 855.7 2,553.2
2. Exports of GUYS 14,824.8 14,972.6 15,315.5 16,162.2 13,245.3 12,052.3 12,622.4 12,693.3 11,676.3 13,356.3 15,604.9
3. Imports of GfYs 7,198.1 8,108.7 9,008.5 9,885.6 13,226.9 13,413.4 14,121.3 11,001.9 11,102.2 12,500.5 13,051.7

C.1. Dsmetic absorption 32,000.3 35,824.8 39,010.2 42,636.9 52,526.3 53,721.8 55,566.7 55,647.9 58,406.0 60,277.6 60,642.8 I

0.1. Total consumption, etc 22,736.5 25,167.8 27,277.1 30,742.4 30,742.1 33.060.5 34,860.8 37,611.6 38,178.2 39,636.8 42,359.1
2. Prlvate, *tc 19,471.7 21,327.6 22,976.2 25,594.7 25,087.6 26,897.2 28,612.0 31,356.4 31,445.0 32,716.3 35,450.3 N

a. Statistical discrepancy 0.0 0.0 0.0 0.M 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3. General goserment 3,264.8 3,840.2 4,301.0 5,147.7 5,654.5 6,163.4 6,048.8 6,255.3 6,733.2 6,920.5 6,908.8

1.1. Gross domestic investment 9,263.8 10,657.0 11,733.0 11,894.5 21,784.2 20,661.2 20,705.8 18,036.3 20,227.8 20,640.8 18,283.7
2. FLxed investment -- -- 8,348.8 10,549.8 11,906.9 12,636.2 12,793.7 12,034.2 11,306.4 11,687.7 12,205.6
3. Increase ln stocks -- -- 3,384.2 1,344.7 9,877.3 8,025.0 7,912.2 6,002.0 8,921.4 8,953.1 6,078.2

memorandum Itemst
_________________

G.1. Net factor income -1,574.4 -1,782.0 -2,132.8 - 2,010.7 -1,747.6 -1,059.4 -1,188.0 -1,309.0 -1,266.0 -1,290.9 -1,575.0
2. Net current transfers 20.1 10.8 24.4 126.0 142.0 74.1 6.7 35.8 42.0 58.1 102.9
S. Gross natinal product 38,052.6 40,906.7 43,184.4 46,902.8 50,797.1 51,301.3 52,879.8 56,030.2 57,514.1 59,842.5 61,621.0

H.1. Grose domestic saving 11,072.7 11,66S.0 14,525.9 18,171.1 24,015.1 20,886.5 20,182.2 20,610.1 21,272.4 20,819.2 19,833.7
2. Gr"ss national saving 9,518.4 9,891.8 12,417.6 16,286.4 22,409.5 19,901.2 19,000.9 19,336.9 20,048.5 19,586.4 18,361.7

I.1. capacity to i port 9,007.0 9,114.7 11,801.4 16,162.2 15,457.8 13,638.7 13,597.7 13,575.8 12,346.9 12,678.9 14,601.7
2. Terms of tre adjwustment -5,817.9 -5,857.9 -3,514.1 0.0 2,212.5 1,586.4 975.3 882.4 670.5 -677.4 -1,003.2
3. Gross domestic income 33,809.1 36,830.8 41,803.1 48,913.5 54,757.2 53,947.0 55,043.0 58,221.7 59,450.6 60,456.0 62,192.8
4. Gross national income 32,234.7 35,048.8 39,670.3 46,902.8 53,009.6 52,887.7 53,855.1 56,912.7 58,184.4 59,165.1 60,617.8 ,..Gn
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IWplLelt Deflatore for National Accounts, 1977-1987

(In national currency 1980 - 100)

1977 1978 1979 1980 1981 1982 1983 1984 2985 1986 1987

Origin and Use of Resources

A.l. CDP at market prices 50.7 56.2 75.8 100.0 111.2 119.6 136.3 151.8 161.1 156.7 178.8
2. Xet Ladirect taxes 50.7 56.2 75.8 100.0 111.2 119.6 136.3 -- -- -- --
S. GDP at factor cost 50.7 56.2 75.8 100.0 111.2 119.6 136.3 -- -- -- --
4. ASrcLulture 60.8 65.6 85.5 100.0 111.1 120.8 139.9 154.3 163.2 175.3 202.6
5. Industry 39.0 47.0 68.3 100.0 112.3 120.1 135.0 148.6 356.0 130.7 161.7

a. Manufacturing 55.6 63.4 77.3 200.0 103.1 107.9 115.0 130.4 138.9 139.7 132.4
b. MInUig and quarrying 30.2 37.3 61.0 100.0 115.7 125.3 143.1 154.6 157.6 100.5 150.9
a. Other (by difference) 57.2 63.6 82.3 100.0 119.6 131.3 154.3 179.2 203.6 203.2 226.1

6. Servlces, *tc. 59.5 61.3 78.1 100.0 110.0 118.5 135.4 153.5 164.9 170.8 181.1

B.1. TenS of Trade (Px/Pm) 60.8 60.9 77.1 100.0 116.7 113.2 107.7 107.0 105.7 94.9 93.6
2. BEports of 0175 32.5 35.5 66.3 100.0 123.8 127.2 162.0 181.1 185.6 158.5 190.8
3. Imports of ofFS 53.6 58.3 86.0 100.0 106.1 112.4 150.4 169.3 175.5 166.9 203.9

C.1. DomastL absorption 59.7 65.4 81.9 100.0 106.7 116.1 134.0 148.6 159.0 158.5 161.1

D.1. Total consumption 63.4 70.3 83.6 100.0 126.0 136.6 151.5 160.9 177.5 181.4 191.7
2. Private 61.2 66.6 76.2 100.0 114.1 117.3 133.5 145.8 161.8 163.7 170.3
3. General gtvero" nt 63.6 70.9 84.9 100.0 128.7 141.0 155.3 163.9 180.8 185.2 195.9

3.1. Gross dinestio Investment 50.7 53.8 78.0 100.0 79.5 83.4 104.6 123.0 124.3 114.4 156.7
2. FLxed anvestmeat -- -- 91.8 100.0 118.7 125.2 148.3 163.1 173.5 178.0 201.7
3. ncrease In stocks -- -- 43.8 100.0 32.1 17.7 34.1 42.5 61.9 31.3 66.4

MNeorandum Items:
_________________

F.1. Net factor Income 21.3 25.9 69.6 100.0 110.1 286.6 282.8 318.4 310.6 313.9 383.5
2. Not current transfer 0.0 0.0 0.0 0.0 0.0 0.0 136.3 151.9 161.2 156.8 178.9
3. Gross natlenal product 51.9 57.5 76.1 100.0 111.2 116.2 133.0 147.9 157.9 153.4 173.6

0.1. Cross domestic savLng 51.2 54.2 79.5 100.0 81.9 83.8 103.5 128.7 126.8 114.8 160.4
2. Gross natlonsI saving 56.0 59.2 81.1 99.2 79.2 72.7 92.3 115.9 115.2 101.8 141.4

3.1. * C omerch. trade ndlces
2. X prices (Px) US$. 1980-100 47.8 48.3 69.2 100.0 106.4 97.4 S8.9 87.7 82.9 56.7 69.3
3. K price (PMt) US8 1960-100 63.7 73.3 84.7 100.0 101.4 96.7 93.4 91.4 89.7 68.8 102.7
4. Tems of trade tP lPn) 75.1 65.7 61.6 100.0 104.9 100.8 95.2 95.9 92.4 63.9 67.5
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