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PREFACE

While in 1975/1976 the performance of

the Indonesian economy was unsatisfactory

because of special problems emanating

from both domestic and external factors, the

economy made good progress in 1976/1977.

Government policy to promote exports and

domestic production began to show results.

Domestic production in almost all fields in-

creased significantly so that Gross Domes-

tic Product rose faster than in the previous

year. Another factor in this progress was the

improvement in the world economy which

stimulated demand for Indonesia’s export

products. The value of Indonesian exports

rose substantially and achieved a record

level in 1976/1977. This, together with a re-

duced outflow of foreign exchange — par-

ticularly on account of smaller repayments

of PERTAMINA’s shortterm debts — gave

rise to a large balance of payments surplus.

As a result, the level of foreign exchange

reserves showed a sharp increase. The

progress in production, balance of payments

and foreign exchange reserves was accom-

panied by an improvement in the monetary

situation as reflected in the decline in the

rate of inflation.

The rate of inflation as measured by the

Jakarta cost of living index was 12 per cent

in 1976/1977. While this was still compara-

tively high, it constituted a substantial de-

cline from the two previous years when the

rate of inflation was about 20 per cent. The

reduced rate of increased in 1976/1977 was

attributable to improved supply and distri-

bution of certain essential goods, and to a

decline in the rate of expansion of liquid as-

sets as reflected in the money supply fig-

ures. While in 1975/1976 money supply in-

creased by 39 per cent, it expanded by only

27 per cent in 1976/1977. It should be noted

that the comparatively modest increase in

money supply occurred in the face of sub-

stantial expansionary pressure from the

balance of payments surplus, and was

achieved because of a large contractionary

effect exerted by the Government financial

operations.

Government financial policy has continu-

ally been directed towards economic devel-

opment and the maintenance of relative

monetary stability. In addition, this policy is

designed to increase employment and to

effect a more equal distribution of income.

To achieve these objectives, Government fi-

nancial policy continues to be based on a

balanced budget, and one which increases

in size from year to year. In 1976/1977 ac-

tual budget results rose by 35 per cent and

reached Rp 3,690 billion. Domestic receipts

exceeded routine expenditures by a sub-

stantial amount; as a consequence, public

saving was Rp 1,276 billion, which was 40

per cent higher than in 1975/1976. This large

rise in public saving coupled with increased

foreign aid, enabled the Government to fi-

nance substantially higher development ex-

penditures. These expenditures rose by 47

per cent to Rp 2,055 billion and constituted

56 percent of total Government expenditure

in 1976/1977, compared with only 37 per

cent during PELITA. 1)

1) First Five Year Development Plan 1969/1970
1973/1974
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Domestic revenues were satisfactory as

both oil receipts and non-oil revenues expe-

rienced substantial increases. Oil revenues

rose by 30 per cent to Rp 1,619 billion in

1976/1977. This increase resulted from

higher oil production and exports together

with a higher Government share in the rev-

enue from foreign oil companies’ operations.

Non-oil domestic receipts also showed an

increase of 30 per cent. This was attribut-

able mainly to an intensification of tax col-

lections and a higher level of production and

foreign trade activities.

It should be pointed out that in 1976/1977

actual Government receipts exceeded the

budgeted figure. This was due largely to

higher receipts from export tax, imports du-

ties, withholding tax and non-tax revenues.

Moreover, the Government succeeded  in

reducing  certain kind of expenditure below

originally budgeted levels. One example was

the reduction in expenditures on rice and

fertilizer subsidies which was made possible

by lower world market prices of rice and fer-

tilizer and to a decreased use of imported

fertilizer subsidies which was made possible

by lower world market prices of rice and fer-

tilizer subsidies which was made possible

by lower world market prices of rice and fer-

tilizer and to a decreased use of imported

fertilizer. These savings on expenditures and

the higher than budgeted receipts enabled

the Government to reduce its liabilities to

Bank Indonesia and to finance additional ex-

penditures while maintaining a balanced

budget. This was a positive contribution to

the above-mentioned monetary develop-

ments.

Within the framework of increasing em-

ployment opportunities outside the cities and

improving both the economic and non-eco-

nomic infrastructure, the Government con-

tinued to expand various kinds of expendi-

tures, especially through transfer payments

to the regions. Government expenditures for

regional development in 1976/1977 rose by

22 per cent. Part of this expenditure was

used to assist the rural population in their

efforts to improve the conditions of their vil-

lages through laborintensive activities. Simi-

larly, construction of primary schools and

public health clinics continued to increase

significantly. To encourage the construction

and renovation of market place and to pro-

mote reforestation, the Government started

to give subsidies through special programs

under a Presidential Decree.2) Moreover, in

its efforts to assist small businessmen, the

Government began to provide resources to

finance loans to petty  traders (Kredit

Candak Kulak) in addition to a small credit

program (known as Kredit Mini) which was

started several years ago.

As mentioned above, money supply in-

creased by 25 per cent  (Rp 383 billion) in

1976/1977. While in the pervious year the

foreign sector had a contractionary effect,

in 1976/1977 this sector constituted the most

important expansionary factor adding Rp

478 billion to domestic liquidity. This was

caused by a substantial increase in foreign

exchange reserves resulting from the bal-

ance of payments surplus. Another expan-

2) Known as the INPRES programs.
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sionary factors was the rise of Rp 356 bil-

lion in bank credit to Government entities

and enterprises, although the increase was

far below the previous year’s figure (Rp 927

billion). The smaller increase was related to

PERTAMINA’s improved financial situation

which required much less borrowing espe-

cially to repay its external short-term debts.

Another expansionary factor was loans to

private enterprises and individuals which

increased by Rp 321 billion. This increase,

however, was well below the previous year’s

figure. Offsetting the expansionary factors,

the increase in time and savings deposits

and Government financial operations ex-

erted sufficient contractionary impact so that

the rate of increase in money supply in 1976/

1977 was much lower than in 1975/1976.

During the past few years the largest in-

flationary pressures have originated from

bank credits to both private companies and

Government entities and enterprises. It is,

therefore, understandable that a main instru-

ment in controlling inflation has been the

credit ceiling policy. Taking into account the

desires rate of economic growth and the

developments in the balance of payments,

the annual ceiling on the expansion of credit

and banks’ net other assets has been de-

termined each year since April 1974 with

the objective of achieving a tolerable rate of

inflation. For 1976/1977 the ceiling on credit

expansion was fixed at Rp 508 billion or a

27 per cent increase over 1975/1976. How-

ever, the actual increase in credits and

banks’ net other assets was only Rp 407

billion or 22 per cent, compared with 25 per

cent in the previous year. As was the case

in  1975/1976, the relatively small increase

was a result of the cautious attitude of banks

in evaluating loan applications which, in turn,

could be attributed to the more intensive

supervisions by Bank Indonesia.

To enhance the effectiveness of the

quantitative credit policy, the monetary au-

thorities continued to implement and im-

prove the allocation of credits to priority sec-

tors and activities. Considering the weak-

ness of the export sector in 1974/1975 and

1975/1976, which was due mainly to the

world economic situation, the Government

took measures to promote export  activities.

One measure was a lowering of the interest

rate on export credit from 15 per cent to 12

per cent per annum starting from APRIL 1,

1976. To assist the commercial banks in

implementing this change, Bank Indonesia

reduced the rate of  interest on its refinanc-

ing facility for export credit from 10 per cent

to 5 per cent a year.

The selective credit policy aimed at pro-

moting small and medium enterprises and

labor-intensive activities was continued and

expanded. This was reflected in the setting

up of a program to assist petty traders by

providing credits on soft terms and with

simple procedures. A special credit program

aimed at enabling traders to rent market

places at reduced costs was introduced.

Under this program credits on soft terms are

being extended to construct and renovate

market places.

To increase the effectiveness of the small

investment credit program (KIK) and the
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permanent working capital credit program

(KMKP), the maximum loan available under

these programs was increased from Rp 5

million to Rp 10 million starting in February

1977. The KlK and KMKP programs have

expanded substantially. The value of loans

approved under the KIK program increased

by 62 per cent in 1967/1977 and the num-

ber of borrowers rose by 55 per cent to more

than 30,000. The KMKP program has de-

veloped even more rapidly. The value of ap-

proved KMKP loans increased by 83 per

cent and the number of borrowers rose by

12-1 per cent and reached almost 184,000

at the end of March 1977. It should be added

that the KIK and KMKP programs, which

were begun in January 1974, have already

started to play an important role in meeting

the financing needs of small and medium

enterprises.

Within the framework of mobilizing sav-

ings and increasing the participation of the

public in the capital market, the Government

took measures to encourage the develop-

ment of a capital market. These consisted,

among other things, of the establishment of

a Capital Market Implementation Agency

(BAPEPAM) with the task of supervising and

implementing a market in stocks and other

securities. In carrying out the task,

BAPEPAM has been given the responsibil-

ity of preparing regulations and supervising

the activities of the stock exchange as well~

as regulating trading procedures in the ex-

change. BAPEPAM is to receive guidelines

from the Minister of Finance, who is assisted

by a Capital Market Advisory Board. The

Association of Security and Money Traders

was selected as the main organization for-

trading in the stock exchange. To enable

small investors to make use of the stock

exchange and to promote activities in the

exchange’ P.T. Danareksa was established.

P.T. Danareksa’s main task is to buy shares

of companies and to split the shares into

small denominations in order to sell them to

relatively small investors. In addition to the

establishment of the agencies mentioned

above the Government also took certain

measures aimed at giving incentive to par-

ticipants in this stock exchange; these con-

sisted of tax relief for companies which are

willing to sell their shares through the ex-

change and tax relief for investors who  are

willing to buy those share‘.

The Government continued its policy of

mobilizing funds troth as a means of financ-

ing economic development and as an instru-

ment to control inflation. Steps were taken

to modify the terms and interest rates on

time and savings deposits to adapt the policy

to changing conditions. In this connection, it

should he noted that the interest rates on

deposits under the INPRES time deposit

program and the National Development Sav-

ings Scheme (TABANAS) deposits were

reduced on January 13, 1977. This reduc-

tion represented an adjustment to the lower

rate of inflation. Despite the reduction of the

interest rates, the INPRES ti deposits in-

creased by 41 per cent in 1976/1977, a lower

rate than in the previous year. TABANAS

deposits also rose by 43 per cent again a

lower rate of increase than in 1975/1976. It

should be added that the number of

TABANAS passbooks exceeded 6 million at
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the end of March 1977 despite the fact that

the program has been operating only since

August 1971.

In the past few years the private national

commercial banks have show a significant

improvement. Both their deposits and loans

have risen considerably. This was made

possible by a considerable increase in their

efficiency resulting to a large extent from

mergers among the banks. During 1976/

1977 12 banks merged to become 6 banks.

Therefore ~ ~ up to the end of March -1977,

a total of 61 banks have carried out merg-

ers resulting in the formation of 22 banking

organizations. The total number of private

national banks fell from 129 in 1971 to BS

at the end of 1976/1977. To continue encour-

aging the banks to merge, the Government

extended again the time limit, during which

the banks may enjoy tax facilities in the case

of merger, from December 31, 1976 until

December 31, 1977. Bank Indonesia also

continued its policy to assist private national

banks by providing refinancing facility at low

interest rates to those banks which showed

signs of improvement.

In addition to reducing interest rates for

export credits, the export promotion program

which started on April 1, 1976 consisted of

the reduction and elimination of export tax

on certain commodities, the abolition of

some regional levies, the exemption from

stamp duties and the reduction of bank

charges. These steps, coupled with the in-

creased world demand for Indonesian ex-

port products and savings in some catego-

ries of foreign exchange expenditures, re-

sulted in a balance of payments surplus of

$ 1,001 million in 1967/1977, compared with

a deficit of $ 364 million in the previous year-.

As a result, net international reserves, which

amounted to only $ 557 million at the end of

March 1976, rose to $ 1,558 million at the

end of March 1977.

The total value of exports rose by 29 per

cent and reached a record level of $ 9,213

million in 1976/1977. Both oil and non-oil

exports contributed to the increase. Owing

to increases in volume and price, gross oil

exports rose by 20 per cent to $ 6,350 mil-

lion. After allowing for foreign oil companies’

imports and share in profit, the net value of

oil exports amounted to $ 3,710 million, an

increase of 18 per cent over the previous

year. Non-oil exports rose even more rap-

idly. These exports at $ 2,863 million in-

creased by as high as 53 per cent, due to

both higher prices and volume. The value of

non-oil exports in 1967/1977 constituted  the

highest level ever achieved. In addition to

principal exports such as timber, rubber,

coffee and tin, most other export commodi-

ties also increased considerably.

As was the case with exports, imports of

goods and services also rose significantly.

However, there were some savings in the

import bill, such as in the case of urea fertil-

izer. While in 1975/1976 almost $ 500 mil-

lion was needed for imports of urea fertil-

izer, in 1976/1977 this commodity was no

longer imported; in fact, increased domes-

tic production and stocks enabled Indone-

sia to start exporting urea fertilizer. On the

other hand, development needs as reflected
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in the increase of government projects fi-

nanced with foreign aid, continued to in-

crease so that there was still a deficit of $

776 million in the current account, compared

with $ 833 million in the year before. How-

ever, the large inflow of capital—bilateral as

well as multilateral aid and private capital—

and the substantial decline in foreign ex-

change expenditures needed to repay

PERTAMINA’s short-term debts were such

that the overall balance of payments in 1976/

1977 showed a surplus of $ 1,001 million.

As mentioned above, production gener-

ally rose considerably as reflected in the in-

crease of Gross Domestic Product (GDP).

In 1976 GDP at constant prices rose by

more than 7 per cent, compared with about

5 per cent in 1975. It should be added that

this increase was achieved in the face of

some obstacles, such as increased imports

of textiles and reinforcing steel and pest

problems in the case of rice production.

Owing to both Government policies and in-

creased world demand, the production of

export commodities in particular rose con-

siderably. Timber production in 1976 rose by

31 per cent. Similarly, the production of cof-

fee, tea, rubber, palm oil and fisheries

showed a significant increase. Rice produc-

tion (15.7 million tons), which  was adversely

affected by pest attacks, still showed an in-

crease of about 4 per cent; however, this

was below expectations. Since the con-

sumption of rice grew as the population in-

creased, large imports of rice were still re-

quired. Unfavourable weather conditions re-

sulted in a lower production of some

foodcrops, such as corn, peanuts and

soyabeans. However, oil production in 1975/

1976 rose by 14 per cent and reached a

record level of 568 million barrels. Despite

strong competition from imports, production

of textiles and reinforcing steel increased by

23 per cent and 47 per cent, respectively.

However, production of these two commodi-

ties was still below capacity so that Govern-

ment took a series of measures aimed at

promoting domestic production. In most

other areas of manufacturing industry, pro-

duction also showed a considerable in-

crease, such as in the case of cement, pa-

per and urea fertilizer.

The domestic and foreign investment

laws, coupled with a marked improvement

in the domestic economic situation, had led

to increased investments in the past few

years. As a result, both production and pro-

ductive capacity in various sectors of indus-

tries have grown rapidly. This rapid develop-

ment and the world recessionary activities

have resulted in some marketing problems

and have, in turn, led to a declined propen-

sity to invest. In the light of this development

and in order to steer investment in a direc-

tion considered to be more beneficial foe the

development of Indonesia, the Government

issued in February 1977 a list of priorities

containing 831 types of business activity.

This list shows the types of investment which

enjoy different degrees of priority and the

kind of incentives attached to them, it also

defines those activities that are closed for

both domestic and foreign  investment. The

list, which will be revised periodically, is in-

tended to aid prospective investors in se-



lecting the particular area in which they wish

to invest. To encourage mineral development

in the non-oil fields, the Government has

formulated a policy, which is known as Third

Generation Work Contracts. This policy has

basically standardized the existing incen-

tives and regulations and is intended to pro-

vide a clearer picture to prospective inves-

tors about both the available incentives and

the requirements that have to be met.

It can be concluded that the performance

of the Indonesian economy in 1976/1977

was satisfactory. Both Government policy

and the improvement in the world economy

resulted in favorable developments, espe-

cially in the case of production, balance of

payments and the control of inflation. Per-

formance, which was markedly better than

in the year before, constitutes a useful ba-

sis for accelerating the pace of development

in the years to come.

The Governor, Bank Indonesia

RACHMAT SALEH
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I.  MONEY SUPPLY

Monetary development and measures

Government monetary policy has been

aimed primarily at controlling inflation and

limiting the growth of domestic liquidity to

the rate considered optimal for economic

growth.

Domestic liquidity represents the liabili-

ties of the monetary system to the public,

comprising the money supply in its narrow

sense plus quasi money. The latter consists

mainly of rupiah time and savings deposits.

The growth of domestic liquidity and the fac-

tors affecting it have been used as the prin-

cipal monetary indicator in guiding policy

actions.

Past experience has shown clearly that

excessive increases in domestic liquidity

cause inflationary pressures. Domestic li-

quidity increased by 50 per cent in 1971/

1972, 40 per cent in 1972/1973 and by 56

per cent in 1973/1974. This excessively rapid

expansion of liquidity resulted in a rate of

inflation of 47 per cent in 1973/1974. With-

out tighter control over monetary expansion

it was feared that the pace of inflation would

increase further.

Accordingly, a new policy emphasizing

closer control over the expansion of domes-

tic liquidity was adopted in 1974/1975, and

this has been pursued by keeping the ex-

pansion of liquidity to a rate consistent with

a rate of economic growth of 7 - 8 per cent

and a tolerable rate of inflation.

Considering the estimated rate of growth

of the economy the planned increases in do-

mestic liquidity for 1974/1975, 1975/1976

and 1976/1977 were 37 per cent, 39 per cent

and 31 per cent respectively.

In fact the increases which occurred were

32 per cent, 42 per cent and 26 per cent.

These figures indicate that, following the new

policy, there was a substantial reduction in

the rate of expansion compared to the pre-

ceding period. This and other policies have

had considerable impact on the rate of price

increases. The inflation rate declined sharply

from 47 per cent in 1973/1974 to 20 per cent

in 1974/1975, 20 per cent in 1975/1976 and

went down further to 12 per cent in 1976/

1977.

Control over the expansion of domestic

liquidity has been exercised primarily by

setting a limit on the maximum increase in

the volume of the banking system’s net as-

sets (so defined to include bank loans and

other items contributing to monetary

changes). This ceiling was set after taking

into account the projected monetary impact

of the external account and government fi-

nance. For 1974/1975 and 1975/1976 the

maximum expansion of banks’ net assets

was set at 31 per cent and 34 per cent, while

the actual figures were 26 per cent and 25

per cent respectively. The underutilization of

the ceilings was for the most part accounted

for by-the cautious attitude exhibited by

banks in their lending operation and closer

supervision by the Central Bank.

For the reporting period the limit for the
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expansion of banks’ net assets was set at

27 per cent, but the outturn has again been

lower, i.e. 22 per cent.

The significantly smaller increase in do-

mestic liquidity in the reporting period com-

pared to the preceding period, i.e. 26 per

cent as against 42 per cent, reflected a re-

duction of the rate of money supply expan-

sion from 39 per cent to 27 per cent and of

the increase in quasi money from 50 per cent

to 23 per cent. The slower pace of money

supply expansion reflected the large

contractionary effect from the Central Gov-

ernment budget with the repayment of a sig-

nificant part of Government debts to the

Central Bank.

Interest rates on funds deposited with the

banks continued to be adjusted in accor-

dance with developments in the monetary

and economic situation. Since the govern-

ment has managed to reduce the inflation

rate to 12 per cent in 1976/1977, the inter-

est rates for time deposits, TABANAS and

TASKA (special savings deposit schemes)

were reduced, effective as of January 13,

1977.

No significant change was made in lend-

ing rates in the reporting period. The mea-

sures taken on the lending side were mostly

of a qualitative nature. Under the selective

credit policy, which is still maintained by the

government, efforts have been focused on

channeling banks’ financial resources into

priority sectors of the economy. In this con-

text measures have been taken to increase

financial assistance to small-scale enter-

prises, inter alia, by offering special catego-

ries of loans with concessionary terms, such

as BIMAS, Small Investment Credit (KlK),

Permanent Working Capital Credit (KMKP)

and Mini Credit. In 1976/1977 two new loan

programs called Candak Kulak Credit and

INPRES Pasar Credit were introduced to

channel financial aid to small merchants and

retailers. The promotion of external trade,

particularly exports, has also been imple-

mented through a set of policy measures

known as the April 1 Package. This includes

a decrease in interest rates on loans for ex-

port and export production from 15 per cent

to 12 per cent annually. The lending to these

high priority sectors has been encouraged

by the Central Bank by lowering its discount

rate for this purpose from 10 per cent to 5

per cent annually.

Improvement in the balance of payments

situation has had a substantial impact on

economic and monetary development in

1975/1977. Increased export revenue and

the reduced burden arising from

PERTAMINA’s foreign obligations contrib-

uted to significant increases in the Central

Bank’s international reserves.

Based on the target of GDP growth of

7.5 per cent in real terms for 1977/1978 and

a lower rate of inflation than in the previous

period, the planned rate of increase in do-

mestic liquidity in 1977/1978 is around 25

per cent. Considering the projected devel-

opment in the balance of payments and the

government budget, the ceiling for the in-

crease in banks’ net assets has been tenta-

tively set at 20 per cent.
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The Money Supply

At the end of March 1977, the money

supply had reached Rp 1,811 billion, record-

ing an increase of  Rp 383 billion, or 27 per

cent, during the fiscal year 1976/1977. This

was a significant reduction from the 39 per

cent increase in the year before.

Until 1975/1976, more than half the

money supply was held in the form of cash.

By mid 1975/1976, however, the composi-

tion of the money supply changed, so that

more than half was held in the form of de-

mand deposits. This shift in the public’s pref-

erence in holding money reflected the in-

creasing use by the public of banking ser-

vices. At the beginning of PELITA I (the First

Five Year Development Plan: i.e. end March

1969), the share of demand deposits in the

total money supply was 38 per cent. It rose

to 46 per cent by the end of PELITA I (i.e.

end March 1974) and to 53 per cent at the

end of 1976/1977.

Quasi money showed a considerably

smaller increase in 1976/1977 compared to

the preceding period, i.e. Rp 195 billion or

23 per cent, as against Rp 277 billion or 50

per cent in 1975/1976. As a result, domes-

tic liquidity, which is the sum of narrow

money and quasi-money, went up by only

Rp 578 billion or 26 per cent, compared to

Rp 678 billion or 43 per cent in the previous

year.

With an actual rate of inflation of 12 per

cent and a nominal increase in money sup-

ply of 27 per cent in 1976/1977, the money

supply in real terms showed an increase of

13 per cent. The increase was 3 per cent

less than that in the preceding fiscal year.

Since the beginning of PELITA I, real money

balances have shown a tendency to in-

crease. This indicates that the degree of

monetization of the economy and the confi-

dence of the public in the currency have

been increasing over time.

As seen in Table 4, in 1976/1977 the for-

eign sector was the principal expansionary

factor affecting the money supply, reflecting

the improved balance of payments perfor-

mance. This is in contrast with the situation

in the previous two years, where the foreign

sector was contractionary in a substantial

magnitude.

The Central Government budget perfor-

mance produced a large contractionary ef-

fect on the money supply, as a result of the

repayment of government debts to the Cen-

tral Bank. In previous years it had almost

always been slightly expansionary. The

sub-sector of government enterprises and

official entities remained a major expansion-

ary factor, as in previous years, but less so

than in 1975/1976. On the other hand the

contractionary effect of the Government

Special Account (which reflect the Govern-

ment syndicate borrowing from overseas

banks) was very minor compared to the pre-

ceding period, when it represented the lead-

ing contractionary item among the factors

affecting money supply.

Claims on private enterprises and indi-

viduals also contributed a smaller share to
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the expansion of money supply than in 1975/

1976, due primarily to the restriction im-

posed on the expansion of bank credits.

Time and savings deposits also continued

to increase, causing a significant

contractionary influence on money supply.

Factors affecting money supply

The factors contributing to the Rp 383

billion increase in money supply in 1976/

1977 are presented in Table 4. Expansion-

ary factors were the foreign sector ( Rp 476

billion), claims on government entities and

enterprises (Rp 350 billion), and claims on

the private business and individuals (Rp 322

billion). Contractionary factors included the

central government (Rp 345 billion), Gov-

ernment Special Account (Rp 31 billion),

time and savings deposits (Rp 195 billion)

and net other items (Rp 194 billion).

The expansionary effect of the foreign

sector (Rp 476 billion in 1976/1977 as

against a contractionary effect of Rp 320

billion in the preceding period) reflected the

increase in international reserves of Rp 414

trillion or 178 per cent and in other foreign

assets of Rp 62 billion or 40 per cent. The

remarkable increase in international re-

serves was made possible by the greater

revenue from both oil and traditional exports

as well as the reduced burdens of

PERTAMINA’s foreign obligations.

As mentioned earlier, claims on govern-

ment enterprises and entities remained a

major source of monetary expansion with

an increase of Rp 350 billion or 23 per cent

in 1976/1977. Of this amount, Rp 202 billion

was Bank Indonesia’s claims and Rp 148

billion other banks’ claims. The rate of the

expansion of these claims has, however,

been greatly reduced compared to the pre-

vious year’s expansion, which reached Rp

928 billion or 157 per cent. The slower pace

reflected the reduction in the amount of new

loans extended by Bank Indonesia to

PERTAMINA, for servicing the foreign debts

of the state oil company. In 1976/1977 the

Bank Indonesia loans to PERTAMINA in-

creased by only Rp 202 billion or 22 per cent,

as against Rp 714 billion in 1975/1976.

The increase in the claims on private

enterprises and individuals in the reporting

period, amounting to Rp 322 billion, was

lower than in the preceding period by about

Rp 15 billion. The conservative attitude of

commercial banks in their lending operations

coupled with the closer supervision by the

Central Bank was the major factor in this

low credit expansion.

The large contractionary effect of the

central government sector, amounting to Rp

345 billion in 1976/1977, reflected the sig-

nificant increase in government tax revenue

as well as savings in several expenditure

items, which enabled the government to re-

pay a considerable part of its debt to Bank

Indonesia. The debts repaid included those

arising from Bank Indonesia’s prepayments

of interest subsidies on time deposits, spe-

cial liquidity credit and from DICS (Debt In-

vestment Conversion Scheme).

In alleviating the pressure on the balance
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of payments brought about by

PERTAMINA’s foreign debt obligations, Bank

Indonesia on behalf of the Government re-

ceived some short and medium-term loans

from the foreign banks and a syndicate of

banks. The total receipts from the foreign

borrowings amounted to Rp 466 billion or $

1,123 million at the end of 1976/1977, out

of which Rp 31 billion was made in 1976/

1977. The proceeds have been recorded in

a special rupiah account of the Government,

and treated as a separate contractionary

factor affecting the money supply. The entry

in this special account therefore cancels out

the expansionary effects from the foreign

sector arising from such borrowings.

Time and savings deposits continued to

grow and to absorb liquidity amounting to

Rp 195 billion in 1976/1977, as against Rp

277 billion in 1975/1976. INPRES time de-

posits and TABANAS and TASKA savings

deposits are the major items which in 1976/

1977 showed an increase of Rp 160 billion

and Rp 36 billion respectively. On the other

hand certificates of deposit, which in the past

had been an important source of funds for

commercial banks, went down by Rp 55 bil-

lion, reflecting the general excess liquidity

of the banks in 1976/1977.

Other factors in 1976/1977 repre-

sented another contractionary influence

amounted to Rp 194 billion. This was con-

tributed by the increases in the paid-in

capital and retained earnings of the bank-

ing sector by Rp 51 billion, in other un-

classified items by Rp 133 billion, in im-

port deposits by Rp 8 billion and in inter-

bank deposits by Rp 2 billion.
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II.  BANK CREDIT DEVELOPMENT

Credit Policy

Credit policy pursued in 1976/1977, as

in previous years, was directed towards ac-

celerating the process of economic devel-

opment while at the same time maintaining

monetary stability. Changes taking place in

general economic conditions have always

been taken as the basis for making neces-

sary adjustments in policy, either quantita-

tive or qualitative.

In the context of Government policy to

curb monetary expansion, which was con-

sidered necessary to confine inflationary

pressures, limits have been imposed since

1974/1975 on the expansion of bank loans

and other assets having the same monetary

impacts as credits. These restrictions were

kept in force throughout 1976/1977, along

with the requirement that banks maintain a

specified minimum liquidity, which was last

adjusted in April 1974.

Some adjustments have also been made

in the rates of interest on loans extended by

state banks to reflect changes in develop-

ment priorities and the general economic

situation. The slackening export activities

outside the oil sector, especially during 1975/

1976, made it necessary for the Government

to provide special stimulation to this priority

sector. In the financial sector the stimulus

was given in 1976/1977 by offering lower

rates of interest on bank loans for export

trade and export production. This decline in

interest rates was backed up by a decrease

in the interest rates on Bank Indonesia refi-

nancing credit and an increase in the share

of the refinancing credit available to the han-

dling banks. No changes were made in 1976/

1977 in the rates of interest on loans to other

sectors. The rates applicable since Decem-

ber 1974 are between 12 per cent and 24

per cent annually with the exception of loans

for food aid imports on which the rate is 6

per cent a year.

In order to increase financial assistance

to small-scale and economically-weak en-

terprises, efforts have been made to improve

the administration of various credit facilities

made available to these enterprises, such

as investment loans, Small Investment

Credit (KIK), Permanent Working Capital

Credit (KMKP) and other small loans. And

opportunity has also been given to small

borrowers to get an extension, when they

are not able to pay off the credits within the

5 years limit set for such credits.

KIK and KMKP credit programs, which

were introduced in January 1974, have be-

gun to show favorable results as demon-

strated by the increased activities of

small-scale enterprises. The larger capital

needs of these enterprises have made it

necessary to raise the maximum amount of

loans in 1976/1977. Small-scale

enterpreneurs in rural areas have had, since

1974, access to a similar program called the

Mini Credit facility which provides loans of

up to Rp 100,000.-. In 1976/1977 another

credit facility was made available to small

traders and retailers on concessionary

terms and with simplified procedure, called
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Kredit Candak Kulak ( KCK). Moreover, the

Central Government has made loans avail-

able to district and municipal Governments,

called INPRES Pasar, to finance the con-

struction or rehabilitation of market places.

The loans are to be repaid in 10 years with

interest fully subsidized by the Central Gov-

ernment.

For an effective administration of small

loans, Bank Indonesia and the World Bank

will cooperate in a project to assist banks in

developing necessary skills and methods for

evaluating and administering small loans, so

that these banks can assist their customers

to use these credits efficiently. This project,

called the Small Business Development

Project, is to be implemented in West

Sumatra, Central Jawa and East Jawa and

has been examined on two occasions by the

banking communities and authorities in

those provinces. Local Government officials,

World Bank experts and Indonesian consult-

ants would take part in the implementation

of the project, which was planned for late

1977.

The major steps taken in 1976/1977 in

pursuance to the Government credit policy

are given in more detail below.

1. The ceiling on the expansion of loans

and other domestic assets of deposit

money banks for 1976/1977 was set at

27 per cent, which was well below the

previous year’s target figure (34 per

cent) The actual performance was even

lower, i.e. 22 per cent compared with 25

per cent in 1975/1976. The

underutilization of the ceiling was a re-

sult of the extremely cautious attitude

exhibited by banks in their lending op-

erations and the more careful supervi-

sion by the central bank. The ceiling set

for each group of banks for 1976/1977

in comparison with 1975/1976 was as

follows:

1976/1977 1975/1976

- State banks 27% 34%

- Private national banks 37% 50%

- Foreign banks 14% 13%

The policy of restricting the expansion

of bank loans and other domestic assets will

be continued throughout 1977/1978. The

ceiling for this fiscal year has tentatively been

set at 20 per cent, which, taking into account

the projected impact of the balance of pay-

ments and Government finance, is consis-

tent with the planned 25 per cent increase

in total liquidity.

2. As a stimulus to non-oil exports, adjust-

ments were made in the rates of inter-

est on loans to finance exports and pro-

duction of export commodities and in the

terms of Bank Indonesia refinancing

credit to handling banks for these pur-

poses.

a. As of April 1, 1976 the interest rate on

loans for exports and production of export

commodities was lowered from 15 per cent

to 12 per cent per annum.

At the same time the rate for Bank Indo-
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nesia refinancing credits was brought down

from 10 per cent to 5 per cent per annum.1)

b. The handling (state) banks are entitled

to Bank Indonesia refinancing credits for

70 per cent of the loans extended by the

banks to the export sector. Before 1976/

1977 only loans of over Rp 10 million

were eligible for Bank Indonesia refi-

nancing. In 1976/1977, however, the

minimum limit on the loan amount was

abolished.

3. Financial support to small-scale and

economically-weak enterpreneurs has

been increased by improving the provi-

sions and administration of KIK, KMKP

and other small loans.

a. The maximum limit on KIK and

KMKP loans was raised from Rp 5

million to Rp 10 million each, effec-

tive as of February 1, 1977.2)

b. The procedures for KIK and KMKP

loans were simplified, so that handling banks

can acquire Bank Indonesia refinancing

credit in a more convenient way.3)

4. Financial aid has also been made avail-

able to small and medium-scale mer-

chants through KCK, a concessionary

credit scheme, and INPRES Pasar

Credit.

a. KCK was introduced in 1976/1977 and

designed to free small traders, in rural

areas particularly, from the clutches of

moneylenders by providing small loans

on concessionary terms and with simple

procedure. The KCK loan is used for fi-

nancing purchases by petty traders from

their suppliers. The funds for these loans

are provided by the Central Government

and are channeled through BUUD’s un-

der the supervision of the Directorate

General of Cooperatives. Each loan

amounts to around Rp 2,000.- to Rp

15,000.- and bears 12 per cent interest

per extended for a minimum of 5 days

and a maximum of 7 months without any

collateral requirement. For 1976/1977

Rp 1.5 billion has been set aside for this

program, which in the initial stage was

confined to Jawa and Madura.

b. In addition to KCK, loans have also

been made available to local gov-

ernments at the district (Kabupaten)

and municipal (Kotamadya) levels,

to finance the construction or the

restoration of market places and

other facilities for petty traders 4)

Loans under this program, called

INPRES Pasar, bear no interest and

are to be repaid over a ten year pe-

riod. Bank funds of Rp 20 billion

were budgeted in 1976/1977 for this

purpose and two state banks, i e.

Bank Rakyat Indonesia and Bank

Ekspor Impor Indonesia, were ap-

pointed to distribute these credits.

1) Directives of Bank Indonesia No.8/161. KEP/Dir/
UPK, March 31, 1976.

2) Circular of Bank Indonesia No.SE 9/1 2/UPK, Feb-
ruary 4, 1977.

3) Circular of Bank Indonesia No.SE  9/7/UPK  Au-
gust 16, 1976 and No. SE 9/9/UPK, September 4,
1976. 4) Presidential decree (INPRES Pasar) No.7, 1976.
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With the introduction of the INPRES

Pasar program, loans are no longer avail-

able under the general investment credit

scheme for the construction of market places

and shopping centres.

5. As was mentioned in last year’s report,

the credit facility for non-BUUD/KUD rice

millers/hullers was suspended in 1975/

1976. Granting of credit for the purchase

of rice and paddy was, however, re-

sumed in 1976/1977 to support the

market price of paddy which was still be-

low the floor price set by the Govern-

ment.

Volume and allocation of credit

The total volume of bank credit outstand-

ing at the end of 1976/1977 was Rp 3,718

billion, an increase of Rp 729 billion or 24

per cent above the level at the end of the

previous reporting period. The increase was

relatively low compared with the increase

of Rp 1,232 billion or 70 per cent during

1975/1976. This was for the most part ex-

plained by the much lower increase in Bank

Indonesia’s credit to the state oil corpora-

tion, PERTAMINA, used for financing both

its foreign debt service as well as its domes-

tic requirements, and by the decrease in

bank lending to state enterprises.

Excluding Bank Indonesia’s loan to

PERTAMINA, total bank credit outstanding

rose by Rp 440 billion or 20 per cent in 1976/

1977, which was also lower than the Rp 529

billion or 32 per cent increase during 1975/

1976.

Total bank credit outstanding consisted

of Rp 2,525 billion or 68 per cent in Rupiah

and Rp 1,193 billion or 32 per cent denomi-

nated in foreign exchange. These credits

were used to finance both fixed and work-

ing capital investments in various economic

sectors. In 1976/1977 the Rupiah compo-

nent grew at a faster rate than the foreign

exchange component, i.e. by Rp 520 billion

or 26 per cent as against Rp 209 billion or

21 per cent.

The resolution of PERTAMINA’s financial

difficulties had a substantial impact on the

growth of total bank credits, evident in the

slower expansion of Rupiah and foreign ex-

change credits to the mining sector and of

direct credits of Bank Indonesia. It should

be noted that most of Bank Indonesia’s cred-

its to the state oil company have been used

to service its foreign debts. In 1975/1976,

when the corporation’s financial trouble was

at its height, total bank credits to the mining

sector went up by as much as 710 per cent

over the previous year’s level. However, in

1976/1977 the expansion slowed down to

only 36 per cent. The slower pace was also

demonstrated by the foreign exchange cred-

its outstanding, which rose by only 21 per

cent compared with 223 per cent in the pre-

vious year. In part this reflects the fact that

direct credits of Bank Indonesia, of which

the credits to PERTAMINA made up the

major part, increased by only 28 per cent in

1976/1977 as against 265 per cent in the

year before.

Bank Indonesia’s massive lendings to

PERTAMINA, especially in 1975/1976, have
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also resulted in a marked rise in the share

of Bank Indonesia’s direct credits in the to-

tal bank credit outstanding, i.e. from 11 per

cent at the end of 1973/1974 to 15 per cent,

32 per cent and 33 per cent at the end of

1974/1975, 1975/1976 and 1976/ 1977, re-

spectively. Excluding the PERTAMINA com-

ponent, Bank Indonesia’s share in total bank

credit outstanding increased to 12 per cent

as against 8 per cent at the end for March,

1976.

Total bank credit outstanding excluding

Bank Indonesia’s direct credits increased by

Rp 460 billion or 23 per cent in 1976/1977,

which was considerably below the 36 per

cent in increase in the previous year. This

performance resulted more from the con-

servative attitude of banks in their lending

than from the credit restraint imposed by the

Central Bank.

In terms of the distribution of credit

among economic sectors, industry (manu-

facturing) experienced the largest increase

i.e. 37 per cent; outstanding credits to this

sector reached Rp 1,071 billion or 29 per

cent of total bank credit. The major portion

of this credit was for investment in textile and

basic metal products. The second largest

increase, i.e. 36 per cent, was in the service

sector, of which telecommunication was the

major recipient. The amount outstanding at

the end of 1976/1977 was Rp 271 billion and

represented 7 per cent of total bank credit

outstanding. Credits to agriculture grew by

10 per cent to a level of Rp 286 billion and

accounted for 8 per cent of total bank credit

outstanding at the end of the reporting pe-

riod. A nominal increase of 3 per cent was

recorded in credit to the trade sector, whose

share was Rp 811 billion or 22 per cent of

total bank credit. Most of the amount out-

standing was utilized for the distribution of

food and other essential commodities, such

as granulated sugar, cement, newsprint, etc.

Of the total Rupiah credits outstanding

at the end 1976/1977, 18 per cent was

granted as investment loans under various

programs: the general investment credit

scheme5) 18 per cent), KIK (2 per cent) and

other schemes (6 per cent). The remaining

part, i.e. 82 per cent, was given as short term

loans (including KMKP). Out of the total of

Rp 2,064 billion given as short-term loans

at the end of the reporting year, 43 per cent

was received by the trade/distribution sec-

tor, 28 per cent by the industrial sector and

11 per cent by agriculture

The volume of credits under the medium

term investment credit scheme5) also con-

tinued to grow in 1976/1977. The total cred-

its approved reached Rp 343 billion by the

end of March 1977, indicating a rise by 27

per cent over the level a year before. The

increase was lower than the previous year’s

36 per cent. The total amount outstanding

rose from Rp 196 billion to Rp 263 billion

during 1976/1977. The percentage increase

(34 per cent) was about equal to the previ-

ous years. New loans were for the most part

5) As regulated for the first time by  the Bank
Indonesia’s Announcement No. Peng. 1/DIR/1969,
March 7, 1969 and Circular No.SE 1/170/UPK/KPr,
March 8, 1969, followed by amendments and other
directives.
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given to the state telecommunication com-

pany, PERUM TELEKOM and to food indus-

tries (since November 1976). This is re-

flected in the considerable increase in cred-

its to the service and industrial sectors.

These two sectors accounted for the larg-

est shares in total investment credits, i.e. 37

per cent or Rp 97 billion and 42 per cent or

Rp 111 billion, respectively. They were fol-

lowed by the agricultural sector with a share

of Rp 41 billion or 16 per cent and the min-

ing sector with a share of Rp 4 billion or 1

per cent. Other sectors together accounted

for Rp 10 billion or 4 per cent.

The breakdown of bank credits by eco-

nomic sector is presented in Table 8.

The major portion of the funds needed

for investment loans has been provided by

Bank Indonesia through the refinancing

credit facility. The remainder has been pro-

vided by the banks except for a small con-

tribution from the government budget.6)

Of the total investment credit outstand-

ing at the end of March 1977, Rp 230 billion

(67 per cent) was financed with Bank Indo-

nesia liquidity credit.7)

Rp 108 billion (31 per cent) with the han-

dling banks’ own funds and Rp 5 billion (2

per cent) with transfers from the Government

budget.

As has already been mentioned, finan-

cial assistance to small-scale and

economically-weak enterpreneurs has been

given through the KlK, KMKP, Kredit Mini and

KCK schemes.

KlK has experienced a marked growth

since its introduction in January 1974. In

1976/1977 it recorded an increase of 55 per

cent to reach Rp 40 billion at the year’s end.

On an approval basis it reached a total value

of Rp 55 billion, divided among 30,741 cus-

tomers. Small credits under KMKP scheme

show a similar trend, with an increase of 74

per cent during 1976/’1977. A total value of

Rp 75 billion has been approved for about

183,877 customers up to the end of 1976/

1977, of which Rp 46 billion had been uti-

lized. With the raising of the maximum

amount allowed for individual loans under

the KIK and KMKP credit schemes to Rp 10

billion in 1976/1977, the volume of credit

extended under these two schemes in ex-

pected to grow even more quickly.

A large rise of 63 per cent, was also recorded

in the volume of the Kredit Mini, with the out-

standing amount reaching Rp 8.2 billion at the

end of March 1977. The amount was divided

into capital investment loans (Rp 1.5 billion) and

working capital loans (Rp 6.7 billion). The perfor-

mance of  KlK, KMKP and Kredit Mini is pre-

sented in some details in Table 9.

6) Since 1971 no more funds for investment credit
were made available from this source. However,
the funds generated from the repayments of pre-
vious investment credits have been put into the
Investment  credits, which is to be used for sub-
sequent extensions of investment credits

7) In Bank Indonesia’  Circular No.SE. 7/43/UPK
dated December 27, 1974, refinancing credits
amounting 80 per cent, 75 per cent, 70 per cent
and 65 per cent were made available for loan cat-
egories I, II, III, and IV, respectively.
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Ceilings on increase in net assets of banks

As mentioned above, the policy of im-

posing a ceiling on the increase in bank

loans and other assets was continued in

1976/1977. In implementing this policy, a dis-

tinction was made between program loans

and nonprogram loans. Program loans in-

cluded all loans granted for the implemen-

tation of specific Government programs.

Both the amount of program loans and its

distribution among uses may be adjusted so

that it accords with changes in Government

policy. Program loans inter alia comprised

investment loans, loans for local cost financ-

ing of projects, KlK, KMKP and loans for se-

lected purposes such as BIMAS, rice sup-

ply (BUUD/KUD, BULOG), sugar stock and

clove imports.

Ceilings were specified not only for the

increase in net assets of commercial banks,

but also for the sub-categories of program

and non-program loans, and a ceiling was

specified for the increase in those other as-

sets of the banks which have the same

monetary effect as loans. The commercial

banks were required to maintain their op-

eration within these ceilings. While the ceil-

ing for nonprogram loans must not be ex-

ceeded, program loans may, however, ex-

ceed their ceiling provided that the overall

ceiling is not exceeded.

Early in 1976/1977, the ceiling on the

increase in net assets of commercial banks

was fixed at Rp 442 billion or 23 per cent

above the position at the end of March 1976.

During the year, the ceiling was increased

by Rp 66 billion (mostly in the sub-category

program loans), so as to amount to Rp 508

billion or a 27 per cent increase.

The actual increase in net assets of

commercial banks amounted to Rp 407

billion which was 80 per cent of the ceil-

ing. This underutilization is attributable to

the cautious attitude of the banks in their

lending operations and firmer control by

the Central Bank.
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III.    MOBILIZATION OF FUNDS

The measures taken by the Government

in 1976/1977 to promote funds mobilization

represents a continuation of the policies of

previous years. The principal aim of these

policies is to mobilize funds from the public,

as a means both of financing economic de-

velopment and controlling inflation. The

implementation of these policies is adjusted

in accordance with economic and monetary

developments.

With improvements in general economic

conditions, downward adjustments have

been made in the rates of interest on

INPRES time deposits and on TABANAS

and TASKA savings deposits. Nevertheless,

the INPRESS time deposits continued to

play a very important role, compared to other

forms of deposits.

To promote the development of a domes-

tic capital market, a set of measures was

taken in 1976/1977 to provide the instru-

ments and institutional infrastructure nec-

essary for the mobilization of funds through

the capital market.

Time Deposits

INPRES time deposits with state banks

in 1976/1977 increased by Rp 184 billion or

41 per cent, which was lower than the 66

per cent increase of the previous year. This

smaller increase reflected the impact of the

declining interest rates on the INPRES time

deposits since January 13, 1977. The in-

crease in INPRES time deposits with state

banks during the first three months of 1977

was 3 per cent, whilst the quarterly average

increase in 1976/1977 was about 12 per

cent.

As in previous years, in 1976/1977 there

was no change in the composition of time

deposits. Time deposits with the longest

maturity always accounted for the largest

share in the total time deposits. The volume

of INPRES time deposits of 24-month ma-

turity reached 86 per cent of total deposits

at the end of 1976/1977 compared to 88 per

cent at the end of 1975/1976.

The changes made in the rates of inter-

est on time deposits from April 9, 1974 until

January 13, 1977 were as follows:

In addition to the downward adjustment

of interest rates, on January 13, 1977, the

18-month time deposits, were abolished, as

this maturity had not been sufficiently attrac-

tive to the public.

Although interest rates on time deposits

have been lowered, the cost of money is still
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too high for banks which receive these time

deposits. The Government therefore decided

to continue subsidizing the interest rates. Ac-

cording to the regulation in force since De-

cember 1974, the interest subsidy was 6 per

cent and 9 per cent for time deposits of

18-month and 24-month maturities, respec-

tively. Since January 13, 1977, the subsidy

for 24-month deposits has been 6 per cent.

With the subsidy, the interest cost to the

banks of the 24-month deposits is 12 per

cent per annum. Up to the end of 1976/1977,

banks had received about Rp 93 billion in

payment of the subsidy.

Certificates of Deposit

Certificates of deposit are among the

marketable securities issued by banks since

1971 in their efforts to attract more funds

from the public.

As may be seen from Table 11, up to the

end of 1975/1976 the value of certificates

of deposit issued has been growing, imply-

ing that they have been attractive to the in-

vestors. But in the reporting year the total

outstanding volume of CD’s declined by 50

per cent to Rp 47 billion at the end of March

1977. This decline reflected the reduced

willingness of banks, especially the state

banks, to issue certificates of deposit, be-

cause in the reporting period most of the

banks had excess funds and the relatively

high interest rates, while attractive for sav-

ers, represent a high cost for the banks.

This development was reflected in the

decline in interest rates offered on CD’s dur-

ing 1976/1977 from 6 per cent — 12.5 per

cent range in 1975/1976 to the 3 - 12 per

cent range 1976/1977.

TABANAS and TASKA

The TABANAS program, designed to

stimulate and develop the public’s desire to

save, has shown encouraging results.

As seen in Table 14, TABANAS deposits

went up by Rp 41 billion in 1976/1977 com-

pared to a rise of Rp 28 billion in the previ-

ous year. The number of savers continued

to grow and in the reporting year increased

by 52 per cent to approximately 6 million.

TASKA deposits increased by Rp 61 mil-

lion (48 per cent), slightly lower than the in-

crease in the previous year. The number of

savers at the end of 1976/1977 was about

10 thousands and did not show any signifi-

cant change.

The efforts to develop the desire to save

among students, young people and boy-and

girl-scouts (pramuka) were started in 1974

with a campaign known as the PERATA P3.

For the same purpose a similar program was

also designed for civil servants in early 1976/

1977. These efforts have shown encourag-

ing results: total savings mobilized amounted

to Rp 3 billion and the number of savers was

about 1.5 million at the end of March 1977.

Effective as of January 13, 1977, the in-

terest rate for TABANAS deposits was re-

duced from 18 per cent to 15 per cent

per-annum on any balance up to Rp
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200,000.- and from 9 per cent to 6 per cent

on the balance in excess of Rp 200,000.-1).

In the case of TASKA deposits the interest

rate was decreased from 15 per cent to 9

per cent per annum on the balance fully paid

in during a given year 2). In spite of the de-

cline in the interest rates of TABANAS and

TASKA, the number of TABANAS savers and

the value of savings continued to increase.

In order to simplify the TABANAS lottery

system and in view of the fact that the lot-

tery element in these deposits was intended

only as an incentive and not as an objective

in itself, in 1976/1977 the lottery system was

altered. In the former system the distribu-

tion of lottery coupons was based on the

value of each savings account; in the new

system only one coupon is allocated to each

account.

Savings for the haj pilgrimage to Mecca

Every pilgrim candidate is given the op-

portunity to deposit the predetermined cost

of going on pilgrimage (ONH) with a bank.

This payment should be surrendered by the

bank to the Government. These deposits

represent a significant source of funds for

banks which they can use for business fi-

nancing for a certain period of time. For the

pilgrim candidate this arrangement is con-

venient in that he or she can make a timely

payment to the Government and at the same

time gain some interest income.

Three banks were appointed for handling

the ONH funds, i.e. BNI 1946, BRI and BEII

( especially for Irian Jaya). The amount of

ONH for 1976/1977 was fixed at Rp

925,000.- for those travelling by sea and Rp

890,000.- for those travelling by air. Com-

pared with previous year these cost rose by

16 per cent and 29 per cent, respectively.

During the 1976/1977 pilgrimage sea-

son, the total ONH money received by the

handling banks was Rp 23 billion, which was

deposited by 25,335 prospective pilgrims.

This was about 50 per cent smaller than the

previous year’s level of Rp 39 billion (54,286

pilgrims).

Money and Capital Market

The interbank call money market has

been promoted by Bank Indonesia since

1974/1975 in Jakarta and is intended to help

banks which run short of funds to meet their

clearing obligations. These banks can bor-

row for up to 7 days at the agreed interest

rates from other clearing participants who

have excess funds. The activities of the in-

terbank call money market up to the end of

1976/1977 were limited to the Jakarta clear-

ing participants only. Interbank call money

market outside Jakarta are not yet regulated

by Bank Indonesia. Nevertheless, the banks

are using these interbank call money mar-

ket facilities to improve the utilization of the

public’s funds.

As the case in 1975/1976, monthly trans-

action during the reporting period in the

Jakarta interbank call money market totalled

1 ) Bank Indonesia Circular No. SE 9/7/UPUM, Feb-
ruary 1, 1977.

2) Decree of the Board of Directors of Bank Indone-
sia, No. 9/96/Kep/DIR/UPUM, January 13, 1977.
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Rp 32 billion with interest rates ranging from

51/2 per cent to 36 per cent annually. Each

month about 21/2 per cent of the total deficits

experienced by banks in clearing transac-

tions was financed through the market. The

highest annual interest rate for interbank

transactions among national private banks

was between 281/2 per cent and 36 per cent,

whereas among Government banks and

foreign banks it was only 51/2 per cent—8 per

cent.

Capital market

In 1952 the Government established a

stock exchange to provide facilities for trad-

ing in shares and other securities3). In this

context it was determined that the activities

at the stock exchange would be carried out

by the PPUE (money and securities brokers

association). However, trading activity at the

stock exchange, particularly after 1958, was

below expectations. This was mainly attrib-

utable to the economic conditions prevail-

ing in Indonesia at that time which were char-

acterized by an increasing rate of inflation

and were therefore not conducive for the

development of a capital market.

When monetary and economic condi-

tions started to improve, the Government ini-

tiated efforts to enhance the activities of the

money and capital market which should

serve as an important vehicle with respect

to the mobilization of funds and broadening

of investment opportunities. Preparations

towards this aim commenced in 1968 and

were followed by the establishment of the

BAPEPUM (agency for the development of

the money and capital market) in 19724). The

main task of this agency was to study the

money and capital market and submit rec-

ommendations to the Government concern-

ing the establishment of an institution which

would be in charge of money and capital

market operations. It should be mentioned

that in 1972 the Government also decided

to establish non-bank financial institutions

5). The principal operations of these institu-

tions would be the mobilization of funds, in-

vestment in medium and long-term loans,

equity participation and underwriting. They

are therefore expected to be an important

element in supporting the activities of the

money and capital market.

In 1976/1977, the Government estab-

lished the BAPEPAM (capital market execu-

tive agency) 6) which is in charge of the su-

pervision and operation of a stock exchange.

BAPEPAM will prepare the regulations and

supervise the activities of the stock ex-

change, and it is also responsible for offer-

ing and trading procedures. Brokers are

needed in order to enable the trade in secu-

rities at the stock exchange; they should hold

a license issued by the Minister of Finance

upon recommendation of BAPEPAM. The

PPUE functions as the parent organization

of the brokers.

3) Act. No.15/1952.

4) Decision of the Minister of Finance No. Kep. 25/
MK/V/I/1972 January 13, 1972.

5) Decision of the Minister of Finance No. Kep. 38/
MK/IV/I/1972 January 18, 1972.

6) Presidential Decree No. 52 December 27, 1976.
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An advisory council, i.e. the Capital Mar-

ket Policy Council, was also established to

provide guidelines for the development of a

capital market in the direction desired by the

Government. This council is designed to

submit recommendations on capital market

policy to the Minister of Finance who is re-

sponsible for the development of a capital

market. Membership of the council i.e. the

Minister of Finance (concurrently chairman

of the council), the Minister of State for Con-

trol Public Service/Vice Chairman of the

National Planning Board, the Minister of

Trade, the Cabinet Secretary, the Governor

of Bank Indonesia and the Chairman of the

Capital Investment Coordinating Board.

In 1976, the Government established PT

Danareksa7) with the objective to enable

small investors to participate in capital mar-

ket activities. In this context, PT Danareksa

plans to buy shares from companies, and

convert them into share certificates of rela-

tively small denominations (Rp 10,000. - )

for sale to the public. Purchases are limited

to 100 share certificates of one company or

Rp 1 million, so as to avoid large-scale ac-

quisition by an individual.

In line with the measures set out above,

a number of facilities in the field of taxa-

tion are also granted to companies pre-

pared to go public, as well as to individu-

als who invest in securities which are

traded at the stock exchange. Tax facili-

ties granted to companies are a reduction

of corporation tax, exemption from tax on

revaluation of assets, as well as from

stamp duty on capital 8) Tax facilities

granted to buyers of securities are i.e.

exemption from investigation regarding the

origin of funds used in purchases of se-

curities at the stock exchange in amounts

not exceeding Rp 10 million. Moreover,

proceeds from sale of shares and other

securities are exempted from income tax

as well as from tax on interest, dividend

and royalty, while the funds invested in

those securities are also exempted from

payment of wealth tax. 9)

7) Government Regulation No. 25 December
27,1976.

8) Decision of the Minister of Finance No.Kep.1678/
MK/II/12/1976 December 28, 1976.

9) Decision of the Minister of Finance No.Kep.1676/
MK/II/12/1976 December 28,1976.



29



30



31



32



33

IV.   BANKS AND OTHER FINAN-
CIAL INSTITUTIONS

Banks

Banking policy

In line with its duties as a Central Bank,

Bank Indonesia monitors the development

of banks to ensure that policies are, in fact,

achieving their objectives. In November 1976

Bank Indonesia issued new provisions con-

cerning the obligation of commercial banks

to publish their balance sheet and income

statement in newspapers 1). This is designed

to enable the public to evaluate the financial

condition of banks.

The new provisions replace the old ones

which were inadequate as they were nei-

ther specific nor widely circulated. There was

moreover no uniformity with respect to the

format of the balance sheets to be published;

this made it difficult to compare one bank

with another.

The essentials of the new provisions in

effect since July 1, 1977, are:

a. Commercial banks shall publish their

balance sheets and income statements

according to the format determined by

Bank Indonesia, in not less than one

newspaper, which has a wide circula-

tion in the area where the bank oper-

ates.

b. The publication shall be made 4 (four)

times a year on dates to be determined

by Bank Indonesia.

c. Balance sheets to be published shall be

consolidated balance sheets (including

assets and liabilities of branch offices

abroad). With respect to foreign banks,

which are a branch office of a bank

abroad, the balance sheets to be pub-

lished shall concern its office in Indone-

sia only.

d. Banks, which violate this provision, are

considered negligent and may be sus-

pended temporarily from participation in

clearing operations.

In the efforts to achieve sound private

national banks, since 1971 the Government

has encouraged these banks to merge. In

line with this policy, in 1976/1977 the Gov-

ernment extended the time limit on tax ex-

emption facilities from December 31, 1976

to December 31, 19772). This extension was

allowed as the process of merging has

proved to be quite time consuming, and a

large number of banks have expressed the

desire to merge. In 1976/1977 a total of

twelve banks merged into six, so that at the

end of March 1977 in total 61 banks has

merged to become 22. Between March 1971

and March 1977 the total number of private

national banks fell from 129 to 85.

For the past few years foreign exchange

1) Bank Indonesia Circular No. SE 9/53/UPPB, No-
vember 30, 1976.

2) Bank Indonesia Circular No. SE 9/66/UPPB, De-
cember 20, 1976.
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banks have been allowing customers to

maintain checking accounts denominated in

foreign exchange. This was allowed under

Government Regulation No. 16/1970 which

permits unrestricted acquisition and use of

foreign currency. These current accounts in

foreign currency made it possible to issue

checks and transfer orders denominated in

foreign currency and enabled the foreign

exchange banks to create foreign currency

deposits. Therefore, as a preventive mea-

sure, Bank Indonesia prohibited the issuing

of checks and transfer orders denominated

in foreign currency 3). The banks which had

issued checks and transfer orders were re-

quested to withdraw them from their cus-

tomers. Thenceforth, payments or transfers

from current accounts denominated in for-

eign exchange shall be effected through

cash transfers or book entries.

Banking development

At the end of March 1977 the total num-

ber of commercial banks had declined to

101, but the number of offices had increased

to 961, compared with 107 banks and 949

offices at the end of March 1976. The de-

cline in the number of commercial banks was

due to the merger of several private national

banks and revocation of the operating per-

mits of a few others.

The total number of development banks

remained at 28, i.e. one state bank (The

Development Bank of Indonesia), 26 local

development banks and one private devel-

opment bank.

However, the number of offices increased

to 142, due to the opening of 7 branches of

local development banks.

The number of savings banks in 1976/

1977 remained constant at 8 banks with 14

offices.

During the year under report, the num-

ber of rural banks (village banks, paddy

banks and petty-traders’ banks) increased

by two to reach 5,915. The Minister of Fi-

nance issued 5 permits to establish opera-

tions and revoked the operating permits of

three entities which were formerly engaged

in rural banking.

The development of commercial bank-

ing activities in Indonesia during the year is

reflected in the consolidated balance sheets

of the banks. Total assets rose 23 per cent

to reach Rp 3,637 billion; deposit liabilities

rose 27 per cent to Rp 2,365 billion; and

loans granted rose 23 per cent to Rp 2,490

billion.

Viewed by class of banks the state banks

continued to play the predominant role, with

their assets, deposit liabilities and credits

granted accounting for 82 per cent, 79 per

cent and 85 per cent of the total. Private

national banks and foreign banks were about

equally important in terms of assets, deposit

liabilities and loans granted, with the share

of the national private banks accounting for
3) Bank Indonesia Circular No. SE 9/16/UPPB, May

31, 1976.
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10 per cent, 11 per cent and 9 per cent, re-

spectively, of the total and the share of the

foreign banks accounting for  per cent, 10

per cent and 6 per cent, respectively. The

corresponding percentages for the preced-

ing year were 9 per cent, 11 per cent and 7

per cent for the private national banks and

9 per cent, 12 per cent and 7 per cent for

the foreign banks. The enhanced activities

of private national banks was one result of

the mergers encouraged by the Govern-

ment.

In 1976/1977 there were no changes in

the liquidity requirements. The minimum li-

quidity ratio with respect to rupiah and for-

eign currency liabilities remained at 30 per

cent. The monthly average liquidity ratio of

banks in 1976/1977 was above the required

30 per cent. The rupiah liquidity ratio of state

banks, private national banks and foreign

banks was 34 per cent, 48 per cent, 30 per

cent, respectively: overall liquidity in the year

under report was therefore 35 per cent.

Compared with the preceding year, there

was not much change in the liquidity ratios

of the state banks, private national banks or

foreign banks, which had been 34 per cent,

50 per cent and 33 per cent, respectively, in

1975/1976 with an overall ratio of 36 per

cent. In absolute terms, nevertheless, the

level of reserves maintained by the banks

increased from Rp 368 billion at the end of

1975/1976 to Rp 494 billion at the end of

the reporting year.

The banks’ rupiah balances with Bank

Indonesia were continuously above the re-

quired ratio of 10 per cent, i.e. 19 per cent,

23 per cent and 17 per cent for the state

banks, private national banks and foreign

banks,

respectively. The corresponding percent-

ages in the preceding year were 19 per cent,

25 per cent and 20 per cent. In the year un-

der report, the liquidity ratio for foreign ex-

change was far above the required level, be-

ing 79 per cent in 1976/1977 compared with

67 per cent in the preceding year.

Data on the developments and activities

of the banking sector during the year under

report are presented in tables 14,15,16 and

17.

Other financial institutions

Non-bank financial institutions

The steps taken by the Government to

establish non-bank financial institutions were

particularly aimed at stimulating the devel-

opment of a money and capital market in

Indonesia. The principal activities of

non-bank financial institutions, established

since 1972,4) are efforts to increase the par-

ticipation of the community in fund raising

by issuing securities and to use the funds to

help finance companies by granting loans

and equity participation. They will provide

avenues of finance to companies other than

from banking sources.

4) Decision of the Minister of Finance No. Kep.38/
MK/IV/1/1972, January 18, 1972.
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As a first step, the Government decided

that only two categories of financial institu-

tions could be established, namely devel-

opment finance corporations and investment

finance corporations. The former group is

engaged principally in granting medium and

long term credit and equity participation,

while the latter in underwriting activities.

At the end of the year under report there

were 12 non-bank financial institutions, con-

sisting of 2 development finance corpora-

tions and 10 investment finance corpora-

tions. In addition, there were 3 representa-

tive offices of foreign non-bank financial in-

stitutions.

The activities of non-bank financial insti-

tutions were reflected by their resources,

which, up to the end of March 1977 in-

creased by 40 per cent to Rp 102 billion while

investments went up by 42 per cent to Rp

98 billion.

The 2 development finance corporations,

i.e. PT Indonesian Development Finance

Corporation (IDFC) and PT Private Devel-

opment Finance Company of Indonesia

(PDFCI) also showed a significant progress:

resources increased by nearly 7 per cent to

Rp 16,847 million, while investments rose

by more than 6 per cent to Rp 15,924 mil-

lion.

As previously mentioned there were 10

investment finance corporations, while one

of them is still inactive. These corporations

also developed rather favorably and at the

end of the reporting year, resources and in-

vestment of funds increased by 50 per cent

to Rp 85,063 million and by 52 per cent to

Rp 82,037 million. The increase in resources

was achieved through borrowing and issu-

ing of securities, while the rise in investment

was attributable to investments in banker’s

bills and other commercial papers, espe-

cially promissory notes. The development of

the financial institutions is shown in tables

18,19 and 20.

Pawnshop

As a type of non-bank financial institution,

pawnshops still play an important role, i.e. in

meeting contingencies of the community in gen-

eral and those of the low income group in par-

ticular. Loans from pawnshops are relatively easy

and simple to obtain, in contradiction to bank

loans. At the end of 1976, the Pawnshop Institu-

tion had 441 offices as against 437 in 1971. The

lending activities of the pawnshops are reported

in the table below:



37

The activities of pawnshops are reflected

by the total amount of loans granted. In 1976,

total loans granted amounted to Rp 38 bil-

lion or increased by 23 per cent over 1975,

while the value of pawns redeemed was Rp

35 billion, i.e. increased by 22 per cent.

Loans outstanding with the Pawnshop Insti-

tution amounted to Rp 11.2 billion in 1976,

which indicated a Rp 2.7 billion increase in

net loans outstanding.

Credit insurance

The development of small entrepreneurs

is often hampered by the shortage of capi-

tal needed for their operations. In general,

small entrepreneurs meet with a number of

difficulties when applying for bank loans, par-

ticularly because of their unability to provide

adequate collateral. Therefore, because of

the risk involved, banks are rather unwilling

to extend loans in relatively small amounts.

In order to enable small entrepreneurs to

obtain bank loans, in 1971 the Government

in conjunction with Bank Indonesia estab-

lished PT Asuransi Kredit Indonesia (PT

ASKRINDO) which is domiciled in Jakarta.1)

The objective of the said institution is to

safeguard loans granted by banks to me-

dium and small entrepreneurs engaged in

handicraft, agriculture, animal husbandry,

fishery, trade and services. PT ASKRINDO

undertakes to bear part of the risk arising

from default of the relevant bank custom-

ers. It may be mentioned that all loans

granted by banks under the KIK/KMKP pro-

gram are insured by PT ASKRINDO.

During 1976, the number of bank cus-

tomers insured with PT ASKRINDO in-

creased by 24 per cent to reach 140 thou-

sand while the nominal amount of loans in-

creased by 61 per cent to Rp 70,716 mil-

lion. The activities of PT ASKRINDO in a

number of economic sectors during the last

three years were as follows (amounts in

million of Rp):
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V.   GOVERNMENT FINANCE

General

In 1976/1977 (the third year of REPELITA

II, Government finance policy continued to

emphasize monetary stability and economic

growth. Monetary stability is necessary to

create the right environment for the achieve-

ment of the economic growth envisaged in

REPELITA II. As well, the Government has

other objectives, such as expansion of em-

ployment opportunities, more equal distri-

bution of the benefits of development, and

encouraging saving and productive private

investment.

In accordance with these objectives the

Government pursued a policy of balanced

budgets while at the same time the overall

size of the budget increased from year to year.

The 1976/1977 State Budget envisaged that

revenue and expenditure would be balanced

at Rp 3,521 billion, an increase of Rp 788 bil-

lion or 29 per cent over the realized budget

figures of the previous year. The revenue side

comprised domestic receipts totalling Rp

2,803 billion and development receipts (which

represent program aid and project aid) total-

ling Rp 717 billion. This represented an in-

crease of 25 per cent in domestic receipts

and 46 per cent in development receipts, com-

pared with the corresponding actuals for 1975/

1976. On the expenditure side, the State Bud-

get envisaged routine and development ex-

penditures of Rp 1,600 billion and Rp 1,921

billion, respectively. These amounts were 20

per cent and 37 per cent higher than the ac-

tual figures for the previous year.

In 197611977 actual receipts as well

expenditures were 5 per cent higher than

budgeted, and were approximately 35 per

cent over the corresponding actual figures

for the previous year.

Actual domestic receipts totalled Rp

2,906 billion or 4 per cent higher than bud-

geted. This was attributable to an increase

of 12 per cent in indirect tax receipts and a

104 per cent increase in non-tax receipts.

Actual receipts were 30 per cent higher than

in the preceding year.

Actual routine expenditure amounted to

Rp 1,630 billion, an increase of 22 per cent

over the corresponding figure of 1975/1976,

and 2 per cent above the budget estimates.

This increase occurred mainly in material

expenditure, subsidies to local governments

and debt servicing. In contrast, personnel

and other expenditures were below the bud-

get estimates.

As domestic receipts were higher than

routine expenditures, public saving the sur-

plus on the routine budget amounted to Rp

1,276 billion in 1976/1977, an increase of

40 per cent over the previous year. During

the first 3 years of REPELITA II, public sav-

ing financed 68 per cent of total develop-

ment expenditures compared with only 41

per cent during PELITA I. The increase of

public saving reflected the Government’s

greater ability to finance development ex-

penditures.

In order to achieve the rate of economic

growth envisaged in REPELITA II, domestic
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capital formation has to increase. Public

saving has been around 30 - 40 per cent of

total domestic capital formation. As private

domestic capital is not yet adequate, foreign

aid (especially in the form of project aid) is

still needed, although its role is gradually

diminishing.

As mentioned above, public saving con-

tinued to increase significantly. Foreign aid

receipts also increased by 59 per cent to

reach Rp 784 billion in 1976/1977. Develop-

ment expenditures in the reporting year

amounted to Rp 2,055 billion, i.e. an increase

of 47 per cent over the actual level of 1975/

1976. Among the various types of develop-

ment expenditures, the most notable in-

crease was in Government participations,

which rose by 101 per cent.

It should be noted that in this reporting

year, actual receipts were higher than bud-

geted, while on the other hand several types

of expenditure were lower than provided for

in the budget. Receipts which exceeded the

budget estimates were export taxes, import

duties, MPO (withholding tax) and non-tax

receipts. Lower than expected expenditures

were mainly attributable to a decrease in the

Government subsidies on fertilizer and food

imports as a result of declining world mar-

ket prices of these products and lower fertil-

izer imports. These favorable circumstances

enabled the Government to repay a part of

its debt to Bank Indonesia and to finance

other additional expenditures while maintain-

ing a balanced budget.

The State Budget for 1977/1978 pro-

vides, or receipts and expenditures to be

balanced at Rp 4,247 billion, which is an in-

crease of around 15 per cent over the bud-

get actuals of 1976/1977. In fact, in 1977/

1978 the Government pursued the policy of

preceding years in providing for a balanced

and dynamic budget designed to achieve

monetary stability, foster economic growth

and spread the benefits of development

throughout the country.

Government receipts

As mentioned above, in the fiscal year

1976/1977 Government receipts increased

by 30 per cent to reach Rp 2,906 billion. This

was derived from direct taxes (Rp 2,047 bil-

lion or 70 per cent of total), indirect taxes

(Rp 741 billion or 26 per cent) and non-tax

receipts (Rp 118 billion or 4 per cent).

Direct tax receipts were 29 per cent

higher than in the preceding year. This in-

crease occurred in almost all types of direct

taxes. In this fiscal year, income tax

amounted to Rp 84 billion, an increase of

36 per cent over the 1975/1976 figure.

This increase was attributable to the in-

tensification of tax collection and the expan-

sion of economic activity.

In setting the income-tax scale so that it

is in accordance with the community’s tax

paying ability, the Government introduced a

number of regulations. A tax payer with a
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spouse and 3 children whose income was

less than Rp 402,000 was exempted from

tax ( the figure in 1975 was Rp 360,000).

The amount of income subject to the lowest

rate, i.e. 10 per cent, was increased from

Rp 60.000 to Rp 100.000. The highest tax

rate, i.e. 50 per cent, only applied to taxable

incomes in excess of Rp 7.5 million, instead

of Rp 6.0 million as in the preceding year.

After a substantial rise in 1975/1976,

corporation tax receipts decreased slightly

in 1976/1977. However, it should be noted

that withholding tax receipts increased by

53 per cent to Rp 148 billion and part of this

amount was actually advance payments of

corporation tax. The increase of these with-

holding tax receipts resulted from higher

export and import activities. The Govern-

ment also increased the rate of withholding

tax on selected export commodities such as

logs and coffee and on imported goods.

Oil company tax receipts totalled Rp

1,619 billion, an increase of 30 per cent over

the previous year. This reflected the increase

in domestic oil production, the increase in

the world market price of oil in October 1975,

and the renegotiation of Contracts of Work

and Production Sharing Contracts. In Janu-

ary 1977 the Indonesian oil export price was

again increased, but the effect of this will

only be felt in 1977/1978.

IPEDA receipts increased by 22 per

cent to reach Rp 42 bi l l ion. The

extensification and intensification of

IPEDA collection in rural and urban areas,

on agricultural estates, and in the forestry

and mining sectors were responsible for

the increase.

Other direct tax receipts (the property

tax, and taxes on interest, dividends and roy-

alties) increased by 19 per cent. To broaden

the tax base, the Government began to ap-

ply the MPS system for collecting tax on in-

terest, dividends and royalties in November

1976.

In 1976/1977 actual indirect tax receipts

reached Rp 741 billion, 37 per cent higher

than in the previous year. Almost all types

of indirect tax receipts increased markedly.

This reflected the higher level of production,

expansion of trade activities, improvement

of the tax collecting machinery, and an in-

crease in the number of tax payers.

Sales tax receipts totalled Rp 162 billion,

an increase of 36 per cent. This increase

was attributable to higher domestic produc-

tion and trade. As well, the Government in-

creased the sales tax on passenger cars,

station wagons and similar vehicles. The

Government also introduced several mea-

sures, such as exemption of sales tax on

the construction of low-cost houses and on

buses, trucks, and other commercial ve-

hicles considered essential to meet commu-

nity needs. In order to stimulate domestic

industry the Government exempted domes-

tically produced woven and knitted textiles

from sales tax beginning in January 1977.

In spite of this, overall sales tax receipts in-

creased.
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In 1976/1977 sales tax on imports rose

to Rp 102 billion (a 41 per cent increase),

while import duties reached Rp 257 billion

(a 48 per cent increase). The Government

increased the import duty and import sales

tax on finished products, passenger cars

and station wagons. On the other hand, the

Government also reduced the sales tax on

imports of raw materials needed for domes-

tic industries as well as on commercial cars

in CKD condition.

Excise receipts totalled Rp 131 billion or

an increase of 34 per cent over the previ-

ous year. This resulted from the adjustment

of the base price of beer, distilled alcohol,

an increase in tobacco excise and intensifi-

cation of collection.

Export tax receipts amounted to Rp 62

billion, a slight increase over the preceding

year. Although the Government reduced the

export tax rate in the context of the April 1976

measures, export tax receipts still increased

somewhat. This increase was attributable to

a marked rise in export proceeds which also

made export tax receipts in 1976/1977 far

higher than budgeted.

Net petroleum profit1) reached Rp 16 bil-

lion in 1976/1977. In 1975/1976 there was a

shortfall on this item as the Government paid

subsidies amounting to Rp 1 billion. The

substantial increase mentioned above re-

sulted from the adjusted sales price of fuel,

e.g. gasoline rose from Rp 57 to Rp 70 per

liter and kerosene from Rp 16 to Rp 18 per

liter.

Other indirect tax receipts (including

stamp duties, duties on auctions, and other

levies) totalled Rp 11 billion in 1976/1977,

33 per cent lower than in the preceding year.

One factor in this reduction was the deci-

sion not to collect the stamp duty on agri-

cultural produce, in order to encourage ex-

ports and facilitate domestic trade in agri-

culture produce. As well, the Government

reduced the stamp duties on capital and

credit, which had been 5 per cent and 0.5

per cent, respectively, to 0.1 per cent.

In the reporting year, non-tax receipts

reached Rp 118 billion, an increase of 7 per

cent over 1975/1976. These receipts in-

cluded the Government’s share in the net

profit of state banks and state enterprises,

and proceeds from the sale of state prop-

erty. Non-tax receipts also included the

1975/1976 budget carry-over and the edu-

cation development contribution (SPP)

amounting to a total of Rp 18 billion.

Government expenditures

Total Government expenditure is subdi-

vided into routine expenditure and develop-

ment expenditure. Routine expenditure was

met from domestic receipts, while develop-

ment expenditure was financed by public

saving and by foreign aid receipts.

1) Represents the discrepancy between the pro-
ceeds from domestic sales of petroleum products
and the total costs of crude, refining and distribu-
tion involved.
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In line with the expansion of economic

development, routine expenditure has been

increasing each year and in this reporting

year rose by 22 per cent to reach Rp 1,630

billion. This rise was reflected in almost all

types of routine expenditure.

Expenditure for salaries and pensions

rose by 7 per cent compared with the pre-

ceding year, as the Government increased

the minimum salaries of civil servants in the

lowest category, the incomes of the veter-

ans of the struggle for independence and

the basic pensions of officials.

In the year under report, material expen-

diture totalled Rp 340 billion. i.e. an increased

of 11 per cent. This increase was attribut-

able to increased defence and security ex-

penditures and increased petroleum usage.

Besides, there was an increase in the edu-

cation development contribution (SPP) and

larger expenditure by several ministries.

Government subsidies to autonomous

regions amounted to Rp 313 billion, i.e. an

increase of 10 per cent over the previous

year. This resulted mainly from the higher

salaries of category I civil servants in the

regions, a rise in the number of primary

school teachers and nurses and the pay-

ments to replace the education development

contribution (SPP) for the first through the

third grades, which was cancelled in Janu-

ary 1977. Moreover, the integration of East

Timor into the Republic of Indonesia in-

creased subsidies to the autonomous re-

gions.

Expenditure for debt servicing rose to Rp

189 billion, 141 per cent higher than in the

preceding year. The increase was mostly

attributable to the payment of interest and

principal on foreign debts.

Other routine expenditures increased by

113 per cent to reach Rp 151 billion. This

consisted of subsidies on food imports (Rp

30 billion), preparation for the general elec-

tions (Rp 37 billion) and public services other

than those provided by ministries (Rp 75

billion). The amount of subsidies on food

imports decreased markedly in the year

under report, as the decline in the world mar-

ket price of rice allowed the Government to

cease payment of rice subsidies after July

1, 1976. Payments of subsidies on food im-

ports were 22 per cent lower than in the pre-

vious year and represented only 35 per cent

of the budget estimate.

In 1976/1977, actual development ex-

penditure totalled Rp 2,055 billion, an in-

crease of 47 per cent. With the exception of

expenditure for fertilizer subsidies-- which

was included in the category of development

expenditure— and aid to Irian Jaya, all types

of development expenditure increased.

In the year under report, expenditure for

ministries and public entities increased by

22 per cent reflecting the increased capac-

ity to disburse development expenditure.

The Government devoted approximately

14 per cent of development expenditure to

labor-intensive projects in the regions, to the
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improvement of facilities and infrastructure

and to expenditures not directly related to

economic development.

Expenditure for regional development

was 22 per cent higher than in the previous

year. This increase was attributable to larger

development subsidies to villages,

kabupatens, provinces, reimbursement of

IPEDA, assistance for the construction of

primary school, provision, of health facilities

and several new “INPRES” projects, such

as for markets and reafforestation. These

measures were designed to enhance and

spread development activities over the coun-

try more evenly.

The subsidies to villages were meant to

stimulate and activate the communities’ ef-

forts to develop their villages through the

development of rural infrastructure projects.

In the reporting year, subsidies to villages

increased by 24 per cent and the number of

villages involved increased from 45,303 to

58,675. The subsidy remained at Rp

300,000 per village.

The subsidy to kabupatens and

kotamadyas increased by 6 per cent over

the preceding year. Government subsidies

to kabupaten were maintained at Rp 400 per

capita, but the minimum subsidy to each

kabupaten was increased from Rp 20 mil-

lion in 1975/1976 to Rp 30 million in 1976/

1977.

The minimum subsidy for development

of provinces was also increased from Rp

750 million in 1975/1976 to Rp 1 billion in

1976/1977, and was therefore 14 per cent

higher than in the previous year.

Subsidies for development of primary

schools increased by 15 per cent to Rp 57

billion to cover the higher cost of mainte-

nance and the cost of school books.

Subsidies to health centers/clinics

(PUSKESMAS) reached Rp 21 billion, 37

per cent higher than in the preceding year.

This reflected, in addition to routine expen-

diture on facilities, the construction of new

buildings and repairs of old ones.

Development expenditure from IPEDA

(collected by the Central Government and

intended for use by the local governments

for the financing of selected development ac-

tivities) increased by 22 per cent to Rp 42

billion.

The INPRES programs for

reafforestation and construction of market

places began in 1976/1977. Under “INPRES

Pasar” a subsidy was paid to regions for the

construction of markets so as to provide the

economically weak group with an opportu-

nity to expand their business. Actual expen-

diture under “INPRES Pasar” was still insig-

nificant (Rp 15 million), as it only included

administration cost. The current budget pro-

vides for an amount of Rp 5 billion which

includes an amount for interest on loans, the

implementation of which will begin in July

1977. Subsidies under “INPRES

Penghijauan” were paid to a number of

kabupatens to reafforest critical land in or-

der to maintain permanent forest and to pre-
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vent erosion. Actual expenditure under

“INPRES Penghijauan” was equal to the

budget estimate of Rp 16 billion.

Other development expenditure, which

included Government participations and

subsidies on imported fertilizer, increased

by 32 per cent to Rp 405 billion. Of this

amount, Rp 218 billion was for Government

participations which increased by 101 per

cent over the preceding year. This figure in-

cluded the interest subsidy on time depos-

its, participation in the capital of state banks,

state projects, international institutions and

others. In this reporting year, the interest

subsidy on time deposits paid by the Gov-

ernment to the relevant banks amounted to

Rp 60 billion, compared with Rp 9 billion in

the previous year. The subsidy payment on

imported fertilizer declined by 20 per cent

to Rp 107 billion, as fertilizer imports de-

creased following the rise in domestic fertil-

izer production.

In order to assist petty traders and

spread development more evenly, in the year

under report the Government made funds

available under a program called “Kredit

Candak Kulak”. The funds were channelled

through BUUDs under the guidance and

supervision of the Directorate General of

Cooperatives. At the end of 1976/1977, the

amount of “Candak Kulak” credits extended

was Rp 267 million) channelled through 533

BUUDs in Jawa and Bali. Each BUUD re-

ceived a loan of Rp 500 thousand.
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Vl. INTERNATIONAL ECONOMIC
AND MONETARY DEVELOPMENTS

1. World economic conditions

After the recession of 1974 - 1975, world

economic conditions in 1976 were gener-

ally characterized by an economic revival in

the industrialized countries. Many of these

countries were also rather successful in

combating inflation. Subsequently, world

trade was expanding and boosted economic

activity in other countries, as was i.e. re-

flected in a higher demand for exports from

developing countries such as Indonesia.

In 24 OECD member countries, Gross

National Product (GNP) in real terms in-

creased by 5 per cent in 1976 as compared

with a decline of 1.2 per cent in 1975.

USA, the Federal Republic of Germany

and Japan achieved the highest rate of in-

crease in GNP, i.e. above the average for

the industrialized countries as a whole,

whereas the rate achieved by the United

Kingdom was far below average.

Prices in the industrialized countries in-

creased by 8.4 per cent in 1976. Three of

these countries, i.e. the USA, the Federal

Republic of Germany and Canada recorded

a relatively low increase of 5.8 percent, 4.5

per cent and 7.3 per cent, respectively. The

rate of inflation in the United Kingdom and

Italy, on the other hand, was as high as 16.6

per cent and 16.8 per cent.

Despite the progress in economic growth

and the decline in the rate of inflation, un-

employment remained a matter of serious

concern. The rate of unemployment was 5.3

per cent in 1976, a percentage close to the

peak rate during the recession in the sec-

ond hall of 1975 when it stood at 5.5 per-

cent.

In the USA, GNP in real terms increased

by 6.1 per cent in 1976 as against a decline
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of 1.8 per cent in 1975. The economic re-

vival starting in the second quarter of 1975

was caused by an increase in consumer ex-

penditure, residential construction and in-

ventory accumulation. In spite of a sizable

increase in labor force, unemployment de-

clined from 8.9 per cent in 1975 to 7.7 per

cent in 1976. The rate of inflation was 5.8

per cent in 1976 as compared with 9.1 per

cent in 1975. Adequate supplies of foodstuffs

and an increase in output, especially manu-

facturing output, were mainly attributable to

the improved price developments.

Japan was the only industrialized coun-

try with a positive rate of growth in 1976 as

well as in 1975. GNP in real terms rose by

6.3 per cent in 1976 as against 2.1 per cent

in the preceding year. In order to maintain

the level of industrial activity, the Govern-

ment of Japan was attempting to stimulate

investment through a fiscal program and an

expansionary budget. It is worth noting that

the rate of unemployment was 2 per cent in

1976 — unchanged from 1975 — while the

rate of inflation declined from 12.1 per cent

to 9.7 per cent in 1976.

Among the major industrialized OECD

member countries, in 1976 the United King-

dom recorded the lowest increase in GNP,

i.e. 0.9 per cent. Since early March 1976,

the pound sterling rate in the world market

was declining, and reached its lowest point

in September 1976. In an attempt to restore

the rate of the pound sterling, the British

Government applied for financial assistance

from the International Monetary Fund to an

amount of SDR 3.4 billion. Especially after

the adjustment of the foreign exchange rate,

in conjunction with other ameliorative mea-

sures this financial assistance succeeded

in stimulating economic activity in general

and manufacturing industry and export in

particular. The rate of inflation was 16.6 per

cent in 1976 as against 24.2 per cent in

1975. The United Kingdom and Italy there-

fore recorded the highest inflation rates

among the OECD countries.

Economic activities in France were

fairly good in 1976. GNP increased by 5

per cent as compared with a 1.2 per cent

decline in 1975. However, inflation re-

mained a matter of serious concern. In-

flation was 9.2 per cent in 1976 as against

11.7 per cent in the preceding year. The

Government has issued a series of tax

measures and is pursuing a

contractionary monetary policy in an at-

tempt to further reduce the inflation rate.

Similar to the USA and economic growth

in the Federal Republic of Germany was

relatively high in 1976 as compared with

1975. GNP declined by 3.2 per cent in 1975

and increased by 5.6 per cent in 1976. Ad-

equately available credits and lower inter-

est rates contributed to a growing investment

volume and are expected to support the

same rate of growth in 1977 as in 1976. The

improvement in economic conditions was

also reflected in a declining rate of inflation,

i.e. from 6 per cent in 1975 to 4.5 per cent in

1976. This rate was the lowest among the

industrialized countries.
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The description above leads to the con-

clusion that the efforts undertaken by the

industrialized countries in 1976 to keep in-

flation under control and to revive world eco-

nomic activity in general started to be fruit-

ful. Efforts to improve the international mon-

etary system, however, have not yet resulted

in satisfactory solutions. Attempts to restruc-

ture the international monetary system were

initiated by the Committee of Twenty which

was established by the International Mon-

etary Fund (IMF) in July 1972. The Commit-

tee of Twenty prepared an Outline of the new

international monetary system and, after the

completion of its term, was dissolved at the

time of the IMF/IBRD Annual Meeting in

1974. The Interim Committee and the De-

velopment Committee were then established

to continue the work of the Committee of

Twenty. The Interim Committee, established

by the IMF, has only an advisory role in su-

pervising the d developments of the inter-

national monetary system besides other

duties, such as the study of proposals on

the amendment of the Fund’s Articles of

Agreement. The principal assignment of the

Development Committee, established jointly

by IMF and IBRD, is to propose methods for

the transfer of real resources from developed

to developing countries. The two committees

have continuously been discussing interna-

tional economic and monetary problems and

have solved several issues. These solutions

were contained in the agreements reached

in the meeting which was held in Kingston,

Jamaica, early in January 1976. The pro-

posals from the Interim Committee to the

Board of Governors i.a. concern an increase

in total IMF member quotas from SDR 29.2

billion to SDR 39.0 billion, amendment of the

Fund’s Articles of Agreement, reduction of

the role of gold in the international monetary

system, establishment of a “Trust Fund” and

liberalization of conditions and increasing the

access of member countries to use the

Fund’s resources. The Development Com-

mittee, on the other hand, recommended

that studies on the access of developing

countries to international capital markets be

completed, i.e. through the use of multilat-

eral guarantees, strengthening of the sec-

ondary market and creation of an Interna-

tional Investment Trust.

On April 30, 1976, the Board of Direc-

tors of IMF approved the resolution on the

Amendment of the Fund’s Articles of Agree-

ment. The amendments i.e. pertain to the

provisions on the adjustment of exchange

rates, reduction of the role of gold in the in-

ternational monetary system, characteris-

tics of the Special Drawing Rights and ex-

pansion of its use in making it the primary

reserve asset. At the IMF/IBRD Annual

Meeting held in Manila in October 1976, the

Interim Committee suggested that the IMF

Board of Directors consider the implemen-

tation of the surveillance of exchange rate

policy after the effectiveness of the Amend-

ment of the Fund’s Articles of Agreement.

Concurrently, the Development Committee

agreed to speed up the Implementation of

the Fifth IDA Replenishment and requested

attention from other financial institutions for

an increase in capital stock to meet the de-

veloping countries need for loans.
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Meanwhile, OPEC member countries

who are playing an increasingly important

role in determining the direction of interna-

tional economic developments, met in Doha,

Qatar, in December 1976, to decide on oil

prices for 1977. The meeting did not suc-

ceed in taking a unanimous decision on

prices. Eleven member countries, i.e. Indo-

nesia, Algeria, Equador, Gabon, Iran, Iraq,

Kuwait, Lybia, Nigeria, Qatar and Venezu-

ela agreed to increase oil prices by 10 per

cent as from January 1, 1977, and by an-

other 5 per cent as from July 1, 1977. On

the other hand, two members, i.e. Saudi

Arabia and the United Arab Emirates, agreed

to increase oil prices by only 5 per cent in

1977 In order to assist developing

(non-OPEC member) countries in overcom-

ing economic problems following interna-

tional monetary disturbances, in January

1976 Finance Ministers of OPEC countries

established an OPEC Special Fund which

was expected to amount to $ 1 billion. At the

end of the year under report, commitments

by participants amounted to $ 790.5 million

out of which $ 200 million and $ 180 million

were allocated for balance of payments as-

sistance and development finance, respec-

tively. The balance would be transferred to

the International Fund for Agricultural De-

velopment, i.e. an institution to provide as-

sistance for the agricultural sector in devel-

oping countries. The amount of Indonesia’s

contribution to the OPEC Special Fund was

$ 2.5 million.

2. International financial institutions

International Monetary Fund

The undermentioned transactions be-

tween Indonesia and the Fund took place

during the year under report:

a. Following an improved external reserves

position, for the fifth time Indonesia was

included in the currency budget for an

amount of SDR 15 million, covering the

quarter from December 1976 through

February 1977. This implies that up to

the said amount, Rupiahs may be used

by the Fund in transactions with other

countries. However, no Rupiahs were

used through the end of the period.

b. Until the end of the reporting year, there

were no other SDR allocations;

Indonesia’s total cumulative allocation

therefore remained at SDR 90.2 million.

As a result of the transactions in the pre-

ceding reporting years, Indonesia’s SDR

holding at the end of 1975/1976

amounted to SDR 6.3 million. However,

after a number of transactions in 1976/

1977, the balance available for use

amounted to SDR 12 million.

c. In the context of the Fund’s disposal

of 50 troy ounces of gold, half will be

restituted to member countries. The

gold to which members are entitled is
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determined on the basis of the mem-

bers’ shares in total quotas as of Au-

gust 31, 1975, computed at the rate

of SDR 35 per troy ounce. The gold

will be restituted once year over a pe-

riod of 4 (four) years; the first restitu-

tion took place on January 10, 1977,

involving 6.25 million troy ounces, out

of which Indonesia received 55,629

troy ounces against payment of SDR

1,947,000.

World Bank Group

As set out in the previous annual report,

Indonesia is no longer eligible for

concessional loans from the International

Development Association (IDA), since more

needy developing countries were accorded

priority following the dwindling resources of

IDA. Total IDA credits to Indonesia as of the

end of  1976/1977 therefore remained at $

561.8 million.

During the year under report, the Inter-

national Bank for Reconstruction and De-

velopment (IBRD) extended loans to a total

amount of $ 694.5 million for the following

projects:

— Highway rehabilitation in Sumatra,

Sulawesi, Jawa and Bali $ 130.0 million

— Vocational education and training $37.0

million

— Rehabilitation of sea transportation

$54.0 million

— Third fertilizer expansion (PUSRI III) $

70.0  million

— Electric power in West Jawa, Jakarta

and surroundings $90.0 million

— National foodcrops extension (9 prov-

inces) $22.0 million

— Rehabilitation of irrigation in Jawa and

Sulawesi $33.0 million

— Transmigration and rural development

(South Sumatra) $30.0 million

— Second urban development (Jakarta &

Surabaya) $52.5 million

— Tanjung Priok port development  $32.0

million

— Private Development Finance Company

of Indonesia (second loan) $ 15.0 mil-

lion

— Electr ic power in Jakar ta (Muara

Karang) and other cities in Jawa $116.0

million

— Nutrition development $13.0 million

Total loans approved by IBRD as of the

end of the period under report therefore

amounted to $ 1,155.5 million. The loans are

on less concessional terms, i.e. subject to a

term of repayment of 15 to 30 years includ-

ing 3 to 6 years grace, with an interest rate

ranging from 7.25 to 8.85 per cent annually.

During the year under report, Interna-

tional Finance Corporation (IFC) increased

its investments in Indonesia by $ 1.3 mil-

lion, consisting of a $ 1.1 million increase in

equity investment in PT Semen Cibinong,

and a $ 0.2 million increase in loans to PT

Daralon (textile mill). As of the end of the

reporting period, IFC investments (equity

and loans) in 9 enterprises in Indonesia

therefore amounted to $ 60.1 million.
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Asian Development Bank (ADB)

ADB loan approvals to Indonesia during

the year under report amounted to US

$109.34 million for the 5 projects mentioned

below:

— Electric hydropower, Maninjau (West

Sumatra) $ 39. 70 million

— Road improvement in Central and East

Jawa $20.00 million

— Bandung urban development and sani-

tation (West Jawa) $1.15 million

— South East Sulawesi transmigration de-

velopment  $0.28 million

— Rehabilitation and construction of high-

way from Porong to Malang (East Jawa)

$48.21 million

Inclusive of the aforementioned loans,

total ADB loans to Indonesia as of the end

of the reporting year amounted to $ 376.59

million. It should be mentioned that the loans

extended in 1976/1977 originated from Or-

dinary Resources and are subject to the fol-

lowing less concessional terms: repayment

ranging from 10 to 30 years including 2 to 7

years grace and an annual interest rate rang-

ing from 7.5 to 9.1 per cent.

Islamic Development Bank (IDB)

The IDB was effectively established on

April 25, 1975, with 32 countries as mem-

bers at the end of the year under report. In-

donesia signed the Declaration of Intent on

August 12,1974, and subsequently submit-

ted the Instrument of Ratification or Accep-

tance on March 20, 1975.

Indonesia’s subscription to the capital

stock of IDB amounts to lD (Islamic Dinar)

25 million (ID 1 = SDR 1), wholly payable in

convertible currency in 5 equal annual in-

stallments. The first and second installments

were paid in May 1975 and 1976, respec-

tively.

In the first years of its operation, IDB

plans to concentrate on equity participation

and investment based on profit sharing. As

of the end of the period under report, IDB

had provided financial assistance to 5 mem-

ber countries for a total amount of ID 30

million.

Inter - Governmental Group on Indonesia

(IGGI)

Donor countries participating in the 19th

IGGI meeting in June 1976 agreed to pro-

vide assistance to Indonesia for a total

amount of $ 1,137.8 million, specified as

follows:

a. Bilateral official development assistance

$ 467.8 million

b. Multilateral loans (semi concessional) $

670.0 million

— IBRD (not less than) $ 120.0 million

— ADB (not less than) $ 550.0 million

On top of the amount mentioned above,

export credits and commercial credits in

support of export credits are expected for

an amount of $ 2 billion, out of which $ 1

billion will be used for financing of cost over-

runs of special projects.



60

3. Economic and monetary develop-

ments in ASEAN countries

The Association of South East Asian

Nations (ASEAN), established on August 8,

1967, is i.a. designed to enhance economic

growth, social progress and cultural devel-

opment in the region through joint endeav-

ors in the spirit of equality and partnership.

In order to accelerate the implementation of

economic cooperation, ASEAN Economic

Ministers met in Jakarta from December

1975 until January 1976, their main purpose

was to discuss patterns of economic coop-

eration such as establishment of joint indus-

trial projects.

The aforementioned meeting was sub-

sequently followed by the First Summit Meet-

ing of ASEAN Heads of State held in Febru-

ary 1976 in Bali where a number of agree-

ments were reached. A significant decision

taken at this meeting was the adoption of a

Treaty of Amity and Co-operation and the

Declaration of ASEAN Concord. The Decla-

ration basically includes provisions for pro-

motion of co-operation in all fields particu-

larly in the economic field, in order to

strengthen the foundation for a prosperous

and peaceful community of South East

Asian Nations In the economic field, some

agreements have been reached such as on

collaboration and mutual assistance in pro-

viding essential goods and energy, and the

establishment of joint industrial projects. In

this connection, it had been agreed to es-

tablish five ASEAN industrial projects, viz.

urea in Indonesia and Malaysia, superphos-

phate in the Philippines, diesel engines in

Singapore and soda ash in Thailand. In the

trade sector, a few matters were agreed

upon, such as Preferential Trading Arrange-

ments, the agreement on attaining better

access to other markets for ASEAN prod-

ucts and a joint approach with respect to

problems of international trade. The Prefer-

ential Trading Arrangements are designed

to promote intra ASEAN trade for mutual

benefit through certain facilities such as re-

duction of tariffs. In the context of the joint

movement to export products to non—

ASEAN countries, efforts will be made to

reduce or eliminate tariffs and other trade

barriers prevailing in those markets,

whereas the joint approach with respect to

problems of international trade i.e. concern

reform of the international trade and mon-

etary systems, the transfer of real resources

in the context of the New International Eco-

nomic Order, and the establishment of

bufferstocks for major commodities.

In line with the efforts mentioned above,

the Governors/Managing Director of Cen-

tral Banks/Monetary Authority in ASEAN

countries explored forms of monetary and

financial cooperation. The forms explored

are i.e. ASEAN Clearing Arrangement,

ASEAN “Swap” Arrangement as well as

other forms of monetary cooperation such

as export credit insurance. The ASEAN

Clearing Arrangement is a payment arrange-

ment among Central Banks in order to ex-

pedite intra-ASEAN trade, while the ASEAN

Swap Arrangement is designed to provide

mutual relief among participating ASEAN

member countries encountering short-term

liquidity problems. It should be noted that
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among the forms of cooperation considered,

the ASEAN Swap Arrangement has been

agreed for immediate implementation by all

member countries.

The economic upswing in the industrial-

ized countries in 1976 promoted recovery

of economic activities in ASEAN countries.

Favorable developments in demand and

prices for primary commodities in industri-

alized countries resulted in higher exports

of all ASEAN countries. This had a marked

impact upon the real growth rate of the said

countries, ranging from 6 per cent in the

Philippines and Thailand to 11 per cent in

Malaysia. Improvement was also recorded

with respect to domestic price developments

in 1976.

Among the ASEAN countries, Malaysia

achieved the highest rate of growth in 1976.

Due to a better export performance, in 1976

Cross National Product (GNP) at current

prices rose by 24.1 per cent or by 11.3 per

cent at constant prices. Per capita real in-

come, which declined by 6.5 per cent in

1975, increased by 16 per cent in 1976. The

growth occurred in almost all major eco-

nomic sectors such as agriculture, forestry,

fishery and mining. The improvement of

overall economic performance in 1976 was

accompanied by favorable domestic price

developments. The consumer price index

rose by only 3 per cent in 1976, as against

17 percent and 5 per cent in 1975 and 1974,

respectively.

In 1976, Thailand, the single ASEAN rice

exporting country, recorded a 6.2 per cent

increase in Gross National Product (GNP)

at constant prices, compared with 5.5 per

cent in 1975. Agricultural output, especially

rice and maize, was adversely affected by

drought and only increased by 3 per cent in

1976 compared with 5 per cent in 1975. The

increase in the rate of inflation commencing

in 1974, started to decline in 1976. The con-

sumer price index rose by 5 per cent in 1976,

as against 5.3 per cent in 1975.

Among the ASEAN countries, Singapore

is the only country with Gross Domestic

Product mainly originating from manufactur-

ing industry and services. Real gross do-

mestic product rose by 7 per cent in 1976,

as against 4 per cent in the preceding year.

The better performance of the economy was

caused by the expansion of industrial ac-

tivities which led to a growth in exports and

entrepot trade as well as services. Domes-

tic price inflation was successfully contained,

as was reflected by a 1.9 per cent decline in

the consumer price index in 1976, compared

with an increase of 3 per cent in 1975 and

22 per cent in 1974.

As in the case of other ASEAN coun-

tries, real Gross National Product in the

Philippines rose by 6.3 per cent in 1976,

which was attributable to improved export

demand and sustained public investment,

particularly in construction. Almost all eco-

nomic sectors indicated higher growth in

output compared with the preceding year.

Domestic price inflation continued to slow

down from 1974 to 1975 and 1976, and

stood at 34.3 per cent, 8.0 per cent and

5.6 per cent, respectively.
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VII.  THE BALANCE OF PAYMENTS
OF INDONESIA

A.  Balance of payments policy

The Government’s policy on the overall

balance of payments and, more specifically

on the export-import front, was continuously

directed at obtaining the utmost benefit of

the foreign trade sector so as to enable In-

donesia to support its domestic economic

development. To achieve this aim, taking into

consideration the international economic

and monetary developments, various new

measures were undertaken affecting ex-

ports, imports, services and capital move-

ments.

A series of decisions (which came to be

known as the “April 1, 1976, package”) were

taken in this reporting period in order to pro-

mote export earnings. Also, a number of

steps were taken in the import sector to

guide and protect the development of do-

mestic industry and to increase government

revenue. In the capital and service accounts,

especially with regard to the oil sector,

agreements were concluded with the foreign

companies which resulted in a larger share

of oil revenue for the Government.

1. Export measures

In order to improve the competitiveness

and increase the export earnings of non-oil

export commodities, since April 1, 1976, a

series of measures covering taxes, bank

credits and institutional matters have been

taken within the Export Promotion Pro-

gramma. The main points of the Export Pro-

motion Programma are described below.

a.   Export tax

Export commodities were reclassi-

fied into 3 groups, according to the level

of tax charged, namely 0 per cent, 5 per

cent and 10 per cent while the previous

classification consisted of only 2 groups,

0 per cent and 10 per  cent.1) The main

consideration in the former classification

was whether the export was processed

or not. The regulations promulgated on

April 1, 1976 were especially meant to

emphasize the degree of processing.

The new regulation in principal de-

termines that unprocessed traditional

export commodities which are still highly

competitive in the international markets

would be charged a 10 per cent tax while

semi processed commodities are to be

subject to a 5 per cent tax. Industrial

goods, handicrafts and commodities

strategically important from the country’s

economic point of view, involving a large

amount of labour or which were of spe-

cial importance in particular regions,

were exempted from the export duty. in

addition, it was also decided that the dif-

ference between the sales price (trans-

action price) and the check price were

exempted from both the export tax and

the MPO.

1) Government Regulation No. 11/1976 dated March
31, 1976 and Decree of the Minister of Finance
No KEP-343/MK/IV/1976 dated March 31, 1976.
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The effect of the above regulation

was, that the export tax on 39 commodi-

ties declined from 10 per cent to 5 per

cent while the tax on 117 other com-

modities went down from 5 per cent to 0

per cent, thus, only 19 commodities

were still subject to a 10 per cent tax

compared to 175 commodities in the

previous period. The share of exports in

terms of the tax grouping composition

(10 per cent, 5 per cent and 0 per cent)

had changed substantially. Prior to the

above regulation, about 97 per cent of

the 1974 export value were concen-

trated in the 10 per cent tax group leav-

ing the remainder as tax-free exports.

After this regulation came into force the

composition became 46 per cent, 41 per

cent and 13 per cent, subject to the 10

per cent, 5 per cent and 0 per cent ex-

port tax respectively.

b.   Regional levies, Cess and other levies

A number of regional levies which

were felt to be an additional cost-burden

on exports were abolished while some

other levies were identified for further re-

consideration. Prior to this regulation,

Cess levies ranged from Rp 1.50 to Rp

500.- per kg or per piece or other unit of

measurement. In the new regulation

Cess will not be collected.2) In addition,

the Rehabilitation Fund collected on se-

lected commodities, was abolished.3) In

the preceding period, coffee, pepper,

tengkawang and copra & copra products

were charged with Rp 2.00; Rp 2.50; Rp

6.00 and Rp 1.00 per kilo respectively.

c.   Stamp duties

Stamp duties on exports were not

to be collected.4) Prior to this, the stamp

duty was 0.5 per cent charged to both

buyer and seller.

d.  Banking Credit and charges

The rate of interest for export and

export production credits was reduced

from 15 per cent to 12 per cent p.a.5)

Bank charges were also lowered from

0.5 per cent to 0.25 per cent of the value

of the bill of exchange with a maximum

charge of $ 2,500.6) In addition to that

export credit facilities will be improved.

e.   Institutional matters

Trade centres are being set up in

New York, Hamburg, Jeddah and London.

Export Processing Zones (areas where

the processing of the goods will enjoy cer-

tain tax facilities) will be established in

Jakarta, Cilacap, Belawan and Ujung

Pandang. Furthermore, the regional of-

fices of the Department of Trade are au-

2) Decree of the Minister of Finance No. KEP-344/
MK/IV/3/1976 dated March 31, 1976

3) Decree of the Minister of Trade No.68/KP/IV/1976
dated April 1, 1976..

4) Decree of the Minister of Finance No. KEP/334/
MK/II/3/1976 dated March 31, 1976.

5) Decision of the Board of Directors of Bank Indo-
nesia No.8/161/Kep/Dir/UPK dated March 31,
1976.

6) Decision on the Board of Directors of Bank Indo-
nesia No 8/162/Kep/Dir/ULN dated March 31, 1976
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thorized to issue Export Identification

Numbers (Angka Pengenal Export) to

exporters domiciled within the area un-

der their jurisdiction.7) To simplify the

procedure of timber exports, the num-

ber of documents ( other than form E3)

to be filled in by the exporter was re-

duced from 11 to 1.

In addition to the above regulations,

the Government has also standardized

the quality of certain export commodities

in order to assist overseas marketing.

2.  Import policies

In order to develop domestic industries

and solve the smuggling problems, the Gov-

ernment has undertaken the following mea-

sures and steps as described below.

An Inter-Departmental Team ( Depart-

ments of Finance, Trade and Industry) was

established in April 1976 to determine the

Check Price (Harga Patokan) of import com-

modities to be used as the basis in calculat-

ing import duties.8) The Check Prices should

be made public so that the relevant import-

ers know about them. This measure was

taken in order to expedite custom clearance

and also to avoid misunderstanding between

the customs and the importers.

Foreign exchange banks were not al-

lowed to transfer payments or collect

charges on imports without L/C.  In the case

of imports L/C’s, foreign exchange banks

were prohibited from changing  the terms of

L/C’s  after receipt documents or on issu-

ance of the custom clearance documents

(Keterangan Pemasukan Pabean).

Furthermore, imports of food, beverages,

building material, textiles and some house-

hold goods are now required to be in the

original container. Changes in containers are

allowed only if each contains only one type

of product of the same brand and quality.

Such imports using Merchant L/C, should

be accompanied by a Certificate of Inspec-

tion issued by Sucofindo or their correspon-

dents abroad or at the  Indonesia  ports.

In order to guide the domestic industry

towards a healthy and sound development,

the Government issued a regulation accord-

ing to which polyester fibre textiles, gunny

sacks and reinforcing steel could be im-

ported only through the use of a banker’s L/

C. This regulation was later known as the

Joint-Decree of 3 Ministers (SKB Tiga

Menteri).9)  This decree stated that on open-

ing an L/C the importer was required to pay

in full the value of the L/C and in addition to

make a “guarantee deposit” amounting to

100 per cent of the value of the L/C opened.

The guarantee  deposit will be returned to

the importer after the goods have been

cleared through customs according to the

stipulated rules. In addition, the importer had

7) Decree of the Minister of Trade No. 69/KP/IV/1976
dated April 1, 1976.

8) Decree of the Minister of Trade No. 85/KP/IV/1976,
dated April 27, 1976.

9) joint Decree of the Ministers of Trade, finance and
Industry respectively No 314/KPB/XII/76, No.
1699/MK/III/12/1976 and No. 475/M/SK/12/76
dated December 31, 1976.
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also to deposit the full value of the import

duty at the time of the  L/C opening. A part

from that, Merchant’s L/C imports of alu-

minium, extrusion, plastic bags, cokes, bat-

tery components, candies and agar- agar

were prohibited.10)

In the meantime  the Government had

approved the import of goods without L/C

for the Liquefied Natural Gas (LNG) Plants

in North Sumatera and East Kalimantan, and

for PT Tambang Batubara (coal mine) in

South Sumatera. The steps taken were felt

necessary to expedite the development of

those projects.

3. The policy on capital movement and

services

a. Oil Sector

In an effort to increase the Govern-

ment take from the production and ex-

port of oil, the Government concluded

new sharing arrangements with foreign

oil companies working under Contracts

of Work (Kontrak Karya)11) as well as

under Production Sharing Contracts

(Kontrak Bagi-Hasil).12) The revised

agreements became effective on Janu-

ary 1, 1976.

Oil companies working under Con-

tracts of Work have to surrender $ 1.00

to the Government for- each barrel pro-

duced in addition to the old take. How-

ever, with respect to exports to distant

count rices such as the East Coast of

the United States and Trinidad and To-

bago, the additional Government take

will be reduced by the extra freight

charges incurred. The original sharing

arrangements concluded between the

Government and the foreign contractors

were on a 60 40 basis of net operating

income.13) In the revised agreement

reached in December 1975, it was

agreed that if the production and the

price exceed a certain level, the Gov-

ernment take will be adjusted progres-

sively in Indonesia’s favor to a maximum

percentage of 95 per cent.

In the agreement concluded with

the Production Sharing Contractors it

was agreed that the Indonesian share

would be 85 per cent of net operating

income. The previous agreement had

fixed this share at 65 per cent to 95 per

cent, depending on the levels of produc-

tion and prices.

In addition, the above agreement

stipulated the level of capital deprecia-

tion, which was to be included as a com-

ponent of production costs. Prior to this

agreement, the maximum level of oper-

ating recovery cost was fixed at 40 per

cent of the annual production, in other

words, the cost could be recovered
10) Decree of the Minister of Trade No. 118/KP/IV/1976

dated June 12, 1976.
11 )During 1976, companies working under Contracts

of Work, comprising of 3 companies, produced 58
per cent of the production.

12) In 1976, Production; sharing Contractors produced
36 per cent of total production.

13) Net operating income is defined as total exports
less certain costs of production.



66

within two and a half years. Under the

recent rearrangement, the manner of

depreciation had been restricted by ex-

tending the depreciation period and dif-

ferentiating the time schedule of depre-

ciation depending on the type of produc-

tion costs. Within this context, the for-

eign oil companies were classified into

two groups. Group I comprised compa-

nies with proven reserves with Iess than

7 year production capacity, while group

11 consisted of companies with proven

reserves of more than 7 year produc-

tion capacity.

Further, the production cost was

classified into 2 categories, i.e. capital

cost and non-capital cost. The deprecia-

tion period of capital cost of Group I was

fixed at not less than 7 years while for

Group 11 it was not less than 14 years.

The depreciation period of non capital

cost was determined according to the

type of expenditures and the above men-

tioned groupings. Thus, in the early years

the amount of net operating income to

be shared would be higher, and hence

the Government’s revenue would in-

crease accordingly.

In order to boost investments and

explorations in the petroleum sector, the

Government had increased incentives

to foreign contractors operating under

Contracts of Work as well as Produc-

tion Sharing Contracts, commencing on

January 1977.

Oil companies working under Pro-

duction Sharing Contracts will hence-

forth surrender prorata crude to the Gov-

ernment at the prevailing export prices,

compared to only $ 0.20 per barrel pre-

viously. This incentive was applicable to

production from new investments for the

first five years of- commercial output,

after which time the surrender price was

again fixed at $ 0.20 per barrel. In addi-

tion, new investments were entitled to a

20 per cent investment allowance. Fur-

thermore, all Production Sharing Con-

tractors could recover new investment

costs over a period of seven years us-

ing the double declining method, regard-

less of the magnitude of the proven re-

serves.

Companies operating under Con-

tracts of Work were given a flat $ 0.50

per barrel more on production of new

investments during the first five years of

commercial output.

b. Non-Petroleum foreign Capital Investment

In the period under report, the Gov-

ernment introduced new regulations in

the sector of foreign capital investment.

In August 1976, the Government pro-

mulgated a decree on foreign capital in-

vestment, especially meant for the non-

oil mining sector. The main purpose of

this decree was to bolster new foreign

capital investments while at the same

time refining the existing regulations.
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Agreements under these regulations

would be known as “Third Generation

Contracts of Work “14)

Compared to the previous Con-

tracts of Work, some of the highlights

were as follows :

i. Exports of products under these con-

tracts should adhere to the general

export regulations.

ii. Goods exported by these companies

were subject to export tax except for

processed or semi-processed prod-

ucts.

iii. Long term sales contracts with over-

seas companies should have Govern-

ment approval.

iv. Interest, dividends and royalties

would be taxed at half the prevailing

rate.

v. Imports of goods needed by the com-

panies were exempted from import

duties and sales tax (import) for ten

years after commencing production.

vi. The tax credit incentive which in pre-

vious Contracts of Work was 8 per

cent of total investment, was replaced

by a tax allowance amounting to 20

per cent of total investment.

Based on the experience of the de-

velopment impact of foreign investment,

on February 1977 the Government is-

sued a new regulation setting out a more

comprehensive list of priorities areas for

foreign investment. The objective of this

new regulation was to set down more

specific direction for foreign investment

and also to provide a guide for govern-

mental institutions in their policy deci-

sions on new investments. More detailed

information on this subject is provided

in Chapter Vlll.

c.Tourism

The policies adopted in this sector

during this reporting period were gen-

erally aimed at increasing foreign ex-

change receipts from services. Espe-

cially in the tourism sector, the measures

taken were intended to improve the fa-

cilities in the field of immigration, air

transportation, tourist promotion, taxa-

tion, bank credits, investments and ob-

jects of tourism. The purpose of those

measures was to attract foreign tourists

while keeping the development of tour-

ism projects in line with development

activities in the regions.

B.  The balance of payments development

1. Main features

The Indonesian balance of payments

situation during 1976/1977 showed consid-

erable improvement. The overall balance of

payments surplus reached $ 1,001 million,

in contrast to a deficit of $ 364 million in the

previous period It should be observed that

14) Companies established during 1967 and July 1968
were subject to “The First Generation Contracts
of Work” while those established between July
1968 and July 1972, were subject to “ The Second
Generation Contracts of Work”. For a more de-
tailed information, see Chapter VIII.
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this is the largest surplus ever achieved. As

a result of this surplus, net international re-

serves which at the end of March 1976 stood

at $ 557 million rose to $ 1,558 million at the

end of the reporting period.

The principal factors underlying the im-

provement in the balance of payments situ-

ation were higher export proceeds and re-

duced foreign exchange expenditures relat-

ing to the repayment of foreign debts. The

increase in export earnings was the result

of the export measures taken by the Gov-

ernment in early 1976/1977 known as the

“April 1, 1976 package”, combined with the

increase in demand for Indonesian export

commodities following the economic recov-

ery of the industrial countries. The increase

in oil exports was a result of the economic

recovery of the industrial countries as well

as the successful renegotiations with the

foreign oil companies, which resulted in a

larger share for the Government. There was

a substantial decline of foreign exchange

outflows which was closely connected with

the drop in PERTAMINA’S short-term debt

repayments.

Although exports increased by 29 per

cent, imports of goods and services rose

faster still, and so the balance on current

account still showed a deficit of $ 776 mil-

lion. The deficit on current account was

mainly due to imports financed by foreign

aid which increased by 86 per cent to reach

$ 1,556 million in 1976/1977. Although for-

eign aid imports were the major cause of

the increased deficit on current account, on

the other hand these imports also increased

the surplus in the capital account by an equal

amount. If imports financed by foreign aid were

to be excluded, the current account would

have shown a surplus of $ 780 million com-

pared to merely $ 4 million in 1975/1976.

As mentioned above, the current account

deficit was attributable primarily to imports

of goods and services financed by foreign

aid. However, since the capital account reg-

istered a net inflow of $ 1,595 million, the

overall balance of payments in 1976/1977

showed a surplus of $ 1,001 million.

2. The current account

A characteristic of the current account

during recent year-e has been the surpluses

in the balance of trade and deficits in the ser-

vices account, generally resulting in deficits

on the current account. As a result of the sub-

stantial surplus in the trade balance in 1976/

1977, the deficit in the current account im-

proved by 7 per cent compared with the year

before and reached the level of $ 776 million.

As mentioned earlier, the balance of

goods and services showed a deficit of $

776 million although the trade balance was

in surplus by $ 2,040 million. The major rea-

son for this deficit was foreign aid imports

which rose by 86 per cent to reach $ 1,556

million in 1976/1977.

a. Balance of Trade

As was the case in the previous years,

the balance of trade during the reporting

period showed a surplus of $ 2,040 million
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compared to $ 1,737 million in 1975/1976.

The primary reason for this surplus was the

rapid increase of exports which exceeded

the increase of imports, despite the substan-

tial rise in the latter.

The developments of the balance of trade

during the last five years are shown in the

following table.

Indonesia’s balance of trade

(In millions of $)

Exports Imports Balance

(fob) (fob) of Trade

1972/1973 1,939 1,651 + 288

1973/1974 3,613 3,074 + 539

1974/1975 7,186 5,097 + 2,089

1975/1976 7,146 5,409 + 1,737

1976/1977 9,213 7,173 + 2,040

1. Exports

The Government’s policy of promoting

non-oil exports, the steps undertaken in the

oil sector, and the economic recovery of the

industrial countries (especially Japan and

the United States) were the main contribut-

ing factors to Indonesia’s increase in exports.

The increased economic activity was clearly

reflected in the substantial growth of exports

which rose by 29 per cent to reach a level of

$ 9,213 million during 1976/1977. It should

be emphasized that this amount was the

highest Ievel ever reached both for oil and

for non-oil exports.

— Non-oil exports

Non-oil exports in 1976/1977 per-

formed remarkably, reaching $ 2,863

million. This was 53 per cent higher than

in 1975/1976 and 182 per cent above

the annual average of the First Five- Year

Development Plan.

As mentioned above, non-oil ex-

ports in the reporting period established

a new record. The growth of the export

volume can be seen from the figures for

exports at constant prices. The value of

exports at constant prices, using 1973/

1974 as the base year, showed a 16 per

cent increase over 1975/1976 and was

124 per cent higher than in the first year

of the First Five-Year Development Plan.

Timber, coffee and rubber together

made up 78 per cent of the export in-

crease in 1976/1977. Due to the sub-

stantial increase in prices, export value

of several commodities - palm kernel

copra, tobacco and tapioca—increased

although the volume declined. It should

be noted that for the first time in many

years, Indonesia did not have to import

urea fertilizer, and could even begin ex-

porting.

Further detail on the progress of sev-

eral commodities are described below.

Timber

In the reporting period, timber remained

the leading non-oil export, contributing

about 31 per cent to non-oil exports.

Export value increased by 68 per cent

over the previous year with volume ris-

ing by 39 per cent and a 22 per cent

increase in prices. It should be noted that

both value and volume set new records.
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The stronger demand of industrial coun-

tries (especially Japan) resulting from the

improving economic activity of those

countries was the major cause of the ris-

ing volume and price of this commodity.

In order to create more employment

opportunities, the Government contin-

ued to pursue efforts to change the com-

position of timber exports, which at

present consist mainly of logs, into fin-

ished products. Japan is still the princi-

pal export destination with a share of 54

per cent, followed by the Republic of

South Korea with 17 per cent.15)

The volume and value of timber

exports during the last 5 years are dis-

played in the following table.

T i m b e r

Value Volume

(In millions (In  Thousands

of $) of  Tons)

1972/1973 275 12,701

1973/1974 720 15,704

1974/1975 615 12,434

1975/1976 527 11,385

1976/1977 885 15,770

Rubber

Exports of rubber during 1976/1977

amounted to $ 577 million, maintaining

second place after timber, with a share

of 20 per cent of total non-oil exports.

The export value of this commodity in-

creased by 51 percent during 1976/

1977, compared to the preceding year

which recorded a decline of 10 per cent.

This was another record.

The principal reason for this signifi-

cant increase was higher prices (43 per

cent above the previous year) while the

volume expanded by 5 per cent. The in-

creasing demand for natural rubber by

the consumer countries was the major

cause of the price increase.

The price trend of natural rubber dur-

ing the recent years has tended to be un-

stable, so that producing countries - In-

donesia, Malaysia, Thailand and also

Singapore (as an exporting country) -

made joint efforts to stabilize the prices

at a more favorable level. These combined

efforts resulted in a mutual agreement to

limit exports according to the demand for

rubber and the establishment of an inter-

national buffer stock for rubber.15)

The following table shows the value

and volume of rubber exports during the

last five years.

R u b b e r

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 211 826

1973/1974 483 902

1974/1975 425 842

1975/1976 381 846

1976/1977 577 892

15) For  further details, see Chapter VIII on Develop-
ment on Production, Infrastructure and Prices
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Coffee

As a result of the rapidly increasing

value of exports during this reporting

period, coffee exports went from fifth

place to third, following timber and rub-

ber. Export value went up by 195 per

cent while its share became 12 per cent

of total non-oil exports, compared to only

6 per cent in the previous period. The

main reason for this large increase was

the 195 per cent increase in prices while

volume was practically the same as last

year. The principal reason for the in the

international markets was that Brazil, the

main producer, has still not recovered

from the frost damage.16)

The following table shows the vol-

ume and value of coffee exports during

the period.

C o f f e e

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 83 111

1973/1974 79 96

1974/1975 92 105

1975/1976 112 142

1976/1977 330 143

 T i n

The value of tin exports during the re-

porting period rose 15 per cent to reach

$ 181 million, due mainly to the increase

in volume which rose by 29 per cent to

reach 2, thousand tons in 1976, 1977.

The increasing volume of tin exports was

a result of the economic recovery in the

industrial countries. Following this im-

proved situation, the International Tin

Agreement (ITA) decided to abolish the

quota on tin export established in mid

1976. Further efforts to stabilize the in-

ternational tin price were still pursued.

In this connection, the International Tin

Agreement (ITA) concluded an accord

on new floor and ceiling prices which

were fixed respectively at M $ 1,075 and

M$ 1,325 per pikul. These new prices

were considerably high than the previ-

ous floor and ceiling prices.

Volume and value of exports dur-

ing the last five years can be seen in

the table below.

T i n

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 70 21

1973/1974 98 22

1974/1975 166 24

1975/1976 158 21

1976/1977 181 27

Palm oil

The value of palm oil exports during the

reporting period increased by 3 per cent

compared with the previous period,

when it fell by 23 per cent. This increase

was due to higher prices while volume

was approximately the same. The aver-

16) For more detailed information, see Chapter VIII
on Development of Production, Infrastructure and
Prices
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age price was $ 341 per ton in 1975/

1976 and rose to $ 352 per ton in 1976/

1977, as a result of the increasing world

demand for palm oil.

The production of palm oil during

1976 rose by 10 per cent, the result of

replanting in earlier years. However, the

volume of exports was practically the

same because of the increasing domes-

tic consumption.

The table below shows the perfor-

mance of palm oil exports, in value and

volume, during the past five years.

Palm  oil

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 42 245

1973/1974 89 279

1974/1975 184 303

1975/1976 142 417

1976/1977 147 415

T e a

Exports of tea showed a good perfor-

mance. The price and volume of exports

rose by 20 per cent and 7 per cent the

previous increase of respectively over

year. The price coffee resulted in a con-

sumer shift from coffee to tea, and thus

the price and volume of tea exports also

went up.

Data on the value and volume of ex-

ports during the last five years can be

seen in the following table.

T e a

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 31 46

1973/1974 31 46

1974/1975 50 51

1975/1976 50 60

1976/1977 64 64

Animal and produce

Exports of animal and produce during

the reporting period still held the sixth

place amounting to $ 146 million and

contributed 5 per cent to total non-oil

exports. The amount of these exports

rose by 39 per cent over the previous

period. Shrimp, which formed the major

part of this export, rose by 49 per cent

in 1976 to reach $ 117 million. This in-

crease reflected the stronger demand

for this commodity, particularly from Ja-

pan and South Korea.

Volume and value of animal and

produce were as follows :

Animal and Produce

Value Volume

(In millions (In  Thousands

of $)   of  Tons)

1972/1973 42 101

1973/1974 90 84

1974/1975 92 76

1975/1976 105 70

1976/1977 146 82
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--- Oil/ exports

Compared to the preceding period,

oil exports during 1976/1977 increased

in value as well as in volume. Export vol-

ume rose by 17 per cent to 495 million

barrels while the value rose by 20 per

cent to reach $ 6,350 million. The higher

demand for oil which resulted from the

economic recovery of the industrial

countries, especially Japan and the

United States, was the primary cause

of the increase in the oil exports. The

production during the reporting period

increased substantially so that the in-

creased demand for oil exports could be

met even though domestic needs were

increasing.

Oil production during the reporting

period reached 568.3 million barrels,

surpassing even the 1975/1976 produc-

tion which was the highest production

ever reached. In this reporting year the

production of oil was 14 per cent higher

than in 1975/1976 (497.7 million barrels)

or 17 per cent above production in 1974/

1975 (485.1 million barrels). This in-

crease occurred mainly in the Produc-

tion Sharing Contracts.

At the OPEC meeting in Doha,

Qatar on December 15, 1976, Indone-

sia together with 10 other OPEC mem-

ber countries (Algeria, Equador, Gabon,

Iran, Irak, Kuwait, Libya, Nigeria, Qatar

and Venezuela) agreed to increase the

export price of oil by 10 per cent. On the

other hand, 2 other OPEC member

countries namely Saudi Arabia and the

United Arab Emirates, agreed to in-

crease their oil export price by 5 per cent

commencing on January I, 1977. In ad-

dition all the 11 OPEC member coun-

tries mentioned above decided to in-

crease the price of oil exports by another

5 per cent commencing on  July 1, 1977.

Basically, the expor t pr ice of

Indonesia’s oil was raised by 10 per cent,

which was in accordance with the above

stipulated agreement. However, in the

past the export price of Indonesia’s oil

had included premium for special fac-

tors, such as low sulphur content.

Changed circumstances had reduced

the value of those premium, the end re-

sult was that on the average, the price

of Indonesia’s oil exports went up by only

7 per cent After the price adjustment

Indonesia’s oil was priced as follows:
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--- Export By Country of Destination

In terms of export by country of des-

tination, Asia still took the largest share,

with 55 per cent of total exports, followed

by America (36 per cent), Europe (5 per

cent) and Australia together with Africa 1

per cent (see table Xl). It should be noted

that since 1973/1974 there has been a

shift in the export of oil on a country-of-

destination basis. The percentage of

Indonesia’s oil exported to Japan was 46

per cent compared to 49 per cent, 63 per

cent and 70 per cent respectively in 1975/

1976, 1974/1975 and 1973/1974. On the

other hand the percentage of oil export

to the United States has shown an in-

creasing trend since 1974/1975. In the

reporting period its share was 37 per cent

compared with 36 per cent, 25 per cent

and 22 : cent respectively in 1975/1976,

1974/1975 and 1973/1974.

2. Import

In line with the progress in domestic eco-

nomic development, total imports during the

exporting period rose by 33 per cent to reach

a level of $ 7,173 million

--- Non - oil imports

Non-oil imports rose from $ 4,479

million to $ 5,420 million and 68 per cent

of this increase was accounted for by

imports of government development

projects During 1976/1977 these im-

ports amounted $ 1,409 million, exceed-

ing the previous year- by 84 per cent.

This was 95 per cent higher than the

annual average of the First Five-Year De-

velopment Plan ( PELITA 1). In addition

the value of rice imports within the

framework of the Government’s stabili-

zation programme showed a 21 per cent
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increase to reach $ 333 million while im-

port volume rose by 105 per cent com-

pared to the previous period. In sharp

contrast, program me imports of fertil-

izer declined by 94 per cent to only $ 27

million in 1976/1977. This progress was

achieved because of the increased do-

mestic production of Up R EA fertilizer,

in fact, Indonesia was even able to start

exporting UREA in the last quarter of

1976/1977 Domestic requirements for

fertilizer other than UREA, such as TSP,

still had to be imported although it is

planned to produce future requirements

for TSP domestically. The increase in

imports of rice during 1976/1977 was

felt necessary to keep the price level

stable since domestic production could

not meet the demand. Other foodstuff

imports, such as wheat and sugar,

stayed approximately unchanged in

value as well as in volume. Imports re-

lated to foreign investment projects rose

by 28 per cent to reach $ 760 million. Of

this increase 26 per cent were imports

within the foreign investment framework

(PMA) and 74 per cent was for the LNG

projects (see table 22).

In 1976/1977, 91 per cent of foreign

aid was used for imports related to

projects. In the first year of PELITA I this

share was only 17 per cent and it con-

tinued to increase reaching 92 per cent

in 1975/1976. This clearly indicates that

the larger part of foreign aid was used

for the purpose of development projects

The composition of imports by ma-

jor economic groups shows that 35 per

cent were capital goods, 39 per cent raw

material and 26 per cent consumption

goods.  Compared to the preceding pe-

riod, imports for consumption goods

rose by 17 per cent to reach 26 percent

of total imports. The main cause of this

increase was rice imports which went

up by 21 per cent.

--  Imports by oil companies

Imports by oil companies increased

by 88 per cent to $ 1,753 million in the

reporting period compared to a decline

of 27 per cent in the year before. The

increase in troth price and volume were

closely related to the increase in both

domestic oil refining capacity and do-

mestic needs. The share of imports by

origin in the reporting period was much

the same as in preceding years. During

the reporting period 52  per cent of

Indonesia’s total imports came from Asia

European, American and Australia to-

gether with African countries followed

with respectively 19 per cent, 1 per cent,

4 per cent and 1 per cent. Japan, United

States, Singapore and the Federal Re-

public of  Germany were the main coun-

tries of origin of Indonesia’s imports. In

this reporting period imports from those

4 countries were 68 per cent of total im-

ports, compared with 61 per cent in the

year before.

b.  Balance of Services

Indonesia is a developing country

with substantial foreign investment, so

the balance of services has always
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shown significant deficits. In this year the

balance of services was in deficit by $ 2

,816 million.

Non-oil services mainly comprised

profit transfers of foreign investments

and interest payments on Government

as well as private debts. These trans-

fers were $ 43 million 1975/1976 and

went up by 67 per cent to $ 718 million

in the reporting year. On the other hand

oil-related service payments dropped by

36 per cent to $ 887 million in 1976/1977.

This decline reflected the larger Govern-

ment share of oil revenue resulting from

the new sharing arrangements con-

cluded between the Government and

foreign oil contractors which became ef-

fective January 1,1976. Service pay-

ments other than oil, such as transpor-

tation, travel and other  service rose from

$ 345 million in 1975/1976 to $ 490 mil-

lion in 1976/1977

3. Movement of Capital and Monetary Gold

a.    Movement of  Capital

Capital movement in the  non-mon-

etary sector in the reporting period

showed surplus of $ 1,595 million, 98

per cent higher than the period before.

The main cause this improvement was

the decline in PERTAMINA’s debt repay-

ments. During 1975/1 976 such payment

amounted to $ 1,468   million cornpared

with $ 487 million during the reporting

period. The principal factor in this sharp

decline was repayment of PERTAMINA’s

short term debts, the larger part of which

had been paid during 19’5/1976. How-

ever, net inflow originating from long

term borrowings showed a decrease of

$ 319 million. This decline reflected the

fact that cash loans were no longer nec-

essary during 1976/1977, since

PERTAMINA’s debt repayments were

significantly lower. On the other hand,

there were larger capital inflows in the

form of medium and long term loans

which were related to the financing of

various Government projects. Such

loans amounted to $ 1.409 million com-

pared with only $ 767 million in the year

before.

Direct foreign investment of non-oil

companies amounted $ 261 million. This

figure presents the difference between

gross capital inflow and repayment  of

loans by these companies. This meant

that in the reporting period  the inflow of

capital was still larger than the outflow,

although the net figure went down by 40

per cent compared width the 1975/1976

period.

b. International Reserves and Monetary

Gold

International reserves during 1976/

1977 showed a marked improvement.

Gross foreign assets at the end of the

reporting period amounted $ 1,794 mil-

lion which meant an increase of 135 per

cent, a sharp contrast with the previous

year which showed a drop of 18 per cent.

Gross foreign assets comprised total
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foreign exchange assets including that

which originated from the Central Bank’s

short term borrowings (Iess than 1 year).

Net foreign assets, defined as gross for-

eign assets minus the Central Bank’s

shor t term borrowings, amounted

$1,558 million at the end of the report-

ing period, compared to only $ 557 mil-

lion at the end of the previous period.

The improvement in international

reserves reflected the substantial sur-

plus in the balance of payments which

was discussed  above.

4.  The Balance of Payments Prospects for

1977/1978

The balance of payments improve-

ments during 1976/1977 was expected

to continue in the 1977/1978 period, al-

though at a lower level. This estimate

was based on prudent observation of

recent international as well as domestic

economic developments.

Total exports were anticipated to con-

tinue to rise by 10 per cent compared with

the 29 per cent increase in the year be-

fore. This assumption was based on the

expectation that on average the price

would fall below the level of 1976/1977,

but that export volume would go up

slightly. Imports and services, however,

were expected to go up by 10 per cent

and 20 per cent respectively, hence the

current account would still be in deficit as

it had been in previous years. The major

cause of the above deficits were imports

financed by foreign aid, which were off-

set by capital inflow of an equal amount.

Thus it is estimated that the balance

of payments in 1977/1978 will show a

surplus of about $ 500 million, which will

add to reserves.

C. Foreign Trade and Payment Agreement

In January 1977 an agreement was con-

cluded with the Government of the Repub-

lic of Iraq on foreign trade and payments.

The main points of  the agreement were :

1. Both countries agreed, within the frame-

work of their respective laws and regula-

tion in force, to facilitate expansion of

trade.

2. Both sides agreed to apply no less fa-

vorable treatment in trade relations be-

tween the two countries than that ap-

plying to any other country, particularly

with regard to customs rules and formali-

ties, customs duties and charges of any

kind, and export import regulations. The

above provisions would not apply to :

a. Advantages and facilities accorded by

Indonesia to ASEAN member coun-

tries,

b. Advantages and facilities accorded by

Iraq to member states of the Arab

League,

c. Advantages and facilities accorded by

either of the two countries to neigh-

boring countries and to advantages
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and facilities resulting from a “custom

union” or a “preference area” to which

either of the two countries is or may

become a member party.

3. Payments under this agreement should

be made in freely convertible currency

acceptable to troth sides, in accordance

with the laws and regulations enforced

in the respective countries.

4. Both countries agreed to accord, sub-

ject to their respective laws and regula-

tions, facilities for the holding of trade

fairs and exhibitions, trade centres and

visits of businessmen and trade delega-

tions.

5. This agreement replaces the previous

agreement which was concluded on

April 4, 1960.
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VIll.  PRODUCTION, INFRASTRUC-
TURE AND PRICE LEVEL

National income

The world economic recession of the

past few years adversely affected the econo-

mies of developing countries, including In-

donesia. Its impact was still perceptible in

1975, as indicated by the demand for ex-

port commodities from Indonesia which in

turn impaired the activities of other economic

sectors as was reflected in real Gross Do-

mestic Product (GDP) in constant 1973

prices which increased by only 5 4 per cent

in 1975 compared with 7.2 per cent in the

preceding year.

The impact of the world economic revival

upon Indonesia’s economy was discernible

in 1976. Economic activities in general and

export performance in particular improved

markedly: in 1976, GDP in real terms

achieved a growth rate of 7.1 per cent as

against only 5.4 per cent in the previous year.

This growth rate met the target of REPELITA

II, which provided for a rate of economic

growth of around 7 to 8 per cent per annum.

The 1976 growth in GDP was closely re-

lated to the 5 per cent increase of value added

in the agricultural sector which remained con-

stant in 1975. Moreover, value added in the

mining sector which declined by 4 per cent in

1975, increased by 15 per cent in 1976. Value

added in the sector of electricity, gas and water

supply rose by 12 per cent, while value added

in the sector of transportation and communi-

cation increased by 13 per cent. An increase

of 7 per cent in value added was recorded in

the sector of manufacturing industry, while

there was a 6 per cent increase in the sector

of trade, financial institutions and other ser-

vices.

In the period of 1972 - 1976, GDP in real

terms rose from Rp 6,067 billion to Rp 8,175

billion, i.e. increased at an average annual

rate of 7.8 per cent. During this period,

Indonesia’s population by mid-year esti-

mated figures increased at an average an-

nual rate of 2.4 per cent. Therefore, average

real per capita GDP during the last five years

increased by approximately 5.3 per cent per

year. (Data of GDP by source of origin as

well as by type of expenditure at constant

1973 prices and at current market prices are

shown in tables 29 and 30.

GDP at current market prices amounted

to Rp 15,494 billion and Rp 12,643 billion in

1976 and 1975, respectively. The corre-

sponding figures of population by mid-year

estimation were 133.7 million and 130.6

million. Accordingly, real GDP per capita rose

to Rp 115,886 or $ 279 in 1976, from Rp

96,807 or $ 233 in the year before.

During the last five years, Gross National

Income (GNY) was lower than Gross Do-

mestic Product. This was mainly attributable

to foreign investments in Indonesia which

exceeded the amount of Indonesia’s invest-

ments abroad. In 1976 and 1975, GNY at

current market prices amounted to Rp

15,062 billion and Rp 12,087 billion, respec-

tively, which was Rp 112,655 ($ 271) and

Rp 92,550 ($ 223) on a per capita basis.
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Capital Investment

The Government policy on PMDN (do-

mestic capital investment) and PMA (foreign

capital investment) in recent years has pro-

vided many incentives for the development

of investment in Indonesia. The said policy

found expression mainly in the form of tax

concessions, comprising, among others, tax

allowances on imports of capital goods, on

exports of finished products and for corpo-

rate tax. These concessions and the im-

provement of the Indonesian economy, have

led to substantial development of domestic

as well as foreign capital investment since

the enactment of law No. 1/1967 on Foreign

Capital Investment and Law No. 6/1968 on

Domestic Capital Investment. This was re-

flected in the increase in investment approv-

als, which up to the end of 1976 reached

Rp 2,018.0 billion for PMDN and $ 6.890.1

million for PMA.1)

However, due to the world-wide eco-

nomic recession in the last two years which

adversely affected the demand for industrial

output, investment interest in Indonesia

showed some decline. In view of this situa-

tion and in order to direct capital investment

toward economic sectors in keeping with

development policy, the Government, on

February 15, 1977, issued DSP (list of pri-

ority scales) for domestic and foreign capi-

tal investments2) The list comprises 831

types of undertaking, categorized into those

areas which will be accorded priority, those

areas which will be given some incentives,

areas open for investment but which will not

receive any incentives, and fields closed for

new capital investment. The DSP will be pe-

riodically reviewed so that it conforms to the

plan and progress of national development.

It is hoped that the issuance of the list will

help prospective investors to invest in those

sectors which accord with Indonesia’s de-

velopment priorities.

It should be noted that the determina-

tion of priority fields is mainly based on

their contribution to increasing exports,

Government receipts, employment cre-

ation and the spreading of activities to the

regions. Fields of undertaking open to

capital investment with incentives are

broadly similar to the priority category, but

their role in supporting the implementa-

tion of development is lower. Fields of un-

dertaking which have less effect on na-

tional development are categorized into

areas open without incentives. In addition,

certain areas of undertaking are regarded

as making no contribution to national de-

velopment and are closed for both foreign

and domestic investment.

As mentioned earlier, the said DSP com-

prises 831 fields of undertaking. Of this to-

tal, 453 fields are open to domestic as well

as foreign investment, and 297 are open only

to domestic investment. Fields of undertak-

ing closed for foreign investment totalled

378, whereas 81 fields are closed for do-

mestic investment.

1) Planned investment in PMDN and PMA projects
outside oil and banking sectors.

2) Decision of the Chairman of the Capital Invest-
ment Coordinating Board, No.08/A/KEP/BKPM/II/
1977, February 15, 1977.
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Domestic Capital Investment

The development of PMDN in 1976 was

characterized by a 10 per cent increase in

investment applications approved by the

Government, to reach Rp 276.3 billion The

amount included 130 projects, most of

which, i.e. 94 projects with a planned invest-

ment of Rp 174.6 billion, were in the manu-

facturing sector.

As mentioned earlier, since the enact-

ment of the Law of 1968,3) the intended do-

mestic capital investment approved by the

Government up till the end of 1976

amounted to Rp 2,018 billion, consisted of

2,530 projects Manufacturing was still the

principal sector, with 64 per cent of the to-

tal. On the other hand, mining (with 13

projects and intended investment of Rp 50

billion) and construction (with 5 projects and

intended investment of Rp 13 billion)

seemed to be less attractive to PMDN. In

the case of the mining sector, this was

mainly a result of the large amount of capi-

tal and technical skill required, which at

present cannot be met by domestic inves-

tors yet.

In terms of the geographic distribution of

the projects, Jakarta area was the first, fol-

lowed by West Jawa and other regions in

Jawa, Sumatera, Kalimantan and other re-

gions in Indonesia. The development of do-

mestic capital investment during the period

is shown in table XIV.

Foreign Capital Investment

The amount of intended foreign invest-

ment approved by the Government since the

enactment of the Law of 19674) has shown

considerable advance. It covers 857 projects

with intended investment of $ 6,890.1 mil-

lion. Of the total, 628 projects with a total

investment of $ 2,708.9 million have been

realized. As in the case of PMDN, manufac-

turing was the sector with the largest in-

tended capital investment, viz. 56 per cent

of the total, of which 366 projects with a to-

tal investment of $ 1,723.9 million have been

realized.

In this connection it may be added that

the amount of intended foreign capital in-

vestment approved by the Government in

1975 increased substantially to reach $

1,766.6 million. The large increase mainly

related to the approval of 2 large investment

projects, namely the Asahan Project ($ 870

million and the additional capital of PT Inco

($ 500 million), which covered 78 per cent

of total intended foreign capital investment

in the year. These projects were of a metal

processing industry (Asahan Project) and

the mining of metal ore (PT Inco). On the

other hand, there was no large investment

project approved by the Government in

1976, so that the amount of intended for-

eign capital investment approved during the

year reached only $ 450.6 million.

In order to provide more incentives to

3) Law No.6/1968 on Domestic Capital Investment. 4) Law No.1/1967 on Foreign Capital Investment.
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foreign investors in Indonesia, the Govern-

ment has made mutual agreements with

certain countries concerning PMA guaran-

tees against non-business risks. These

agreements, known as Investment Guaran-

tee Agreements, provide guarantees against

risks resulting from war, nationalization and

foreign exchange restrictions. The Govern-

ment has up till now signed agreements with

the United States, Federal Republic of Ger-

many, the Netherlands, Denmark, Belgium,

South Korea, Canada, Norway, France,

Switzerland and the United Kingdom.

The development of PMA during the pe-

riod is shown in tables XV and XVI.

Government measures to increase pro-

duction of foodcrops

During the reporting year, the Govern-

ment continued its efforts to increase pro-

duction of paddy through intensification (un-

der BIMAS and INMAS schemes) as well

as extensification. The intensification pro-

grams succeeded in increasing the average

yield of paddy per hectare from 42.7 q/ ha

(revised figure) in 1975 to 44.9 q/ha in 1976.

However, on account of “wereng” pest and

drought during the reporting year, the har-

vested area under intensification in 1976

was the same as in the previous year i.e.

3.6 million ha, out of which 2.4 million ha

was under BIMAS and the remainder under

INMAS programs, respectively. In the con-

text of the efforts to expand the area under

cultivation, in 1976/1977 the Government

planned to open up 49,509 ha of tidal irri-

gated land outside Jawa, mainly in Riau,

Jambi, South Sumatera, West Kalimantan

and Central Kalimantan. According to pre-

liminary estimates, 30 thousand ha was

implemented under this scheme.

With the expansion of the intensification

program, the number of Bank Rakyat Indo-

nesia Village Units in rural areas designed

to support BIMAS/ INMAS programs in-

creased by 7 per cent over the previous year

to reach 3,113 units at the end of 1976.

Meanwhile, the Directorate General of Co-

operatives increased the total number of

BUUD’s/KUD’s5) as well as their quality, so

that at the end of 1976, their total rose by

6.4 per cent to 3,911 units.

Besides the efforts mentioned above, the

Government increased the number of paddy

mills and hullers to 29.3 thousand units at

the end of 1976; they had an annual pro-

duction capacity of 13.7 million tons.

The total number and capacity of paddy

processing facilities during the last 5 years

were as follows:

5) Presidential Decree No. 4, May 5, 1973, concern-
ing the establishment of Village units and BUUD/
KUD, to provide farmers with agricultural exten-
sion service credits, facilities for distribution of
agricultural inputs as well as for processing and
marketing of agricultural produce.
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As in earlier years, on February 1, 19776),

the Government raised the floor price of dry

gabah at village level from Rp 64.-/kg to Rp

66.50/kg, and increased the price of rice

from Rp 108.-/kg to Rp 110.-/kg. This was

done to stimulate farmers to increase pro-

duction and simultaneously raise their in-

come. In the meantime, the price of Urea,

TSP and NPK fertilizers was reduced from

Rp 80.-/kg to Rp 70.-/kg on October 1, 1976.

Thenceforth, fertilizer was anywhere avail-

able at the same price, whether or not for

use under the BIMAS scheme.

As the 1976 rice production target would

possibly not be met because of the explo-

sion of the “wereng” pest and paddy virus in

the 1975/1976 wet season, the President

issued a decree7) concerning “special efforts

to increase food production in 1976”. To in-

crease paddy production in 1976, it would

be necessary to pursue pest eradication in

those regions attacked by “wereng” pest and

paddy virus. Moreover, in the 1976 dry sea-

son farmers were obliged to plant “wereng”

resistant varieties of paddy (PB 26, PB 28,

PB 30) in areas which met the technical re-

quirements, use the appropriate quantity of

fertilizer, and eradicate “wereng” pest

through at least must be sprayed twice dur-

ing the planting season. High yielding vari-

eties of paddy which are prone to “wereng”

attack and even result in crop failure should

be immediately destructed and substituted

by PB 26.

In pursuance of the policy of the previ-

ous year, the Government, through the Min-

ister of Finance, took over the debt of BlMAS

participant farmers whose harvest failed

because of pests, disease and or natural

disaster. This policy was adopted to facili-

tate the implementation of BIMAS programs

in subsequent seasons.

On the other hand, the Government also

introduced measures to stimulate the pro-

duction of secondary crops through BIMAS

and INMAS schemes. These measures were

designed to increase the export of foodcrops

other than rice and to stimulate their use as

a staple food in substitution of rice. The

BIMAS program for secondary crops was

started in 1972/1973 wet season with a tar-

get area of 10,500 ha. The actual planted

area in the 1976/1977 wet season was 724

thousand ha (95 per cent of the target) of

which 163 thousand ha was under BIMAS

and the remainder under INMAS programs.

Besides expansion of the area under

BIMAS program, implementation of the pro-

gram was also continuously improved, i.e.

with respect to protection of plants, agricul-

tural extension services, provision of infor-

mation on price developments in domestic

and foreign markets, and by raising effi-

ciency in the use of fertilizers.

Production of Foodcrops

Compared with 1975, production of the

major foodcrops generally decreased in the

reporting year, with the exception of rice. This

decrease was attributable to a decline in the

6) Presidential Decree No. 16/1976, December 18,
1976.

7) Presidential Decree No. 10/1976, April 20, 1976.
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harvested area following a long dry season

as well as to pest attacks in several regions.

Rice production in 1976 reached 15,710

thousand tons, an increase of 3.5 per cent

compared with the previous year. This was

95.9 per cent of the 1976 target for rice pro-

duction set at 16,383 thousand tons. The

target was not realized i.e. for the following

reasons:

a. The long dry season in 1976 prevented

rice production end particularly the

1975/1976 rainy season crop prevented

rice production from reaching the target.

b. There were “wereng” pest attacks,

paddy virus and floods in several princi-

pal rice producing regions.

c. The farmers did not yet fully implement

the elements of Panca Usaha.8)

As a result of the factors mentioned

above, the harvested area of paddy in 1976

declined by 1.5 per cent compared to the

previous year and covered 8,364 thousand

hectares. The decrease of the harvested

area occurred particularly in Jawa, with re-

spect to the rainy season as well as the dry

season harvest. Although the harvested

area decreased, intensification efforts

brought about 5.1 per cent increase in the

average yield per hectare in the reporting

year to become 36.1 q/ha. With this higher

average yield, total rice production in 1976

increased.

As mentioned above, in 1976 the pro-

duction of secondary crops dropped com-

pared with the previous year. The decline in

production was mainly caused by a reduc-

tion of the harvested area. The factors im-

peding an increase of the harvested area of

secondary crops was the long 1976 dry sea-

son in the regions of West Jawa, Central

Jawa, South Sulawesi, Lampung and South

Sumatera. In addition, the occurrence of low

prices, particularly at harvest time, could not

yet be avoided and adversely affected farm-

ers’ incentives to expand secondary crops.

Corn production in 1976 declined by 13.5

per cent to 2,512 thousand tons, while the

harvested area declined by 15.6 per cent to

2,064 thousand ha. However, as a result of

intensive corn cultivation efforts (both un-

der BIMAS and INMAS schemes the aver-

age yield per hectare increased by 2.5 per

cent to become 12.2 q/ha.

As with corn, the harvested area of tu-

bers also declined, with respect to cas-

sava it declined by 3.8 per cent to 1,356

thousand ha and with respect to sweet

potatoes it declined by 3.6 per cent to 300

thousand ha. However, the average yield

per hectare of cassava and sweet pota-

toes increased by 3.4 per cent to 92 q/ha

and 81 q/ha, respectively. Consequently,

the output of cassava and sweet potatoes

in 1976 remained more or less constant

viz. 12,468 thousand tons and 2,418 thou-

sand tons, respectively.

The production of groundnuts and soy-

beans in 1976 declined by 12.6 per cent

8) The Panca Usaha consists of the following ele-
ments. i.e. the use of high yielding seeds, pesti-
cides, fertilizer, irrigation and better cultivation
techniques.
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and 18.3 per cent to become 332 thou-

sand tons and 482 thousand tons, respec-

tively. This lower level of production was

due to a decline in the harvested area by

13.5 per cent and 15.4 per cent, respec-

tively as well as a decline in the average

yield per hectare, particularly of soybeans.

Developments in production, harvested

area and average yield per hectare of prin-

cipal foodcrops during the last 3 years were

as follows:

R i c e

As rice is the basic food of the Indone-

sian people, majority of the Indonesian

people, efforts to increase rice production

have always received top priority in agricul-

tural development. As a result of this policy,

rice production during PELITA I and the first

3 years of REPELITA II has been increas-

ing, as shown in the following table :

The REPELITA II rice production target

for 1976 was 16,383 thousand tons. How-

ever, actual production reached 95.9 per

cent of the target due to “wereng” pest,

paddy virus, and floods in several principal

rice producing areas. The unfavorable cir-

cumstances have adversely affected pro-

duction in two consecutive years; rice out-

put in 1975 and 1976 was therefore below

expectations. The table above shows that

rice production even slightly declined by 0.6

per cent in 1975 and increased by only 3.5

per cent in 1976. This means that during the

said two years, the average increase in rice

production lagged far behind the growth in

population which was estimated at 2.4 per

cent per year.

Although rice production in 1976 was

below expectations, rice prices in a number

of cities were stable during the reporting
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year. For example, the price of medium qual-

ity rice in Jakarta in January 1976 was Rp

150.94/kg. In the following months the har-

vest season brought about a decline in the

rice price until it quoted Rp 128.67/kg in May

1976. In the months there after the price did

not change much, as shown in table 31.

The stability of rice prices in 197611977

was mainly due to the Government’s suc-

cessful free market intervention in both ur-

ban and rural areas. This was made pos-

sible by a substantial national rice stock.

In order to maintain the national rice stock

at an adequate level, the Government has

been purchasing paddy and rice, both do-

mestically and abroad. The domestic pur-

chases were also designed to prevent that

paddy or gabah prices paid to farmers were

lower than the floor prices set by the Gov-

ernment. In the meantime, in order to in-

crease the storage-life of paddy and rice,

since 1974/1975 new storehouses were

being constructed all over Indonesia. The

storehouses have a planned capacity of

approximately one million tons and are ex-

pected to be completed in 1976/1977.

According to provisional figures, the

world output of rice (paddy) in 1976 was not

much different from the previous year, i.e.

392 million tons compared with 345 million

tons (revised figure) 9) Nevertheless the av-

erage world market price of rice declined

from $ 337.67/metric ton in 1975 to $ 234.67/

metric ton in 1976. For example, the price

of 15 per cent broken white rice in Bangkok

was $ 284/metric ton at the end of Decem-

ber 1975 and declined to $234,-/metric ton

at the end of December 1976.

The decline of the rice price was at-

tributable to the restored level of price

stocks in consuming as well as producing

countries, and was also indirectly affected

by an increase in production of other food-

stuffs, particularly of wheat grain. The

price decline appeared to be in favour of

Indonesia’ as it still imported large quan-

tities of rice.

Forestry

The global economic recession in 1974

and 1974 had caused, among others, a de-

crease in production and export of Indone-

sian timber. The economic recovery in 1976/

1977, however, brought about an increase

in the world market demand for timber, so

as to impart buoyancy in the forestry sector

of the Indonesian economy.

Indonesian timber production which

stood only at 16.3 million cubic meters (re-

vised figure) in 1975, increased by 31 per

cent to reach 21.3 million cubic meters in

1976. The enlarged production was due

mainly to intensified logging activities to

meet the increasing demand from consum-

ing countries, especially Japan, South Ko-

rea and Taiwan.

The trend in timber production during the

last 5 years is shown in the following table:
9) Source: FAO Monthly Bulletin of Agricultural Eco-

nomics and Statistics.
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With expanded output to absorb in-

creases in foreign demand and favourable

international prices, the volume of timber

exports in 1976 increased by 33.4 per cent

to reach 14.6 million tons as compared to

the preceding year, and its value increased

by 55.7 per cent to reach $ 781.1 million.

In fiscal year $ 781.1 million. In fiscal year

1976/1977 the export volume of timber

reached 15.8 million tons with a value of $

885.0 million, which means increases of re-

spectively 39 and 68 per cent as compared

to the preceding year. The development of

timber exports during the last 5 years was

as follows:

wan and Singapore. In order to create fur-

ther employment opportunities for the people

and to increase national income, the Gov-

ernment has been continuously making ef-

forts to stimulate the export of processed

timber. These efforts have shown appre-

ciable results, as reflected in the increasing

volume of exports of sawn timber in 1976/

1977 which rose by 27 per cent to reach

548 thousand tons as compared to 1973/

1974.

The Government has been giving facili-

ties with regard to capital investments in the

forestry sector. As of the end of 1976/1977,

26 companies had obtained Forestry Li-

cences covering an area of 2.6 million hect-

ares and planned investment of $ 57.4 mil-

lion. Meanwhile, 88 companies obtained in-

vestment permits covering an area of 7.1

million hectares with planned investment of

$ 219.1 million, while 310 companies ac-

quired Forest Exploitation Rights with a to-

tal area of 29.8 million hectares and involv-

ing planned investment of Rp 500 million in

Rupiah and $ 841.9 million in foreign cur-

rency 10).

In order to arrest deforestation and to

prevent erosion, reforestation and greening

were continued on an increasing scale dur-

ing the year under report.

Development in this regard during, the

last 5 years was as follows:

Of the various kinds of timber exported

in 1976, Meranti still held the first place in

export volume, viz. 57.1 per cent, subse-

quently followed by Ramin (7.0 per cent),

Agathis (2.0 per cent), Pulai (2.0 per cent)

and others. The principal importer of Indo-

nesian timber in 1976 was Japan which pur-

chased 53 per cent thereof. Other major

importing countries were South Korea, Tai-

10) The permits for timber exploitation are basically
issued in the following order: Forestry License, In-
vestment Permit and Forest Exploitation Right.
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It is noteworthy that the area of greening

in 1976/1977 increased significantly as com-

pared to the preceding years. This was

mainly due to the implementation of green-

ing INPRES Program which provides finan-

cial assistance to certain Kabupatens (Re-

gencies) in order to implement greening

measures in critical areas.11)

Other Forest Products

Compared to the preceding year, the

exports of other forest products in 1976 gen-

erally increased in volume as well as in

value, except for “tengkawang” seeds.

The trend of exports of various forest

products during the last 3 years was as fol-

lows:

Fishery

The program for the development of fish-

ery in REPELITA II places emphasis on the

improvement of traditional small-scale fish-

ery. Efforts to increase fishery production

had shown some success as indicated by

export figures of 1973, but the results are

more encouraging since then. Fishery pro-

duction over the first 3 years of REPELITA II

increased from 1,278 thousand tons in 1973

to 1,448 thousand tons in 1976, which works

to an average annual increase of 4.3 per cent

annually. As compared with the projected

annual rate of increase of 4 per cent in

REPELITA II, the actual rate of increase has

slightly exceeded the target.

The trend of fishery production during the

last 5 years was as follows:

11) Inpres No.8/1976, April 1, 1976.

The increase in the volume of exports

was i.e. due to the increasing demand from

consumer countries, of which Hongkong

was the most prominent.

The increase in fishery production was

due, among others, to the expanded motor-

ized smallholder fishing fleet and the exten-

sive usage of modern fish-catching equip-

ment, i.e. trawl and gillnet.

Inland fishery production during the

same period showed a relatively slow ex-

pansion, which was among others attribut-

able to the slowdown in catching activities,

particularly in Kalimantan, as activities were
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switched to logging, inland waters became

shallow and there were obstacles caused

by enchornia.

As compared to the overall potential, the

fishery resources that have been exploited

are presently still about 23 per cent and 30

per cent with regard to sea fishery and in-

land fishery, respectively. There is, therefore,

still enough potential to increase production.

In line with the increasing fishery produc-

tion, domestic consumption in 1976 was

approximately 10 kilograms per capita.

In order to preserve sea fishery re-

sources and to protect fishermen who still

apply traditional catching method, the Gov-

ernment has regulated fish catching in se-

lected areas preserved for breeding. Within

those areas it is only permitted to catch fish

by using certain (specified) equipment.

Due to the expanding demand for Indo-

nesian fishery products from a number of

countries, particularly Japan and South Ko-

rea, the volume as well as value of exports

increased continuously during the last 5

years, as is apparent from the figures given

in the table below:

The figures above showed that the ex-

port volume in 1976 expanded by 29.9 per

cent to reach 52,910 tons, whereas its value

increased by 48.8 per cent to reach $

131,316 thousand. Among the fishery prod-

ucts exported, shrimp was the most impor-

tant.

Although its export declined in 1975 due

to a drop in demand from importing coun-

tries.

With the continuous increase, export pro-

ceeds from fishery products in 1976 ranked

sixth in order of magnitude among export

commodities (excluding oil) i.e. after timber,

rubber, coffee, tin and palm oil.
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Rubber

Since PELITA I the Government has

been making efforts to increase rubber pro-

duction, particularly smallholder’s rubber,

through replanting with high yielding seeds

and application of better cultivation tech-

niques. However, due to financial con-

straints, replanting has not yet shown ap-

preciable results, so that during the last 5

years, total production of rubber has not in-

creased significantly.

Rubber production developed as follows

during the last 8 years:

ment, which is adjusted to match the period

at which the crops are beginning to yield,

as well as in a lower share of the project

cost which borrowers have to meet from their

own resources.

Efforts have also been made to improve

the quality of rubber in order to enhance

competitiveness in the world market. In this

context, since 1968/1969 the Government

introduced measures to encourage the pro-

cessing of rubber, par ticularly of

smallholder’s rubber, into crumb rubber.

These efforts are gradually showing results,

as reflected in the increasing crumb rubber

production until 1976 . Crumb rubber pro-

duction in 1976 increased by 18 per cent to

become 468 thousand tons. Developments

during the last 5 years were as follows :

The above figures show that rubber pro-

duction in 1976 increased by almost 4 per

cent.

In order to increase production of agri-

cultural estates in general and those pro-

ducing rubber in particular, the Government

through the banking system has formulated

a credit program for private domestic agri-

cultural estates. The term and conditions

under this program, are far more

concessional than with respect to other cred-

its. This is i.a. reflected in the term of repay-

The above figures show that the share

of crumb rubber in total rubber production

increased steadily from 36 per cent in 1972

to almost 60 per cent in 1976. The various

qualities of crumb rubber produced (in de-

scending order of quality) were SIR 5/5L,

SIR 10, SIR 20, SIR 35 and SIR 50.12) This

12) SIR = Standard Indonesian Rubber. Since 1972,
SIR 35 was not produced.
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was i.a. a result of high foreign demand for

these two qualities and the availability of raw

materials for producing them.

As the result of the economic recession

in industrial countries in 1974/1975, world

market prices of rubber tended to declined

till the end of 1975. Following the economic

revival, since early 1976 rubber prices in the

world market increased and at the end of

1976, RSSI was quoted at $ cent 38.75/lb

compared with $ cent 34.25/lb at the end of

1975.

On account of higher demand as well as

higher rubber prices in the world market, the

volume as well as the value of Indonesia’s

rubber exports in 1976 increased by 4 per

cent  and 46 per cent respectively  to be-

come 881 thousand tons and $ 534.1 mil-

lion. These encouraging developments con-

tinued after 1976, so that in 1976/1977 the

value of rubber exports increased by 51 per

cent over 1975/1976 and amounted to $ 577

million.

Indonesia’s rubber exports during the last

5 years were as follows :

Fluctuating world market of natural rub-

ber prices have a great impact upon Indo-

nesia, as rubber is still a major foreign ex-

change earner. Around 70 percent of total

rubber production originates from

smallholders, so that fluctuating rubber

prices have a direct impact upon the income

of smallholders.

In an attempt to stabilize world market

prices of natural rubber, rubber producing

member countries of the Association of

Natural Rubber Producing Countries

(ANRPC) met in Jakarta in November 1976

to sign an agreement on the stabilization of

natural rubber prices in the world market.

Among the member countries of ANRPC

who signed the agreement, were Malaysia,

Indonesia, Thailand and Singapore. The

objective of the agreement would be pur-

sued through the simultaneous implemen-

tation of 2 measures, i.e. limitation of exports

so as to adjust supply to demand, and es-

tablishment of an international buffer-stock.

The measures are expected to stabilize

natural rubber prices in the world market at

a level which is acceptable to producing as

well as consuming countries.

According to figures of the International

Rubber Study Group (IRSG), in 1976 world

production of natural and synthetic rubber

increased by 6.8 per cent and 15.7 per cent

respectively, to reach 3,525 thousand tons

and 7,960 thousand tons. Meanwhile world

rubber consumption also increased, i.e. by

5.8 per cent and 11.2 per cent respectively,

to reach 3,543 thousand tons and 7,788

thousand tons.

The main countries of destination of

Indonesia’s rubber exports were Singapore,

USA, the Soviet Union, West Germany the

Netherlands and Japan.
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Developments of world rubber produc-

tion and consumption during the last 5 years

were as follows:

The above figures show that in 1976,

synthetic rubber production was 69 per cent

of world rubber production while the remain-

der (31 per cent) was taken up by natural

rubber. In 1967 natural rubber accounted for

37 per cent of total world rubber production

so that in the last 10 years the share of natu-

ral rubber decreased by approximately 6 per

cent.

C o p r a

As the raw material in the production of

coconut oil, copra is an important commod-

ity which often experiences price instability

caused, inter alia, by trade speculation and

fluctuations in production. At present, the

greater part of copra originates from the

smallholder sector with the balance pro-

duced by estates. In order to increase co-

pra production the Government has, since

PELITA I, carried out replanting to improve

the age-structure of coconut palms, the

majority of which are old. During PELITA I,

the increase in copra production was not

satisfactory, particularly in 1972 when pro-

duction declined as a consequence of the

long dry season.

During the first 3 years of REPELITA II,

copra production began to show some in-

crease as a result, inter alia, of the replant-

ing efforts in the previous years and better

maintenance of trees. Copra production dur-

ing the last 5 years was as follows:

The above figures show that especially

in 1976, copra production had increased by

11 per cent to 1,521 thousand tons caused,

inter alia, by the favourable weather and the

Government’s success in eradicating the

sexava pest.

Up to the end of 1975, copra prices con-

tinued to decline, and since the middle of

1976 prices have begun to move up again

The copra price in Jawa at the end of De-

cember 1976 was Rp 170.- per kg, or an
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increase of 82.8 per cent compared with the

previous year i.e. Rp 93.- per kg. In the

meantime, the price of coconut oil increased

from Rp 172.- per bottle in 1975 to Rp 260.-

per bottle at the end of 1976. The copra price

in world markets moved in the same direc-

tion as domestic prices. It increased from $

180.- per ton in 1975 to $ 370.- per ton in

1976.

In 1976 the volume of copra export de-

creased by 86.1 per cent to 4.2 thousand

tons, the result of a higher domestic con-

sumption of coconut oil for the production of

which more copra was needed. The value

of export also decreased by 85.7 per cent

to $ 0.4 million. The export volume of copra

cake increased by 15.3 per cent to 359 thou-

sand tons while the value increased by 18

per cent to $ 30.8 million.

Volume and value of exports of copra and

copra cake during the last 5 years were as

follows:

regularly carried out replanting and expan-

sion of plantings with high yielding seeds

and also implemented better cultivation tech-

niques. As a result of these efforts, palm oil

production doubled since the First Five-Year

Plan period, viz. from 217 thousand tons in

1970 to 434 thousand tons in 1976. The vol-

ume and value of exports also increased.

Compared with the year of 1975, palm

oil production increased by 5.6 per cent to

434 thousand tons, while palm kernels pro-

duction remained practically constant. Pro-

duction of palm oil and palm kernels during

the last 7 years was as follows:

Palm oil

Until to date, palm oil and palm kernels

are produced by estates, either state-owned

or private. In order to increase production of

palm oil, since 1960 the Government has

As a result of the increase in production,

the export volume of palm oil in 1976 rose

by 6 per cent to 423 thousand tons; the ex-

port value however, decreased by 10.2 per

cent to $ 142.- million. The decline in the

export value was caused by a drop in the

average world market price of palm oil from

$ 429,-/long ton in 1975 to $406.-/ long ton

in 1976.

Meanwhile, the export volume as well as

value of palm kernels decreased by 27.7 per

cent and 27.4 per cent respectively to reach

32 thousand tons and $ 3.7 million.
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The principal countries of destination for

palm oil exports in 1976 were the Nether-

lands, Pakistan, Japan, U.S.A. and Iraq.

Palm oil and palm kernels exports dur-

ing the last 5 years were as follows :

Production figures of granulated sugar and

brown sugar during the last five years were

as follows :

S u g a r

In order to increase sugar production as

well as sugar income of smallholders, in

1975/l976 the Government introduced a pro-

gram designed to effect a change from the

cultivation of sugar-cane under the land

Iease system by smallholders (TRI pro-

gram). The implementation of this program

was continued in 1976/1977 and it is ex-

pected that by the end of REPELITA II, all

sugar-cane production would be in the

hands of smallholders.

In 1976, the production of granulated

sugar increased by 2.5 per cent to 1,056

thousand tons compared with an increase

of only 0.5 per cent in the previous year.  The

enlarged output was i.a. brought about

through the operation of the newly set-up

sugar factories and the initial results of the

TRI program. Brown sugar production of

smallholders also increased, i.e. by 12.1 per

cent and amounted to 250 thousand tons,

mainly in response to higher market prices.

In order to increase the output of granu-

lated sugar, particularly to meet domestic

demand, the Government intensified sugar-

cane cultivation and also introduced other

measures, such as expansion of the capac-

ity of existing sugar factories, expansion of

the sugar-cane acreage, and establishment

of new factories, especially outside

Jawa. Meanwhile, experiments to culti-

vate sugar-cane on non-irrigated land un-

der the Sugar Industry Survey Project are

being continued, i.a. in Aceh, Nor th

Sumatera, South Sulawesi and East Nusa

Tenggara in order to enable the establish-

ment of new sugar mills outside Jawa.

In 1976/1977, intensive sugar-cane

cultivation by smallholders (TRI) cov-

ered an area of 36,337 ha, and was

therefore below the target of 45,365 ha.

However, compared with the previous

achievement of 12,723 ha, the acreage

has become nearly three times as large

in 1976/1977. The target and the imple-

13) Including non-centrifugal sugar extracted from
sugar-cane, sugar-palms and coconut-palms.
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mentation of TRI in 1975/1976 and

1976/1977 were as follows:

enhance the productivity of tea plants and

processing factories undertaken since the

launching of PELITA I were beginning to

show results. The development of tea pro-

duction during the last five years was as fol-

lows:

As mentioned above, the TRI program

primarily aims at increasing sugar produc-

tion as well as the income of sugar

smallholders. Participants in the TRI program

are eligible for loans from Bank Rakyat In-

donesia for the financing of production in-

puts, planting cost and living expenses.

Implementation of the TRI program is in

fact development of smallholders, estates

through nucleus estates under the guidance

of PNP/PTP (Government estate enter-

prises) or sugar factories directly.

T e a

In Indonesia, tea is cultivated by

smallholders and estates, who produce

green tea and black tea, respectively. In

1976, production of tea estates increased

by 18.9 per cent to reach 61 thousand tons,

while smallholder’s tea increased by 14.3 per

cent to reach 16 thousand tons. The larger

output of both estates and smallholders was

i.a. attributable to an expanded acreage un-

der tea cultivation. Besides, the

Government’s efforts to rehabilitate and to

In  1976, Indonesia’s export volume

of tea did not change materially and was

still around 60 thousand tons, whereas

its value increased by 3.7 per cent to

reach $ 55.0 million. The increase in

value was mainly attributable to higher

tea prices in the world market, i.a. as a

result of an increased demand for tea

which partly originated from coffee con-

sumers who shifted to tea after world

market prices of coffee went up. The

price of tea in the London market at the

end of 1975 was £ 0.48/kg and in-

creased to £ 0.83/kg at the end of 1976.

Therefore the average tea prices in-

creased from £ 0.54/kg in 1975 to £

0.70/kg in 1976. Indonesia’s tea export

during the last five years was as follows:
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World tea production was estimated to

increase by 3.8 per cent to reach 1,653 thou-

sand tons in 1976. This larger world output

was mainly due to production increase in

the People’s Republic of China, Turkey, Bo-

livia, Sri Lanka, Uganda and India.

Coffee

In 1976/1977 the role of coffee as a for-

eign exchange earner rose significantly as

a result of searing world market prices. In

the previous year, coffee exports accounted

for only 1.6 per cent of total export proceeds,

while in 1976/1977 its share increased to

3.0 per cent. Coffee had therefore become

the fourth largest foreign exchange earner

after petroleum, timber and rubber, whereas

in the previous year it was in fifth position

after palm oil.

Coffee production in 1976 was 177 thou-

sand tons, comprising 15 thousand tons of

estate coffee and 162 thousand tons of

smallholder’s coffee. This compared with a

production of 159 thousand tons in the pre-

vious year of which 15 thousand tons was

estate and 144 thousand tons was

smallholder’s production. So in 1976 this was

an increase of 18 thousand tons or 11.3 per

cent.

Smallholder coffee production in 1976

increased by 12.5 per cent whereas estate

production remained constant. The increase

of smallholder’s coffee production was, in-

ter alia, caused by better cultivation, more

intensive fertilizer use and replanting with

high yielding seed.

The development of coffee production

during the last five years was as follows:

During the last two years world coffee

production decreased significantly. In 1975

world coffee production decreased by 8.6

per cent compared with the previous year

to reach 4,410 thousand tons, and in 1976

it was estimated to decrease by 16.9 per

cent to 3,663 thousand tons. The decrease

of world coffee production in 1976 was

mainly caused by a fall in the coffee produc-

tion of Brazil after the serious frost-damage

in mid 1975. As is known, Brazil is the big-

gest producer of coffee with an annual pro-

duction of around 1.5 million tons which ac-

counts for 30 per cent of world production.

A decrease of coffee production also oc-

curred in other principal producer countries

such as Angola which was affected by civil

war.

The decrease in coffee production dis-

turbed world market supply so that coffee

prices in 1976 increased significantly to

reach the highest level of the past ten years.

The price of Robusta coffee in the world

market which was Sin. $ 183.-/picul in De-

cember 1975 increased to Sin. $ 600.-/ picul

in December 1976. Average coffee prices

in 1976 increased two-fold over the previ-
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ous year, i.e. from Sin.$ 148.9/ picul to Sin.$

329.3/picul.

In order to increase coffee exports, the

Government enlarged export quotas to ex-

porters and as a result, the export volume

in 1976 increased by 4.6 per cent to 142

thousand tons. This measure was possible

because quotas for 1976 had not yet been

set by the International Coffee Organization.

While the export volume increased by only

4.6 per cent, the export value increased by

147 per cent to $ 250 millions.

The main countries of destination of cof-

fee exports in 1976 were USA, the Nether-

lands and Japan. Indonesian coffee exports

during the last five years were as follows:

130,000 bales, respectively. The increase of

production was caused by favourable cli-

matic conditions and the expansion of har-

vested area.

Based on the data of the Tobacco Insti-

tute, export volume of all tobacco varieties

increased by 2 per cent in 1976 to reach

218 thousand bales, while export value in-

creased by 2.6 per cent to $ 40 million. This

export was mainly to West Germany, the

Netherlands, USA, France, Japan and North

Africa.

Tobacco sales in Bremen in 1976

reached 103 thousand bales with a value of

DM 105 million, broken down as follows:

Tobacco

In REPELITA II, the Government pro-

grams for tobacco are aimed at increasing

production by the expansion of plantation

area and the improvement of the quality by

using better cultivation techniques.

In 1976, the production of Deli tobacco

(Sumatera) was approximately the same as

in 1975, i.e. 29,000 bales, whereas the pro-

duction of Vorstenlanden and Besuki NO

tobacco increased by 31.6 per cent to reach

25,000 bales and 21 per cent to reach

The above figures show that during 1976

the sales volume and the sales value of Jawa

tobacco through the auction decreased sig-

nificantly compared to the previous year. This

was caused by the decline of quality offered

which discouraged buyers. It should be

noted that the tobacco auctioned during

1976 was produced in earlier years.

S p i c e s

World market price developments of pep-

per , especially of white pepper from Indo-
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nesia, were very favourable in 1976. In 1976,

pepper production increased by 8.7 per cent

to reach 25 thousand tons compared with

the previous year. Both export volume and

value increased significantly, i.e. by 93.5 per

cent to 29.8 thousand tons and by 102.6 per

cent to $ 46.2 million, respectively. The in-

crease in the export value of pepper was

mainly caused by world market prices which

rose from $ cent 88/lb for white pepper at

the end of 1975 to $ cent 105/lb at the end

of 1976. The prices of black pepper also in-

creased, viz from $ cent 80/lb to $ cent 102/

lb.

The export volume of mace and nutmeg

in 1976 increased by 26.9 per cent to 11.8

thousand tons, while the export value rose

by 94.0 per cent to $ 9.7 million. The rise in

export volume was attributable to an in-

crease in production as well as world mar-

ket price.

 In 1976 the production of cloves in-

creased by 26.5 per cent and reached 21.5

thousand tons. The Government undertook

various measures to increase production,

such as intensive cultivation, loans to

smallholders in amounts between Rp 1,500

and Rp 1,600 for each clove tree aged 10

years or more. The loans were subject to a

term of repayment of one year. The Gov-

ernment also provided extension service to

smallholders, and planted high yielding Zan-

zibar seedlings in the expanded area under

cultivation all over Indonesia.

In the context of the extensification pro-

gram in 1976/1977, the Government distrib-

uted about 8 million seedlings among all

regions in Indonesia. It was also planned to

distribute 6 million and 10 million Zanzibar

seedlings in 1977/1978 and 1978/1979, re-

spectively.

Meanwhile, in order to meet increasing

domestic demand for cloves, every year the

Government imports cloves from Tanzania,

Malagasi, USA and Singapore. Clove im-

ports in 1975 amounted to 25 thousand tons

with a value of $ 74 million, whereas in 1976

imports declined to 10.3 thousand tons,

worth $ 41.6 million.

M i n i n g

To date, mineral production in Indonesia

is mostly in the hands of large companies,

as small-scale mining could not yet be de-

veloped due to shortage of capital and skill.

As referred to under balance of payments

in general and in the context of the policy on

services and capital movements in particu-

lar, the Government introduced a number

of regulations in the field of mining. Contracts

of work and production sharing agreements

with respect to oil and natural gas were re-

negotiated, principally to increase the

Government’s revenue. Besides, in order to

enhance the importance of minerals (other

than oil and natural gas) as far as their level

of production and foreign exchange earn-

ing capacity were concerned, the Govern-

ment issued regulations to introduce unifor-

mity in the payment of taxes and other lev-

ies. These regulations were designed to

serve as a base for negotiations and agree-

ments in the field of mineral production, as
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materialized in the “Third Generation Con-

tracts of Work in the field of Mining”14) Un-

der the aforementioned contracts, the Gov-

ernment grants exemption of a number of

taxes and other levies, such as corporation

tax, import duties on production equipment,

and export tax on processed minerals. The

said contracts of work apply to investments

under the Foreign as well as Domestic Capi-

tal Investment Law.

In 1976/1977, the output of a number of

minerals such as crude oil, natural gas, baux-

ite, nickel and gold increased, while there was

a decline in the production of other minerals

such as tin, iron sand, coal, copper and sil-

ver. Nearly all mineral output was exported,

with only a small part used domestically.

The output of mineral production during

the last 3 years was as follows:

petroleum

Oil is the major source of Government

income and accounting for 69 per cent of

total foreign exchange proceeds, it is also

the Government’s principal foreign exchange

earner. The share of oil in Gross Domestic

Product is 18 per cent.

Indonesia is the ninth largest producer

among the 13 major oil producing countries

associated in the Organization of Petroleum

Exporting Countries (OPEC). In 1976/1977,

Indonesia’s crude oil production increased

by 14 per cent to reach 568 million barrels,

which was nearly 1.6 million barrels per day.

This production increase reflected the rise

in demand for petroleum following the world

economic revival. It should be noted that

Indonesia’s crude oil production of 498 mil-

lion barrels in 1975/1976 in fact could have

been increased even further from the tech-

nical point of view, if demand had been

higher. The crude oil was produced by the

state enterprises PERTAMINA and

LEMIGAS (31 million barrels or 5 per cent

of total) and foreign oil companies (537 mil-

lion barrels or 95 per cent of total). Among
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the foreign oil companies, 316 million bar-

rels (56 per cent) was produced by compa-

nies operating under contracts of work, and

221 million barrels (39 per cent) was pro-

duced by companies working under produc-

tion sharing agreements. CALTEX (a com-

pany working under a contract of work) was

still the biggest crude oil producer with an

output of 301 million barrels in 1976/1977

which accounted for approximately 53 per

cent of Indonesia’s total crude oil produc-

tion. The production increase in 1976/1977

was achieved due to a 52 per cent higher

output of the foreign companies working

under production sharing agreements, de-

spite a 3 per cent and 1 per cent decline in

the output of the state oil enterprises and

the foreign oil companies working under

contracts of work, respectively.

About 81 per cent of total crude oil pro-

duction was exported while the rest was

used as input for domestic refineries. Part

of the refinery output was exported as refin-

ery products, such as waxy residue. In 1976/

1977, the volume of Indonesia’s crude oil

export increased by 20 per cent to reach

458 million barrels. The volume of crude oil

exported to Japan, the major buyer of

Indonesia’s crude oil, amounted to 199 mil-

lion barrels in the reporting year, i.e. in-

creased by 10 per cent over the previous

year; its share in total crude oil exports, how-

ever, gradually declined from 69 per cent in

1973/1974 to 43 per cent in 1976/1977. This

decline resulted from the sluggishness of

Japan’s economy in 1974/1975, competitive

prices of Middle East crude oil, and a larger

supply of crude oil from the People’s Re-

public of China. On the other hand, crude

oil exported to the United States of America

increased by 26 per cent compared with

1975/1976. As a consequence, the share of

crude oil exported to the USA rose from 23

per cent in 1973/1974 to 40 per cent in 1976/

1977.

Total exports of refinery products such

as waxy residue, naphta and others declined

in the reporting year from 41 million barrels

to 37 million barrels.

This decline was closely related to a drop

from 15 to 7 million barrels in the volume

exported to the USA and other countries.

The volume exported to Japan, on the other

hand, increased from 26 to 30 million bar-

rels.

Construction of the Cilacap refinery

plant, with a daily capacity of 100 thousand

barrels, was commenced in 1975; the plant

was inaugurated in August 1976. Domestic

refinery capacity therefore rose from 426 to

526 thousand barrels a day in 1976/1977.

The Cilacap refinery was designed to pro-

cess “Arabian Light Crude” which till then

was processed in Singapore. Total refinery

output, including refinery output from

abroad, was around 114 million barrels in

1976, compared with 113 million barrels in

the preceding year. Domestic sales of fuel

and lubrication oil continued to increase,

following the growth of the industrial sector,

the number of motor vehicles and the in-

creased household use of kerosene. In 1976

domestic sales rose to 88 million barrels, of

which 33 million barrels of kerosene, 22 mil-
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lion barrels of diesel oil and 16 million bar-

rels of premium.

On account of higher cost production, the

Government increased the price of fuel in

April 1976; i.e. kerosene from Rp 16.- to Rp

18.- per liter, premium from Rp 57.- to Rp

70.- per liter, diesel oil from Rp 22.- to Rp

25.-per liter and avtur from Rp 62.to Rp 70.-

per liter. Net Government revenue from oil,

i.e. the difference between domestic sales

proceeds of fuel and cost of refinery and

distribution, amounted to about Rp 16 bil-

lion in the reporting year compared with a

shortfall of Rp 1 billion in 1975/1976. This

implies that in 1976/1977, domestic sales

of fuel did not contain a Government sub-

sidy as in the previous year. 15)

Natural gas production in 1976/1977 in-

creased by 44 per cent to reach 345 billion

standard cubic feet compared with the pre-

vious year. Domestic use of natural gas is

still very limited and only a minor part is used

as raw material for the production of fertil-

izer, carbon black and LPG (liquified petro-

leum gas). With the impending completion

of the PUSRI IV plant, the Kujang fertilizer

plant and the Krakatau Steel plant, the use

of natural gas is expected to increase. Mean-

while, the construction of the LNG (Liquified

Natural Gas) projects in Arun (Aceh) and

Badak (East Kalimantan), with an invest-

ment of nearly $ 1.6 billion was approach-

ing completion. The LNG plant in Badak was

expected to be in operation in the middle of

1977, while the Arun project was scheduled

for completion at the end of 1978.

Other mining products

Compared with 1975, the output of tin

(produced by PT Timah, PT Kobatin and

Broken Hill Proprietary of Indonesia) de-

clined by 8 per cent to 23.4 thousand tons

in 1976. This decline was attributable to tech-

nical constraints, especially the limited ca-

pacity of dredgers when operating at cer-

tain depths. As ITC export quotas were in

effect during the period from April 18, 1975

through June 30, 1976, Indonesia’s tin ex-

port in 1975 was only 22.2 thousand tons,

even though production in that year was 25.3

thousand tons. With the abolition of tin ex-

port quotas on July 1, 1976, and better world

market prices of tin, the export volume in

1976 increased by 9 per cent to 24.1 thou-

sand tons. Indonesia’s tin is primarily ex-

ported to Japan, Europe and the USA.

Meanwhile, Indonesia has signed the 5th

International Tin Agreement, which provides

for floor and ceiling prices of M$ 1,075 and

M$ 1,375 per picul, respectively, effective as

from December 1976.

During the reporting year, bauxite pro-

duction increased by 12 per cent to reach

1,048 thousand tons. Bauxite exports in

1975/1976 amounted to 899 thousand tons,

although production was 936 thousand tons.

Nearly all bauxite was exported to Japan.

Plans are under preparation for the construc-

tion of an alumina smelting plant on the is-

land of Bintan with an annual capacity of 700

15) It should be mentioned that the Government
bought refinery input (i.e. crude oil) from foreign
oil companies generally at a price which was lower
than the export price.
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thousand tons. Meanwhile, work is in pro-

cess on the construction of infrastructure

and an aluminum smelting plant in Asahan

which will use alumina from Bintan island.

Both smelting plants are expected to be

completed in 1981.

Nickel production in 1976/1977 in-

creased by 10 per cent to reach 828 thou-

sand tons, there was moreover a surplus

production of about 186 thousand tons from

previous year. The construction of two out

of the three nickel projects, started in 1975,

is presently completed, i.e. the ferro-nickel

plant in Pomalaa (South East Sulawesi) and

the nickel-matte plant in Soroako (South

Sulawesi). The ferro-nickel plant established

by PT Aneka Tambang has a capacity of 20

thousand tons of ferro-nickel with a nickel

content of 5 thousand tons. The nickel-matte

plant was established by PT Inco, it has a

capacity of 15 thousand tons of nickel-matte

in the first stage which is planned to be in-

creased to 45 thousand tons in the second

stage. Meanwhile, PT Pacific Nickel Indo-

nesia is planning the establishment of a

nickel metal plant on the island of Gag (Irian

Jaya) and is still seeking additional finance

for implementation of the project. The ex-

port volume of nickel increased by 31 per

cent to reach 909 thousand tons compared

with the previous year. Higher world market

prices of nickel contributed to the increase.

The principal countries of destination were

Japan and the USA.

In 1976/1977, production of iron sand

mined in the area of Cilacap decreased by

13 per cent to 300 thousand tons. The de-

cline was caused by a drop from 269 to 255

thousand tons in the volume exported to

Japan, the sole buyer. Exploration for iron

sand, jointly undertaken by Indonesia and

New Zealand in Yogyakarta, was completed;

mining activities are presently under prepa-

ration.

Coal production declined by 10 per cent

and amounted to 183 thousand tons in 1976/

1977. This drop was attributable to on-going

rehabilitation of production facilities. Domes-

tic demand for coal is expected to increase

steadily in coming years, i.e. in connection

with the construction of the Baturaja cement

plant in South Sumatera, expansion of the

Indarung cement plant in West Sumatera,

expansion of the tin smelting plant on the

island of Bangka, and use of coal for elec-

tric power generation. Shell Mijnbouw NV

was engaged in exploration activities in the

Bukit Asam area (South Sumatera). Be-

sides, PT Rio Tinto Bethlehem had obtained

an exploration permit and was also pursu-

ing exploration in the Sinamar area (West

Sumatera).

During the year under report, production

of gold increased by 7 per cent to 351 kilo-

grams. The Government has been explor-

ing new areas around Cikotok and Cirotan,

as well as reactivating small-scale gold min-

ing in Lebong Tandai (Bengkulu) in order to

increase gold production.

Silver production declined by 25 per cent

and amounted to 3 thousand kilograms in

the reporting year, as deposits decreased

and there were no new mining activities.
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Production of copper undertaken by PT

Freeport Indonesia in Ertsberg (Irian Jaya)

remained almost constant. The volume ex-

ported, however, increased by 11 per cent

to reach 210 thousand tons, made possible

by sizeable stocks early in 1976/1977. All

copper was exported to Japan and the USA.

Manufacturing industry

The output of manufacturing industry

during the reporting year showed an increas-

ing trend. The increase was not only in the

sector of consumer goods such as textiles,

foodstuffs and household utensils, but also

included construction materials and capital

goods, such as cement, fertilizer, motor ve-

hicle tyres, reinforcing steel and steel tubes.

However, several products met with market-

ing problems because of competition from

imported goods, part of which were brought

into the country outside the prevailing im-

port procedure.

Therefore, in order to sustain and to pro-

tect domestic industry, the Government intro-

duced a series of measures, such as step-

ping up of the anti smuggling campaign so as

i.e. to prevent unsound competition in the

marketing of domestically produced goods.

Besides, the use of Merchant L/C, for the im-

port of specific commodities was prohibited.

Another measure was the promulgation of a

Joint Decision of Three Ministers on Decem-

ber 31, 1976, which essentially increased tar-

iffs and other import charges.16)

Meanwhile, the Government also allo-

cated resources for the promotion of indus-

trial activities in general, especially with re-

gard to industrial infrastructure. The 1976/

1977 Development Budget for the industry

and mining sector totaled Rp 50 billion, an

increase of 4 per cent compared to the bud-

get of the previous year, while actual expen-

diture was Rp 57.6 billion. In addition, an

amount of Rp 117 billion was also provided

from project aid; Rp 137.3 billion was actu-

ally spent. The industrial sector accounted

for 79 per cent of the development budget

and 97 per cent of project aid. In addition to

these funds, the industrial sector also had

the benefit of bank financing in the form of

investment credits, which at the end of 1976

had reached Rp 94 billion. As compared to

the previous year, the amount of investment

credits allocated to this sector increased by

20 per cent. A breakdown of investment

credits follows below (in million Rupiahs):

As has been mentioned in the report on

capital investment, as of the end of

1976,1,867 projects or 64 per cent of the

total projects under the Domestic Capital

Investment Law approved by the Govern-

ment was accounted for by the manufactur-

ing sector. Moreover at the end of 1976 there

were 511 intended Foreign Capital Invest-

16) Joint Decision of 3 Ministers (Minister of Finance,
Minister of  Trade and Minister of Industry) No.
314/KPB/76, No. KEP-1699/MK/III/12/1976, No.
475/M/SK/12/76 December 31, 1976.
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ment projects with intended investments

amounting to 56 per cent of total intended

investments under the Foreign Capital In-

vestment Law. Intended and implemented

industrial projects under the Foreign Capi-

tal Investment Law for the period of 1967 -

1976 can be seen in the table below:

As has been mentioned above, one o the

difficulties in the marketing of domestic tex-

tiles was the competition from textiles im-

ported outside the prevailing import proce-

dure. To ensure the development of the do-

mestic textile industry, the Government has

taken several steps by issuing a number of

regulations in addition to stepping up the anti

smuggling campaign. Basically, the regula-

tions provided for higher import duties and

other import charges, primarily on imports

of selected textiles and specific sizes of

weaving yarn17) In order to promote and to

protect domestic industry in general, the

Government through a Joint Decision of

Three Ministers stipulated provisions gov-

erning the import of goods which were al-

ready produced in quantities adequate to

meet domestic demand, such as selected

types of textiles, weaving yarn, reinforcing

steel, gunny bags etc. These goods may only

be imported on banker’s L/C’s, and the im-

porter has to make full advance payment. In

addition to that payment, the importer must

lodge a guarantee deposit amounting to 100

per cent of the L/C value and pay in advance

the full import duty base on the standard

price of the commodity or its L/C value.

As a follow-up of the Joint Decision, the

Minister of Trade18) issued a Decision regard-

ing the import procedure of textile and poly-

The development of industrial output

during the last three years is reported in table

XXI.

Textiles

Unlike in the previous year, textile pro-

duction in 1976/1977 showed a meaningful

increase of 22 per cent and reached 1,247

million meters. The production increase was

to an expansion of spindles and weaving

machines. In the year under report, the num-

ber of spindels increased from 1,239 thou-

sand to 1,327 thousand, while weaving ma-

chines increased from 60 thousand to 62

thousand. The production of weaving yarn

also rose significantly, although at a lower

rate than textile production, i.e. by 8 per cent

to become approximately 481 thousand

bales at the end of 1976/1977.

17) Decisions of the Minister of Trade No. 69/KP/IV/
1970, dated April 17,1970, No. 182/KP/VIII/1970,
dated August 20, 1970, and No.406-407/KP/II/
1974, dated, November 11, 1974.

18) Decisions of the Minister of Trade No, 315/KP/XII/
1976, December 31, 1976, and No.28-29/KP/I/
1977, January 28, 1977.
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ester. In order to ensure that this regulation

does not put consumers at a disadvantage,

the Government also set the ceiling price of

domestically produced polyester fibre.

Chemicals

Fertilizer

Production of the chemical industry in

general increased significantly. In 1976 Urea

fertilizer production increased by 7 per cent

to 412.4 thousand tons. With the establish-

ment of the PUSRI III fertilizer plant in De-

cember 1976, there are 4 fertilizer plants in

Indonesia i.e. PUSRI I, II, III and Petrokimia

with a total annual production capacity of

1,095 thousand tons of Urea. PUSRI IV with

a production capacity of 570 thousand tons

per year is scheduled for completion in

mid-1977, so that the entire Urea fertilizer

production capacity in 1977/1978 will reach

1,665 thousand tons per year.

In order to meet the demand for urea fer-

tilizer, both for domestic consumption as well

as for export, the Government is building

fertilizer plants in Kujang (West Jawa) and

in East Kalimantan, each with an annual

production capacity of 570 thousand tons;

the plants are expected to start production

by the end of 1978 and early 1979, respec-

tively. Meanwhile, another fertilizer plant in

Aceh is planned with a production capacity

of 570 thousand tons per year; this plant is

expected to be finished not later than 1981.

With the increased product

ion capacity, fertilizer production could be

stepped up even further so that Indonesia

would not need to import but could even

export Urea fertilizer. In early 1977, Indone-

sia exported fertilizer for the first time. The

country of destination was the Philippines;

until the end of March 1977, 29.2 thousand

tons of a value around $ 3 million were ex-

ported. In order to satisfy the demands of

the agricultural and forestry sector, a num-

ber of plants which produce fertilizer other

than Urea, viz. NPK, TSP and NP, were be-

ing planned for construction. The production

capacity of fertilizer plants (in existence or

being planned) is shown in the following

table:
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Cement

The cement industry showed an encour-

aging trend, as production increased by 59

per cent to 1979 thousand tons in 1976/

1977. This level of production was actually

below the capacity of the 5 existing plants,

which totaled 2,450 thousand tons per year.

This phenomenon was mainly due to condi-

tions of the market which was still affected

by cement imports. The production capac-

ity of the five cement plants was as follows:

Paper

The paper industry showed a pro-

duction increase of about 17 per cent

and reached 54,000 tons in 1976/1977.

In order to meet the domestic demand

for paper, the production capacity of 5

factories was expanded by 11,500 in the

reporting year. In addition, the construc-

tion of 2 new factories with a total pro-

duction capacity of 10,500 tons was

completed. Total annual production ca-

pacity consequently increased from

34,600 tons to 56,600 tons.

PN Kertas Leces, which is presently in

the stage of expansion, is expected to oper-

ate with an additional production capacity

of 26,100 tons per year in 1978. The types

of paper at present produced by the facto-

ries are i.e. HVS, wrapping paper, cardboard

and cigarette paper. The number of existing

factories under expansion and new facto-

ries completed is reported in the following

table.

At the end of REPELITA II cement re-

quirements are estimated to be 5,600 thou-

sand tons. In order to meet this demand, the

Government has planned to increase the

production capacity of existing cement

plants and to build a few others. It is expected

that at the end of that period the total pro-

duction capacity of cement plants in Indo-

nesia will increase to 7,850 thousand tons

per year. Accordingly, the following plants are

presently under expansion or under con-

struction.

After completion of the expansion/con-

struction of the factories, it is expected that

total production will meet domestic demand

and may even enable cement to be exported.
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Paper Factories located in Jawa gener-

ally use rice straw and imported pulp as the

main raw materials. In order to ensure the

continuation of paper production, sufficient

raw materials are needed on a long-term

basis. Wood is one of the raw materials for

the paper industry which is in adequate sup-

ply in Indonesia. Therefore, in order to ben-

efit from wood as a major raw material for

paper, the location of the planned factories

will be primarily in regions outside Jawa,

such as Sumatera, Kalimantan, Irian Jaya

and other islands rich in wood.

In addition to state-owned paper facto-

ries, there are also privately owned facto-

ries which are mostly located in Jawa. In

order to enhance the role of private enter-

prises in the paper industry, the Government

would like to see more industrial activity

outside Jawa. However, the results are not

yet encouraging. This is primarily due to

capital scarcity, as well as to the limited avail-

ability of infrastructure in the timber regions

which is suitable for the paper industry.

Motor vehicle tyres

The production of tyres for 4-wheel mo-

tor vehicles rose by approximately 5 per cent

to 1,883 thousand tyres during the report-

ing year. In fact production could have been

increased much further if market demand

was higher.

Among the existing tyre factories,

there are a number of fairly large size,

i .e. Good Year, Dunlop, Int irub and

Bridgestone. The latter factory is lo-

cated in Jakarta and opened in early

1976. The total annual production ca-

pacity of the four factories is 2,380 thou-

sand tyres, as shown in the following

table.
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In addition to the above mentioned com-

panies, there are also factories which spe-

cialize in rethreading of tyres, commonly

used in public transportation. Therefore, part

of the demand for tyres is also satisfied by

these factories.

S a l t

The prolonged dry season which pre-

vailed in the reporting year was most ben-

eficial for the salt industry. This was reflected

in the tremendous production increase of

almost 300 percent to reach 563 thousand

tons in 1976/1977. Out of this volume, 37

per cent was produced by PN Garam, while

the rest was small-scale Production

In normal weather conditions, salt pro-

duction in Indonesia is estimated at about

350 thousand tons per year. This level of

production is less than domestic consump-

tion of 420 thousand tons a year; the short-

fall is imported. The import of salt always

depends on the volume needed, so that at

the end of the year there will be no excess

supply. Salt imports fluctuate between 80 to

100 thousand tons annually.

In 1976/1977 260,000 tons of salt was

imported. This substantial import was i.a.

needed as production of salt in 1975/1976

amounted to only 147 thousand tons, and

therefore far below the Ievel required for

domestic consumption. With the leap of salt

production in the reporting year (563 thou-

sand tons), total salt supply reached 823

thousand tons. As a consequence, there was

an excess salt supply of around 400 thou-

sand tons.

In order to increase the quality and nu-

tritional value of household salt, the Gov-

ernment initiated an iodisation program in

1975 in cooperation with UNICEF. That pro-

gram was primarily designed to combat dis-

eases caused by iodine shortage. By the end

of REPELITA II the plan for salt iodisation

involving both PN Garam production and

small-scale salt production, is expected to

reach 250 thousand tons broken down as

follows (in tons):

Miscellaneous industries and Handi-

crafts

Production of miscellaneous industries

and handicrafts in 1976/1977 on the whole

developed at significant rate, although not

as high as the rate achieved in the previous

year. Kretek (clove) cigarette production in-

creased by 14 per cent, whereas produc-

tion of bicycle tyres, cooking oil and laundry

soap only increased at rates between 2 to 7

per cent. Other items produced by this sec-

tor such as detergent, white cigarettes and

matches generally declined at a rate rang-

ing from 1 to 4 per cent compared with 1975/

1976. Data on the development of the afore-

mentioned industrial products for the last

three years are shown in table XXI.
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Metal and machinery industry

Generally, production of the metal and

machinery industry increased meaningfully

in 1976/1977. Among the products showing

a very substantial increase was storage

batteries, which recorded a rise of 118 per

cent over the level of 1975/1976. In addi-

tion, assembling of three-wheel motor ve-

hicles rose by 30 per cent, dry batteries by

75 per cent, television sets by 29 per cent

and reinforcing steel by 47 per cent. On the

other hand, the assembling of four- wheel

and two-wheel motor vehicles decreased by

5 per cent and 11 per cent, respectively.

As has been touched upon above, the

production of reinforcing steel experienced

a very large increase, i.e. 47 per cent. Pro-

duction could be increased even further if

imports were cut down. The large imports

of reinforcing steel were closely related to

the provisions in the Laws on Domestic as

well as Foreign Capital Investments which

provide an opportunity for the import of this

basic material. Likewise, part of the Govern-

ment projects financed by foreign aid, was

required to use materials from the donor

country. This put the marketing of domestic

reinforcing steel in a difficult position, and

also competes with other domestically pro-

duced basic materials, such as electric

wires, steel tubes and galvanized iron

sheets.

A company for the assembling of aircraft

has been established in Indonesia, i.e. PT

Nurtanio. The company assembled 2

aircrafts in 1975 and 3 others plus 13 heli-

copters in 1976. The production of the metal

and machinery industry can be seen in table

XXI.

Electric power and gas

As in past years, development policy in

the electricity sector has been directed to-

ward increasing the installed capacity and

redressing the balance between installed

capacity on the one hand and transmission

and distribution network on the other.

The policy has been carried out by reha-

bilitating and expanding the distribution and

transmission networks as well as the num-

ber of power stations and distribution sta-

tions. To support the development of small

scale industry, electric power plants were

built, taking the form of microhydro power,

low capacity diesel, and tapping medium

capacity networks which pass through the

rural area. Such development of electricity

in the rural area was meant to meet the de-

mand for electric power of the rural commu-

nity.

The result achieved in the reporting year

comprise rehabilitation and construction of

electric power stations of a capacity of

243.364 MW, three power stations with a

capacity of 75.63 MVA, 4,508 distribution

stations, 169.225 km of transmission net-

work and 2,792,590 km of distribution net-

work.

In 1976 installed capacity reached 1,200

thousand KW or increased by 26 per cent

compared to the previous year. The devel-



120

opment of installed capacity during the past

three years can be seen from the following

figures.

Production of electric power in 1976 in-

creased by 16 per cent to reach 3,363 mil-

lion KWH so that electric power purchased

outside PLN fell by around 18 per cent to

678 million KWH. With the increase of pro-

duction, the sale to consumers increased

by 13 per cent to 3,030 million KWH.

Total production and sales in the past 3

years can be seen in the table below:

Gas produced by units of the State

Gas Corporat ion dur ing 1976 as a

whole amounted to 75 mill ion cubic

meters. Compared to the previous year,

production experienced an increase of

around 4 million cubic meters. The gas

production of the last three years was

as follows:

The kinds of gas produced and sales

thereof during the past three years are

shown by the figures below:
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Communications

The development aspects of the commu-

nication sector included in REPELITA II re-

lated to the improvement of its services as

an important pre-requisite for development

activities in other economic sectors. Here

the emphasis was placed on adequate de-

velopment of infrastructure of all media cov-

ering land, sea and air transportation as well

as telecommunication, in order to quicken

the communication among all regions of the

country. The various efforts made in this

behalf are discussed in the following sec-

tions.

Land transportation

The policy measures undertaken for the

rehabilitation and improvement and for con-

struct ion of new roads and bridges contin-

ued to be in the broader context of an im-

proved land-transportation network, which

has important economic and social conse-

quences. The efforts were concentrated to

expand the transportation network to con-

form with the development in each region. It

also stimulated the demand for motor ve-

hicles as reflected in the size of the land

transportation fleet over the past four years

as follows:

In the railway sector efforts were not lack-

ing for the improvement of rolling stock and

services to the public. The aforementioned

development of highways, however, provided

alternate and competitive means to the

people for land transportation. This seems

to have adversely influenced the movement

of passengers and cargo by railways which

is evidenced by the declining trend during

the immediate past. To wit, railway services

in 1976 declined for passenger and

passenger-km, respectively by 16 per cent

and 5 per cent. Likewise, goods transporta-

tion as well as goods-ton/km also declined

by 14 per cent and 27 per cent respectively.

The position of railway transportation dur-

ing the last four years was as follows:

Owing to cooperation between PJKA

(State Railway Corporation), Government

estate in north Sumatera and PUSRI

(Sriwijaya fertilizer plant) it is hoped that

besides the development in the industrial

and mining sectors in certain regions, the

railway service would tend to improve in the

foreseeable future.

Sea transportation

During the year under report, the num-

ber of vessels and the capacity of the na-

tional merchant fleet showed significant in-
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creases, i.e. an addition of 14 vessels to

reach 319 vessels, with expansion of capac-

ity by 18 thousand DWT to reach 330 thou-

sand DWT. Efforts for improving its service

potential by enlarging the fleet  was accord-

ing to the Government’s program, which also

included phased replacement of vessels

long in use, either by acquiring new ones or

moderately used ships.

When readjusting the schedule of the

fleet in 1976/1977, the Government had

treated it as a regular liner service (RLS)

thereby hoping that its ships would call at

assigned ports and also at facultative ports

that needed transportation facilities. The

trend of developments of merchant fleet in

the recent past was as follows:

Further, to link and to develop communi-

cation of the isolated regions with other re-

gions, efforts were made to intensity the pio-

neer sailings. The total number of operating

vessels was increased to 19 in 1976 (which

started with 4 in 1974 and 13 in 1975). This

fleet operated on 22 routes and regularly

called on the following small ports:

To add to the effectiveness of sea trans-

portation, the container system is being used

in certain ports. In this connection, some of

the main ports like Tanjung Priok, Tanjung

Perak, Palembang and Belawan, were given

priority to build container terminals. Besides

that, LASH (Light Aboard Ship) is now be-

ing used in certain ports like Sabang, Jambi

and Medan to reduce the transportation

costs. This type of ship is actually a

mothership supported by small auxiliary

ships which could move to and from the

ports after having been loaded from the

mothership.

The ocean-going fleet did not show any

significant change during 1976. Compared

with the previous year, the total number of

vessels operated by the fleet increased from

47 to 50 while its capacity went up from 412

thousand to 450 thousand DWT. On the

other hand, the cargo transported declined

by 12 per cent to 5,462 thousand tons. This

shrinkage was caused mainly by the world

economic recession, whose influence was

still felt on the mercantile activities during

the reporting year. The development of the

fleet and its output may be seen from the

following figures:
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Air transportation

Air transportation showed promising fea-

tures as evidenced by the increase in the

number of aeroplanes operated in the regu-

lar flights. During 1976, 18 aeroplanes were

added to reach the total of 105. The devel-

opment of the fleet during last four years may

be seen from the following data:

use of additional radar equipment in flight

control. Telecommunication and navigation

facilities were also developed. To give better

service to the public, the operating hours of

the airports were increased. All these efforts

to develop air transportation showed that,

excluding the pioneer airports, 49 airports

operated regular flight which could handle

DC-3 aeroplanes, and of which 38 were ca-

pable for F-27, 26 for F-28, 13 for DC-9, 6

for DC-8 and 2 for DC-10.

Postal and Giro Services

Postal and giro services during 1976

developed rapidly, where postal drafts in-

creased by 22 per cent, postal giro and

cheques by 11 per cent and savings at the

State Savings Bank by 75 per cent. The

trends over the past 4 years were as fol-

lows:

During the year under report, air trans-

portation services also recorded a signifi-

cant progress. In 1976, the total number of

passengers increased by 19 per cent to

2,766 thousand persons: transportation of

cargo increased by 22 per cent to 28 thou-

sand tons. The development of air transpor-

tation in the past few years was as follows:

To maintain balanced growth of air trans-

portation, numerous improvements were

made in the related infrastructure which in-

cluded, among others, the expansion of sev-

eral airports and broadening and strength-

ening of runways. Flight safety had also re-

ceived priority in the air transportation de-

velopment, which found expression in the

Telecommunication

The process of automation of the tele-

phone network was still continuing on the

basis of the development program of the

telecommunication sector through SKSD

(domestic satellite communication system)
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facilities. After Palapa domestic satellites

were launched (Palapa I on August 17, 1976

and Palapa II on March 11, 1977), SLJJ

(long distance direct connection) was mark-

edly facilitated both for automatic and

manual telephones. To cope with the capa-

bility of Palapa domestic satellites, telephone

centrals and connection cable networks

were added. This effort showed that auto-

matic telephone central and its capacity in

1977 increased respectively by 33 per cent

to reach 52 telephone centrals and by 56

per cent to reach 225,100 connections. Be-

sides, 3 manual telephone centrals were

added to have a total of 507 telephone cen-

trals and their capacity was increased by 4

per cent to reach 103,886 connections in

1916.

The development of the number of tele-

phone exchanges and their capacity during

the last four years was as follows:

lion minutes. International calls through the

satellite system increased by 39 per cent to

4 million minutes, while border communica-

tions increased by 14 per cent to 135 thou-

sand minutes.

Telegraph and telex facilities also devel-

oped, among others with the addition of 7

offices during the reporting year; the num-

ber of telegraph offices became 610. Com-

pared with the previous year the total of tele-

gram sent domestically as well as overseas

increased by 13 per cent, while in the telex

section the number of pulses, calls and min-

utes also increased by 36, 18 and 26 per

cent respectively.

During 1976/1977, transmission and

monitoring station in South and Central

Kalimantan were completed for links be-

tween Banjarmasin and Palangkaraya,

Banjarmasin and Ujung Pandang, and also

in Maluku for the transmission between

Ambon and Ternate. The monitoring station

projects in West Jawa located at Rancaekek,

Bandung and in South Sulawesi located at

Baronglue, Ujung Pandang were also com-

pleted.

Meanwhile, in July 1976 the expansion

of the Jawa – Bali microwave was completed

and the communication service in Irian Jaya

was augmented, especially for that between

Sorong – Doom and Jayapura – Sentani.

Tourism

The number of tourists visiting Indone-

sia has been continuously on the increase

The developments set out above obvi-

ously influenced the frequency of domestic

as well as international telephone traffic.

Compared with the previous year, domestic

telephone calls (local calls and long distance

direct connections) increased by 36 per cent

to 1,192 million pulses while interlocal

manual calls rose by 18 per cent to 58 mil-
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over the past few years. It was 314 thou-

sand people in 1974, 366 thousand in 1975

and 401 thousand in 1976. Most of the for-

eign tourists came from the United States,

Australia, Japan and Singapore, whereas

Jawa, Bali and West Sumatera were the

most frequently visited islands. The devel-

opment of tourist trade during the last four

years may be seen from the following:

among others, in Frankfurt for West Europe

and in San Francisco for North America.

Steps have also been taken for international

flights, by allowing charter flights with re-

duced fares. Visas on arrival might be intro-

duced for tourists visiting Indonesia.

In consonance with the above mentioned

developments, skills are also needed and

in that framework, schools for hotel and tour-

ism have been started Up which numbered

32 in 1976.

Prices and Wages/Salaries

Prices

Price developments during the reporting

year, as measured by the price index of 62

goods and services or cost of living index

for Jakarta, showed an improvement over

the preceding years. In 1976/1977 prices

increased by 12 per cent compared to 19.8

per cent in 1975/1976 and 20.1 per cent in

1974/1975 (table XXII). The Government’s

effort in containing inflation may therefore

be considered successful.

The result was achieved on account of

the Government’s success in controlling the

increase of domestic liquidity, which is an

important element in containing price in-

creases as set out in Chapter I on Money

Supply. Besides, the Government also suc-

ceeded in containing prices of principal com-

modities particularly of rice, which was ac-

complished through a policy of supply and

distribution of several principal commodities

in the context of the national stock.

In order to promote tourism, the first pri-

ority was assigned by the Government to

hotel development through credit and invest-

ment facilities. Most of these hotels are lo-

cated in Jawa and Bali and in 1976 their

number was 378 with a capacity of 19,787

rooms. In retrospect it seems that this policy

led to unbalanced growth, thereby covering

excess capacity and hence of relatively low

occupancy rates. As a corrective, invest-

ments for new hotels in Jawa and Bali have

been stopped by the Government since Feb-

ruary 1977.

Efforts to make further improvements in

the tourism sector will continue as a devel-

opment program designed to centre not only

on foreign tourists but also on domestic tour-

ists.

For marketing connected with Indonesian

tourism, promotion centres were set up,
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It may further be mentioned that the 12

per cent increase in the price index of 62

goods and services in 1976/1977 is a re-

flection of a 10.7 per cent in the Food sector

index, a 26.5 per cent increase in the Hous-

ing sector index, a 11.6 per cent increase in

the Clothing sector index and a 11.7 per cent

increase in the Miscellaneous sector index.

During the first half of 1976/1977, the

cost of living index increased by 9.4 per cent

to become 1,870 compared with a 8.3 per

cent increase in the first half of the preced-

ing year. The relevant increase was caused

by the rise in kerosene price and electricity

rates introduced by the Government in April

1976, which is reflected in the 17.8 per cent

and 10.1 per cent increase in Housing sec-

tor and Miscellaneous sector indices, re-

spectively. In the second half of 1976/1977

the cost of living index increased by only 2.5

per cent to become 1,916 compared with a

10.6 per cent rise in the corresponding pe-

riod of the preceding year. This was mainly

due to the Government’s success in con-

trolling the rice price through massive free

market sales. The stable price was reflected

in the Food sector index which increased

by only 2.3 per cent.

The price commodities index of 9 essen-

tial in Jakarta during the reporting year

showed a stable movement, i.e. a rise of only

0.9 per cent compared with 19.8 per cent in

the preceding year (table XXIII). This was

achieved through adequate supplies of prin-

cipal commodities, particularly during the

period approaching the religious holidays

and in times of scarcity before harvests.

Prices of selected export commodities

in the local market (Jakarta) in 1976/1977,

increased conspicuously compared with the

preceding year (table XXIV). This was mainly

attributable to an increased foreign demand

for Indonesian export commodities.

Rubber an export commodity of major

importance as a foreign exchange earner

as well as source of income for rubber

smallholders, showed a significant price in-

crease in 1976/1977. The average price of

RSSI increased by 43.1 per cent over the

average price of the preceding year and was

quoted at Rp 278.80/kg. The improvement

of the price of natural rubber this year was

i.e. due to an increase in demand of the in-

dustrial countries.

As in the case of rubber, the average

price of Robusta coffee also increased, i.e.

by 191.6 per cent compared with the pre-

ceding year, and was quoted at Rp 1,125.56/

kg. The jump of the local coffee price was

affected by a higher demand for export cof-

fee, as world market demand for coffee had

increased after the crop failure in Brazil.

The rise in the world market coffee price

brought about a partial shift in consumption

from coffee to tea. The price was pushed

(upward) and affected the price of tea in the

local market. The average price quotation

of tea (BOP quality) in 1975/1976 was Rp

307.77/kg and increased by 48.7 per cent

to become Rp 457.57/kg.

In 1976/1977 the average copra price in

the local market increased by 95.2 per cent
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compared with the preceding year and was

quoted at Rp 161.42/kg. This conspicuous

increase in the copra price was mainly due

to a disequilibrium between production and

increase in demand for copra in the domes-

tic market. Since the volume of copra ex-

ports in the reporting year was insignificant,

i.e. 4.2 thousand tons, the world market price

development did not materially affect the

copra price in the local market.

The average local price of white pepper

during the reporting year increased by 37.5

per cent and became Rp 631.27/kg, the

black pepper price increased by 68.8 per

cent to Rp 565.99/kg. This price rise was

due to the increase in world market demand

for pepper, particularly in Europe.

Wages/Salaries

Changes in wages/salaries in Indonesia

may be gauged from the wages paid by vari-

ous enterprises in selected economic sec-

tors such as estate, mining, manufacturing

industry and others which employ a fairly

large number of workers. The wages/sala-

ries in a number of enterprises are subject

to a minimum and maximum limit. Changes

in the average wage of an employee with a

wife and two children is set forth in the fol-

lowing table:

The above table shows that minimum

wages during the period of January 1976 –

January 1977 rose by an average of 11.7

per cent while maximum wages rose by an

average of 15.3 per cent. Compared with

prices which increased by 13.5 per cent

during the same period, as measured by the

cost of living index, the rate of increase in

minimum wages was a bit lower, while the

rate of increase in maximum wages was

somewhat higher.

The Government’s current efforts to

regulate minimum wages are aimed at the

determination of lowest levels adequate to

meet basic physical needs and which pro-

vide for an appropriate wage comparison for

jobs between enterprises and economic
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sectors. Due to obstacles such as differ-

ences in price level within the country and

the ability of enterprises to pay appropriate

wages, the said efforts have not yet resulted

in appreciable progress. However, the efforts

are being enhanced, among others by in-

tensifying the activities of the Regional Wage

Council.  A Government regulation designed

to provide a legal basis for the determina-

tion of minimum wages is also under prepa-

ration.

Manpower

According to the result of the 1971 cen-

sus, the Indonesian population in 1976 was

estimated to have increased by 2.3 per cent

to reach 135.2 million, compared with the

preceding year. In line with the increasing

population, the size of the labor force also

increased substantially from 44.6 million in

1975 to 45.7 million in 1976. Since the in-

crease in the labor force has not been bal-

anced by a sufficient increase in employ-

ment opportunities, the problem of employ-

ment expansion becomes more and more

serious. Therefore, employment expansion

has been made one of the main goals of

REPELITA II, which gives priority to solving

through the implementation of development

activities.

In this context, capital investment policy

is aimed at stimulating labor intensive

projects. As well, foreign investment policy

encourages the utilization of more Indone-

sian labor. Further, several credit programs

have been implemented, comprising K.I.K.

(small investment credit), K.M.K.P. (perma-

nent working capital credit) and Kredit

Candak Kulak (credit for petty traders) to en-

courage small-scale business, which it is

hoped will expand employment opportuni-

ties.

Various efforts were made in 1976 to

expand employment opportunities, which

were basically the continuation and intensi-

fication of efforts made during PELITA I. It

was expected that, with the expansion of the

economy, the additional labor force will be

gradually absorbed.
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APPENDIX B

MANAGEMENT OF BANK INDONESIA
As per March 31, 1977

Government Commissioner :  Soegiono

BOARD OF MANAGING DIRECTORS

Governor : Rachmat Saleh

Managing Director : Marathon Wirija Mihardja

Managing Director : Soeksmono Besar Martokoesoemo

Managing Director  : Arifin Mohammad Siregar

Managing Director  : Durmawel Ahmad

Managing Director  :  J. E. Ismael

Managing Director  : M. Djoko Soedomo

        Managing Director         :          Kamardy Arief
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GENERAL MANAGERS

Office of the Board : Eddy Suwardi

International Department : T.M. Zahirsjah

Foreign Exchange Department : W. Kidarsa

Loan Department :  R.P. Soema di Pradja

Credit Planning and Credit

Supervision Department : H.P. Toar

Bank Supervision Department :  Abdullah ali

Money and Capital Market Department : Sutadi

Issue Department : Nandang Komar

Economics and Statistics Department  : R. Paryono

Legal Department : Ismail Djamil

Administration and Organization

Department : R. Soejatno Soemardjo

Budget Department  : P. Siregar

Internal Control Department :  R. Dhoemadi Singowigoeno

Personnel Department :  Rachmad

General Services Department : A.U. Loah

REPRESENTATIVES

Kuala Lumpur and Singapore : Muljana Wiraatmadja

London : Marjanto Danoesapoetro

New York  : Achmad Effendie

Tokyo : R. Soejoto



134

BRANCH MANAGERS

Ambon : Azwahin

Banda Aceh  : Sugiono

Bandung  : Suparto Wignyasubrata

Banjarmasin : Tom Hartono

Bengkulu  : Husni Djojoseputro

Cirebon : Sutedja Trisnaatmadja

Denpasar : Soewarno Poespowidjojo

Jambi : Soetrisno

Jayapura  : Permadi Sofion

Jember : Dulkalip

Kediri  : R. Soenoekarto Darsopanambang

Kendari : Thamrin Soerawisastra

Kupang : Usman Sugiarto

Malang : Sanjoto Abdulradjak

Mataram :  Ekotjipto

Medan  : Mahfud Jakile

Menado  :  Ph. K. Intama

Padang : R.Soeyatno

Palembang : R. Koesmadi Sastrodipoero

Palu : R.N.G. Natakoesoema

Pekanbaru : Akhmad Martinoes

Pontianak : Muchtar Abdullah

Samarinda  : Sofjan Lumad

Semarang : Bambang Susilo

S o l o : Sahruddin Siata

Surabaya : R. Sujanto

Telukbetung  : A . Sulaeman Gandabrata

Ujung Pandang  : Wiardi

Yogyakarta : Isbianto Poerwodinoto

CASH OFFICE MANAGERS

Balikpapan : Samidjo

Lhokseumawe : M. Junus Abd. Rachman

Purwokerto  : Judjono Gandasubrata

Tegal : Aibar Durin

Ternate  : R. Muh. Komar
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