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NOTES, SYMBOLS AND SOURCE OF DATA

r Rivised figures

* Provisional figures

** Incomplete figures

(i.e. compiled from incomplete data)

. . . Data not yet available

- - Nil or less than the last digit

(  ) Partial data

x Break in comparability before and after the symbol

$ United States Dollar

Source of data : Bank Indonesia, unless mentioned otherwise.



iv

During 1983/84, the last year of the Third Five-

Year Development Plan (Pelita III), the Indonesian

economy faced difficult challenges particularly as

a consequence of the world recession and unfa-

vorable developments in the oil market. However,

the economy performed satisfactorily as displayed

by the higher growth rate and the significant im-

provement in the balance of payments. The bal-

ance of payments, which in the previous year

showed the largest deficit ever experienced, in the

reporting year reversed to a substantial surplus.

Similarly, deficit in the current account was sub-

stantially reduced, while the surplus in the bal-

ance of trade recorded a considerable increase.

In step with economic growth and improved bal-

ance of payments, development in domestic

prices were kept at a manageable level.

The satisfactory economic performance in the

reporting year was primarily due to a series of ad-

justment policies implemented by the Government

as well as efforts to encourage domestic produc-

tion. In addition, improvements in the world

economy, particularly since the second semester

of 1983, contributed towards positive development

in the economy. Adjustment in the currency in the

form of a devaluation of the rupiah implemented

towards the beginning of the reporting year and

various efforts to promote nonoil and non-gas ex-

ports (non-oil exports) succeeded in improving the

competitiveness of the Indonesian economy and

increasing rate of growth of non-oil exports. More-

over, the rephasing of various large government

projects in May 1983 contributed to the efforts to

save foreign exchange.

Along with the policies which directly contrib-

uted to improving the balance of payments, the

June 1, 1983 Monetary Policy which constituted a

deregulation in the banking sector contributed to

initiating fundamental changes in the field of credit

and the mobilization of funds. Under this policy,

bank credit essentially no longer depended on li-

quidity credit from Bank Indonesia which contained

subsidies, but rather on the ability of banks to mo-

bilize funds from the public. In addition, credit

policy using a system of ceiling enacted since

1974 was discontinued. In line with this policy,

since June 1, 1983 state banks were free to de-

termine their own interest rates both for lendings

(except for high priority credits) as well as for de-

posits mobilized from the public. The June 1, 1983

Monetary Policy succeeded in enhancing the ca-

pability of mobilizing funds and simultaneously

contributed positively to monetary stability, which

since June 1, 1983 had been carried out princi-

pally through the use of indirect monetary instru-

ments, such as reserve requirements, open mar-

ket operation through the issuance of the Bank

Indonesia certificates (or Sertifikat Bank Indone-

sia -- SBI), discount facilities and moral suasion.

The new tax reform and the reduction in subsidy

as well as the more stringent routine government

expenditures also contributed to monetary stabil-

ity.

Gross Domestic Product (GDP) in real terms,

used to measure the growth of the economy, ex-

perienced an increase of 4.2% in 1983 compared

with only 2.2% in the previous year. This improve-

ment was primarily due to a substantial growth in

agriculture, particularly food crops and smallholder

plantations. In addition, the better performance of

the trade and industrial sectors also contributed

to this higher growth rate.

Agriculture, which still occupied the top list in

the contribution to the GDP, in 1983 showed an

increase in value added of 4.8% compared with

only 2.1% in the previous year. The manufactur-

ing sector, recording only a slightly higher increase

than the previous year, showed a decline in its
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share in the composition in the GDP. Mining, which

in the previous year recorded a negative growth of

12.1 %, in 1983 reversed to an increase of 1.8%.

The reversed trend was due primarily to better

output performance of oil, gas, coal and bauxite.

In the reporting year the growth of domestic

production was also accompanied by the improve-

ment in trade and favorable developments in bal-

ance of payments. Overall balance of payments

experienced a surplus of $ 2,070 million compared

with a deficit of $ 3,280 million in the preceding

year. Accordingly, the amount of the official for-

eign exchange reserves in the Central Bank rose

from $ 3,074 million at the end of March 1983 to $

5,144 million at the end of the reporting year. Simi-

larly, deficit in the current account which in the

previous year amounted to $ 7,039 million, de-

clined significantly to $ 4,151 million, whereas the

surplus in the balance of trade improved remark-

ably, from $ 176 million to $ 3,512 million.

Total exports reached $ 19,816 million, or an

increase of 6.1 % from the previous year. This

performance was due to the rapid growth of nonoil

exports, by 36.6%, while oil and LNG exports con-

tinued to experience declines, by 1.9% and 2.5%,

respectively.

The considerable improvement of non-oil ex-

ports was due both to the stronger world demand

following the economic recovery in the industrial-

ized countries as well as the result of policies and

efforts to encourage those exports. In the report-

ing year the export value of almost all important

commodities were up, except for palm oil, tin and

copper. Large increases were recorded in the ex-

ports of processed wood, rubber, coffee, tea,

nickel, aluminium, textiles, electrical appliances,

handicrafts, urea fertilizer as well as cement. Ob-

serving the various export commodities, it should

be noted that manufactured products, specifically

textiles, handicrafts and electrical appliances con-

tinued to show significant increases. In the report-

ing year the combined export value of those three

commodities went up by 68.8% compared with

33.5% in the previous year. Accordingly, their share

in the total value of non-oil exports rose from 7.5%

to 9.2%. It may be added that the decline in the

value of palm oil exports was directly connected

with the policy of the Government to ensure ad-

equate domestic supply while declines in the ex-

ports of tin and copper were due to prevailing slug-

gish world demand.

The decrease in the value of oil exports was

attributable to the decline in prices, by 15.6% to $

29.15 per barrel, although the volume was up by

16.4% over the previous year. Similarly, the vol-

ume of LNG exports in the reporting year rose by

15.0%, however the value was down due to a

15.1% price decline.

For the first time in fifteen years, in the report-

ing year the value of total imports (f.o.b.) declined

by 11.9% to $ 16,304 million. This reversed trend

occurred both in the imports of oil and LNG com-

panies as well as non-oil imports, respectively

down by 20.1 % and 9.3%.

The decline in imports of oil companies was

due to the smaller import bills of fuel oils and crude

oil (ALC), by 29.2% and 21.5%, respectively. The

decline in non-oil imports occurred in imports fi-

nanced by general foreign exchange, foreign as-

sistance as well as foreign investment. It may be

added that the decline in value of imports in the

reporting year was closely associated with the

rupiah- devaluation towards the beginning of the

reporting year, the rephasing of large government

projects as well as the June 1, 1983 Monetary

Policy which indirectly dampened the propensity

to import.

The surplus in the balance of payments expe-

rienced in the reporting year had an expansionary

effect on the money supply which in the previous

year was contractionary. Another rather substan-

tial expansionary effect was connected with loans
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to companies and individuals, though at a lower

level than that of the previous year. These expan-

sionary effects were in part offset by a contrac-

tion in the government sector, which in the previ-

ous year was expansionary, as well as the rapid

rise in quasi money, bringing forth an increase of

only 9.2% in money supply compared with 8.9%

in the preceding year. The rapid rise in quasi

money namely 58.2% compared with 25.&% in

the preceding year, resulted in a rather high in-

crease in the domestic liquidity in the reporting

year. Domestic liquidity, consisting of currency in

circulation and quasi money (principally time de-

posits and savings), in the reporting year rose by

28.7% compared with only 14.5% in the preced-

ing year. It may be added that the rapid increase

in quasi money in the reporting year was primarily

due to the upward trend of the rupiah time depos-

its as a consequence of the June 1, 1983 Mon-

etary Policy.

Although towards the beginning of the report-

ing year the Government devalued the rupiah by

27.6% and in January 1984 raised the selling price

of fuel oils by an average of 36.9%, the inflation

rate rose only to 12.6% from 8.4% in the previous

year. This achievement was due to the low increase

in the money supply, as a consequence of .the

monetary and fiscal policies pursued during the

reporting year. In addition, adequate supply of food

and clothing at relatively low prices also contrib-

uted to domestic price stability.

Consistent with the principle of dynamic and

balanced budget, the Government in the reporting

year pursued a relatively tight budget policy. On

the expenditure side, the Government followed a

policy of austerity, rephasing large government

projects and reducing subsidies. On the receipt

side, the Government continued the efforts to in-

crease domestic revenues from the non-oil sector

through tax reform. In the reporting year the re-

ceipts and expenditures of the government

amounted to Rp 18.3 trillion, or up by 27.6%, largely

due to the rupiah devaluation on March 30, 19$3.

The quite rapid escalation in government rev-

enues in the reporting year was primarily due to

higher proceeds from corporate tax on oil, income

tax, sales tax, import levy, tariffs and export taxes.

Corporate tax on oil, which constituted one of the

largest sources of domestic revenues (66.0%),

showed an increase of Rp 1,350 billion (16.5%)

compared with a decline of Rp 458 billion (5.3%)

in the preceding year. Similarly, tariffs and export

taxes which in 1982/83 respectively showed de-

clines of 2.6% and 36.4%, in the reporting year

rose by 6.7% and 26.8%, whereas income tax,

sales tax, and import levy rose by 38.1%, 20.5%

and 10.8%, respectively. It should be added that

to meet the ever increasing financial requirements

for development programs, the Government con-

tinued to utilize foreign assistance, which in the

reporting year amounted to Rp 3,882 billion.

While maintaining efforts to sustain develop-

ment austerity was imposed on the routine bud-

get by reducing various subsidies and rephasing

important government development projects. The

efforts to economize on routine expenditures was

reflected in the material expenditures, rising only

by 1.5% compared with 12.5% in the previous year.

On development expenditures, austerity was

shown in the lowering of subsidies on fertilizer by

22.9% and expenditures of government depart-

ments and agencies by 1.3%.

Development expenditures, which in the previ-

ous year only experienced an increase of 6.0%,

in the reporting year rose substantially, by 34.5%

reaching Rp 9,899 billion. This high increase was

attributable to the substantially higher expenditures

on education and culture, mining and energy as

well as transportation and tourism.

As mentioned, since the June 1, 1983 Mon-

etary Policy, the granting of bank credits was

henceforth based on the ability of the banking

system to mobilize funds from the public and bank
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credits were classified into high priority and

non-priority credits. Liquidity credits or refinanc-

ing facilities were made available only to high pri-

ority sectors, of which the terms and conditions

were fixed by Bank Indonesia. For non-priority cred-

its, handling banks were free to determine their

terms and conditions. It may be added that in the

case where banks faced temporary shortage of

funds, Bank Indonesia as lender of last resort

would provide discount facilities.

At the end of the reporting year, bank credits

amounted to Rp 16,135 billion or an increase of

17.7%, the lowest increase in the past four years.

This small increase was due to the sluggish eco-

nomic condition as well as prudent attitude of banks

in their credit activities. The largest portion of bank

credits went to manufacturing (35.4%), followed

by the trade (32.8%) sector.

It should be noted that Government’s efforts

to assist the economically weak group continued

to receive special attention. Accordingly, credits

to the economically weak group, such as small

investment credit (KIK), permanent working capi-

tal credit (KMKP), Mini credit, Midi credit, various

Bimas credits and credit for house ownership

(KPR) continued to expand.

In order to increase the share of domestic funds

as a source to finance development goals, efforts

to mobilize funds from the public through financial

institutions and the capital market continued to

be encouraged. In the reporting year these efforts

were implemented, among others, by granting state

banks the freedom to fix interest rates of time

deposits, fixing more attractive interest rate for

Tabanas, and tax exemption for bank deposits and

savings accounts. In addition, in the field of capi-

tal market, improvement had been made in con-

nection with security trading and the granting of

tax exemptions for the purchase of bonds.

In the reporting year, especially since the June

1, 1983 Monetary Policy, mobilization of funds

from the public through the banking system

showed a rapid growth. The amount of funds mo-

bilized by banks consisting of current account

deposits (giro), time deposits and savings ac-

counts, in the reporting year rose by 30.9% reach-

ing Rp 13,337 billion. The most impressive growth

was experienced in time deposits, which rose by

69.9% reaching Rp 6,349 billion. This increase

occurred primarily in the rupiah time deposits, up

by 104.0%, whereas time deposits denominated

in foreign currencies rose only by 8.0%. On the

other hand, current account and savings account

deposits only registered an increase of 7.4% and

18.4%, thus at the end of March 1984 they reached

respectively Rp 6,350' billion and Rp 638 billion.

With the above developments, the share of time

deposits in total funds of banks rose from 36.7%

at the end of March 1983 to 47.6%, while those of

current account deposits as well as savings de-

clined from 58.0% to 47.6% and from 5.3% to

4.8%, respectively.

Mobilization of public funds through short-term

securities, which was introduced since 1971, in the

reporting year showed a rapid improvement. The

outstanding amount of certificates of deposits, which

previously rose by 38:0%, in the reporting year ex-

perienced an increase of almost three fold reaching

Rp 376 billion. Favorable developments were also

shown in the mobilizations of funds through the is-

suance of securities by non-bank financial institu-

tions, which in the reporting year reached Rp 610

billion or an increase of 16.9%. The capital market

also performed well as reflected in the increase of

the number of companies issuing their shares and

bonds as well as in the increase of funds mobilized.

In the reporting year the number of companies which

had issued shares and bonds in the capital market

increased by 9 companies to 26 companies, and

the amount of funds mobilized increased to Rp 286

billion at the end of March 1984 or almost doubling

the amount in the previous year.

To enhance the role and efficiency of financial



viii

institutions as a vital instrument to support devel-

opment, in the reporting year activities of banks

and other financial institutions continued to be pro-

moted. In the banking sector, efforts were prima-

rily concentrated on developing national private

banks and increasing the role of local develop-

ment banks. In order to ensure a more balanced

growth among national private banks, the require-

ments for opening branch and sub-branch offices

were modified. To increase the role of local devel-

opment banks, the policy on supervision and guid-

ance continued to be implemented, especially in

the form of providing technical assistance and

training in the fields of organization, management,

personnel, credits, funds mobilization, research

and planning, and accounting as well as reporting

and supervising systems. Similarly, efforts to im-

prove state banks, people’s credit banks, coop-

erative banks, non-bank financial institutions and

insurance were continued and enhanced.

As a result of the supervision policy, the ac-

tivities of banks, non-bank financial institutions

and insurance companies showed encouranging

growth. Assets, funds mobilized and credits ex-

tended by deposit money banks in the reporting

year showed increases respectively by 19.1 %,

31.1 % and 22.7%. In terms of assets and funds

mobilized, the share of each group of banks did

not change significantly, while on the credit side,

national private banks and foreign banks indicated

increases. Activities of non-bank financial institu-

tions also performed quite well. At the end of the

reporting year, assets, placement and mobiliza-

tion of funds, respectively rose by 21.0%, 32.1 %

and 21.1 %. In the field of insurance, encouraging

developments were reflected in the higher funds

mobilized and invested, which in 1982 rose by

23.4% and 41.0%, respectively.

From the above it can be summarized that with

the timely implementation of a series of appropri-

ate adjustment policies, the Indonesian economy

was able to overcome the adverse effects of the

world recession and even achieve a higher growth

rate than the average prevailing in the developing

as well as developed countries. However, because

recovery in the world economy was still charac-

terized by uncertainties, including development in

the demand for and the price of oil in the interna-

tional market, the Indonesian economy in the years

to come would continue to face many serious chal-

lenges. However with the implementation of vari-

ous policies, such as, the efforts to mobilize more

funds from the public, the creation of a more fa-

vorable atmosphere to boost economic activities,

steps to increase non-oil exports supplemented

by measures to save foreign exchange and main-

tenance of monetary stability, the development of

the Indonesian economy in the years to come

would be expected to show significant improve-

ments.

The Governor of Bank Indonesia

Dr. Arifin Mohamad Siregar
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A. Monetary Policy

The Indonesian economic situation in 1983/84

was better than the previous year as reflected in

the higher growth rate and the improvement in the

balance of payments while inflation was well un-

der control. These improvements were closely re-

lated to the rupiah devaluation towards the begin-

ning of the reporting year and the various adjust-

ment measures taken by the Government in the

fiscal and monetary fields as well as the begin-

ning of economic recovery of some major indus-

trial countries.

The fiscal measures taken during the report-

ing year consisted primarily of reduction in subsi-

dies and more stringent other routine expenditures,

rephasing of large government projects as well as

the introduction of tax reform. The new tax policy

was intended, among others, to reduce the de-

pendence on the oil and gas sector as a source

for financing development, as well as to support

the growth of domestic industries, especially the

economically weak groups and labor intensive

projects. The May 1983 policy, intended to reduce

foreign exchange spending by rephasing various

large government projects, also succeeded in sav-

ing development expenditures.

In the monetary field, on June 1, 1983 the Gov-

ernment introduced a series of basic policies,

known as the June 1, 1983 Monetary Policy. This

policy was essentially intended to establish a

stronger foundation towards a healthier develop-

ment of the banking sector in the years to come.

The major feature of this policy was deregulation

in the banking sector involving both credit activi-

ties and mobilization of funds. In the field of credit,

the policy stressed on reduced dependence of

state banks on Bank Indonesia’s refinancing fa-

cility (liquidity credit), freed the state banks to

establish their own credit policies and removed

credit ceilings. Prior to June 1, 1983, bank credits

were regulated by numerous requirements, such

as, the share of financing from the implementing

banks and of self-financing from the borrowers,

interest rates, feasibility studies and the appropri-

ate financial reports. Since June 1, 1983, most of

the regulations above were removed and hence-

forth banks were free to determine their own poli-

cies. In the mobilization of funds, state banks were

free to set their own interest rates on time depos-

its, which in the past were regulated by Bank In-

donesia.

The objectives of the June 1, 1983 Monetary

Policy was to encourage banks to maximize their

mobilization of funds from the public and thereby

reducing their dependence on the central bank for

low cost funds in their lending acitivites. The li-

quidity credit provided since the past 15 years, on

the one hand had succeeded in boosting develop-

ment efforts. On the other, it had some unfavor-

able effects on prices, balance of payments and

foreign exchange reserves, and it did not encour-

age banks to actively mobilize funds from the

public

In the past, pressures against the balance of

payments were compensated by the availability

of large foreign exchange reserves primarily due

to the substantial increase in production and prices

of oil as well as favorable non-oil exports. How-

ever, with the deterioration of the balance of pay-

ments beginning in 1981 as a consequence of the

world recession accompanied by downward ad-

justments of the oil prices in March 1983, it was

considered necessary to reduce liquidity credit.

Efforts to alleviate the effects of liquidity credits

on the development of prices in the past was car-

ried out by imposing a ceiling on bank credits. By

making available liquidity credits on the one hand

and fixing a credit ceilings on the other, it was

I. MONETARY DEVELOPMENT AND POLICY
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possible to support economic growth while at the

same time controlling inflation. However, this policy

also produced adverse side effects, such as, ex-

cessive liquidities in banks and the lack of initia-

tive on the part of the banks to mobilize funds

from the public.

To increase mobilization of funds, state banks

were freed to fix their own interest rates on time

deposits. In addition, taxes on interest, dividends

and royalties (PBDR) earned from foreign ex-

change time deposits were removed. This mea-

sure was designed to make banks more active in

mobilizing funds from the public so as to enable

the financing of economic development through

noninflationary sources. The success of this policy

was reflected in the significant increase of time

deposits, particularly deposits in rupiah.

Prior to June 1, 1983, to control the monetary

situation the Government utilized credit ceilings

as a direct instrument besides other instruments,

such as, reserve requirements. After June 1, 1983,

the Government stressed the use of indirect in-

struments, such as, reserve requirements, open

market operations, discount facilities and moral

suasion. In this connection, since February 1, 1984

Bank Indonesia introduced the Bank Indonesia

Certificate or Sertifikat Bank Indonesia (SBI) and

created discount facilities. It should be noted that

this new SBI differed from those issued in 1970-

1972, the latter being introduced only as an in-

strument to encourage mobilization of funds. The

present SBI could be utilized by banks as a tem-

porary outlet of their excess fund before being

extended as loans to their customers. When sec-

ondary market for SBI was developed, the SBI

could be utilized more effectively to influence

monetary developments according to the economic

policies of the Government. It may be added that

the financial assistance provided by Bank Indo-

nesia through these discount windows differed from

those thus far extended under liquidity credits.

These discount windows1) were financial assis-

tance from Bank Indonesia, being lender of last

resort, rendered as last recourse to banks encoun-

tering temporary shortage of liquidity. The amount

that banks might borrow was linked to the size of

funds mobilized from the public.

B. Money Supply and Factors Affecting Its

Change

Domestic liquidity (M2) at the end of 1983/84

reached Rp 15,759 billion or an increase of 28.7%

compared with 14.5% in the previous year (Table

1.1). This rather substantial expansion was due to

the significant increase in quasi money, by Rp

2,836 billion (58.3%). Taking account of price in-

creases, domestic liquidity in real terms in 1983/

84 rose by 13.6% compared with only 5.4% in the

preceding year.

Narrow money (M1), consisting of currency and

demand deposits, in 1983/84 reached Rp 8,055

billion or an increase of 9.2% compared with 8.9%

in the previous year (Table 1.2). The growth rates

of money supply in the past two years were the

lowest during the period of Pelita I to III, which

was closely connected with the prevailing level of

economic growth rate. The program or austerity in

government spendings was also the reason for

the limited growth rate of money supply during the

past two years. In real terms, the increase in M1

declined by 3.7% in the reporting year compared

with an increase of 0.3% in the preceding year

(Table 1.3), reflecting a higher growth rate in prices

than that of money supply during the 1983/84 pe-

riod.

Currency in circulation reached Rp 3,554 bil-

lion, or up by 18.4%, which was similar to that in

the previous year. Demand deposit in the report-

ing year reached Rp 4,501 billion or an increase of

2.8% compared with 3.4% in the preceding year,

therefore its share in M1 declined from 59% to

1) Further explanation for discount facilities can be found
in chapter I I.
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56%. This decline, besides being the result of the

shift of preference from demand deposits to time

deposits, was also due to substantial with drawals

of funds by state enterprises for the payments of

taxes and repayments of debts to Bank Indone-

sia.

In the reporting year the foreign sector had an

expansionary effect of Rp 2,800 billion on the

money supply compared with a contractionary im-

pact of Rp 1,801 billion2) in the previous year (Table

1.4). This was a reflection of the significant im-

provement in the balance of payments in the re-

porting year.

The government sector, which in 1982/83 had

an expansionary impact of Rp 789 billion3), is the

reporting year was contractionary at Rp 1,834 bil-

lion. The size of this contraction was due to more

moderate increase expenditures, executed by the

government in the form of reduction in subsidies

on fuel oils and fertilizers, the elimination of food

subsidies, and the rephasing of various large gov-

ernment projects. In addition, the exchange rate

adjustment as well as more intensive tax collec-

tion succeeded in increasing government rev-

enues.

Claims on official entities and public enter-

prises, private enterprises and individuals in the

reporting year had an expansionary effect of Rp

2,633 billion (18.9%) compared with Rp 2,741 bil-

lion4) (25.1%) in the previous year. This reduction

in the increase of net claims on these entities was

largely due to the prudent attitude of the banks in

extending credits as well as the general sluggish-

ness of the economy.

Quasi money, which had a contractionary ef-

fect on money supply, in the reporting year showed

an increase of Rp 2,836 billion (58.2%) compared

with Rp 871 billions5) (25.8%) in the previous year.

This rapid growth was primarily due to the increase

in rupiah time deposits as a consequence of the

June 1, 1983 Monetary Policy.

Other factors, primarily consisting of capital

account, reserves and profits, as well as import

deposits, in the reporting year had a contractionary

impact of Rp 87 billion compared with Rp 254 bil-

lion6) in the previous year.

C. Monetary Prospect for 1984/85

The measures pursued by the industrial coun-

tries towards maintaining and enhancing economic

recovery would be expected to improve world trade

and international liquidity. The above measures,

accompanied by domestic adjustments, would

cause the foreign sector in 1984/85 to continue to

have an expansionary effect on the money sup-

ply. On the government side, with the introduction

of a fiscal reform on taxes, this sector is expected

to have a contractionary impact as was the case

in 1983/84.

It is expected that in 1984/85 the banks would

be adapted to the June 1, 1983 policy. This pros-

pect, coupled with anticipated better economic

growth, would lead to higher expansion of credits

although the rate of increase in mobilization of

funds might be lower than that of the reporting

year.

Based on these assumptions, the rate of in-

crease in money supply during 1984/85 is ex-

pected to be slightly higher than that in 1983 /84.

2) Excluding exchange rate adjustment of March 30, 1983
to the amount of Rp 1,856 billion.

3) Excluding exchange rate adjustment of March 30, 1983
to the amount of Rp 131 billion.

4) Excluding exchange rate adjustment of March 30, 1983
to the amount of Rp 249 billion.

5) Excluding exchange rate adjustment of March 30, 1983
to the amount of Rp 620 billion.

6) Excluding exchange rate adjustment of March 30, 1983
to the amount of Rp 1,399 billion.
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A. Credit Policy

Credit policy in 1983/84 was characterized by

the introduction of the June 1, 1983 Monetary

Policy, with the principle objective of improving

the ability of banks to provide credits from funds

mobilized from the public. This policy is basically

directed to support activities conducive to eco-

nomic growth and increase domestic production,

especially the economically weak groups, taking

account of the balance of payments situation and

price level. In addition, the credit ceiling policy

which had been in operation since 1974 was abol-

ished.

The June 1, 1983 Monetary Policy classified

credits into high priority and non-priority credits1).

Bank Indonesia continued to provide liquidity cred-

its and regulate the terms and conditions of high

priority credits. With regard to the non-priority sec-

tor, banks were free to determine their own credit

terms and the interest rates financed by their own

sources. In case banks faced temporary short-

age of funds, Bank Indonesia would provide dis-

count facilities. It may be added, that in order to

assist national private banks and regional devel-

opment banks encountering temporary shortage

of funds, Bank Indonesia rescheduled the repay-

ments of liquidity credits extended previously.

Working capital credits classified as high pri-

ority comprised Bimas credits, permanent work-

ing capital credits (KMKP), production credits,

credits for importation of fertilizers and pesticides

for Bimas, credits to private national plantation

(PSN), credits to cooperatives and credits for ex-

ports or known as export credits. Investment cred-

its classified as high priority consisted of Mini cred-

its, Midi credits, small-scale investment credits

(KIK), plantation credits for smallholders (Nucleus

Estate Credit/PI R), credits for replanting, reha-

bilitation and expansion of plantation for export

crops (PRPTE), credits for national plantation,

credits for the opening of ricefields, investment

credits up to Rp 75 million and investment credits

to cooperatives. Other credits classified as high

priority included house ownership credits (KPR),

credits to university students (KMI) and credits

for student dormitory. Furthermore, credits to co-

operative entities classified as high priority cred-

its involved credits extended to cooperative mem-

bers through cooperative entities as well as cred-

its to cooperatives for the procurement of food,

secondary crops, smallholder sugar cane and

cloves.

The share of Bank Indonesia liquidity credits

for high priority credit range from 70% to 100% of

total loan, carrying an interest of 3% p.a. Bank

Indonesia also fixed the interest rates for high pri-

ority sector at 12% p.a., except for certain cred-

its, such as, export credits (9%), KPR (5%-9%),

KMI (6%), and credits for student dormitories (5%).

In the case of nonpriority credits, banks were free

to determine the terms and conditions of credits,

such as, the amount of self-financing, the prepa-

ration of feasibility study, the approriate financial

report audited by registered accountant and the

degree of saturation.

Export credits were classified as high priority

in order to encourage the development of non-oil/

nongas exports. To prevent misuse of export cred-

its, at the initial stage implementing banks were

free to charge the interest rates on credits des-

tined for exports. After the export had been real-

ized, proven by an export voucher (PEB) verified

by the customs authorities, the implementing

banks charged an interest rate of 9% p.a., with

the interest differential being reimbursed to the

II. BANK CREDIT DEVELOPMENT

1) Ban Indonesia Circular Letter No. SE 16/1/UKU, June 1,
1983.
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borrower. Bank Indonesia provided liquidity credit

between 70%-80% of the total credit for realized

exports with a maturity of one year.2)

To encourage small-scale business, Mini and

Midi credits were classified as high priority. These

two types of credits were to be admi nistreted by

Bank Rakyat Indonesia (B R I ) and in the report-

ing year these credits were converted into gen-

eral rural credits (Kupedes). This credit facility,

designed to encourage the development of small

enterprises in rural areas, was accessible to both

former users of the Mini and Midi credits as well

as to new applicants. Kupedes utilized for invest-

ment purposes carried an interest of 12% p.a. with

a maximum maturity of three years, while that used

for working capital carried an 18% interest p.a.

with a 2-year maturity. The interest rate for Kupedes

in arrears was fixed at 18% p.a. for investment

credits and 24% p.a. for working capital credits. It

should be noted that the fund for Kupedes in the

long run is expected to be derived from the mobi-

lization of rural savings. For the short run, before

BRI could mobilize such fund, Bank Indonesia

would still provide liquidity credits. In the report-

ing year, for the initial phase, Bank Indonesia made

available liquidity credits to the amount of Rp 25

billion.

To encourage the development of smallholder

plantations, the Government classified nucleus es-

tate credits (Kredit PIR) as high priority. This type

of credits was made available at the moment of

the opening and preparation of land and continued

to the stages of planting, processing, marketing

of products, up to the transfer of ownership to the

farmer. Under this scheme, large plantation es-

tates were obliged to assist adjacent smallholder

plantations through supervising the use of more

advanced agricultural technology. In this connec-

tion, large plantation estates could obtain PIR cred-

its to construct and expand factories so as to en-

able them to absorb the production of smallholder

plantations. Bank Indonesia provided liquidity

credits up to 80% of the amount of credit extended.

Since late 1983 state banks were permitted to

provide working capital credits on semi-

concessional terms to national contractors obtain-

ing  international tenders. These credits may be

used to finance projects implemented both domes-

tically and overseas. The maximum amount of

credit permitted is 30% of the project cost bearing

an interest rate of 9% p.a. Bank Indonesia pro-

vided liquidity credits between 70% to 80% of the

amount of loan extended, with a maximum matu-

rity of 1 year.3)

In order to increase the role of national private

banks and foreign banks in the financing of in-

vestment, the Government improved the regula-

tions concerning investment credits extended by

these banks. National private banks classified as

sound and fairly-sound and all foreign banks were

allowed to extend investment credits to a maxi-

mum of 20% and 35%, respectively, of their

oustanding borrowing, with the preference for

projects containing domestically produced com-

ponents. For national private banks the maximum

amount of loan for each customer was fixed at

10% of its own capital but might not exceed Rp 1

billion.

The national private banks and the foreign

banks were permitted to participate in the equity

of potential and economically feasible companies

facing shortage of capital. This equity participa-

tion should be temporary in nature with a maxi-

mum period of 8 years but might be renewed.4)

2) Ban Indonesia Circular Letter No. SE 16/2/UKU, October
1, 1983.

3) Bank Indonesia Circular Letter No. SE 16/5/UKU,
November 9, 1983.

4) Ban Indonesia Circular Letters No. SE 16/6/UKU and
No. SE 16/7/UKU, January 16, 1984.
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As a follow-up of the June 1, 1983 Monetary

Policy, in February 1984 Bank Indonesia issued

regulations concerning discount windows. 5)  These

facilities were made available by Bank Indonesia

through the purchase of promissory notes issued

by these banks. Unlike liquidity credits thus far in

practice, these facilities were provided by the cen-

tral bank as lender of last resort and were intended

to be the last recourse for banks encountening

temporary shortage of liquidity.

Two types of discount facilities were provided

for banks facing temporary liquidity problems,

namely the Discount Window I created to assist

banks in overcoming liquidity shortage in their

day-to-day operation and Discount Window II de-

signed to support banks in dealing with shortage of

funds because of maturity mismatch. The basic

maturity for Discount Window I was set at 15 days,

but may be extended several times to the maxi-

mum of 7 days for each extension provided the to-

tal maturity do not exceed 29 days. The maximum

amount of assistance eligible under this window was

fixed at 5% of funds mobilized from the public.

Regarding to Discount Window II the basic ma-

turity was fixed at 60 days and may be extended

several times to the maximum of 30 days for each

extension, provided the total length of maturity do

not exceed 120 days. The maximum amount of the

Discount Window II was set at 3% of the amount of

funds mobilized from the public at the date that the

mismatch occurred. The basic discount rate would

be adjusted to changes in interest rates on time

deposits prevailing in the banks. Discount facilities

utilized longer than the basic maturity would be sub-

ject to additional interest at certain percentage points

above the level of the basic discount rate. It should

be noted, both Discount Windows might be used

simultaneously and repurchase of the promissory

notes might be executed prior to the maturity date.

The lending rates of state banks in the periods

before the reporting year did not change signifi-

cantly, due to the availability of low-interest liquid-

ity credits from Bank Indonesia. As from June 1,

1983 state banks were free to fix the interest rates

as well as other terms and conditions of lendings

extended to nonpriority sectors, while those ex-

tended to high-priority sectors were still regulated

by the Government. Lending rates prevailing in

state banks in the periods before June 1, 1983

ranged from 6% to 21 a year, while for private na-

tional banks and foreign banks they ranged from

6% to 36% and from 12% to 31%, respectively.

At the end of the reporting year the level of inter-

est rates (on an annual basis) were generally higher

than those prevailing in the periods prior to June

1, 1983; for non-priority credits they ranged from

13.5% to 24% for state banks, from 18% to 32%

for private banks and from 14% to 30% for foreign

banks.

B. Credit Development

Bank lendings at the end of the reporting year

amounted to Rp 16,135 billion or an increase of

17.7% compared with 27.7% and 31.7%, for the

years 1982/83 and 1981 /82, respectively. The in-

crease in lendings, however, was the lowest in-

crease in the past four years due to the sluggish

economy as well as the prudent attitude of banks.

Commercial bank lendings in the reporting year

rose by 22.3% compared with 39.7% in the previ-

ous year. Direct credits from Bank Indonesia at

the end of March 1984 amounted to Rp 2,292 bil-

lion or a decline of 4.0% compared with 9.3% in

the previous year. This decline was, in part, due

to substantial amounts of loan repayments.

As shown in Table 2.1, in 1983/84 bank credits

to all sectors, except mining, recorded increases.

Lendings to the trade sector rose quite significantly,

by 28.1% (Rp 1,162 billion) principally for food pro-

curement, export credits, import credits for raw

materials and intermediate goods as well as cred-

its for the importation of fertilizers and pesticides,
5) Bank Indonesia Circular Letter No. SE 16/8/UKU, Janu-

ary 21, 1984.
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and retail trade. Credits to the manufacturing sec-

tor, up by 24.2% (Rp 1,112 billion), primarily used

to finance cement, fertilizers, pharmaceuticals,

timber and sugar industries as well as flour mills.

Credits extended to the services sector registered

an increase of 23.6% (Rp 460 billion), mainly used

for the financing of constructions, roads and

bridges, low-cost housing, electricity, transporta-

tion and other services. Credits to the agricultural

sector rose by 13.1% (Rp 151 billion), which among

others were extended to finance smallholder sugar

cane plantations and tree crops, such as, rubber

and palm oil as well as cattle breeding. Lending to

the mining sector declined by 44.9% (Rp 545 bil-

lion), which was primarily due to the large debt

repayment by Pertamina. As a result of these de-
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velopments, the share of credits extended to the

trade sector in 1983/84 rose from 30.2% to 32.8%,

manufacturing rose from 33.6% to 35.4%, mining

declined from 8.9% to 4.2%, while the share of

other sectors remained relatively unchanged.

Bank lendings classified by the use of funds

is shown in Table 2.2. Working capital credits went

up by 22.7% reaching Rp 10,659 billion compared

with an increase of 31.6% in 1982/83 and 43.7%

in 1981 /82. Working capital credits were mainly

used to finance trade sector (46.7%), manufac-

turing (31.1%) and services (13.0%). Investment

credits under the “Bank Indonesia 1969 invest-
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ment program”, small investment credit (KIK) and

other investment credits in the reporting year rose

by 9.1% compared with an increase of 21.4% in

the preceding year. This low growth was closely

associated with the repayment of borrowings by

state enterprises. Investment credits were largely

used to finance manufacturing (43.8%), services

(18.8%), agriculture (11.9%) and mining (11.6%).

Investment credits under the Bank Indonesia

program during the reporting year rose by 49.7%

reaching Rp 3,213 billion compared with an in-

crease of 77.4% and 59.0% in the years 1982/83

and 1981 /82, respectively. These credits were

mostly used to finance manufacturing (37.0%),

services (23.2%) and agriculture (17.8%). It may

be added that the amount of credits approved by

the implementing banks up to March 1984 reached

Rp 4,163 billion or an increase of 48.0% compared

with 71.3% in the previous year.

Credits for KIK at the end of the reporting year
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amounted to Rp 387 billion or a decrease of 6.5% com-

pared with an increase of 10.7% in the previous year.

The decline in KIK in the reporting year was closely

related to the sluggish economic situation.

However, the amount of applications and the

number of applicants approved, in the reporting

year, continued to register increases, namely up

by 14.1 % and 7.0% reaching Rp 825 billion and

228 thousand clients, respectively, compared with

26.6% and 21.0% in the preceding year (Table 2.5).

Other investment credits, consisting of loans

to several state enterprises, in the reporting year
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amounted to Rp 1,876 billion or a decline of 23.7%.

This decline was primarily due to the large repay-

ment of debts by Pertamina. Excluding this loan,

the decline in investment credits would in fact be

only 1.4% compared with an increase of 37.9% in

the preceding year.

Unlike KIK, credits extended under KMKP pro-

gram continued to advance, reaching Rp 867 bil-

lion at the end of March 1984 or up by 6.4% com-

pared with 15.8% in the previous year. Approved

KMKP credits and the number of applicants also

registered increases, namely by 20.7% and 9.1%

reaching Rp 1,861 billion and 1,621 thousand, re-

spectively, at the end of March 1984.

The Mini and Midi credits, intended to assist

the economically weak group, at the end of the

reporting year respectively amounted to Rp 37

billion and Rp 34 billion. Those two credits declined

by 41.3% and 19.0% compared with an increase

of 10.5% and 50.0%, respectively, in 1982/83.

Since January 30, 1984 the Mini and Midi credits

were abolished and replaced by Kupedes.

In addition to the credits mentioned above, the

Government also provided credits to assist small

business such as “Kredit Candak Kulak” (KCK)

as well as house-ownership credit (KPR). The KCK

credits were channeled through village coopera-

tives (KUD) and intended to assist petty traders.

During the reporting year the extended amount of

such credits increased by Rp 22 billion (17.1%)

reaching Rp 150 billion, bringing forth an outstand-

ing amount of Rp 10 billion at end of the reporting

year. It may be added that until the end of the

reporting year the number of KUDs channeling

these credits reached 4,967 units.

House--ownership credit (KPR) was designed

to assist the community to acquire dwellings. The

amount of credit and the number of applicants en-

joying the KPR through BTN rose by 44.5% and

32.4%, reaching Rp 578 billion and 196 thousand

applicants, respectively, at the end of the report-

ing year. This considerable increase reflected the

rapid progress of housing construction throughout

the country. Furthermore, KPR channeled through

PT Papan Sejahtera, the funds of which largely

came from the banking sector, experienced an

increase both in the value and the number of ap-

plicants, up by 159.3% and 115.1% reaching Rp

19 billion and 1,478 clients, respectively, at end

of March 1984.

Lendings to regional governments for the de-

velopment and rehabilitation of market places

(Pasar Inpres) continued to increase. Credits for

these purposes at the end of the reporting year

amounted to Rp 91 billion or an increase of 15.2%.
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In the final year of the Third Five-Year Devel-

opment Plan (Pelita III) the policy on mobilization

of funds was more emphasized on efforts to en-

hance the role of private savings as a source of

funds for the financing of the rising development

needs. As mentioned earlier, the Government al-

lowed state banks to determine the interest rates

of their time deposits, provided tax facilities on

interest earned from time deposits and savings

accounts, and fixed a more attractive interest rate

for the Tabanas savings. Furthermore, improve-

ments were made in the capital market, especially

regarding the trade of securities.

In the efforts to boost the mobilization of funds

through the banking sector, state commercial

banks and the state development bank (Bank

Pembangunan Indonesia or Bapindo) were free to

determine the level of interest rates of their time

deposits. However, the level of interest rate for

the 24month maturity time deposits should at least

be 12% p.a.1 ) In order to provide better services

to the public, banks were permitted to issue regis-

tered and sight time deposits as well as certifi-

cate of deposits which might be renewed auto-

matically.

After the introduction of the June 1, 1983 Mon-

etary Policy, interest rates on time deposits in all

banks registered increases. Until the end of the

reporting year the highest interest rates on the

1to 24-month maturity time deposits offered by

state banks ranged from 15% to 18.75 % a year. I

n order to prevent unhealthy competition, an agree-

ment of understanding was concluded among na-

tional private banks on the determination of the

level of the interest rates of their time deposits.

The highest interest rates among national private

banks for the 1-to 24-month maturity time depos-

its ranged from 15.0% to 20.0% a year, while

among foreign banks, which only accepted 1to

12-month time deposits, ranged from 13.5% to

18.5%.

In order to enhance the mobilization of funds

through Tabanas and Taska, the Government es-

tablished more attractive interest rates and in-

creased the number of implementing banks. Fur-

thermore, taxes levied on interest earnings of

Tabanas and Taska savings were postponed until

the end of the reporting year. 2)

As the result of the June 1, 1983 Monetary

Policy, the amount of funds mobilized by banks

from the public registered rapid increases. The

amount of funds mobilized by banks, in rupiah as

well as in foreign currencies, reached Rp 13,337

billion or an increase of 30.9% compared with

23.4% in the previous year (Table 3.1). The amount

mobilized consisted of demand deposits to the

amount of Rp 6,350 billion, time deposits Rp 6,349

billion and savings accounts Rp 638 billion. The

share of demand deposits to total funds mobilized

declined from 58.0% at the end of March 1983 to

47.6% at the end of the reporting year, while that

of time deposits rose from 36.7% to 47.6%. The

upward trend in the share of time deposits was

caused by the increasingly more attractive inter-

est rates of the rupiah time deposits.

A. Savings

1. Time deposits

The development in time deposits in 1983/84

showed an encouraging improvement, up by

69.9% reaching Rp 6.349 billion. This progress

III. MOBILIZATION OF FUNDS

1) Bank Indonesia Circular’ Letter No. SE 16/2/UPUM, June
1, 1983.

1) Government Regulation No. 37 of 1983, December 31,
1983.
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occurred largely in the rupiah time deposits which

increased by 104%, whereas time deposits de-

nominated in foreign currencies rose only by 8.0%.

1.1.Rupiah time deposits

Rupiah time deposits mobilized by state banks

in the reporting year showed a rapid growth, by

126% reaching Rp 3,044 billion compared with an

increase of 76.2% among other groups of banks.

This progress was partly due to more attractive

interest yields and the extensive network of

branches of state banks, and partly to the increas-

ing confidence in state banks. The Inpres time

deposits, solely handled by state banks, since the

June 1, 1983 Monetary Policy declined to only Rp

476 billion compared with Rp 906 billion at the end

of March 1983. In contrast, non-Inpres time de-

posits and other deposits, increased fivefold reach-

ing Rp 2,568 billion at the end of March 1984. The

progress in time deposits occurred in all maturi-

ties except the 24-month maturity (Table 3.4). This

reflected a shift in the preference for short-term

maturity time deposits, among others, because

of liquidity considerations, while the interest rate

differentials between short-term and long-term ma-

turity deposits were marginal.

The rupiah deposits in other banks, namely na-

tional private banks, local development banks

(Bank Pembangunan Daerah or BPDs), and for-

eign banks, also experienced a sharp increase,
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namely 76.2% reaching Rp 1,868 billion. The in-

crease primarily occurred in the 1-month and 3-

month maturity time deposits placed in national

private banks.

1.2. Foreign exchange time deposits

Time deposits denominated in foreign currencies

in the reporting year increased only by 8.0% reaching

Rp 1,437 billion. This low rate of increase was do to the

increasingly more attractive interest rates of the rupiah

deposits than those affered by the foreign exchange

time deposits. It should be added that taxes levied on

interest, dividend and royalty (PBDR) on the interest

earned on foreign exchange time deposits were re-

moved since June 1, 1983.3)

3) Bank Indonesia Circular Letter No. SE 16/4/UPUM, June
17, 1983.
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2. Savings deposits

Efforts to encourage savings in the forms of

Tabanas, Taska, Haj Pilgrimage Expenses (ONH)

and other forms of savings continued to be imple-

mented. In 1983/84 the efforts to increase

Tabanas, among others, were carried out by offer-

ing higher interest rates. Furthermore, the maxi-

mum amount of Tabanas account yielding an in-

terest of 15% p.a. was raised from Rp 200 thou-

sand to Rp 1 million, while the portion above the

Rp 1 million was applied an interest of 12%. In the

case of Taska, the interest rate remained 9% p.a.

unless withdrawn before maturity, in which case

the interest rate applied would be 6% a year. 4) In

the reporting year, to improve the services ex-

tended to prospective haj pilgrims, the Govern-

ment increased the number of banks administer-

ing the ONH.

2.1. Tabanas and Taska

In the reporting year Tabanas increased by

19.1% reaching Rp 575.7 billion and the number

of accounts by 12.6% to 11,474 thousand ac-

counts (Table 3.5). In the case of Taska, the amount

mobilized rose by 17.8% to Rp 357 million, while

the number of accounts increased by 4.4% mak-

ing the number of accounts to 17 thousand. The

favorable developments of the Tabanas and Taska

schemes, were among others, due to the increase

in the number of implementing banks by 6, con-

sisting of 5 national private banks and 1 BPD, so

that the number increased to 57 banks. Thus at

the end of 1983/84 the banks implementing the

Tabanas and Taska savings consisted of 6 state

banks, 33 national private banks, and A BPDs.

2.2. Haj Pilgrimage Expenses (ONH) savings
deposits

ONH comprised savings deposited in install-

ments in implementing banks, destined to cover

expenses needed for haj pilgrimage. In order to

encourage prospective haj pilgrims to deposit their
4) Bank Indonesia Circular Letter No. SE 16/3/UPUM, June

1, 1983.
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ONH installments as early as possible, banks of-

fered discounts. In the reporting year the amount

of ONH per pilgrim was Rp 3,075,5705) or an in-

crease of 45.8% from the preceding year. The

amount of ONH savings in the reporting year

reached Rp 144.5 billion for 47,292 prospective

pilgrims compared with Rp 106.2 billion for 51,081

prospective pilgrims in the previous year.

B. Money Market

1. Interbank funds

Interbank call money market transactions

through the Jakarta Clearing showed significant

increases (Table 3.6). In the reporting year the

monthly average transactions increased by 102.3%

reaching Rp 884 billion compared with an increase

of 42.3% in the preceding year. This reflected the

increasing use of the interbank call money mar-

ket in the operating needs of banks. Up to July

1983 transactions in the interbank market was

relatively low, amounting to Rp 2,066 billion or a

monthly average of Rp 517 billion. However, the

activities in the money market after that date re-

sumed to increase, and over the last eight months

in the year under report reached Rp 8,542 billion

or a monthly average of Rp 1,068 billion. As was

the case in the previous year, transactions in the

interbank call money market primarily occurred

between state banks as suppliers of funds and

foreign banks as borrowers. Several months since

the June 1, 1983 Monetary Policy, funds mobi-

lized by state banks experienced higher growth

rates than those of their lending activities, bring-

ing forth an increase in the volume of the inter-

bank transactions and a decrease in interest rates.

2. Certificate of deposits

To encourage mobilization of funds from the

public, since 1971 state banks and several for-

eign banks were permitted to issue certificate of

deposits (CDs). The amount of CDs issued, after

taking into account the amount of repayments,

5) Presidential Decree No. 18 of 1983, April 4, 1983.
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rose rapidly, namely by 269% reaching Rp 376

billion compared with an increase of 37.8% in the

previous year (Table 3.7). This improvement oc-

curred primarily in the state banks (280%) as a

consequence of the more attractive interest rates

offered.

3. Non-bank Financial Institutions (NBFIs)

papers

Mobilization of funds by NBFIs, among others

through the issuance of papers, was principally

executed in the form of promissory notes. In 1983/

84 funds mobilized by NBFls through the issu-

ance of papers increased by 16.9% (Rp 88 billion)

reaching Rp 610 billion. This was due to the higher

investment of banks in notes issued by NBFIs.

C. Capital Market

To encourage public participation in the owner-

ship of shares and bonds issued by companies or

other institutions, such as banks, NBFls and other

business entities, the Government increased the

efforts to improve and expand the capital market.

In this con

nection, since July 1983 the Government sim-

plified the procedures and shortened the time limit

of finalizing the transactions of securities in the

stock exchange from 14 days to 4 days. 6) Fur-

thermore, to enhance trade in securities, banks

and NBFIs were allowed to become traders in se-

curities provided that a minimum amount of Rp

250 million was earmarked as capital for these

activities, while other business entities with the

legal status of a limited liability company or indi-

viduals were required to set aside paid-up capital

to the minimum amount of Rp 100 million.7)

6) - Minister of Finance Decree No. 377/KMK.O11/1983,
June 2, 1983.
- Decree of Capital Exchange Executive Agency No.
KEP-08/PM/83, July 8, 1983.

7) Minister of Finance Decree No. 378/KMK.O11/1983,
June 2, 1983.
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In order to encourage the public to buy bonds

issued by companies, fiscal facilities in the form

of partial exemptions of taxes on PBDR contin-

ued to be extended. Moreover, during the report-

ing year, the purchase of bonds issued by a cer-

tain company was fully exempted from taxes on

PBDR.8) In addition, the Government also ex-

empted taxes on earnings arising from invest-

ments of pension funds in securities traded in the

stock exchange bourse. Furthermore, certificate

of shares and certificate of funds traded outside

the bourse, and of bonds issued by stateowned

enterprises were also exempted from taxes on

PBDR.9)

The progress in the capital market was reflected

in the increase in the number of companies plac-

ing shares and bonds in the stock exchange

bourse. In the reporting year, approvals were

granted to 8 companies for the placement of share

certificates and to 1 company for the issuance of

bonds in the capital market. At the end of March

1984 the number of companies which issued cer-

tificate of shares and bonds in the capital market

reached 26 compared with 17 at the end of the

preceding year.

The number of shares and bonds sold through

the stock exchange bourse in the reporting year

increased by 16,755 thousand certificates at a

value of Rp 141 billion, so that total placement of

shares and bonds at the end of March 1984

reached 57,500 thousand certificates to the

amount of Rp 285.5 billion. The number of shares

traded in the stock exchange in 1983/84 reached

3,056 thousand or a monthly average of 250 thou-

sand marketable securities. The volume of trans-

actions experienced a decline compared with 1982/

83, which traded 4,659 thousand or 388 thousand

certificates a month. A decline was also recorded

in the index of the shares of companies. This de-

terioration, among others, was the result of the

increasing attractiveness of placement of funds

in time deposits and certificate of deposits.

In the reporting year, PT Danareksa issued

1,500 thousand certificate of funds to the amount

of Rp 15 billion. With these issues, certificate of

funds placed by PT Danareksa since 1981 up to

the reporting year reached 6,000 thousand certifi-

cates at a total value of Rp 60 billion. In addition

to certificate of funds, since 1977 PT Danareksa

issued certificate of shares. In the reporting year

the number as well as the value of this type of

certificates remained practically the same, namely

1,420 thousand certificates and Rp 12.8 billion,

respectively. Accordingly, the number of certifi-

cates issued by PT Danareksa from 1977 up to

the end of the reporting year reached 7,420 thou-

sand certificates with a total value of Rp 72.8 bil-

lion. The total number of share certificates and

fund sertificates held by the public at the end of

the reporting year reached 6,115 thousand certifi-

cates with a value of Rp 60.5 billion.

8) Minister of Finance Decree No. 553/KMK.04/1983, Au-
gust 30, 1983.

9) Minister of Finance Decree No. 957/KMK.04/1983, De-
cember 31, 1983.
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A. Banking

1. Policy on banking supervision

Policy on banking supervision was continued to

be directed towards the development of a sound

and effective banking system to support the na-

tional development objectives. As mentioned be-

fore, state banks were free to determine the level of

interest rates on their time deposits as well as on

loans extended to nonpriority sectors. Furthermore,

credit ceilings, imposed since 1974, were lifted. To

assist banks in adapting to those new regulations,

the level of interest rates on their demand deposits

placed at Bank Indonesia were adjusted, taking into

consideration the development of funds mobilized

and loans extended by those banks. In addition,

wider opportunities were granted to the national pri-

vate banks (bank umum swasta nasional) of which

the volume of business had not yet reached na-

tional coverage. The. measures undertaken in the

past years continued to be implemented and im-

proved, such as, encouraging merger among na-

tional private banks, assisting state banks in rais-

ing their efficiency, promoting local development

banks (bank pembangunan daerah or BPD) through

technical and education programs, and expanding

the network of local clearings to regions where Bank

Indonesia was not yet represented.

In order to create a more equitable growth of

national private banks, the Government eased the

conditions of dpening new branch (Kantor Cabang/

KC) and subbranch (Kantor Cabang Pembantu/KCP)

offices. 1) Formerly, a bank not yet categorized as

national coverage2) might only open a branch office

in the province in which the head office of the con-

cerned bank was located. The new regulation al-

lowed the abovementioned bank to open branch or

sub-branch offices in any region throughout the coun-

try after being classified as national coverage with-

out being subjected to requirements of merger or

volume of activities. However, the requirements with

respect to the degree of soundness and additional

paidup capital remained valid.

In addition, the Government eased the time

limit requirements for the preparation of establish-

ing branch offices of the national private banks.

The time limit between the date of clearance in

principle and the date of business license was

extended from 6 months to 1 year. Furthermore,

the time limit to fulfill the required additional paidup

capital was extended from 1 to 6 months.

In order to direct banks in managing their li-

quidity to be more efficient and effective, adjust-

ments were made on the interest of demand de-

posits from banks placed at Bank Indonesia both

in rupiah and foreign currency. 3) Immediately af-

ter the June 1, 1983 Monetary Policy, the increase

in the mobilization of funds was faster than that of

the extension of loans, causing excess liquidity

in some banks. To ease the burden of the cost of

funds encountered by these banks, the interest

rate of demand deposits placed at Bank Indone-

sia was raised from 10% to 13% p.a. Following

the introduction of certificate of Bank Indonesia

(Sertifikat Bank Indonesia/SBI), this interest rate

was reduced from 13% to 7% p.a. and the maxi-

mum amount of demand deposits eligible for this

IV. BANKING AND OTHER FINANCIAL INSTITUTIONS

1) Minister of Finance Decree No. 49/KMK.OII/1984. Janu-
ary 24, 1984.

2) Banks classified as national coverage were applied to
foreign exchange banks which had been merged, and
non-foreign exchange banks had not yet been merged
but the volume of acitivites ranked among the first ten.

3) Bank Indonesia Circular Letters:
- No. SE 16/20/UPPB and No. SE 16/21/UPPB, Sep-
tember 16, 1983.
- No. SE 16/31/UPPB and No. SE 13/32/UPPB, December
14, 1983.
- No. SE 16/37/UPPB and No. SE 16/38/UPPB, January
21, 1984.
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interest was set at 1 % of total current liabilities of

the respective bank. The interest rate on demand

deposits in foreign currencies held in Bank Indo-

nesia, previously fixed at 10%, was abolished

since February 1, 1984.

As mentioned earlier, the policy to encourage

the development of state banks and BPDs contin-

ued to be implemented. The promotion of state banks

was carried out through enhancing their effiency and

supervising the implementation of the operational

manual. The improvement of BPDs was imple-

mented primarily through the provison of technical

assistance and education. Until the end of the re-

porting year, all BPDs (27 banks) enjoyed technical

assistance and education, and 9 of which completed

their operational manuals. These operational manu-

als covered, among others, organizational aspects,

mobilization of funds, and research and planning.

To expand and expedite demand deposit trans-

actions, local clearings in regions where Bank In-

donesia was not yet represented, continued to be

encouraged. In the reporting year, the number of

local clearings rose by 6 to 24. Furthermore, the

number of subbranch offices participating as indi-

rect members of local clearings in 1983/84 in-

creased by 21 to 68.

With respect to Keppres 14A of 1980 (Presi-

dential Decree 14A of 1980), regarding the imple-

mentation of endowments on the construction of

projects and procurements of materials financed

by the government budget (APBN), contractors

were required to submit a letter of guarantee is-

sued by banks or other financial institutions. Until

the end of the reporting year the number of banks

permitted to issue letter of guarantees was 87,

namely 6 state banks, 23 BPDs and 58 national

private banks. 4)

2. Banking development

The number of commercial banks, development

banks, savings banks and rural banks (Bank

Perkreditan Rakyat/BPR) in 1983/84 rose by 12

to 5,940. The number of offices, comprising head,

branch and subbranch offices, increased by 69 to

7,165 (Table 4.4). Due to the merger of 2 national

private banks, in the reporting year the number of

commercial banks declined by 1 to 85, consisting

of 69 national private banks, 5 state commercial

banks and 11 foreign banks (including one joint-

venture bank). Meanwhile, the number of commer-

4) Min Finance Decree No. 233/KMK.011/1984, March
19, 1984.
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cial bank offices, comprising head, branch and

subbranch offices, rose by 47 to 1,111 at the end

of March, 1984. This increase was brought about

by the opening of 10 branch and 2 sub-branch of-

fices of state commercial banks, 26 branch and 8

subbranch offices of national private banks as well

as 1 sub-branch office of a foreign bank.

The number of development banks at the end

of the reporting year remained at 29, consisting of

1 state development bank, 27 BPDs and 1 na-

tional private bank. The number of their offices

rose from 208 to 217, after the opening of 10

branch offices (including one promoted from a

sub-branch to a branch office) of BPDs.

The number of savings banks and their offices

in the last few years remained practically un-

changed, namely 1 state savings bank, 2 national

private savings banks, while their offices .re-

mained at 14.

In the reporting year, the number of rural banks,

which consisted of village banks, paddy banks,

petty traders’ banks and employees’ banks, rose

from 5,810 to 5,82.3. The increase resulted from

the issuance of permits legalizing operation of 13

village banks and 2 petty traders’ banks as well

as revocations of permits to operate of 2 paddy

banks.

The number of foreign banks at the end of the

reporting year remained at 11, whereas their of-

fices rose from 20 to 21. Meanwhile, the number

of representative offices of foreign banks rose

sharply, from 4 reaching 68 offices. It should be

noted that all foreign banks were located in Jakarta.

In the reporting year, the activities of deposit

money banks (DMBs) as reflected in their assets,

funds mobilized and loans extended, showed en-

couraging progress (Table 4.5). The assets of those

banks rose by 19.1% to Rp 22,118 billion, funds

mobilized increased by 31.1% to Rp 14,704 bil-

lion and loans extended rose by 22.7% to Rp 13,827

billion. The share of assets and funds mobilized

among the groups of banks remained unchanged,

although that of national private banks and BPDs

indicated a slight increase. With respect to loans

extended, the share of national private banks and

foreign banks showed an increase (Table 4.1).

Meanwhile, the percentage of liquidity main-

tained by banks increased from an average of

17.3% during 1982/83 to 18.6% during the report-

ing year (Table 4.6). This higher liquidity percent-

age was mainly recorded at state banks since the

increase in the mobilization of funds was faster

than that of lending activities. On the other hand,

the liquidity percentage of national private banks

and BPDs registered a decrease, as a result of

increases in loans extended by national private

banks and in short-term investments of BPDs. As

in the preceding years, the level of - liquidity of

BPDs remained the highest compared with other

groups of banks, primarily because their source

of funds originated from local governments which
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were subject to large withdrawals at any moment.

The liquidity percentage of foreign banks remained

at the same level as in the preceding year.

B. Other Financial Institutions

1. Non-bank financial institutions (NBFIs)

In order to encourage the development-of the

money and capital market and to assist compa-

nies in their capital needs, the Government since

1972 permitted the establishment of NBFIs. As

commonly known, NBFIs consisted of develop-

ment finance type, investment finance type and

“other finance companies”. The NBFIs of the de-

velopment finance type mainly engaged in me-

dium - and longterm loans as well as in equity

participation in companies. Investment finance

type of NBFIs mainly acted as brokers in the is-

suance of securities and as underwriters. Mean-

while, NBFIs of “other” type was established to

meet the needs in certain sectors such as the

provision of loans to the medium-income group

for house ownership.

NBFIs experienced steady growth over the

years as reflected in the increase of their assets,

investments and mobilization of funds (Table 4.7

and Table 4.8). During the reporting year, their as-

sets increased by 21.0% reaching Rp 1,146 bil-

lion. The mobilization of funds through the end of

March 1984 reached Rp 1,022 billion, or rose by

21.1%. During the same period, investments in-

creased by 32.1% reaching Rp 1,090 billion.

The investments and mobilization of funds by

NBFIs of the development type and the “other”

type recorded substantial increases in 1983/84.

Investments rose by 43.4% to reach Rp 218 bil-

lion, mostly in the form of medium - and long-term

credits and in short-term securities. The amount

of funds mobilized also increased rapidly, i.e. by

42.5% to reach Rp 191 billion at the end of March

1984.

Investment activities of the investment type

of NBFIs in 1983/84 rose by 29.6% to reach Rp

872 billion. These investments were mainly placed

in short-term securities issued by enterprises.

Funds mobilized by these institutions increased

by 17.0% reaching Rp 831 billion.

To improve the role of NBFIs in the trade of

shortterm securities issued by companies, Bank

Indonesia continued to provide rediscount facili-

ties. During the reporting year, besides the previ-

ously fixed short-term securities, bonds issued

by a certain enterprise were also allowed to be

rediscounted to Bank Indonesia. At the initial stage,

the amount of bonds that might be rediscounted
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to Bank Indonesia was limited to 70% of the nomi-

nal value. During 1983/84, securities and bonds

rediscounted to Bank Indonesia amounted to Rp

156 billion and the amount of securities repur-

chased by NBFIs reached Rp 197 billion. Conse-

quently, the outstanding amount of the rediscount

facilities declined from Rp 43 billion to Rp 2 bil-

lion.

2. Pawnshops

Pawnshops mainly engaged in providing loans

to the low-income group with a maximum of Rp

100 thousand per borrower. The maturity of these

loans was fixed between 3 to 6 months bearing an

interest rate ranging from 3% to 4% a month. The

number of pawnshop offices increased by 2 to 473

at the end of December 1983. The activities of

pawnshops grew from year to year as reflected in

the amount of credits extended. During 1983, to-

tal credits extended and the amount amortized

increased by 24.8% and 20.0% to Rp 221 billion

and Rp 210 billion, respectively. Therefore, the to-

tal amount of outstanding credits increased by Rp

11 billion to Rp 55 billion at end of 1983.

3. Insurance companies

Insurance companies, comprising life, social,

indemnity insurance and reinsurance companies,

registered a remarkable progress in 1983. The ac-

tivities of insurance companies involved in pro-

viding insurance coverage for property, life, work

safety and old age and also as source of funds for

investment purposes. In this connection, the Gov-

ernment continued to develop these institutions.

To promote insurance companies engaged in

indemnity, the Government issued regulations re-

lating to direct supervision, provision of capital and

management. Direct supervision would be imple-

mented at least once a year and/or at any time

when necessary.5) Furthermore, the percentage of

shares owned by foreign parties would be gradu-

ally reduced so that at the end of December 1990

the percentage of shares permitted to be owned

by those parties would be decreased to the maxi-

mum of 40% of the paid-up capital, and at the end

of December 2000 would further go down to 30%.6)

Regarding the management, at the end of Decem-

ber 1990 the position in the Board of Directors

and Board of Commissioners might only be occu-

pied by one foreigner each. Furthermore, the

above-mentioned position would not be allowed to

be the president director, director of finance, and

president to the board of commissioners.

The number of insurance companies rose by

3, namely 1 life and 2 indemnity insurance com-

panies, reaching 87 companies at the end of De-

cember 1983. The number of life insurance com-

panies rose from 13 to 14 while that of indemnity,

from 63 to 65.

The amounts of premiums acquired and invest-

ments placed by the insurance companies were

quite encouraging. Premiums acquired in 1982

reached Rp 643 billion or increased by 29.6% com-

pared with 37.4% in the preceding year. Claims by

the customers reached Rp 182 billion, or up by

24.6% compared with 26.9% in 1981. Meanwhile,

investments increased by 39.2% to Rp 675 billion

compared with an increase of 41.0% in the pre-

ceding year.

With regard to indemnity insurance and reinsurance

companies, the amount of premiums acquired in 1982

rose by 20.3% to Rp 166 billion. During the same pe-

riod the amount of claims went up by 4.6% reaching

Rp 91 billion, while placement of funds increased by

44.8% to Rp 152 billion. Premiums acquired by the life

insurance companies reached Rp 162 billion or an in-

crease of 31.7% compared with 36.7% in 1981. The

amount of claims of this type of insurance during the

5) Minister of Finance Decree No. 107/KMK.O11/1983,
February 2, 1983.

6) Minister of Finance Decree No. 28/KMK.O11/1984, Janu-
ary 13, 1984.
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same period went up by 84.4% reaching Rp 59 billion

compared with an increase of 18.5% in the preceding

year. This substantial increase was primarily caused

by a large amount of claims maturing. Investments

were also up, by 32.1 reaching Rp 111 billion. With

respect to social insurance companies, during 1982

the amount of premiums and claims increased by 34.0%

and 18.5%, reaching Rp 315 billion and Rp 32 billion,

respectively. The investments of those insurance com-

panies rose by 39.2% reaching Rp 415 billion at the

end of 1982.

PT Askrindo, an indemnity insurance com-

pany, was established primarily to act as a guar-

antor on KIK/KMKP credits as well as on cred-

its for exports. In 1983 the amount of premi-

ums acquired declined by 18.2% to only Rp 19.8

billion, consisting of premiums from KIKs to the

amount of Rp 4.2 billion, KMKPs Rp 9.9 billion,

credits for exports Rp 5.2 billion and other work-

ing capital credits Rp 0.5 billion. The value of

credits insured rose by 9.2% reaching Rp

1,211.7 billion, consisting of KIKs Rp 126.3 billion,

KMKPs Rp 312.7 billion, credits for exports Rp 722.5

billion, and other working capital credits Rp 50.2 billion.

The amount of claims rose by 91.0% reaching Rp 28.4

billion, consisting of claims for KIKs to the amount of

Rp 11.0 billion, KMKPs Rp 15.7 billion and other work-

ing capital credits Rp 1.7 billion.
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Another financial institution which also engaged

in indemnity insurance was the state corporation

for the financial development of cooperatives

(Perusahaan Umum Pengembangan Koperasi/

Perum PKK). The main function of Perum PKK was

to provide guarantee to loans extended by banks

and other financial entities to cooperatives. During

1983, Perum PKK concluded guarantee agreements

covering Rp 126.7 billion on loans extended by banks

to the amount of Rp 138.4 billion.
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A. General

To achieve economic development and main-

tain stable prices, the government budgetary policy

continued to be guided by the principle of a dy-

namic and balanced budget. In view of the pro-

longed world economic recession and weakened

oil demand in international market, the Govern-

ment for 1983/84 followed a relatively tight budget

policy as reflected in reduced government spend-

ing. On the revenue side, the Government took

steps to increase domestic revenues, particularly

from the non-oil sector, by intensifying tax collec-

tion and expanding the base of revenue sources.

On the expenditure side, the Government did the

utmost to economize on the routine and develop-

ment expenditures, by reducing fuel oil and fertil-

izer subsidies and eliminating food subsidies.

The 1983/84 government budget was fixed at a

balanced amount of Rp 16,565 billion or 6.1% above

the government budget of the year before. Actual

government budget for 1983/84 reached about Rp

18.3 trillion, or 10.6% more than budgeted or 27.6%

higher than the actual amount in the preceding year.

The higher government budget in this reporting year

was primarily due to the rupiah devaluation of March

1983. If the rate of inflation at 12.63% for the year

1983/84 was taken into account, revenues as well

as expenditures in real terms showed an increase

of 13.3% compared with a decrease of 5.3% in the

preceding year. Public savings, the difference be-

tween domestic revenues and routine expenditures,

in the reporting year amounted to Rp 6,021 billion or

rose by 3.6% compared with 11.0% in the year be-

fore (Table 5.1).

V. GOVERNMENT FINANCE
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The planned government budget for 1984/85,

the first year of the Fourth Five Year Development

Plan (Repelita IV), still adhered to the principle of

a dynamic and balanced budget. In view of the

anticipated better growth prospects in 1984/85 than

in 1983/84, government budget for 1984/85 was

planned to balance to the amount of Rp 20,560

billion or 24.1% above the actual government bud-

get in 1983/84. Domestic revenues were planned

at Rp 16,149 billion or 78.5% of total planned rev-

enues, and routine expenditures were planned to

amount to Rp 10,101 billion or 49.1% of total ex-

penditures. Therefore, total public savings were

expected to reach Rp 6,048 billion or 57.8% of the

development expenditures (Table 5.3).

B. Government Revenues

To increase government revenues and at the

same time encourage economic activities, in the

reporting year the Government reformed the tax

system. The new tax system consisted of general

provisions and procedures on taxes,1) income tax

law,2) and value added tax on goods and services

and sales tax on luxury goods.3)

The Income Tax Law of 1984, which replaced

the Income Tax Ordinance of 1944, the Corporate

Tax Ordinance of 1925, the Tax Law on Interest,

Dividend and Royalty (PBDR) of 1970 and the

Withholding Tax (MPO/MPS) Act No. 8 of 1967,

could be expected to increase government rev-

enues. The Income Tax Law of 1984, enforced since

January 1, 1984, was basically designed to sim-

plify and to decrease the average tax rates, with

the objective of improving the public conscious-

ness to pay taxes. The stratification of income

tax and corporate tax, previously containing 10

and 6 layers with rates ranging between 5% - 50%

and between 2.5% -45%, respectively, was sim-

plified into 3 layers of income tax rate, namely

15% for income up to Rp 10 million, 25% for in-

come more than Rp 10 million up to Rp 50 million

and 35% for income more than Rp 50 million per

annum.

The Law No. 8 of 1983 on Value Added Tax on

Goods and Services and Sales Tax on Luxury

Goods was enacted to replace the Sales Tax Law

of 1951. Under the new law, double tax collection

would be avoided. The tax rates which previously

consisted of 8 types of rates were simplified into

2 types of rates. Both rates were the rates for value

added tax (VAT), at 10% for domestically con-

sumed goods and 0% for exported commodities.

In addition under a government decree the VAT

rate for domestically consumed goods could be

changed within a range of 5% as a minimum and

15% as a maximum. It may be noted that luxury

goods consumed domestically would be subject

to a tax between 10% and 20% (depending on the

degree of luxury), while luxury goods exported

would be subject to a 0%-tax rate. Furthermore,

with a government decree, the rate of sales tax

(PPn) on luxury goods consumed domestically

could be changed up to the maximum of 35%.

The VAT on goods and services, and sales tax on

luxury goods would be enforced on July 1, 1984.4)

With the enactment of those new laws it was ex-

pected that the amount of tax revenues would in-

crease because of simpler but more assertive

methods.

Domestic revenues, which constituted the larg-

est portion (78.8%) of government revenues,

reached Rp 14,433 billion or increased by 16.2%

compared with 1.6% in the preceding year. These

revenues consisted of direct taxes (80.4%), indi-

1) Law No. 6 of 1983.
2) Law No. 7 of 1983.
3) Law No. 8 of 1983.

4) According Government Regulation in lieu of Law No. 1
of 1984, the enactment was postponed until January 1,
1986.
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rect taxes (16.0%) and non-tax revenues (3.6%).

The development revenues which originated from

foreign aid increased sharply, by 100.1% compared

with only 13.5% in the preceding year. If the valu-

ation adjustment of foreign exchange due to the

rupiah devaluation was not taken into account, the

increase of development revenues would in fact

be only 43.9%.

In 1983/84 the direct tax receipts went up by

15.9% reaching Rp 11,605 billion, which was pri-

marily due to the increases in revenues derived

from corporate tax on oil and income tax. The policy

on income tax, besides aiming to increase gov-

ernment revenues, was also intended to create a

more equitable tax condition and to give tax relief

to low-income community by raising the limit of

nontaxable income (Batas Pendapatan Bebas

Pajak/BPBP). According to the Income Tax Law

of 1984, the term of BPBP was changed to PTKP

(Pendapatan Tidak Kena Pajak or non-taxable in-

come). The limits of PTKPs for a tax payer were

raised from Rp 300 thousand to Rp 960 thousand,

for a spouse from Rp 300 thousand to Rp 480

thousand and for each child from Rp 150 thou-

sand to Rp 480 thousand. Therefore, the PTKP

for a tax payer with a spouse and 3 children rose

from Rp 1,050 thousand to become Rp 2,880 thou-

sand. Moreover, the rates of income tax, which

previously consisted of 10 stratifications with 5%

as the lowest rate and 50% as the highest rate,

were simplified to consist of 3 stratifications,

namely 15%, 25% and 35%. With the enforcement

of this new law as well as the intensification and

extensification efforts, it could be expected that

tax revenues would, increase eventhough the lim-

its of PTKPs were much higher than the previous

years.

Income tax revenues in 1983/84 increased by

38.1% to Rp 399 billion. This significant progress

was primarily due to higher income tax revenues

from workers and employees received by the Gov-

ernment in foreign exchange.

Corporate tax receipts reached Rp 758 billion

or up by 12.3% compared with 20.8% in the pre-

ceding year. This lower increase was closely re-

lated to the prolonged sluggish domestic economic

activities which directly influenced the profits re-

ceived by enterprises. It should be noted that in

accordance with the enforcement of the new In-

come Tax Law, the corporate tax rates were sim-

plified into 3 stratifications, namely 15%, 25% and

35%. The corporate tax on oil in the reporting year

increased by 16.5% reaching Rp 9,520 billion.of

the valuation adjustments due to the rupiah de-

valuation of March 1983 were to be excluded, the

corporate tax revenues on oil would decrease by

16.5% compared with a decline of 5.3% in the

preceding year.

Pre-payment of income tax and corporate tax,

in the form of withholding tax (MPO), declined by

2.2% to Rp 628 billion compared with an increase

of 25.1 % in the previous year. This decline was

among others caused by the income tax law re-

form involving with corporate tax. In the new In-

come Tax Law, the rates of Import MPO and Trea-

surer MPO were lowered while other MPO collec-

tions were eliminated. The MPO rate imposed on

importers licensed with Importer’s Identification

Number (Angka Pengenal Importir/API), Tempo-

rary Importer’s Identification Number (Angka

Pengenal Importir Sementara/APIS) or Restricted

Importer’s Identification Number (Angka Pengenal

Importir Terbatas/APIT) was lowered from Rp 70.00

to Rp 25.00 per $ 1.00. For imports without the

license of API, APIS or APIT, the MPO rate was

lowered from Rp 200.00 to Rp 75.00 per $ 1.00.

Futhermore, the income tax rate for treasurer was

also reduced, from 2.0% to 1.5%.

Receipts from lpeda reached Rp 132 billion or

increased by 25.7% compared with only 11.7% in

the year before. This increase primarily occurred

in cities and in mining regions.Meanwhile, other

direct tax revenues, consisting of property tax,

PBDR and others, in 1983/84 rose by 30.2% reach-
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ing Rp 168 billion. This increase was among oth-

ers due to the imposement of a higher rate of prop-

erty tax, from 0.5% to 1.0%,5) and the increased

number of tax payers as well as more intensified

collection efforts.

The indirect tax revenues reached Rp 2,309

billion or up by 17.0% compared with 11.1% in the

preceding year. This advance primarily originated

from the quite higher revenues from excise, sales

and export tax es.

Sales tax revenues rose by 20.5% reaching

Rp 575 billion. This increase was a result of inten-

sification efforts as well as improvement in the

administration of tax collection.

Although the import value decreased, the rev-

enues from import duties and import sales tax in

1983/84 respectively went up by 6.7% and 10.8%

reaching Rp 557 billion and Rp 256 billion. This

increase was brought about by the valuation ad-

justments due to the rupiah devaluation at end of

March 1983.

Receipts from excise taxes reached Rp

773 billion or increased by 24.7% compared

with 14.0% in the preceding year. These re-

ceipts primarily originated from excise taxes

on tobacco amounting to Rp 697 billion, while

the remainder were excise taxes on sugar,

beer and destilled alcohol. The government

policy on excise tax on tobacco was not only in-

tended to increase government revenues but also

to support the development of cigarette industries

and enhance domestic tobacco production, espe-

cially weak and labor intensive producers. In this

connection, since November 1, 1983, excise tax

rate on tobacco for hand-rolled kretek-cigarettes

was lowered.6)

With regard to beer, since April 1, 1983 the

Government raised the base price subject to tax.7)

Meanwhile, revenues from export tax and ad-

ditional export tax increased by 26.8% to Rp 104

billion. The export tax measures continued to be

directed towards strengthening the competitive-

ness of Indonesian export commodities in the in-

ternational markets.

Revenues from other indirect taxes increased

by 7.3% reaching Rp 44 billion. The largest por-

tion of these revenues originated from stamp du-

ties to the amount of Rp 40.2 billion and the bal-

ance came from auction duties (Rp 3.3 billion) and

other indirect levies (Rp 0.5 billion).

In the reporting year, non-tax revenues in-

creased by 19.3% reaching Rp 519 billion. These

revenues primarily originated from profits of state

banks and state enterprises, and levies on for-

estry products.

Developments receipts reached Rp 3,882 bil-

lion or an increase of 100.1% compared with 13.5%

in the year before. These revenues consisted of

project aids amounting to Rp 3,867 billion and pro-

gram aids Rp 15 billion. This substantial increase

was among others caused by the rupiah devalua-

tion at end of March 1983.

C. Government Expenditures

The policy on government expenditures in 1983/

84 continued to be directed to support the con-

tinuation of on-going development efforts initiated

in the preceding years. This policy was character-

ized by efforts to economize on the routine as

well as development expenditures, among others,

by reducing fuel oil and fertilizer subsidies, and

eliminating foodstuff subsidies as well as

rephasing of several large government projects.8)

5) Minister of Finance Decree No. 280/KMK.04/1982, May
1, 1982.

6) Minister of Finance Decrees No. 762/KMK.05/1983,
October 28, 1983 and No. 300/KMK.05/1983, April 26,
1983.

7) Minister Finance Decree No. 671/KMK.05/1983, Sep-
tember 22, 1983.

8) Presidential Instructions Nos. 12 and 13 of 1983, May
14 and 19, 1983.
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Government expenditures, consisting of routine and

development expenditures, in the reporting year

reached Rp 18,311 billion or increased by 27.6% com-

pared with 3.1 in the previous year (Table 5.3). Routine

expenditures rose to Rp 8,412 billion or up by 20.2%

compared with only 0.3% in the preceding year. Among

routine expenditures, amortization and interest payment

recorded the highest increase (71.7%), followed by

subsidies on local government (17.6%), and expendi-

tures on personnel (14.0%) and materials (1.5%).

Expenditures on personnel continued to take the

largest share of routine expenditures (32.2%), reach-

ing Rp 2,757 billion or an increase of 14.0% compared

with 6.2% in the previous year. The higher increase

was closely related to the policy of the Government

which granted a one-month additional salary in July

1983 (13th month salary),9) wage increases through

the provision of income allowance improvement

(Tunjangan Perbaikan Penghasilan or TPP) effective

since February 1984,10) and increases in the allowance

of overseas personnel following the rupiah devaluation

of March 1983.

Expenditures on materials amounted to Rp 1,057

billion or increased by only .1:5% compared with 12.8%

in the previous year. The smaller increase was closely

related to efforts of the Government to economize on

consumption of electricity and telephone, and the elimi-

nation of official cars as well as the implementation of

Presidential Decree No. 10/1980 on procurements of

materials needed by government departments or insti-

tutions.

Financial assistance to autonomous regions was

intended to support the routine expenditures of local

governments, salaries and rice allowance for teachers

of Inpres primary schools, salaries for medical person-

nel of public health centers (Puskesmas) and village

administrators, and financial assistance to areas vul-

nerable to food shortage. During the reporting year such

financial assistance increased by 17.6% reaching Rp

1,547 billion.

Amortization and interest payments of foreign debts

reached Rp 2,103 billion, an increase of 71.7% com-

pared with 31.6% in the previous year. This higher in-

crease was principally due to the rupiah devaluation on

March 30, 1983.

Other routine expenditures were economized by

reducing the subsidies on domestic fuel oil prices. On

January 12, 1984 the Government raised the domes-

tic fuel oil prices by an average of 36.9%. Therefore,

other routine expenditures, largely used to subsidize

fuel oils (98%), in the reporting year declined by 4.9%

to only Rp 948 billion.

Development expenditures totaled Rp 9,899 billion

or increased by 34.5% compared with 6.0% in the pre-

vious year. The largest part of these expenditures

(55.3%) was still utilized for financing economic sec-

tors, namely mining and energy (42.0%), communica-

tion and tourism (27.9%), agriculture and irrigation

(16.7%) and industry (9.4%) (Table 5.4). It should be

noted that the development expenditures for educa-

tion and culture rose substantially, by 60.3% reaching

Rp 1,335 billion, primarily utilized to improve the stan-

dard of education, expand learning opportunities and

adjust education to the national needs.

The development expenditures on regional, busi-

ness and environmental activities in the reporting year

amounted to Rp 1,176 billion or leveling that of the

previous year. This amount was mostly spent on the

development of regional, village and urban areas to the

amount of Rp 749 billion (63.7%), followed by expendi-

tures on business activities (government capital par-

ticipation in enterprises) Rp 234 billion (19.9%) and con-

servation of natural resources and environmental pres-

ervation Rp 193 billion (16.4%). It should be noted,

spendings on the development of regional, village and

urban areas continued to show an increase, by 5.3%

to Rp 749 billion. This increase was closely related to

the higher number of villages eligible for a Rp 1.25 mil-

lion financial assistance per village, from 65,127 to
9) Government Regulation No. 23 of 1983, June 13, 1983.
10) Government Regulation No. 8 of 1984, March 16, 1984.
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65,437 villages, bringing forth the total amount of such

financial assistance to Rp 92 billion or up by 4.5%.

Other financial assistance, namely those allocated to

the development of provinces (Dati I) and regencies

(Kabupaten) remained practically unchanged, amount-

ing to Rp 253 billion and Rp 194 billion, respectively.

Development expenditures on religion and manpower

went up by 5.1% to Rp 511 billion. Of this amount, the

largest portion (89.4%) was spent on the manpower

and transmigration activities. Other expenditures were

allocated for national defence and security (5.3%), state

apparatus and law (3.8%), health, social welfare, role

of women, population and family planning (2.8%), and

housing and human settlement (2.2%).
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A. World Economic Development

After experiencing recession since 1980, the

world economy in 1983 began to show some indi-

cations of recovery accompanied by an expan-

sion in the volume of the world trade. This improve-

ment was led by the recovery of the United States

economy, followed by higher real output in most

of the major industrial countries of the Organization

for Economic Cooperation and Development

(OECD) members. The economy of developing

countries also recorded this recovery, although

some of them continued to face balance of pay-

ments difficulties, especially those encountering

heavy external debt burdens.

Increased economic activities of industrialized

countries were accompanied by lower rates of in-

flation. However, unemployment rates generally

remained high. With regard to developing coun-

tries, their economic improvements were mostly

accompanied by higher inflation rates.

1. Developed countries

In terms of real Gross Domestic Product (GDP)

or real Gross National Product (GNP) the economy

of OECD member countries in 1983 grew by 2.4%

as compared with a negative growth of 0.3% in

1982. Except for Japan, Italy and France, all ma-

jor OECD countries experienced higher economic

growth. Among major OECD countries, the United

States recorded the highest economic growth, that

was 3.4%, while Italy the lowest, at - 1.2%. As

mentioned above, the higher economic growth

VI. WORLD ECONOMIC DEVELOPMENT, INTERNATIONAL
RELATIONSHIP AND REGIONAL COOPERATION
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experienced by the industrialized countries were

accompanied by lower inflation rates. Inflation

rates were under control as a result of restrictive

measures imposed on monetary (in the United

States) as well as fiscal affairs (in Europe and

Japan), and also helped by decreases of various

commodity prices, especially oil. In 1983 inflation

rate in the OECD countries went down from 7.8%

to 5.3%. This level of inflation was the lowest in

the past ten years. The lowest inflation rate, at

1.9%, was experienced by Japan, whereas the

highest, at 14.6%, occurred in Italy.

Although economic activities in the industrial

countries showed signs of recovery, unemploy-

ment rate continued to increase, from 8.4% to

8.9% in 1983. This situation was primarily caused

by the growth rate of the labor force which was

higher than that of the creation of employment

opportunity. Among major OECD countries only

the United States experienced a modest improve-

ment in unemployment rate, from 9.7% to 9.6% in

1983. The role of industrial countries in world trade

rose from 68.3% to 69.2%, although in terms of

value decreased by 1.5%.

After deteriorating by 1.9%, the economy of

the United States in real GNP grew by 3.4%, at-

tributable to a 4.6% increase in domestic aggre-

gate demand while the external sector decreased

by 1.2%. The performance in the aggregate do-

mestic demand was brought about by increases

in private investment and consumption, by 8.4%

and 4.2%, respectively. This favorable develop-

ment was made possible by the tax rate cut policy

and the decrease in nominal interest rates.

Industrial production increased by 6.4% and

housing construction by 60.0% compared with

declines of 8.1 % and 2.0%, respectively, in the

previous year. It should be noted that the growth

rate of housing construction, the highest since the

past 40 years, was primarily induced by the de-

cline in the interest rate of housing credits, from

15.0% to less than 13.0% p.a.

The rate of inflation slowed down to 3.2% from

6.1% in 1982. This decline was closely associ-

ated with the restrictive monetary policy, wage re-

straint and lower import prices, especially oil.

Unlike other OECD countries, economic recov-

ery in the United States brought forth a slight im-

provement in the unemployment rate. In 1983 un-

employment rate declined to 9,6% from 9.7% in

the previous year.

Due to the strengthening of the dollar, the ex-

ternal sector of the United States in 1983 contin-

ued to deteriorate. Balance of trade deficit in-

creased from $ 36.4 billion to $ 60.6 billion in 1983.

This deterioration was caused by the decline of

exports, by $ 11.0 billion to $ 200.2 billion, while

imports went up by $ 13.2 billion to $ 260.8 billion

in 1983. Furthermore, the surplus of balance of

services decreased from $ 25.2 billion to $ 19.8

billion in 1983, therefore the balance of good and

services deficit rose substantially, from $ 11.2 bil-

lion to $ 40.8 billion.

Economic growth of the United Kingdom in-

creased from 2.0% to 3.1% in 1983. This perfor-

mance was primarily due to increases of private

consumption, by 3.9%, and government expendi-

tures, by 3.1% compared with 1.3% and 1.4%,

respectively, in 1982. Furthermore, the higher in-

crease in private consumption was facilitated by

the government fiscal policy in the form of tax

cut.

As a result of the monetary and fiscal policies

undertaken in the preceding years, inflation rate

was succesfully reduced, from 8.6% to 4.6% in

1983. Meanwhile, the policy to retard the growth

of wage increase and the higher growth in produc-

tion succeeded in slowing down the inflation rate.

The 1983 inflation rate represented the lowest rate

in the past 15 years. On the other hand, unem-

ployment rate increased from 11.0% to 11.6% in

1983, which primarily took place in the industrial

sector.
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In the foreign sector, the country experienced

a $ 0.8 billion deficit in the balance of trade, com-

pared with a surplus of $ 3.7 billion in 1982. This

deterioration wasaccounted for by a significant

decline in exports, by $ 5.1 billion, although im-

ports decreased by $ 0.6 billion. The deterioration

in exports was in part affected by the lower oil

prices and the weakening competitiveness of its

commodities in the European market due to the

appreciation of the pound sterling. Meanwhile, the

balance of services surplus decreased from $ 5.8

billion to $ 3.9 billion, resulting in a drop in the

surplus of the current account, from $ 9.5 billion

to $ 3.1 billion in 1983.

In contrast with other major OECD countries,

Italy recorded a higher negative economic growth,

from -0.3% to -1.2% in 1983. This deterioration

was primarily caused by declines in private con-

sumption (-0.7%), and investments (-5.3%), al-

though government expenditures recorded an in-

crease (2.8%). The decrease in investments,

among others, in capital industry (9.1%), was the

result of persistently high interest rates.

As was the case with other major OECD coun-

tries, Italy successfully slowed down its inflation

rate, from 16.6% in 1982 to 14.6%. Due to the

sluggish economic activities, unemployment rate

increased from 9.1% to 9.7% in 1983. High unem-

ployment rates primarily occurred in industrial and

agricultural sectors.

On the external front, both the balance of trade

as well as the current account recorded better re-

sults. Improvement in the balance of trade was

reflected by the sharp decline in its deficit, from $

7.9 billion to $ 3.1 billion in 1983. This favorable

trend was caused by the faster decline in imports,

by $ 5.2 billion to $ 75.1 billion, than that of ex-

ports, only by $ 0.4 billion to $ 72.0 billion. After

considering the increase in balance of service

surplus, from $ 2.5 billion to $ 3.6 billion, balance

of goods and services which previously recorded

a deficit of $ 5.4 billion reversed to a surplus of $

0.5 billion.

Although economic growth of /apan remained

at the level achieved in the previous year, at 3.0%,

it still represented one of the highest rates among

major OECD countries. This achievement was

ascribed to the higher increase in industrial pro-

duction, by 3.5% compared with 0.3% in 1982,

which induced a 1.5% increase in the foreign sec-

tor. Meanwhile, growth rates of private consump-

tion, government expenditures and investments

decelerated from 4.2%, 3.5% and 1.0%, respec-

tively, to 3.3%, 2.4% and 0.2% in 1983.

In 1983, Japan once again succeeded to fur-

ther slow down the inflation rate, to 1.9% from

2.7% in 1982. That rate was the lowest for more

than 20 years. This success was attributable to

the relatively tight fiscal policy supported by in-

creased use of inventories and the decline in oil

prices. The rate of unemployment, however, in-

creased slightly, from 2.4% in 1982 to 2.6%. This

was mainly caused by the higher growth of the

labor force (2.8%) than that of the employment

creation (2.0%).

The world economic recovery was consider-

ably favorable to Japan’s international trade. The

surplus in the balance of trade jumped from $ 18.1

billion in 1982 to $ 31.5 billion. With the improve-

ment of balance of services deficit from $ 11.2

billion to $ 10.7 billion, the balance of goods and

services surplus increased from $ 6.9 billion to $

20.8 billion in 1983.

Economic activities of the Federal Republic of

Germany in 1983 indicated a growth of 1.3% after

experiencing a negative growth of 1.1%. This im-

provement was mainly caused by the government

policy to boost business activities, bringing forth

an increase in investments, by 2.9% compared

with -5.4% in 1982. Private consumption rose by

1.0%, compared with -2.2% in the previous year.
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Inflation rate decreased to 3.0% from 5.3% in

1982, in part because of lower wage increases.

Furthermore, decrease in import prices also slowed

down the inflation rate.

Unemployment rate went up from 6.9% to 8.2%

in 1983. This deterioration was associated with the

slower rate of increase in employment creation

than that of the labor force in addition to the con-

tinuously high inflow of foreign workers.

Balance of trade surplus in 1983 decreased

from $ 26.5 billion to $ 21.8 billion. This decline

was caused by a $ 7.0 billion reduction in exports,

especially to France, while imports decreased by

only $ 2.3 billion. However, the improvement in

the deficit of the balance of services, from $ 23.0

billion to $ 17.8 billion in 1983, generated a slightly

higher surplus in the balance of goods and ser-

vices, from $ 3.5 billion to $ 4.0 billion in 1983.

The economy of Canada displayed an im-

pressive improvement, from a negative growth of

-4.4% to a positive growth of 3.0% in 1983. This

performance was in part attributable to an increase

of 3.1 % in private consumption following a de-

cline of 2.1%, although investments continued to

decelerate by 3.9 from 11.7% in the previous year.

This favorable progress was made possible by the

higher utilization of inventories as well as produc-

tion capacity. Consequently, the industrial sector

showed a remarkable increase, by 6.0% compared

with a 10.7% decrease in the preceding year.

Inflation rate slowed down from 10.8% to 5.9%

in 1983 as a result of the successful government

fiscal policy supported by lower import prices and

wage restraint. As in other major industrial coun-

tries, unemployment rate still increased, to 11.9%

from 11.0% in 1982.

In the area of foreign sector, its balance of trade

did not experience a significant change. Exports

increased by $ 5.6 billion, however, since imports

increased by $ 5.9 billion, the surplus in the bal-

ance of trade decreased only slightly, from $ 15.5

billion to $ 15.2 billion in 1983. Since the deficit in

the balance of services went up from $ 13.0 bil-

lion to $ 13.9 billion, the balance of goods and

services still indicated a surplus of $ 1.3 billion

compared with $ 2.5 billion in 1982.

In France economic growth rate in 1983 de-

creased to 0.7% from 1.9% in the previous year.

This slowdown was mainly caused by the smaller

increase in private consumption, from 3.5% to

1.0% and the deceleration in investments, from

0.7% to -1.7% in 1983: As in other major OECD

countries, inflation rate was succesfully reduced

through the fiscal policy, from 11.8% to 9.6°/ in

1983, although in March 1983 the French franc

was devalued by 2.5% against the European Cur-

rency Unit (ECU). In addition to fiscal policy, the

wage freeze and lower oil import bills also contrib-

uted to control the inflation rate.

In order to alleviate the rate of unemployment

and to open wider opportunities for the younger

labor force, since April 1, 1983 the age limit of

retirement was adjusted downwards, from 65 to

60 years. However, the rate of unemployment con-

tinued to increase, from 8.0% to 8.4% in 1983.

In the area of foreign trade, the devaluation of

the French franc succeeded in improving the bal-

ance of trade. Imports decreased substantially,

from $ 106.9 billion to $ 97.5 billion in 1983, while

exports decreased slightly, from $ 91.4 billion to $

90.0 billion, bringingforthan improvement in the

deficit of the balance of trade, from $ 15.5 billion

to $ 7.5 billion in 1983. Taking into account the

improvement in the surplus in the balance of ser-
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vices, from $ 3.4 billion to $ 3.5 billion, the deficit

in the balance of goods and services declined

sharply, from $ 12.1 billion to $ 4.0 billion in 1983.

Economic recovery in the developed countries

in 1983 was characterized by a sharp gap in growth

, rates between the United States and Canada, on

the one hand, and the remaining major OECD

countries, on the other. It would be expected that

in 1984 economic recovery in those countries

would continue, their growth rates, however, would

converged. Inflation rate in 1984 would be at about

the same level as that in 1983, and a declining

trend would take place in countries having high

inflation rates. In line with the expectation of im-

proving economic conditions, unemployment rate

was anticipated to decrease slightly. It is impor-

tant to note that the 1984 world economic devel-

opment continued to be characterized by high real

interest rate differentials between the United States

and other OECD countries. These interest rate dif-

ferentials would attract foreign capital to the United

States and would also aggravate developing coun-

tries, especially those heavily burdened by exter-

nal debts. Economic recovery in the developed

countries was forecasted to increase the volume

as well as the value of international trade. How-

ever, it would still be plagued by trade barriers in

the form of protectionism.

2. Developing countries

Economic recovery of developed countries in

1983 favorably affected the economy of develop-

ing countries in general. In 1983 developing coun-

tries recorded an economic growth rate of 0.8%

compared with 0.2% inthe previous year.

Inflation rate in the developing countries rose

from 26.7% to 35.4% in 1983. This increase mainly

resulted from the expansionary policies and ex-

change rate adjustments pursued by some coun-

tries, especially Latin American countries.

The share of developing countries in world trade

decreased from 31.7% to 30.8% in 1983. This was

caused by the adverse effect of protectionism im-

posed by developed countries on some export com-

modities produced by developing countries.

Economic growth rate of oil-exporting devel-

oping countries in 1983 was -1.1 % or a substan-

tial improvement compared with the previous year

(-4.3%). This improvement was closely related with

the smaller rate of deceleration of oil production,

from 4.0% to 1.0% in 1983. Inflation rate in 1983

rose to 11.4% from 8.1 % in the preceding year.

On the external front, the surplus in the balance

of trade fell to $ 42.5 billion from $ 61.2 billion in

1982. This deterioration was due to a drop in ex-

ports, from $ 213.7 billion to $- 175.9 billion in 1983,

largely caused by the downward adjustment of the

oil prices. On the other hand, imports only decreased

by $ 19.1 billion to $ 133.4 billion in 1983. Although

balance of services deficit indicated a substantial

improvement from $ 73.2 billion to $ 58.7 billion, the

balance of goods and services continued to dete-

riorate, with an increase in its deficit, from $ 12.0

billion to $ 16.2 billion in 1983.

Economic growth rate of non-oil exporting de-

veloping countries advanced slightly, from 1.5%

to 1.6% in 1983. High increases were recorded in

Asian countries, at 6.5%, and Middle East coun-

tries, at 4.2%, compared with 4.5% and 3.4%, re-

spectively, in 1982. Western hemisphere countries

(Latin America) deteriorated, from a negative

growth of -1.6% to -2.3% in 1983. The economy of

African and European developing countries expe-

rienced declines in their growth rates, from 1.2%

and 2.4% in 1982 to 0.1 % and 0.6%, respec-

tively.
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Inflation rate of non-oil exporting developing

countries increased to 44.1% compared with

32.9% in 1982. This increase was mainly due to a

more expansive monetary policy, especially in

Latin American countries (Argentina and Brazil),

and exchange rate adjustment in some countries.

In step with the world economic recovery and

the policy of exchange rate adjustment in some

countries, the deficit of the balance of trade de-

clined sharply, to $ 29.4 billion from $ 53.3 billion

in 1982. Exports of those countries increased from

$ 322.3 billion to $ 331.7 billion while imports de-

creased from $ 375.6 billion to $ 361.1 billion in

1983. Furthermore, the deficit of the services ac-

count also improved, from $ 28.9 billion to $ 27.0

billion in 1983, mainly due to the postponement of

accrued interest charges of Latin American coun-

tries’ external debts to the amount of $ 1.5 billion.

As a result of this postponement, the balance of

goods and services indicated a substantial im-

provement, from a deficit of $ 82.2 billion down to

$ 56.4 billion in 1983.

In line with the economic recovery in the de-

veloped countries and the adjustment measures

undertaken, the economy of developing countries

in 1984 is anticipated to perform better than that

in 1983. This improvement would be accompanied

by lower inflation rates. However, Latin American

countries would still be plagued by high inflation

rates.

Economic recovery in the developed countries

would strengthen demand for primary goods, es-

pecially non-oil commodities produced by devel-

oping countries. Increase in exports was expected

to be faster than that of imports, bringing forth a

higher surplus in the balance of trade. Meanwhile,

the agreement concluded on the postponement of

accrued interest payments of foreign debts would

improve the services account, thereby improving

the balance of goods and services. It is important

to note that on the external front, developing coun-

tries would continue to encounter problems of trade

barriers and persistently high interest rates.

3. ASEAN countries

Economic recovery in the developed countries

in 1983, especially the United States and Japan,

brought about positive effects on the ASEAN

economies. In 1983 economic growth in ASEAN

countries reached 3.8% compared with 3.4% in

the past year. As in earlier years, Singapore still

maintained the highest economic growth and the

Philippines the lowest. Except for Indonesia and

Thailand, the inflation rates of other ASEAN coun-

tries recorded a decline. As a group, the rate of

inflation of ASEAN countries in 1983 was 7.8%

compared with 8.2% in the previous year.

The GDP growth in real terms of Singapore

significantly improved, reaching 7.9% compared

with 6.3% in 1982. The high GDP growth rate was

principally attributable to higher growth rates of

the construction and services sectors.

Meanwhile, inflation rate declined from 3.9%

to 1.2% in 1983. This decline was primarily due to

lower import prices, expecially oil.

In the field of foreign trade, exports increased

by 5.0% reaching $ 20.3 billion while imports re-

mained constant, at $ 26.2 billion, so that the deficit

in the balance of trade improved from $ 6.8 billion

to $ 5.9 billion in 1983. Although the surplus in

services account decreased from $ 5.5 billion to $

4.9 billion, due to the better performance of the

balance of trade, the deficit in the current account

improved from $ 1.3 billion to $ 1.0 billion in 1983.

In 1983 the GDP growth in real terms of Ma-

laysia reached 5.8% compared with 4.6% in 1982.

This increase was largely attributable to the in-

crease of mining production, by 20.2%, particu-

larly oil and liquefied natural gas (LNG).
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Inflation rate declined from 5.8% to 3.7% in

1983. The decline in inflation rate was particularly

due to the tight monetary policy, supported by the

decline in import prices and austerity measures.

In the external field, balance of trade improved

significantly, from a deficit of $ 0.7 billion to a sur-

plus of $ 0.7 billion in 1983. This progress was

caused by a $ 2.1 billion higher exports, reaching

$ 14.1 billion, while imports only increased by $

0.7 billion to $ 13.4 billion. Although the deficit in

the services account worsened by $ 0.8 billion to

$ 3.5 billion, the deficit in the current account im-

proved from $ 3.4 billion to $ 2.8 billion in 1983.

In contrast with other ASEAN countries, the

economy of the Philippines deteriorated from a

growth rate of 2.8% to 1.4% in 1983. This decline

was caused by the weakening activities of export

industries and services. In addition, agriculture

production declined, particularly due to the long

drought. Inflation rate in 1983 was successfully

maintained at the same level as last year, at

10.9%, although a devaluation of the currency and

reductions in oil subsidies were implemented dur-

ing that year. This success was primarily due to

the pursuance of a tight monetary policy and re-

ductions in government spendings.

In the field of international trade, exports de-

clined slightly, by $ 5.0 billion to $ 4.9 billion. How-

ever, the faster decline in imports, from $ 7.7 bil-

lion to $ 7.4 billion, resulted in an improvement in

the deficit of the balance of trade, from $ 2.7 bil-

lion to $ 2.5 billion in 1983. The deficit in the ser-

vices account increased from $ 0.7 billion to $ 0.8

billion, bringing forth only a slight improvement in

the deficit in the current account, from $ 3.4 bil-

lion in 1982 to $ 3.3 billion.

The GDP growth in real terms of Thai/and in

1983 reached 5.8% compared with 4.2% in the

previous year. This development was, among oth-

ers, supported by production improvements in the

sectors of agriculture (3.0%) and industry (8.0%).

Inflation rate was successfully managed. It

declined from 5.2% to 3.8% in 1983. This achieve-

ment was made possible by reductions in govern-

ment spendings and lower prices of import com-

modities.

A deterioration occurred in the field of interna-

tional trade. Exports decreased from $ 6.8 billion

to $ 6.4 billion in 1983, particularly because of

lower exports of rice, tapioca and cane sugar.

Since imports increased from $ 7.5 billion to $ 9.6

billion, the deficit in balance of trade rose from $

0.7 billion to $ 3.2 billion in 1983. On the other

hand, the services account improved from a defi-

cit of $ 0.3 billion to a surplus $ 0.9 billion in 1983.

Therefore, the deficit in the current account dete-

riorated from $ 1.0 billion to $ 2.3 billion.

B. International Monetary Development

The international monetary development in

1983 remained characterized by high level of real

interest rates in the United States, large capital

inflows to that country, strong appreciation of the

US dollar, increasing international liquidity and

heavier external debt burdens of developing coun-

tries.

Tight monetary policy succeeded to push down

inflation at a faster pace than that of the nominal

interest rate, so that real interest rate increased.

High interest rates coupled with expectations of

stronger recovery of the United States economy

continued to induce large capital inflows to that

country, resulting in an appreciation of the US dollar

against the currencies of other industrial countries.

As a consequence of the persistent appre-

ciation of the US dollar, the exchange rate of cur-

rencies under the European Monetary System

(EMS), such as, the German mark, the French

franc and the Italian lira, depreciated by 14%, 21

% and 18%„ respectively, since December 1982

to January 1984. In order to achieve a more bal-
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anced economic activity among member countries

of the EMS, in March 1983 exchange rates realign-

ments were made among the EMS countries. It

should be added that the Japanese yen also ap-

preciated against other key currencies due to the

increasingly larger surplus in the current account

of Japan. In fact, since October 1982 the appre-

ciation of the Japanese yen against other major

currencies was even higher than that of the US

dollar.

International liquidity in 1983 showed an in-

crease of 8.9% after a decrease of 1.6% in the

previous year. Increases in international liquidity

were registered by industrial countries and non-oil

exporting developing countries, by 9.7% and

12.6%, respectively. The rise in foreign exchange

reserves of non-oil exporting developing countries

were due, among others, to the combination of

increases in exports and decreases in imports,

as a result of lower world oil prices. On the other

hand, foreign exchange reserves of oil-exporting

developing countries declined by 1.2% due to

lower oil export earnings. In order to overcome

these problems, in 1983 the IMF enlarged its fund

under the Eighth General Quota Increase to SDR

90 billion. Besides, major industrial member coun-

tries of the General Arrangement to Borrow (GAB)

agreed to supply SDR 17.0 billion to IMF. Further-

more, Saudi Arabia also agreed to supply addi-

tional fund under the above arrangement to the

amount of SDR 1.5 billion.

C. Relation between Indonesia and Multilat-

eral Institutions

1. The International Monetary Fund (IMF or

the Fund)

Under the Eighth General Quota Increase of

IMF, Indonesia’s quota rose from SDR 720 million

to SDR 1,009.7 million. Of this increase, 75% may

be paid in rupiah and the balance in SDR. Trans-

actions with the Fund during the reporting year

included the obligation due to the quota increase,

releases and purchases of SDR as well as draw-

ings of IMF facilities.

As stipulated by the IMF, members were al-

lowed to release their SDR holdings to other mem-

bers through IMF. In the reporting year Indonesia

released SDR 205.7 million. With the decline of

SDR reserves, in 1983/84 Indonesia purchased

SDR 80.7 million, used for the payments of

Indonesia’s quota increase to the amount of SDR

72.4 million and charges SDR 8.3 million.

As an effort to improve the balance of pay-

ments position, in early 1983/84 Indonesia made

use of the IMF facilities in the forms of Reserve

Tranche Facility amounting to SDR 218.4 million

and Compensatory Financing Facility (CFF) SDR

360.0 million. Since drawings under the Reserve

Tranche Facility Scheme were not obliged to be

repurchased, the aggregate outstanding amount

at the end of 1983/84 stood at SDR 425.1 million,

of which SDR 65.1 million represented assistance

in the form of the Bufferstock Financing Facility

(BFF), drawn in January 1983.

2. World Bank group

During the reporting year, the International Bank

for Reconstruction and Development (IBRD) ex-

tended loans amounting to $ 874.9 million to Indo-

nesia, for the financing of 8 projects in the fields

of agriculture, transmigration, water supply, irriga-

tion and electricity. The above amount of loans

reflected an increase compared with $ 733.6 mil-

lion for 9 projects in the previous year. Up to the

end of 1983/84 total World Bank lendings reached

$ 6,170.5 million, of which $ 2,643.0 million (39.1%)

were disbursed. The largest portion of the amount

disbursed (56.8%) was spent on the fields of agri-

culture, irrigation and electricity.

The maturity of I BRD loans remained the

same, ranging between 7 and 30 years, including
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grace period between 3 and 10 years. The interest

rate, fixed at 10.47% p.a. for the period of July to

December 1983 was reduced to 10.08% p.a. for

the period of January to June 1084. The front-end

fee, fixed at 0.25% since March 1, 1983, remained

unchanged.

Since the end of 1980, Indonesia was no longer

eligible for soft loans from the International Devel-

opment Association (IDA). Accordingly, at the end

of the reporting year such loans remained at $

931.8 million, used for the financing of 48 projects

in the fields of agriculture, industry, communica-

tion, electrification and improvement of villages.

Of this amount, $ 785.3 million (84.3%) had been

disbursed.

International Finance Corporation (IFC) provided fi-

nancial assistance to the private sector in the form of

equity capital and loans. Up to the end of the reporting

year the accumulated amount of financial assistance

provided to Indonesia remained the same as in the

preceding year, namely $ 136.8 million. These financial

aids were extended to 13 private enterprises. Of this

amount, $ 66 million was in the form loans, $ 15 million

in equity capital and $ 55.8 million in equity participa-

tion through other financial institutions.

3. Asian Development Bank (ADB)

In the period of 1983/84, the amount of loans ex-

tended by ADB to Indonesia reached $ 489 million for

8 projects in the fields of agriculture, irrigation, urban-

ization, geology and electrification. Up to the end of

1983/84, the total amount of loans provided by ADB

reached $ 2,273.4 millon, of which $ 2,216.6 million

were from Ordinary Resources (72 projects) and $ 156.8

million from Special Funds (23 proiects). The disbursed

amount of loans received under the Ordinary Resources

totaled $ 534.8 million or 24.1%, while that of Special

Funds amounted to $ 116.1 million or reaching 74%.

The maturity of loans from the Ordinary Resources

ranged between] 0 and 30 years, including 2 to 7 years

grace period with the interest rate ranging from 7.4% to

11.0% p.a. The maturity of Special Funds loans ranged

from 24 to 30 years, including 7 to 10 years grace,

bearing no interest but a service fee of 1% p.a. would

be charged on the amount disbursed. Since 1980 Indo-

nesia was no longer eligible for concessionary loans

from the Special Funds.

Up to the end of the reporting year, Indonesia’s

subscription to ADB amounted to SDR 963.5 mil-

lion. From this total, SDR 115.7 million consisted

of paid-in capital, of which SDR 97.2 million were

paid while the balance was payable in three equal

annual instalments. An amount of $ 617.8 million,

representing capital, should be set aside and might

be drawn at any moment.

4. Islamic Development Bank (IDB)

At end of 1983/84 total assistance provided to

Indonesia remained at ID 31.92 millions1), consist-

ing of loans, equity participation and leasing. The

paid-in capital of Indonesia to IDB amounted to ID

63 million, of which ID 47.86 million was paid.

5. Inter-Governmental Group on Indonesia

(IGGI)

In the 26th IGGI session, held in The Hague on

June 13-14, 1983, it was agreed that the amount of

financial assistance to be made available to Indo-

nesia would amount to $ 2.24 billion, consisting of

aids from donor countries ($ 0.57 billion) and multi-

lateral financial institution ($ 1.67 billion). Up to the

end of March 1984, total IGGI loan agreement signed

amounted to $ 26.4 billion, of which $ 16.7 billion

was disbursed.

6. Association of South East Asian Nations

(ASEAN)

Cooperation among ASEAN states steadily pro-

gressed in the reporting year. Favorable progress was

achieved in the fields of trade and industry as well as in

finance and banking. Furthermore, since January 7,

1984, Brunei Darussalam became a member of

ASEAN.

1) ID 1 (Islamic Dinar) = SDR 1.
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The maximum tariff preference under the Pref-

erential Trading Arrangement (PTA), which since

July 1983 was fixed at 20-25% of the customs

duties on imports not exceeding $ 10 million, for

certain commodities (covering both food and

non-food produce) was raised to 50% effective

March 1984. The number of commodities covered

by PTA remained at 18,000 commodities.

Cooperation in the field of industry also pro-

gressed smoothly. The development of the ASEAN

urea fertilizer project in Aceh, with an annual ca-

pacity of 570,000 ton was expected to be com-

pleted in early 1984. In the trial run its production

reached 56,076 metric ton of urea. Furthermore,

the ASEAN fertilizer project in Malaysia, which in

the preceding year reached the stage of basic

preparation, during the reporting year progressed

rapidly so that at the end of the reporting year

more than half (54%) of the construction work was

realized. The proposed ASEAN copper process-

ing plant in the Philippines had reached the stage

for project tender. The ASEAN soda-ash project in

Thailand, planned to be a joint-venture with Ja-

pan, reached the stage or final discussion. Fur-

thermore, as proposed by Singapore, the economic

minister of ASEAN countries agreed to replace

the ASEAN diesel project with Hepatities B Vac-

cine industry.

It should be added that an agreement had been

concluded on the improvement of the pattern of

complementary automotive industries for various

automobile brands. This agreement was concluded

in the Fifteenth Meeting of the ASEAN Economic

Ministers held on October 17-19, 1983.

In addition, in the Twelfth Meeting of ASEAN

Committee of Finance and Banking (COFAB) held

in Bangkok on March 13-15, 1984, an agreement

was concluded on the possibility of establishing

an ASEAN Export Import Bank. It was also agreed

that this possibility would be studied by I FC, the

expense of which would be borne by that institu-

tion. Furthermore, efforts would be enhanced to

improve cooperation with EEC and other indus-

trial countries, such as, Australia, Canada, Japan,

the United States and New Zealand.
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A. Balance of Payments Policy

1. General

After facing heavy pressures in the last two

years, in 1983/84 Indonesia’s balance of payments

improved considerably. This improvement was

brought about by the pursuance of a series of eco-

nomic policies during 1983. The beginning of the

economic recovery of major industrial countries

also facilitated this progress.

Shortly before the reporting year, the Govern-

ment devalued the rupiah to restore the competi-

tiveness of the Indonesian economy. Furthermore,

in May 1983, with a view to economizing the use

of foreign exchange, a number of large govern-

ment projects were rephased. These two measures,

along with efforts to promote non-oil and non-LNG

(non-oil) exports, directly contributed to the favor-

able development of the balance of payments.

In addition, the June 1, 1983 Monetary Policy

also affected the balance of payments. This policy,

especially the substantial reduction of refinancing

facilities (liquidity credits), indirectly reduced the

propensity to import. The Government also con-

tinued to pursue a prudent external debt manage-

ment and placed high priority on concessional

funds while keeping the external debt service bur-

den at a manageable level. Besides those mea-

sures the Government continued to pursue and

improve the policies undertaken in the past years.

2. Foreign exchange system and exchange

rate policy

As mentioned earlier, towards the beginning of

the reporting year the Government devalued the

rupiah to improve the competitiveness of

Indonesia’s economy and established a stronger

foundation for the maintenance of the appropiate

level of the rupiah exchange rate. Furthermore,

the Government reconfirmed the policy of a man-

aged floating rate within a free foreign exchange

system.

The embryo of a free foreign exchange sys-

tem was in fact initiated with the establishment of

the Foreign Exchange Bourse (Bursa Valuta Asing

or BVA) in Jakarta in May 1967, whose members

consisted of foreign exchange banks and traders

in securities. Up to early 1970, exporters were

obliged to surrender their export proceeds to the

Government through Bank Indonesia in exchange

for rupiahs at a rate fixed by the Government. The

policy on the determination of the foreign exchange

rates was materially based on the multiple fixed

exchange rate system, comprising three different

rates, namely B.E. Umum rate, B.E. Kredit rate

and Devisa Pelengkap rate.

Since April 19701), Indonesia adopted a fixed

exchange rate system in which the rupiah was

linked to the US dollar. Also, proceeds of export

of services were no longer obliged to be surren-

dered to Bank Indonesia, while surrender require-

ments of merchandise export proceeds remained

in force.

In the course of the years the rate of foreign

exchange against the rupiah, fixed since 1970, no

longer corresponded to the prevailing exchange

rate, while the dollar fluctuated heavily. As a con-

sequence of these developments, since Novem-

ber 1978, along with the devaluation of the rupiah,

the Government suspended the fixed exchange

rate system and adopted a managed floating ex-

change rate system linked to a basket of curren-

cies of Indonesia’s major trading partners. Export-

ers, however, were still under obligation to surren-

der their export proceeds at a rate determined by

VII. INDONESIA’S BALANCE OF PAYMENTS

1) Government Regulation No. 16 of 1970, April 17, 1970.
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the demand for and supply of foreign exchange at

the foreign exchange bourse. In conjunction with

efforts to improve the free foreign exchange sys-

tem as well as to promote nonoil exports, the re-

quirement imposed on exporters to surrender their

export earnings to the Government through Bank

Indonesia was abolished since January 1982.2)

3. Export policy

The Government during the reporting year con-

tinued to pursue the export policy focusing on

strengthening the competitiveness of non-oil ex-

port commodities while securing adequate supply

of goods for domestic consumption, taking into

consideration the protection of domestic industry.

The policy covered measures on credits, taxation

and marketings.

Under the June 1, 1983 Monetary Policy, banks

were free to determine the level of interest rates

on credits, including credits for exports. However,

for credits on realized exports a lower interest rate

of 9% would be charged. Accordingly, as stipu-

lated in the October 1, 1983 regulation, handling

banks were to refund the amount of interest

charged higher than that determined rate of 9%,

immediately after the exportation of goods was

realized.3)

In the field of taxation, measures taken during

the past years were improved, among others, by

expanding the number of manufactured goods eli-

gible for export certificate facilities. In addition, to

promote exports of a number of mineral products

as well as to secure their overseas market, ex-

port taxes levied on nickel (ore and condensate)4)

and bauxite (ore and condensate)’) were reduced

to 10% and 0%, respectively. Furthermore, with

the enactment of the new Income Tax Law since

January 1, 1984, the withholding tax (MPO) on

exports was abolished.

Regarding marketing, the efforts to improve the

quality control on exportable goods were enhanced

to enable Indonesia to obtain better prices in the

world markets. In the reporting year the Govern-

ment added 49 commodity items to the number of

export commodities subject to quality standard-

ization. In addition, since October 1983 the defect

system had been applied to the standardization

of the quality of Indonesian coffee in place of triace

system. 6) All exports of textiles and textile prod-

ucts enjoying export certificate facilities and be-

ing destined for Singapore, Malaysia, Hongkong

and Taiwan were required to have a prior survey

report made either by PT Sucofindo or an agency

designated by the Director General of Foreign

Trade, Ministry of Trade. This measure was intro-

duced to avoid possible frauds in the use of ex-

port certificate facilities. In order to ensure the

proceeds of textile exports, its implementation

might only be carried out under irrevocable sight

letter of credit, the value of which had to be equal

to the actual selling price.7)

With a view to promoting exports of garments,

especially to European countries and the United

States, efforts were made to obtain larger export

quotas. As results of these efforts, a multilateral

and several bilateral agreements were concluded

during this reporting year, namely with the EEC

countries, Sweden and the United States. 8) Indo-

nesia obtained an export quota of 12 million pieces

2) Government Regulation No. 1 of 1982, January 16, 1982.
3) Decree of Board of Directors of Bank Indonesia No. 16/

35/Kep/DIR, October 1, 1983.
4) Minister of Finance Decree No. 280/KMK.O11/1983, April

20, 1983.

5) Minister of Finance Decree No. 42/KMK.O11/1984, Janu-
ary 23, 1984.

6) Letter of Director of Standardization and Normalization,
Ministry of Trade, No. 408/PTD-1/IX/83, September 10,
1983.

7) Decree of Director General of Foreign Trade, Ministry of
Trade, No. 14/DAGLU/Kp/IV/83, April 26, 1983.

8) Conclusion of the agreements on textile
- Indonesia - USA in Jakarta, October 20, 1983.
-Indonesia - EEC countries in Brussels, November 16,
1983.
-Indonesia - Sweden in Jakarta, December 12, 1983.
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of garments for the EEC, three million for Swe-

den, and 11 million for the United States.

4. Import policy

The import policy pursued in the past years,

designed to induce the development of domestic

industries as well as ensure the domestic supply

of the basic needs, continued to be improved and

enhanced. In the reporting year, the Government

took a number of measures involving limitation of

imports and appointment of importers for certain

products. Furthermore, the Government took a

number of steps to increase as well as to improve

trade cooperation, especially among ASEAN coun-

tries.

In the field of taxation, the Government relaxed

import duties and sales tax on imports9) of cer-

tain raw materials, auxiliary and capital goods.10)

Conversely, to protect domestic industries, the

output of which could meet the domestic demand

and to create a climate of fair competition, the

Government annulled the exemption and even in-

creased the import duties as well as the sales tax

on imports of a number of goods, such as, paper

of particular types and polymerized products.11)

Furthermore, import duties and import sales tax

were imposed on a number of domestically as-

sembled products, such as, hydraulic excavators

and wheel loaders. 12)  With a view to maintaining

price stability, the Government exempted import

duties and sales tax on imports of cooking oil, the

amount of which was subject to the approval of

the Minister of Trade. 13) In accordance with the

Income Tax Law being in force since January 1,

1984, the withholding tax on imports was abol-

ished. Subsequently, imports were subject to an

income tax of 2.5% of the import value (CIF) ap-

plied to holders of Importer’s Identification Num-

ber (API), Temporary Importer’s Identification Num-

ber (APIS), or Limited Importer’s Identification Num-

ber (APIT), while the nonholders.of such licenses

were subject to a 7.5% income tax .14)

With regard to trading arrangements, the Gov-

ernment issued a series of regulations for produc-

ing importers on the importation of a number of

industrial products with a view to ensuring the avail-

ability of raw materials and auxiliary goods for

domestic industries. 15) Under these measures it

was stipulated that imports of certain groups of

commodities might only be executed by desig-

nated importers, consisting of state trading com-

panies and registered producing importers. In ad-

dition, the regulations determined particular speci-

fications and quantitative restrictions on each

group of those imports.16)

To promote trade among ASEAN countries, as

of end of the reporting year Indonesia made a to-

tal of 11,823 items of import commodities eligible

for preferential treatment under the ASEAN Pref-

erential Trading Arrangement.

5. Policy on services

The policy on services pursued in the past

years continued to be directed towards economiz-

ing the use of as well as increasing the earnings

of foreign exchange. To boost foreign exchange

earnings, especially from tourism, the Government

enhanced the development of points of interest in

9) A number of decrees of the Minister of Finance, the
most recent being Decree No. 89/KMK.1/1984, January
24, 1984.

10) Such as laboratory and mechanical equipments, toolkits,
electronic motors, and soybean.

11) Minister of Finance Decrees No. 484/KMK.05/1983, July
29, 1983 and No. 721/KMK.05/1983, October 20, 1983.

12) Minister of Finance Decree No. 313/KMK.05/1983, May
3, 1983.

13) Minister of Finance Decree No. 945/KMK.05/1983, De-
cember 31, 1983.

14) Cable of Director General of Tax No. KWT-3/PJ.1/1984,
January 3, 1984.

15) Minister of Trade Decrees:
- No. 306/KP/VIII/1983, August 6, 1983.
- Nos. 717-723/KP/XII/1983, December 2, 1983.
- No. 107/KP/I/1984, January 25, 1984.

16) Decrees of Director General of Foreign Trade, Ministry
of Trade, Nos. 23-27/DAGLU-4/KP/XII/ 1983, Decem-
ber 6, 1983.
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ten tourist destination areas as well as improved

promotion activities abroad. As already mentioned

in the previous report, those efforts were sup-

ported by lifting the requirement on visas for for-

eign tourists from 26 countries staying in Indone-

sia for less than two months. In addition, tourists’

personal effects were exempted from import du-

ties and import sales tax provided that these equip-

ments were in reasonable amount and should be

brought out of Indonesia on departure.

In 1983/84 the Government enforced a regula-

tion to safeguard and facilitate the recruitment of

Indonesian labors for overseas work. In this regu-

lation it was stipulated that enlistments of Indone-

sian labors for Saudi Arabia must be accompa-

nied by specifications of salaries, working permits

and work contracts. 17)

6. Policies on capital flows

To finance the ever increasing development

needs, in addition to domestic resources, it was

still considered necessary to use foreign resources

as a supplement. Foreign resources comprised

public as well as private external borrowings, and

direct foreign investment.

The policy on external borrowing consistently

pursued the principles of non-adherent to any po-

litical ties while maintaining a self-imposed pru-

dent debt management so as to prevent depen-

dence on foreign borrowings as well as to limit the

burden on the balance of payments, while their

usage would be applied in accordance to the overall

development plan.

To support the development of domestic in-

dustries and thereby creating job opportunities,

efforts to loosen up the linkage between foreign

borrowings and the obligation to procure creditor

countries’ goods were continued and enhanced.

As regards industrial goods which still have to be

imported, the Government placed higher prefer-

ence on the importation of relevant components.

With a view to preventing heavy debt burden in

the short as well as long run, the Government in

pursuing a prudent external debt management

continued to place high priority on concessional

borrowings.

As mentioned in the reports of past years,

since 1967 the Government encouraged foreign

capital investment by granting various incentives,

the degree of which depended on the scale of pri-

orities in line with the progress achieved in the

overall development plan. Accordingly, since 1977

the Investment Coordinating Board (BKPM) issued

a series of Investment Priority Lists (DSP) ad-

justed on an annual basis conforming to the de-

velopment objectives. With the enactment of the

new Income Tax Law,18) only Foreign Capital In-

vestment (PMA) companies having acquired Per-

manent Letter of Approval (SPT) before the end

of December 1983 were eligible for all incentives

previously provided. Thenceforth, a number of pre-

viously extended incentives, such as tax holiday,

investment allowance and exemption of dividend

tax, were abolished. Nevertheless, the much lower

rates of income tax than that previously prevail-

ing on corporate income would still result in a more

favorable climate on foreign capital investment in

Indonesia. Furthermore, certain facilities, such as,

exemption from stamp duty on capital goods, im-

port duties, sales tax on imports, and transfer duty

on the deed of a ship’s registration, were still pro-

vided.

As regards oil exploration, an agreement was

concluded involving the transfer of the operating

status of PT Caltex from the status of Contract of

Work to Production Sharing Contract. Subsequent

to the expiration of the Contract of Work agree-

ment of PT Caltex in November 1983, all assets

17) Minister of Manpower Affairs Decree No. 149/MEN/
1983, May 30, 1983.

18) Law No. 7 of 1983.
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of PT Caltex as stipulated under Act No. 14 of

1983, became the property of the Government of

Indonesia. Thereupon, PT Caltex, might continue

its operation under the scheme of Production Shar-

ing Contract which provided for a sharing ratio of

88% for the Government and 12% for PT Caltex,

in lieu of the generally applied formula of 85 : 15.

In addition, as new investment was regarded un-

necessary for the continuation of this operation,

PT Caltex was obliged to spend additional invest-

ments, to the amount of $ 3 billion, thereby en-

abling increased oil production. The above invest-

ments were required to be carried out within ten

years, commencing from the date of transfer of

the operating status. It should be noted that oil

exploration incentive programs continued to be

applied to Production Sharing Contracts, under

which arrangement of prorata crude derived from

new fields was valued at realized export prices.

With respect to foreign borrowings by state and

private sectors, the Government continued the

policies pursued in the past years. State and local

government enterprises were eligible for borrow-

ing from abroad only after obtaining an approval

from the Government19), whereas the private sec-

tor was not required to obtain this approval. For-

eign borrowings by banks and non-bank financial

institutions have since 1979 been subjected to

ceilings, over which interest penalty would be im-

posed on borrowings exceeding the ceilings. 20)

B. Balance of Payments Development

1. General

Pursuant to the March 1983 rupiah devalua-

tion and the rephasing of various large govern-

ment projects, supported by the world economic

recovery, Indonesia’s 1983/84 balance of pay-

ments showed a considerable improvement. This

improvement was reflected in the remarkable in-

crease of the balance of trade surplus and the

substantial decline in the deficit of the current

account, bringing forth a large surplus in its over-

all balance of payments, following record deficits

in the current accounts as well as in the overall

balance of payments.

The balance of trade surplus in the reporting

year rose by not less than $ 3,336 million to $

3,512 million, after being afflicted by a decline from

$ 5,083 million to only $ 176 million in the previ-

ous year (Table 7.1.). Correspondingly, although

the deficit in the balance of services deteriorated,

the deficit in the current account improved signifi-

cantly, from $ 7,039 million down to $ 4,151 mil-

lion in 1983/84. After experiencing a substantial

deficit of $ 3,280 million in 1982/83, in the report-

ing year the overall balance of payments reversed

to a significant surplus of $ 2,070 million. As a

result, the net official foreign exchange reserves

rose from $ 3,074 million on March 1983 to $ 5,144

million at end of March 1984.

2. Current account

After deteriorating by $ 4,249 million to $ 7,039

million in 1982/83, the deficit in the current ac-

count in the reporting year improved by $ 2,888

million to $ 4,151 million. This progress was pri-

marily due to the better performance of non-oil and

nonLNG (nonoil) exports. The current account defi-

cit of the nonoil sector advanced from $ 14,205

million to $ 11,522 million, while the current ac-

count surplus of the oil and LNG sector rose from

$ 7,166 million to $ 7,371 million.

2.1.Balance of trade

The surplus of the balance of trade reached $

3,512 million in the reporting year compared with

only $ 176 million in the preceding year. This re-

markable improvement was contributed by the bet-

ter attainment of exports, up by 6.1 %, and an

11.9% decline in imports.

19) Presidential Decree No. 59 of 1972.
20) Decrees of Board of Directors of Bank Indonesia:

- No. 12/53/Kep/Dir/ULN, August 8, 1979.
- No. 12/43/Kep/Dir/ULN, July 24, 1979.
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2.1 .a. Exports

After recording a sharp decline in the previous

year (-18.8%), during the reporting year total ex-

ports increased by 6.1 % to $ 19,816 million. This

progress was due to the remarkable increase of

the non-oil exports (36.6%), while both oil and LNG

exports experienced a decline, by 1.9% and 2.5%,

respectively (Table 7.2 and Table 7.3).

Classified by country of destination, Japan re-

mained the main buyer of Indonesia’s export com-

modities, accounting for 44.3% of total exports com-

pared with 51.1% in the preceding year. The United

States remained the second, with a share of 21.5%

compared with 15.3% in the previous year. Mean-

while, exports to ASEAN countries reached 15.6%

of Indonesia’s total export value (Table XIV).
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a.i. Oil and LNG exports

The aggregate exports of oil and LNG went

down by 2.0% to $ 14,449 million, following a de-

cline of 21.7% in the preceding year. This deterio-

ration was recorded the exports of oil as well as

LNG, by 1.9% to $ 12,050 million and by 2.5% to

$ 2,399 million, respectively.

The decline of oil exports was closely associ-

ated with the imposition of a lower base price on

oil exports since February 1983, although the vol-

ume rose by 16.4% to 413 million barrels. The in-

crease in the volume of oil exports was due to the

stronger demand for Indonesia’s oil, especially

from its major buyers. Japan remained the largest

buyer of Indonesia’s oil exports, followed by the
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United States, accounting for 49.3% and 27.4%,

respectively (Table 7.4 ).

Exports of LNG went down by 2.5% to $

2,399 million in 1983/84, although its volume

increased from 478 million MMBTU to 549 mil-

lion MMBTU (Table 7.6). The decrease in the

value of LNG exports was due to the lower LNG

prices (f.o.b.), from $ 5.15 to $ 4_.37 per MMBTU,

since LNG prices were linked to the price of oil.

The higher volume of LNG exports was associ-

ated with the increased production capacity of

LNG refineries in Bontang (August 1983) and

Arun (January 1984), each of which were ex-

panded by 2 trains. Including these expansions,

the annual LNG production capacity, almost en-

tirely destined for exports, rose by 7.8 million

tons to 14.4 million tons. It should be noted that

as a result of the expanded production capac-

ity, Indonesia became the world’s largest pro-

ducer as well as exporter of LNG.
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a.ii. Non-oil/LNG (non-oil) exports

After consecutively experiencing declines in

the past three years, exports of non-oil increased

significantly in the reporting year, by 36.6% to $

5,367 million (Table 7.2 and Table 7.3). This progress

was brought about by the policy to expand non-oil

exports which had been continually pursued since

the past years, supported by stronger world de-

mand. Although both the value and volume of some

major export commodities, such as palm oil, tin

and copper continued to decline, almost all other

main export commodities advanced in 1983/84.

Considerable increases were registered in the ex-

ports of processed timber, rubber, coffee and tea,

while shrimps rose only slightly. It may be added,

that the decline in palm oil exports was closely

related to the policy to secure the need of domes-

tic consumption, while declines in tin and copper

exports were due to the persistently sluggish world

demand for these commodities. On the other hand,

exports of industrial commodities, particularly tex-

tiles, handicrafts and electrical appliances, con-

tinued to show improvements. In the reporting year,

the aggregate exports of those three commodi-

ties experienced a significant increase (68.9%),

primarily reflecting the result of the consistent mar-

ket expansion efforts.

By country of destination, Japan was still the

biggest buyer of indonesia’s non-oil exports, with

a share of 20.8%, followed by the United States

at 19.6%. The share of ASEAN countries experi-

enced a slight increase, from 17.5% to 18.6%.

Timber

In the reporting year, timber exports still occu-

pied first place as the largest foreign exchange

earner of non-oil exports, taking a share of 21.6%.

Although the volume of timber exports only rose

by 14.5% to 5,843 thousand tons, its value went

up by 29.1% to $ 1,161 million, due to the consid-

erable increase in the share of processed timber

exports (sawn timber, plywood and other processed

timber). In the reporting year, the value as well as

the volume of processed timber exports advanced

by 51.8% to $ 894 million and by 42.8% to 3,307

thousand tons, respectively. On the other hand,

the value as well as the volume of log exports

were down by 13.9% to $ 267 million and by 8.9%

to 2,536 thousand tons, respectively. These de-

velopments were in line with the policy undertaken

since 1980, to gradually expand exports of pro-

cessed timber in lieu of logs.

Japan was still the largest importer of

Indonesia’s timber, although its share declined from

30.3% to 20.7% in 1983/84. Other main importing

countries were the United States (16.4%),

Singapore (14.1%), Hongkong (8.6%), Taiwan

(5.1%) and Italy (4.7%).

Rubber

After consecutively experiencing declines in

the past three year, rubber exports rose sharply,

by 60.0% to $ 984 million and its volume by 30.6%

to 1,145 thousand tons. This improvement was

associated with the brisker world demand as re-

flected in the 22.5% increase in the world market

prices. The United States remained the largest

importing country of Indonesia’s rubber exports,

with a share of 42.3% compared with 41.3% in

the preceding year. Singapore ranked second, its

share rose from 22.1% to 27.2%. Other important

buyers of Indonesia’s rubber were the Soviet Union,
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Japan and the Federal Republic of Germany, ac-

counting for 5.2%, 4.4% and 3.5%, respectively.

Coffee

As in the preceding years, among non-oil ex-

port commodities, coffee continued to occupy third

place after timber and rubber. Both the value and

volume of coffee exports registered an increase,

by 39.4% to $ 506 million and 24.7% to 298 thou-

sand tons, respectively. It should be noted, the

value and volume of Indonesia’s coffee exports

to nonquota countries recorded remarkable in-

creases, by 28.1% to $ 123 million and by 19.1%

to 112 thousand tons, respectively. This progress

was due both to price improvements in the inter-

national markets as well as enhanced market ex-

pansion efforts, especially to non-quota countries.

The favorable coffee prices were mainly due to a

slowdown in coffee production in the main pro-

ducing countries, such as Brazil and Ivory Coast.

It may be added that Indonesia’s quota of coffee

exports imposed by the International Coffee Or-

ganization (ICO) was raised by 5.4 thousand tons

to 147.4 thousand tons for the period of 1983/84.

Tin

Tin exports still experienced a decline, in vol-

ume by 11.1 % to 24 thousand tons and in value

by 11.5% to $ 309 million. This deterioration was

in conjunction to the downward adjustment of

Indonesia’s quota of tin exports enforced by ITC

from 5,825 tons to 5,524 tons per quarter for the

1983/84 period. This quota reduction was consid-

ered necessary since the international tin prices

remained weak due to the release of the United

States’ tin stockpile. During the reporting year, the

release of this stockpile reached 2,295 tons com-

pared with 2,267 tons in the previous year.

In terms of country of destination, Singapore

and the Netherlands were the largest buyers of

Indonesia’s tin, with a share of 61.9% and 16.6%,

respectively. In the reporting year, Indonesia re-

mained the world’s second largest producer and

exporter after Malaysia.

Palm oil

In the reporting year, both value and volume of

palm oil exports declined, by 10.7% to $ 92 mil-

lion and by 11.4% to 279 thousand tons, respec-

tively. This slowdown was due to the policy of the

Government which limited the exports of palm oil

to secure adequate supply for the domestic mar-

ket. This limitation was implemented through,

among others, the raising of the level of export

tax as well as the imposition of additional export

tax (PET) on palm oil and stearin. By country of

destination, the main consumers of Indonesia’s

palm oil were the Netherlands (30.8%), United King-

dom (26.8%), the Federal Republic of Germany

(16.3%) and Italy (11.3%).

Shrimp

In this reporting year, though increased only

slightly, by 1.0% to $ 206 million, shrimps retained

its important position as one of the main foreign

exchange earner among non-oil export commodi-

ties. Shrimps accounted for 74.6% of total exports

of animal and produce, and 3.8% of total exports

of non-oil commodities.

As in the previous years, the bulk of shrimp

exports went to Japan (78.0%), and the rest to

the United States, Hongkong and Singapore.

Tea

In the reporting year, the value of tea ex-

ports went up by 34.5% to $ 156 million, com-

pared with 23.4% in the preceding year. This

improvement was due to an increase in the vol-

ume of exports, by 25.0% to 85 thousand tons,

induced by the better world market prices. This

favorable development was caused by the fall

in the supply from major tea producing coun-

tries such as India, Sri Lanka and the People’s

Republic of China.
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Other important export commodities

Among other important non-oil commodities

showing favorable improvements were textiles,

electrical appliances, nickel, aluminium and urea

fertilizer, while copper experienced a decline. The

first group of the above commodities in the aggre-

gate rose by 50.7% to $ 893 million. Textile ex-

ports increased by 84.7% to $ 290 million. This

remarkable increase was due to the easing of im-

port quotas for Indonesian garments by the United

States, Sweden, Canada and the expansion of

markets to African and the Middle East countries.

Exports of electrical appliances rose by 15.0% to

$ 130 million which was due primarily to the result

of increased marketing efforts to African and

ASEAN countries, such as, Singapore, Malaysia

and the Philippines. The value of nickel exports

went up by 22.3% to $ 170 million, largely due to

higher volume of exports. Aluminium exports, com-

mencing from October 1982, reached $ 165 mil-

lion in the reporting year. The highest increase was

registered in the exports of urea fertilizer, up by

not less than 138.1 % to $ 50 million, due to an

increase in volume. With regard to copper, due to

the persistently sluggish world demand, its export

value declined further, by 22.6% to $ 89 million,

following a 13.5% decline in the previous year.

2.1. b. Imports

Imports, for the first time since many years,

experienced a decline, by 11.9% to $ 16,304 mil-

lion. Declines were recorded in the oil and. non-oil

sectors, by 20.1% to $ 3,489 million and 9.3% to $

12,815 million, respectively (Table 7.7). As in the

previous year, in 1983/84 imports by oil enterprises
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went down from $ 4,223 million to $ 3,273 million.

This was due to the decline in imports of fuel oils

and Arabian Light Crude executed by Pertamina,

by 29.2% to $ 1,000 million and by 21.5% to $ 757

million, respectively. On the other hand, as in the

preceding year, imports by LNG enterprises rose

from $ 142 million to $ 216 million.

TABLE 7.8
IMPORTS BY ECONOMIC CATEGORY1)

(percentage)

Capital Raw materials Consumer
Year goods and auxiliaries goods

1979/80 37.0 33.7 29.3

1980/81 45.2 35.7 19.1

1981 /82 41.7 41.8 16.5

1982/83r 41.9 45.2 12.9

1983/84 41.4 44.4 14.2

1) During the period of 1978/79 through 1981/82 compila-
tion of the data are based on Application for Opening
Letter of Credit (P L/C). As from 1982/83, in accordance
with the recent regulation on import statistics, the data
are compiled on the basis of the Custom Import Docu-
ment (PPUD).

Non-oil imports, consisting of imports financed

with general foreign exchange, foreign assistance

and foreign capital investments in the reporting

year declined by $ 1,316 million to $ 12,815 mil-

lion. The largest decrease was experienced by

imports under foreign capital investments, by

44.4% to $ 786 million. This decline occurred in

imports under foreign private direct investments,

by 27.4% to $ 217 million, as well as imports un-

der public and private investments, by 48.9% to $

569 million. The decline in imports under public

enterprises was closely related to the completion

of the expansions of LNG projects in Badak and

Arun.

Imports financed under general foreign ex-

change, consisting of “program imports” and

“non-program imports”, in the reporting year de-

clined by 4.1%. The decline in “program imports”

was due to lower import bills of sugar and fertil-

izer, attributable to higher output of these com-

modities. With regard to non-program imports, the

substantial fall in its growth rate (merely up by

0.6%) was closely associated with the rupiah de-

valuation and the June 1, 1983 Monetary Policy,

which resulted in a reduction in the propensity to

import.

Imports on account of foreign assistance,

which in the past years recorded substantial in-

creases, during the reporting year declined by

7.9%. This decline was primarily registered on

project aid imports, down from $ 4,266 million to $

3,863 million, following the rephasing of several

large government projects.

In terms of economic category, in the report-

ing year, the composition of imports remained

unchanged (Table 7.8). Similar to the past two

years, imports of raw materials and auxiliary goods

ranked first (44.4%), followed by capital goods

(41.4%) and consumer goods (14.2%).

By country of origin, the largest share of

Indonesia’s imports came from Asian countries

(58.0%), while American and European countries

ranked second and third, respectively, at 19.3%

and 18.7%. Among industrial countries, Japan still

occupied first place (24.2%), followed by the United

States (17.0%), and the Federal Republic of Ger-

many (4.7%). The share of imports from ASEAN

countries rose from 20.0% to 22.2% in the report-

ing year. Among ASEAN countries, Singapore

ranked first (91.1%) and the remainder came from

Thailand (4.1%), the Philippines (3.3%) and Ma-

laysia (1 .5%).

2.2. Services account

Unlike the preceding year, the deficit of ser-

vices account resumed to register an increase,

from $ 7,215 million to $ 7,663 million (Table 7.9).

This increase was due to higher net outflows of

investment income and non-freight services. The
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higher net outflows of investment income was

closely associated with the increase in interest

payments of foreign debts of the Government, by

20.0% to $ 1,178 million, while inflows arising from

interest earnings on foreign exchange holdings of

Bank Indonesia as well as foreign exchange banks

recorded declines, by 28.4% to $ 298 million and

by 13.1% to $ 319 million, respectively. On the

other hand, freight on imports declined by 11.7%

to $ 1,880 million caused by the smaller oil and

non-oil import bills. It is worth noting that expendi-

tures on overseas travel declined by 9.3% to $

510 million, while receipts from foreign tourists rose

remarkably, by 32.8% to $ 417 million.

3. Capital movements of the non-monetary

sector

In the reporting year, net inflows of the non-

monetary sector rose from $ 5,880 million to $

5,974 million. The surplus in the government capi-

tal account registered an increase, while that of

the private capital account declined.

3.1. Official capital movements

During 1983/84, inflows of official capital

amounted to $ 5,793 million while amortization

reached $ 1,010 million, thus bringing forth the

overall surplus in the capital account to $ 4,783

million.
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3.1.a. Loans and aids

Official capital inflows in the form of financial

assistance received by the Government under the

IGGI rose by 46.5% to $ 4,255 million. 6y con-

trast, financial assistance under the non-IGGI

declined by 27% to $ 1,538 million. However, the

overall official capital inflows still experienced an

increase i.e. 15.6%. In terms of credits, the larg-

est increase of the above inflows were borrowings

under ODA terms, by 34.3% to $ 2,097 million.

Borrowings under non-ODA terms only rose by

7.2% to $ 3,696 million. It may be added that as in

the preceding year, the largest portion of IGGI

borrowings comprised project aid (98.6%) and the

balance, program aid. The above official capital

inflows included grants ($ 113 million) as well as

placement of government bonds in Japanese yen,

the Netherlands guilder and Deutsche mark (total-

ing $ 118 million) and floating rates notes ($ 250

million).

3.1.b. Debt repayments

Principal repayments of Government’s foreign

borrowings during 1983/84, amounted to $ 1,010

million, consisting of ODA borrowings $ 292 mil-

lion, non-ODA lendings $ 630 million and preJuly

1966 borrowings (old debts) $ 88 million. It may

be added that the payments of interest on these

borrowings rose by 20.0% reaching $ 1,178 mil-

lion. The percentage of amortization and interest

payments of foreign debts in proportion to net

export earnings, the debt service ratio, stood at

17.2%.

3.1.c. Disbursed and still outstanding ex-

ternal borrowings

At end of March 1984, the amount of disbursed

and still outstanding debts amounted to $ 22,772

million, consisting of $ 1,429 million of old gov-

ernment debts, $ 19,674 million of new govern-

ment loans and $ 1,669 million of borrowings by

state enterprises (Table 7.11).

By source of financing, the largest portion

of new government borrowings (66.1 %) origi-

nated from IGGI and the remainder (33.9%) from

non-IGGI sources. IGGI debts comprised bilat-
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eral (73.7%) and multilateral (26.3%), of which

the latter consisted of among others, borrowing

from IBRD, IDA, ADB and Inernational Funds

for Agricultural Development (I FAD). The larg-

est portion of the nonIGGI borrowings (81.8%)

came from banks and other financial institutions,

while the remainder (18.2%) from bilateral

sources.

By terms of credits, IGGI loans under ODA

terms amounted to $ 8,456 million (including

program aid $ 2,197 million) and non-ODA

terms $ 4,554 mi l l ion. With respect  to

non-IGGI borrowings, $ 1,212 million were on

ODA terms and $ 5,452 million on non-ODA

terms. Therefore, of the overall new govern-

ment debts, an amount of $ 9,668 million were

on ODA terms and $ 10,006 mil l ion on

non-ODA terms. It may be stated that the

largest portion of these new debts were used

to finance development projects.

Borrowings by state-owned enterprises

cons is ted  o f  commerc ia l  loans  o f  PT

Pertamina and PT Garuda Indonesian Air-

ways.

3.2. Private capital movements

In the reporting year, the surplus of pri-

vate capital inflows declined by 33.7% to $

1,191 million. Lower net capital inflows were

recorded in government and private enter-

prises as well as foreign capital investments.

The net capital inflows of the government and

private enterprises, went down by 32.8% to

$ 998 million. This downward trend primarily

occurred in the capital inflows of Pertamina,

from $ 937 million to $ 337 million. Regarding

foreign capital investments, the net inflows

declined from $ 311 million to $ 193 million.

4. Monetary movements

As the result of the improvement in the

overall balance of payments, the official for-

eign exchange reserves during the reporting

year augmented again (Table 7.1). Net offi-

cial foreign exchange reserves, which at end

of 1982/83 amounted to $ 3,074 million or just

enough to finance about 2.3 month non-oil im-

ports, at the end of the reporting year went

up to $ 5,144 million or equivalent to 4.3

month non-oil imports.

It should be added that the above reserves

excluded foreign exchange holdings of for-

eign exchange banks, which rose by 13.7%

to $ 3,772 million at end of the reporting year.

TABLE 7.11

OUTSTANDING EXTERNAL DEBTS AT THE

END OF MARCH 1984

(millions of dollars)

Particulars Position

I. Government debts 21,103

1. Old debts 1) 1,429

2. New debts 19,674

a. IGGI2) 13,010

- ODA3) ( 8,456 )

- Program aid 2,197

- Project aid 6,259

- Non -ODA4) ( 4,554 )

b. Non-IGGI 6,664

- ODA (1,212 )

- Non -ODA (5,452 )

II. Debts of State Enterprises 1,669

Total 22,772

1 ) Old debts are those obtained prior to July 1966.
2 ) IGGI borrowings are those obtained under com-

mitment
in the IGGI meeting.

3 ) Official Development Assistance (ODA) are loans
provided by foreign governments (bilateral) and
international agencies (multilateral) to the Gov-
ernment of Indonesia. The terms for the above
mentioned bilateral and multilateral loans may be
concessionary as well as nonconcessionary.

4 ) Non-ODA borrowings are those mostly obtained
bilaterally from foreign banks and creditors on
commercial terms.
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5. Exchange rate development

As mentioned earlier, Indonesia operated

a managed floating exchange rate mechanism

within a free foreign exchange system. Con-

sequently, the rate of the rupiah against for-

eign currencies would be affected by devel-

opments in the international money markets,

particularly currencies of Indonesia’s main

trading partners.

In the reporting year, currencies of some of

Indonesia’s main trading partners appreciated in

the international money markets, bringing forth a

depreciation of the rupiah against such currencies,

among others, by 2.7% against the US dollar, 1.8%

against the British pound sterling, 9.3% against

Japanese yen and 13.7% against Australian dol-

lar. On the other hand, currencies of some other

main trading partners depreciated, hence the rate

of rupiah against those currencies appreciated,

inter alia, by 4.4% against the Netherlands guil-

der, 6.5% against French franc and 4.0% against

Deutsche mark.

C. Indonesia’s Balance of Payments Pros-

pects for 1984/1985

After experiencing a remarkable improvement in

the reporting year, the balance of payments in 1984/85

would be expected to improve again. This is based on

the anticipation that non-oil and non-LNG export earn-

ings will increase, while imports and services will in-

crease slightly.

The expected rise of non-oil exports in 1984/85

was based on the assumption that the recovery of

the world economy would continue to progress, sup-

ported by the efforts of the Government to encour-

age nonoil and non-LNG exports. Higher LNG ex-

ports would be expected to occur due to the ex-

panded LNG production capacity (with 4 new trains),

which was constructed to fulfill the additional

long-term sales contract concluded with Japan. On

the other hand, world oil market might not improve.

Based on these assumption, in 1984/85 the deficit

in the current account would be expected to decline

and the overall balance of payments would continue to

show a surplus.
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A. National Product

The growth of the Indonesian economy in terms

of real gross domestic product GDP1) in 1983 was

4.2% after experiencing the lowest growth rate

during the past decade at 2.2% in 1982. This im-

provement was mainly attributable to better pro-

duction performance of the agricultural, wholesale

and retail trade, and industrial sectors. Taking into

account the annual population growth rate of 2.2%,

real per capita GDP during 1983 grew approxi-

mately by 2.0%.

The annual average growth rate, during the Third

Five Year Development Plan (Pelita III) was 6.10%,

compared with 8.36% and 7.22% during Pelita I and

Pelita II, respectively. During Pelita I II, except for

the agricultural sector, all sectors registered lower

production growth rates than targeted. The high rate

of growth of the agricultural sector was closely re-

lated to the relatively high production increases of

food crops, especially rice and secondary crops,

reflecting the result of better implementation of the

intensification and extensification programs. In 1983,

value added of the agricultural sector rose by 4.8%

after experiencing a lower growth rate of 2.1% in

the preceding year. The higher increase was asso-

ciated with the efforts carried out by the Govern-

ment through guidance and extension services, sup-

ported by favorable weather conditions. Those re-

cording high growth rates were rice and corns under

foodcrops, rubber, tea and coffee under plantation

crops and timber. Value added in wholesale and re-

tail trade, up by 3.8%, was largely due to higher

growth rates of other sectors. Industrial sector also

experienced an increase of 2.2% which was asso-

ciated with the increase in production of cement,

plywood, fertilizer, textiles, paper, sponge iron, and

reinforcing steel bar.

It is worth noting that value-added of the min-

ing sector in 1983 increased by 1.8%, after expe-

riencing a sharp decline of 12.1% in the preceding

year. This reversal was mainly attributable to the

increase in oil, natural gas, coal and bauxite pro-

duction.

Based on current prices, the contribution of the

agricultural sector to GDP, although remaining the

dominant sector, declined from 29.5% at end of

Pelita III to 26.4% at the end of Pelita II. The con-

tribution of other major sectors indicated an in-

crease, namely, manufacturing from 10.6% to

12.5%, mining from 19.2% to 19.4% and whole-

sale and retail trade from 15.2% to 15.3%.

From the expenditure side at constant 1973

prices, private and government consumption rose

by 6.3% compared with 4.0% in the preceding year.

Gross domestic investment showed a sharp de-

cline, from 13.0% to 7.8%, which inter alia was

associated with the decrease of domestic produc-

tion and imports of capital goods. After experi-

encing declines in the past few years, exports of

goods and non-factor services grew by 6.3%,

largely due to better performance of non-oil ex-

ports as a result of several adjustment measures

undertaken by the Government. Although imports

of capital goods and raw materials both declined,

aggregate imports of goods and services rose by

12.3% compared with 8.2% in the previous year.

It should be noted that the decrease in imports of

capital goods was caused by the rephasing of

several large government projects, while that of

raw materials was due to higher use of domesti-

cally produced raw materials. By contribution to

economic growth, consumption and gross domestic

investment occupied the largest share, being 6.4%

and 2.3%, respectively.

GDP at current prices for 1983 totaled Rp

71,214.7 billion. With a mid-year population of 156.4

VIII. PRODUCTION INFRASTRUCTURE AND PRICES

1) At 1973 prices.
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million, GDP per capita rose by 17.3% to Rp

455,336.96 or equivalent to $ 500.00 ($ 1.00 =

Rp910.90).2) Accordingly, based on World Bank

criteria, Indonesia maintained its position as a

middle income country.

B. Price Development

Price development during the reporting year,

as measured by the consumer price index (CPI)

of 17 cities, showed an increase of 12.63% com-

pared with 8.40% in the preceding year (Table 8.5).

This development was closely related to the de-

valuation of the rupiah on March 30, 1983 and the

price increase of the domestic fuel oils on Janu-

ary 12, 1984. Nevertheles, this level of inflation

was still lower than those prevailing in most other

developing countries.

The average rate of inflation during Pelita I, II

and III showed a downward movement, from

17.48% to 14.77% and 13.16%, respectively. This

price development, accompanied by increases in

national income per capita, reflected the success

of the Government policies in controling the price

level.

Food component, the largest share in the rate

of inflation (48%) recorded the highest increase,

up by 15.26%. Besides food, significant price in-

creases were also registered in housing and mis-

cellaneous components, by 14.50% and 8.81 %,

respectively, while clothing rose only by 5.02%.

Prices of all commodities under the food com-

ponent registered increases, especially fats and

oils and cereals including its products sub-

components. The share of these two sub-

components in the price determination of the food

component we’re, 69.30% and 5.40% respectively.

The high increase in the fat and oil sub-component

was mainly caused by higher prices of cooking oil

due to the lower production of coconut although

output of palm oil was up. Higher world market

prices of copra, resulting from the fall in coconut

output of the Philippines, the largest copra pro-

ducer, also boosted the price of cooking oil. The

relatively high price increase of cereals and cas-

sava was mainly attributable to higher prices of

rice. This development was closely related to the

government policy, which raised the floor purchase

prices of unhusked and husked rice by 13.8% and

13.4%, respectively, effective as from February

1984.

The rise in prices of housing and miscellaneous

goods and services components was mainly

caused by the pricing policy on domestic fuel oils,

which on average was raised by 36.9%. Following

this pricing policy, household expenditures on

kerosin and premium rose by 50.0% and 9.4%,

respectively. Furthermore, the increase in trans-

portation fare ranged between 1 % to 66% while

rate for electricity rose by 30%, resulting in price

increases of manufactured products, such as ce-

ment, between 5.3% and 18.6%.

The increase in clothing component was insig-

nificant although production cost was up following

the pricing policy on fuel oils and transportation

services. Demand for clothing, especially textiles,

was sluggish since the past several years. This

situation was reflected by the continually increas-

ing textile inventories.

The average monthly price development during the

reporting year showed an increase of 1.05%. The high-

est rate of increase was recorded in January and Feb-

ruary 1984 at 3.42% and 1.66%, respectively, as a

result of the pricing policy on fuel oils and transporta-

tion services. Relatively high price increases occurred

also in April 1983 (2.43%) and in June 1983 (1.58%),

of which the former was closely related with the rupiah

devaluation (by 27.6%) in March 1983 and the latter to

higher demand on consumer goods on the eve of Idul

Fitri celebration.
2) Daily average of the middle conversion rate at Bank

Indonesia.
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It may be noted that there were also price de-

clines occurring in August (0.02%) and October

(0.01%), 1983. The price decline in August 1983

was caused by the weakening demand for con-

sumer goods after the Idul Fitri celebration

subsidied, while that of October 1983 was caused

by the lower prices of cement and rice.

During the reporting year, price developments

as measured by the wholesale price index rose

by 27.19% compared with 7.02% in the preceding

year. The highest rate of increase was recorded in

the indices of export commodities which rose by

43.18%. The wholesale price index of import com-

modities was up by 25.37%, agriculture commodi-

ties by 17.45%, industrial goods by 16.09% and

mining products by 12.01 %.

The high increase in the domestic prices of

export commodities were mainly due to brisker

world demand for rubber, coffee and tea. The in-

ternational prices for rubber RSS I, Robusta cof-

fee and BOP tea rose by 24.9% to $ 0.56 per lb,

30.1 % to Sin $ 4.11 per kg and 69.4% to £1.67

per kg, respectively (Table 8.7). In line with this

development, the market prices in Jakarta for rub-
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ber RSS I, Robusta coffee, and BOP tea on the

average rose by 92.1 % to Rp 1,023.58, 53.0% to

Rp 1,204.17 and 68.7% to Rp 1,268.75 per kg,

respectively (Table 8.6).

C. Population

Indonesia faced two major problems involving

population, namely the high growth rate and over

concentration of population in Jawa island.

Futhermore, there was an imbalance in the age

structure of the population, of which 60% was

under 24 years of age (Population Census of 1980).

The large size of population with a relatively

high growth rate caused a higher increase in the

labor force than the creation of employment op-

portunity resulting in unemployment problems.

Futhermore, the labor force was mostly inexperi-

enced ,and unskilled.

As a program under population policy,

transmigration was directed to solve the im-

balance of population dispersion and man-
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power distribution. During the reporting year,

this program continued to be pursued and

enhanced.

Besides the above program, effor ts to

solve the population problems were carried

out through “the family planning program”, in-

tended to reduce the growth rate of the popu-

lation. During the reporting year this program

continued to be expanded anti intensified,

involving all community levels including those

living in new settlement areas.

1. Labor force

During the reporting year, the Government con-

tinued to place special attention to promote the

expansion of employment opportunities through a

more even distribution of economic activities in

all sectors and regions. In addition, efforts were

enhanced to utilize labor force more efficiently and

effectively. In this connection, the Government

continued to pursue integrated programs involv-

ing state and private institutions to maximize the

creation of employment opportunities.
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TABLE 8,8
GROWTH RATE AND NUMBER OF

EMPLOYMENT OPPORTUNITIES IN 1983

Employment opportunities
Economic
Sectpr Growth Number Percentage

rate thousand share
(%) (people) (%)

Agriculture 1.3 30,312 54.6
Mining 2.6 331 0.6
Manufacturing 3.5 5,147 9.3
Construction 3.7 1 ,924 3.5
Transportation 2.1 1,640 2.9
Others 2.9 16,119 29.1
Total 2,1 55,373 100.0

Source : - National Development Planning Board.
- Department of Manpower.
- Central Bureau of Statistics.

Transmigration

The policy on transmigration was directed to-

wards achieving a more even distribution of the

population and labor force by opening new and

enlarging production areas. To reach that objec-

tive, during Pelita III the Government policy on

transmigration was focused on the number as well

as the skills of the population .being moved.

During Pelita III the number of family targeted

for transmigration was set at 500 thousand. Until

the end of the reporting year, 535,474 families were

transmigrated, or higher than targeted. Of the

above number, 169,497 transmigrated spontane-

ously (on their own initiatives). During the report-

ing year 76,298 families were transmigrated, in-

cluding 14,867 spontaneous transmigrants (Table

8.12).

In order to accelerate the implementation of trans-

migration, since 1982 the Department of Manpower

and Transmigration and the Department of Agriculture

coordinated a program for the development of Small-

The improvement of the productivity of the la-

bor force, especially young workers in urban ar-

eas, was carried out through professional trainings.

Efforts to distribute and utilize the labor force more

evenly and effectively were executed through

inter-local work program (AKL), inter-regional work

program (AKAD) and international work program

(AKAN).

Based on the 1980 Population Census, the In-

donesian population in 1983 was estimated around

158.1 million or an increase of 2.2% over the pre-

vious year. Consequently, the labor force rose from

62.6 million reaching 63.5 million or 40.2% of the

population in 1983. This high growth rate of the

labor force could not be wholly absorbed by the

creation of employment opportunities. Futhermore,

the quality of the labor force was still low because

of the generally low level of education (Table 8.10

and Table 8.11).

As shown in Table 8.8, the number of employ-

ment opportunities indicated an increase, reach-

ing 55.37 million in 1983. The highest growth rates

of employment creation were by the industrial and

construction sectors. Although the growth rate of

the agricultural sector was significantly lower than

the average, its share remained the highest, i.e.

54.6% (30.2 million) of total employment opportu-

nities.

The regulation on wages were directed towards

achieving a standard so that the minimum wages

would suffice the subsistant level and a more eq-

uitable spreading among comparable occupations

in all activities. As shown in Table 8.9, the growth

rate of the minimum (13.5%) and the maximum

(10.8%) wages both exceeded that of the con-

sumer price index (9.01%).
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holder Nucleus Estate (PI R) in transmigration areas.

Furthermore, to induce spontaneous transmigration,

the development of these PIRs was also linked to spon-

taneous transmigration, called special NES (PIR

khusus). Regions where PIR - khusus were developed

included, among others, Riau, Lampung, East

Kalimantan, South Kalimantan and West Kalimantan.

In Repelita IV the program on transmigration would

be continued and enhanced. This program would be

induced by improving the standard of living of the

transmigrants. Furthermore, a more intensive informa-

tion would be spread nation-wide in order to improve

the perception of transmigration. During Repelita IV the

Government targeted to transmigrate 750 thousand

families.

3. Family Planning

The high rate of population growth, which was

accompaniedbyanimbalancedage structure, re-

mained one of the main population problems. In

this connection, the Government continued to

place a high priority on the family planning pro-

gram in order to reduce the population growth rate.

Similar to transmigration, the Government tried

hard to improve the perception of family planning.

Nation-wide information was spread out to promote

the motto saying small family would improve the

welfare of the community.

In 1983 the program was expanded to reach

remote areas throughout the country. Various steps

thus far taken were-directed to reach the target of

reducing the fertility rate by 50% around 1990. It

should be noted that the family planning program

also in corporated efforts to improve the standard

of living, raise life expectancy and lower infants’

mortality rate.

To enlarge the scope and to speed up the at-

tainment of the objective of family planning, a Sa-

fari family planning program was introduced, in-

volving the provision of information and services

on family planning to all levels of the society.

In line with the growth of family planning, fam-

ily planning clinics continued to increase, reach-

ing 7,064 at end of the reporting year. Further-

more, the members of family planning rose by
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31.1% or 5.25 million, bringing forth a total of 30.28

million at end of Pelita III. The target of member-

ship of the family planning during Repelita IV was

set at 24.7 million (Table 8.13).

D. Capital Investment

To encourage domestic capital investment

(PMDN) and foreign capital investment (PMA),

since the past several years the Government

granted incentives, such as tax holiday on new

investments and investment allowances for ex-

pansion of projects. The degree of facilities was

determined on the basis of the scale of priority

and published by the Investment Coordinating

Board (BKPM) under the so-called investment pri-

ority list (DSP)3) During the reporting year BKPM

adjusted the DSP, emphasizing more on equitable

spreading of investments and providing greater

opportunities for the economically weak group. The

DSP classified the field of activities into 7 sec-

tors, 18 sub-sectors and 73 programs covering

2,227 fields of activities, of which 2,116 were open

and 111 closed for new investments. Out of the

2,116 fields of activities mentioned above, 883

were open for PMDN, of which 381 were also open

for PMA.

Since the enactment of the new Income Tax

Law on January 1, 1984, PMDN and PMA invest-

ments licenced after December 31, 1983 were

henceforth not eligible for the above incentives.

However, capital investments were still attractive

since the aforementioned law provided a signifi-

cant reduction on the maximum rate of income

tax, namely down from 45% to only 35%. Further-

more, some other concessions such as the ex-

emptions from capital stamp duties, import du-

ties and sales tax on certain raw materials and

capital goods and tax on registration of vessel

remained valid. In 1983 as a result of measures

taken by the Government, such as, better ser-

vice; more effective investment promotion activi-

ties and efforts to simplify the process of issuing

permits, intended capital investment of PMDN and

PMA rose significantly, by 80.1 %.

During the Third Five Year Development Plan

(Pelita I I I), approved intended domestic and for-

eign investments increased rapidly, by 58.0% an-

nually compared with 2.2% in the preceding Pelita.

This sharp increase was attributable to the favor-

able investment climate, such as, political stabil-

ity, better infrastructure and simplified procedures

for the issuance of permits. The large increase in

the intended capital investments occurred mainly

in the industrial sector, such as nonmetallic min-

erals, chemicals, metal products and paper indus-

tries. In Repelita IV, capital investment activities

were directed towards the development of natural

and human resources, metal products and ma-

chinery industries.

1. Domestic capital investment

In 1983 the Government approved 407 projects

of intended investment amounting to Rp 7,428.2

billion or 89.9% above the value of investment in

the preceding year. Large increases were regis-

tered in virtually all sectors led by manufacturing

at 112.5%, of which paper and nonmetallic indus-

tries experienced the highest increase, by 216.4%3) Presidential Decree No. 34 of 1983.
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and 194.2%, respectively. During Pelita III intended

investment amounted to Rp 15,669.9 billion or

reached 79.2% of total investments since the en-

actment of PMDN, of which almost half of it oc-

curred in 1983. Of these investments, the manu-

facturing occupied the largest share (Rp 10,851.9

billion), followed by agriculture (Rp 1,317.3 billion)

and forestry (Rp 1,129.7 billion).

Since the enactment of the Domestic Invest-

ment Law in July 1968 up to the end of 1983, PMDN

activities approved by the Government reached

4,068 projects amounting to Rp 19,778.6 billion.

Of these investments, the’ manufacturing occu-

pied the largest share with 2,851 projects, followed

by forestry and agricultural sectors with 479 and

250 projects, respectively.

By regional distribution, West Jawa held the

first rank with 939 projects followed by Jakarta

with 812 projects, East Jawa, Central Jawa and

East Kalimantan with 492, 344 and 217 projects,

respectively (Table 8.15).

From 1968 to March 1983, total disbursement

amounted to Rp 5,025.8 billion involving 2,611

projects. Of these disbursements the manufac-

turing occupied the largest share amounting to Rp

3,285.5 billion, followed by agricultural, forestry

and mining amounting to Rp 513.2 billion, Rp 491.9

billion and Rp 233.1 billion, respectively.

2. Foreign investment

In 1983 the Government approved 23 projects

with an intended investment of $ 1,978.6 million

or 7.4% above the preceding year. Increases were

registered in the fields of hotel and chemical in-

dustry amounting to $ 25 million and $ 1,834.4

million, respectively. In contrast, a decline occurred

in the field of forestry, by 99.2% to $ 0.5 million,

and mining by 91.6% to $ 19.0 million.

During Pelita III approved intended investment

reached $ 7,862.6 million compared with $ 3,455.3

million during the preceding Pelita. The fields of

activities which increased significantly during

Pelita III were the manufacturing, amounting to $

6,162.7 million, followed by mining at $ 627,0 mil-

lion and agriculture at $ 443.8 million.

Since the promulgation of the Foreign Investment

Law (UU PMA) in 1967 up to 1983, total intended for-

eign capital investment reached 784 projects to the

amount of $ 13,196.5 million. Of these intended invest-

ments, the manufacturing occupied the largest share

($ 9,504.5 million), followed by mining ($ 1,722.9 mil-

lion) and forestry ($ 467.1 million).

By regional distribution (Table 8.17), 286

projects were located in Jakarta, 166 projects in

West Jawa, 70 projects in East Jawa and 40

projects in North Sumatra.

By country of origin (Table 8.18) Japan re-

mained the largest investor with $ 4,056.4 million,

followed by Hongkong $ 1,209.6 million, the United

States $ 958.2 million and Belgium $ 947.0 mil-

lion.

Up to the end of 1983, total disbursement of

PMA amounted to $ 5,379.8 million or 40.8% of

total intended investment for 689 projects (Table

8.19). The largest investment was placed in in-

dustry (66.7%) followed by mining (12.6%) and

forestry (7.5%).

E. Agriculture

Agricultural production generally performed well

in 1983. This success was attributable to higher

productivity and the stronger demand for export-

able plantation crops, which were also supported

by favorable weather conditions.

The output of food crops, except cassava, in-

creased significantly. This favorable achievement,

with the exception of coconut, was also matched

by almost all plantation crops. Furthermore, out-

put of fishery, livestock and forestry also increased

(Table 8.20).

During the course of Repelita III, the output of
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agricultural sector increased substantially. This fa-

vorable trend was closely related to the govern-

ment efforts to boost agricultural output through

intensification, extensification and diversification

programs.

1. Food crops

Government efforts to raise production of food

crops, mainly rice and secondary crops, were con-

tinued through intensification, extensification and

diversification. Intensification efforts were imple-

mented through Bimbingan Masai (Bimas) and

Intensifikasi Masal (Inmas) programs, and further

stepped up through Intensifikasi Khusus (Insus)

program. For isolated areas with serious food prob-

lems, output was enhanced through the

implemention of Operasi Khusus (Opsus). In 1983

the harvested areas of rice under the intensifica-

tion program increased by 4.4% reaching 6,623

thousand ha and the average production went up

by 2.1% reaching 4.43 tons per ha.

Expansion of planting areas were pursued

through reclamation of new rice fields, including tidal

irrigated fields. These efforts were linked with the

transmigration and resettlement programs like that

in Riau, Jambi, South Sumatra, West Kalimantan,

Central Kalimantan and South Kalimantan. In the

reporting year, the expansion of new rice fields

reached 70 thousand ha. In addition, tidal irrigation

was expanded by 47.5 thousand ha, of which 27

thousand ha were allocated to tidal rice fields. Hence,

during Pelita III, the opening of new tidal irrigated

areas reached 326.4 thousand ha, including 136

thousand ha allocated to tidal rice fields.

On the implementation of the diversification pro-

gram, the Government encouraged farmers to culti-

vate other food crops, such as soybeans, peanuts and

smallgreen peas in addition to rice. In order to maintain

soil fertility, the Government also recommended to plant

varieties of crops suitable for the soil condition.

As a result of those efforts mentioned above,

the annual increase of rice output during Pelita III

on the average reached 6.5% or almost doubling

the achievement of the previous Pelita. Some sec-

ondary crops, such as corn, sweet potatoes and

smallgreen peas also increased, whereas cassava,

peanuts and soybeans registered declines.

1. 1. Rice

In 1983, rice production grew by 4.9% reaching

23,961 thousand tons. The harvested area rose to

9,102 thousand ha or 1.3% above the previous year.

Average yield per ha increased by 3.5% to 2.67 tons/

ha (Table 8.21).

The higher output was closely associated with

the expanded harvested areas under the intensifi-

cation programs, up by 4.4% reaching 6,623 thou-

sand ha.
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In order to avoid loss of output during the post

harvest activities, efforts to improve efficiency

were carried out through intensified extensification

services and improvement of infrastructural facili-

ties. Furthermore, the Government provided addi-

tional 200 rice milling units with a milling capacity

of 200 thousand tons and constructed 83 ware-

houses with storage capacity of 251 thousand tons.

At the end of Pelita III, therefore, there were 59.2

thousand units of rice mills with a milling capacity

of 19.5 million tons (Table 8.22) and 511 units

warehouses with a total storage capacity of 1,561.5

thousand tons.

To ensure adequate supply and to stabilize prices

of rice, in the reporting year the Government purchased

1,195 thousand tons of rice from the domestic market

and 1,130 thousand tons from overseas. To boost pro-

duction and to improve farmers’ income, in December

1983, the Government raised the floor purchase prices

of unhusked and husked rice, enforced in February

1984. The price of unhusked rice were raised from Rp

145.00 to Rp 165.00 per kg for KUDs purchases from

farmers, and from Rp 238.00 to Rp 270.00 per kg for

Bulog purchases from KUDs.

1.2. Secondary crops

In 1983, the output of secondary crops in-

creased by 19.4%, which was associated with the
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expansion of harvested area, by 19.9% reaching

5,848 thousand ha.

The output of secondary crops which rose sig-

nificantly were corn, sweet potatoes, and

smallgreen peas by 57.5%, 22.0% and 30.9%,

caused by the wider harvested areas by 46.4%,

18.6%, and 30.9%, respectively. The output of

soybeans and peanuts increased only by 9.0%,

and 7.3%, respectively, while that of cassava

dropped substantially, by 10.3% (Table 8.24).

In spite of the considerable increase in the out-

put of corn and soybeans, imports were still nec-

essary to meet the rising demand. During the re-

porting year imports of corn and soybeans reached

5 thousand tons and 317 thousand tons, respec-

tively.

2. Plantation crops

In the reporting year, the government policy

on plantation crops continued to be emphasized

on the development of smallholders’s estates.

These effor ts were carried out through

extensification, rejuvenation, rehabilitation and

productivity enhancement, among others, by in-

troducing Perkebunan Inti Rakyat (PIR) and Unit

Pelaksana Proyek (UPP) schemes.

In 1983, output of major plantation crops, such

as, rubber, tea, pepper, tobacco, coffee, palm oil

and sugar increased moderately, while coconut ex-

perienced a sharp drop. It should be noted that

during Pelita III output of plantation crops gener-

ally performed well, especially clove, palm oil, to-

bacco, rubber and sugar. During the same period,

output of coffee, tea, nutmeg and coconut recorded

only a slight increase while pepper experienced a

decline.

2.1. Rubber

In 1983, rubber production increased consid-

erably, by 36.8% reaching 1,231 thousand tons,

of which 910 thousand tons were produced by

smallholder rubber estates (up by 55.3%) and 321

thousand tons by government estates (up by

2.2%). This favorable trend was attributable to the

stronger world market demand for rubber.

Rubber plantation covered an acreage of 2.5

million ha, of which 80.6% were smallholders’ es-

tates and the remainder government and private

estates. From the said acreage, about 22.8% was

not yet in production and about 13% no longer in

production.

In 1983, the output of crumb rubber increased

by 5.0% reaching 690 thousand tons. This

progress was related to quality improvement and

wider applicability in the use of crumb rubber. The

share of crumb rubber to the, entire rubber output

reached 56.1% (Table 8.24).

During 1983, the world rubber market

slightly improved, as reflected by the high

prices and increasing world rubber consump-

tion. World production and consumption of

rubber (natural and synthetic), which in the

past several years showed a declining trend

due to recession, in the reporting year made

encouraging recovery. World natural rubber

production rose by 5.5% to 3,960 thousand

tons and synthetic rubber by 3.2% to 8,075

thousand tons. World consumption of natural

and synthetic rubber increased by 7.8% to

3,940 thousand tons and 2.2% to 8,185 thou-

sand tons, respectively (Table 8.25).
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The brighter world rubber market improved ex-

ports of Indonesian rubber considerably, by 30.6%

to 1,145 thousand tons in the reporting year. The

prime destination of its exports was the United

States, followed by the Soviet Union, the Federal

Republic of Germany and Japan.

During Pelita III, the average annual increase

of rubber production reached 8.1%, far better than

that of Pelita II, which was only 1.1%. This higher

growth rate was closely related to the government’s

efforts to boost rubber production, supported by

the expanding demand in the world market.

2.2. Copra

In order to meet the rising domestic demand,

various endeavors were undertaken to encourage

output of copra, such as, through rejuvenation us-

ing yielding seeds and expansion of plantation ar-

eas.

In 1983, the planting area of coconut increased

by 1.9% reaching 2,977 thousand ha, of which

2,901 thousand ha were owned by smallholders

and the rest by government understakings. Of the

total planting acreage, 23% was not yet in pro-

duction and about 15% no longer in production.

Output of copra, the main product of coco-

nut, decreased by 6.7% to 1,603 thousand tons

compared to a decline of 5.2% in the previous

year. This deterioration was caused by the 1982

long drought, the adverse impact of which was

felt more in 1983 than that in the previous year.

Furthermore, this deteriorating performance of

copra production was also caused by old age of

trees, while expansion of coconut cultivation and

rehabilitation using hybridal strains were not yet

in production. It may be added that most of the

copra output (99%) was produced by smallholder

estates.

2.3. Palm oil

The planting area of palm oil increased by 0.8%

to 368.8 thousand ha, 98% of which was owned

by government and private enterprises and the rest

by smallholders. Of the said palm oil acreage, 32%

was still not yet in production and 0.8% no longer

in production.

Production of palm oil continued to increase

substantially. In 1983, the output of palm oil went

up by 11.3% reaching 972 thousand tons. This

improvement was due to extension of palm oil

cultivation, rejuvenation, as well as better super-

vision, improved cultivation and processing meth-

ods.

In 1983, export of palm oil reached only 279
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thousand tons or down by 11.4%. This decline was

closely linked to the government policy which al-

located part of the production for fulfilling domes-

tic demand.

2.4. Sugarcane

Most of sugarcane plantations were cultivated

by smallholders under the “Tebu Rakyat

Intensifikasi” or TRI (smallholders’ Sugarcane In-

tensification) program, a scheme designed to step

up farmers’ income as well as sugar production.

Efforts to boost output of sugar were also carried

out through the expansion of sugarcane planta-

tions and rehabilitation of sugar factories as well

as construction of factories.

In 1983, sugar plantation acreage rose by 1.5%

to 386 thousand ha, of which 203.6 thousand ha

were under TRI program. During 1983, 52 facto-

ries were under reparation, of which 27 factories

were completed. Furthermore, the construction of

6 new sugar factories was scheduled to be com-

pleted at the beginning of the next reporting year.

In accordance with the expansion of sugarcane

acreage, sugar production in 1983, rose by 1.5%

to 1,653 thousand tons. Since domestic produc-

tion was still insufficient to meet the rising do-

mestic demand, during the reporting year 16.3

thousand tons of sugar were imported, among oth-

ers, from India, South Korea and the Philippines.

2..5.  Tea

In order to increase the production of tea, the

Government had undertaken several efforts,

among others, ex tensification, rejuvenation, in-

tensified of extension services as well as con-

struction of factories.

The largest share of tea production came from

large estates (58%) and the remainder from

smallholders. In 1983, tea planting areas by 1.2%

to 113.6 thousand ha, of which rose 15% was not

yet in production and 6% no longer in production.

In 1983, the output of tea, consisting of

black tea produced by large estates and green

tea by smallholders, increased by 22.8%

reaching 113 thousand tons. This significant

progress was closely associated with the rise

of prices in the world market. In the reporting

year, export of black tea went up by 25.0%

reaching 85 thousand tons. This remarkable

performance was made possible since the tea

supply from major producing countries, such

as, India, the People’s Republic of China and

Sri Lanka, recorded a deterioration.

2.6. Coffee

The largest share of coffee production came

from smallholders (94%) and the remainder from

government and private enterprises. The main pro-

ducing regions of coffee were Lampung, South

Sumatra, Aceh, Bengkulu and East Jawa. In 1983,

coffee planting area increased by 1.1% to 787.4

thousand ha, of which 26% was not yet in produc-

tion and 8% no longer in production.

Most of coffee production was destined for ex-

ports. In 1983, output of coffee increased by 7.5%

to 302 thousand tons. This enhancement was

made possible by the recovery of coffee trees from

the adverse effects of a prolonged drought.

In order to improve the quality of coffee des-

tined for exports, on October 1, 1983 the Govern-

ment introduced a defect system to raise the stan-

dards of coffee. Through the defect system, coffee

was categorized into six Indonesian coffee quali-

ties. In 1983/1984 export of coffee rose remarkably,

by 24.7% to 298 thousand tons. This performance

was brought about by higher exports to nonquota

countries. It should be noted that the quota of cof-

fee exports imposed on Indonesia for the coffee

year 1983/1984 was fixed at 142,013 tons.
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2.7. Tobacco

Efforts to enhance production and improve the

quality of tobacco were carried out by providing

extension services, starting from the methods of

planting until the technique of processing. These

efforts were undertaken through the so-called

Smallholders’ Tobacco Intensification Program

(Program Intensifikasi Tembakau Rakyat). In 1983/

84, the area of this intensification program in-

creased by 28.6% to 5,502 ha, located in Central

Jawa and East Jawa.

In 1983, tobacco production grew by 1.7% to 1

19 thousand tons, following the increase in the

planting area from 210.7 thousand ha to 219.7 thou-

sand ha. Tobacco plantations were mostly owned

by smallholders (93.0%) and the remainder by

government estates. The major producing regions

of tobacco were East Jawa, Central Jawa and

North Sumatra. The types of tobacco cultivated

were Virginia, Besuki, Deli, Vorstenlanden and

Local strains. Some of these types were mainly

exported to the Federal Republic of Germany, the

United States and the Netherlands. In 1983/84,

exports of tobacco increased by 47.4% reaching

28 thousand tons. To meet the demand of domes-

tics cigarette industries, certain types of tobacco,

used as mixture for common as well as clove ciga-

rettes, were still imported. In the reporting year

these imports reached 13.8 thousand tons.

2.8. Spices

Major spices, consisting of pepper, clove and

nutmeg were mostly cultivated by smallholders.

In 1983, production of pepper and clove experi-

enced an increase whereas nutmeg remained vir-

tually unchanged (Table 8.20).

In 1983, the output of pepper increased sub-

stantially, by 17.7%, in part due to the improve-

ment of planting methods (Table 8.20). The area

of pepper plantation, mostly owned by

smallholders (99%), stood at 77.4 thousand ha.

Of this acreage, 26% was. not yet in production

and 7% no longer in production. Exports of pep-

per rose by 50.0% reaching 51,0 thousand tons,

due to better world market prices.

Clove production grew by 37.5 which was

mainly attributable to succesful eradication of

phyllosticta. The acreage of clove plantation in

Indonesia covered an area of 571.2 thousand ha,

of which 58% was not yet in production and 3/o

no longer in production. Most of clove plantations

were cultivated by smallholders (96%) and the

remainder by government and private estate’s. The

major producing areas of clove were North

Sulawesi, Maluku, West Jawa, Central Sulawesi,

North Sumatra and Aceh. Clove production was

mostly for domestic consumption, especially for

cigarette industries. Yearly average clove con-

sumption in Indonesia was 39 thousand tons, of

which 70% was provided by domestic production

and the remainder by imports.

3. Fishery

In 1983, fishery production consisting of sea

and in-land fisheries increased by 5.7%. In the

reporting year, exports of shrimps, still the larg-

est exportable product of fishery, reached 44 thou-

sand tons.

The improvement in sea fishery production was

the result of the motorization of traditional fishing

boats, the application of new shrimp catching de-

vices and better fishing techniques. The new

shrimp catching device had been used since De-

cember 1982 as an alternate to trawlers. The in-

crease of in-land fishery production was due to

the intensified extension services, the use of fish

seedlings as well as the improvement of aquacul-

ture techniques in running water ponds and

keramba, a traditional fishing technique.

During Pelita III, average production of in-land

fishery showed an increase of 5.7% and that of

sea fishery 5.1%. It should be noted that during
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the course of Pelita III, the annual increase in the

output of sea fishery recorded a gradual decline

due to the prohibition on the use of trawlers, imple-

mented in stages since October 1980 and entirely

abolished since January 1, 1983.

4. Livestock

Efforts to increase livestock production such

as meat, egg and milk, were carried out by im-

proving its productivity through the system of

“Panca Usaha Ternak Potong” (PUTP), “Bimas

ayam”, “Pengembangan Usaha Sapi Perah” (PUSP)

program, and intensified extension services.

Ranches outside Jawa were expanded. In order to

protect small milk producers, powder milk com-

panies were required to purchase fresh milk from

small farmers.

As a result of improved productivity and expan-

sion of ranches, the output of meat, egg and milk

rose sharply, by 6.7%, 6.4% and 22.2%, respec-

tively (Table 8.20). Other livestock recording con-

siderable increases in their output were cultivated

chickens, non-cultivated chickens and ducks, by

10.2%, 6.0% and 6.6%, respectively, while cows,

buffaloes, goats, sheeps, horses and pigs on the

average rose by only 2.0% (Table 8.26).

5. Forestry

After four years of poor performance, in 1983

logs production experienced an increase of 12.6%

to 10,513 thousand m3. This improvement was

due to higher output of processed timber indus-

tries, especially plywood, bringing forth a stron-

ger demand for logs. In step with this develop-

ment, in 1983/84 wood exports rose by 14.5% to

5,843 thousand tons.

Other forest output, such as, rattan, resin and

copal, also constituted significant export commodi-

ties (Table 8.27).

The policy to conserve forestry resources

through reforestation and forestation continued to

be pur=sued. In addition, the Government contin-
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ued to supervise forest exploitation executed by

companies holding forestry exploitation rights (Hak

Pengusahaan Hutan/HPH). These policies were de-

signed so that HPH holders would carry out their

obligation as stipulated in the agreement. It should

be added that up to the end of the reporting year

there were 521 HPH holders, either under the

PMDNs or PMAs, covering an exploitation area

of 53.4 million ha.

During Pelita III, timber production, which con-

stituted the most important forest product, expe-

rienced an average decrease of 14.7% per year.

This was closely related to government policy

enacted in 1980, which limited exports of logs in

order to encourage exports of processed timber

and domestic timber processing industries,

thereby increasing employment opportunities. Con-

sequently, output of logs declined, while processed

timber increased from 1,681.1 thousand m3 at the

end of Pelita II to 8,734.0 thousand m3 at the end

of Pelita III.

F. Mining

In 1983, the mining sector continued to consti-

tute an important role in the GDP formation with a

share of 19%, of which oil and gas were the most

vital ones. Due to this importance, the Govern-

ment placed special attention on the energy policy.

In the reporting year, efforts were enhanced to

expand exploration and diversification of energy

sources.
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In 1983/84 output of oil, natural gas, coal, baux-

ite and gold recorded an increase, while tin, nickel

and copper declined due to the persistently weak

demand for those commodities. During Pelita III

the annual output of the mining production declined

at an average of 0.9% as compared to that of a

6.9% increase during Pelita II.

1. Oil and natural gas

Due to the vital roles of oil and natural gas in

the Indonesian economy both as a source of en-

ergy and foreign exchange earnings as well as

the major source of government revenues, the

policy on oil and natural gas is continued to be

directed at inducing exploration in order to open

up new deposits.

The exploration activities implemented by

Pertamina, Contract of Work and Production Sharing

Contract during the past five year recorded a steady

increase. In 1983 the number of exploration wells drilled

reached 264 compared to 238 in the preceding year.

Exploration wells drilled under Production Sharing Con-

tracts recorded the highest increase, by 12% reaching

236, while that under Contract of Work companies de-

creased by 7% to 13 explorations. With regard to

Pertamina, the number of wells drilled rose from 13 to

15. This upward trend was also followed by the increase

in exploration expenditures, from $ 1,100 million to $

1,237 million in 1983. Furthermore, three contractors

signed a work agreement under the production sharing

contract scheme, bringing the total work agreement to

78 contracts, of which 21 reached the stage of produc-

tion. It should be added that the drilling riggs in Central

Sumatra, of which the work agreement with PT Stanvac

Indonesia had terminated, were returned to the Gov-

ernment.

Oil production in 1983/84 increased by 12.8%

to 1.4 million barrels per day. Oil output under Con-

tract of Work, having a share of 45.0% of total

production, in 1983/84 rose by 17.5% to reach

224.0 million barrels, while that of Production Shar-

ing decreased by 11.6% to 238.8 million barrels.

Most of the oil production were for exports and

the remainder went to the domestic refineries.

(Table 8.29)

Natural gas production in 1983/84 increased by

10.8%. Natural gas produced under Production Shar-

ing Contracts rose by 18.7% reaching 1,007.7 million

MSCF4) while that under Pertamina by 8.7% to 200.1

million MSCF. This favorable performance reflected the

higher utilization of natural gas as a basic material for

the production of LNG and fertilizer, and also as fuel for

gas, cement and steel industries (Table 8.29).

To promote the domestic utilization of natural gas,

various projects using natural gas as the basic mate-

rial in their process of production were under construc-

tion, among others, the Methanol Project in the Bunyu

Island, Iskandar Muda fertilizer project in Aceh and

Kalimantan Timur II fertilizer project in East Kalimantan.

2. Tin

Tin remained an important foreign exchange

earner among mining product besides oil and natu-

ral gas. During the first three years of Pelita III tin

production recorded a steady increase, promoting

Indonesia’s position to the second largest producer

after Malaysia. However, in the past two years tin

output decreased significantly and in the report-

ing year it dropped by 23.0% after a 8.1% decline

in the previous year (Table 8.29). This deteriora-

tion was caused by the weakening world demand

for tin, resulting the imposition of lower exports

quotas by the International Tin Council (ITC).

3. Coal

In line with energy policy of developing and

utilizing more non oil resources, the reutilization

of coal in the coming years would be more en-

hanced. These efforts were carried out by encour-

aging industries to use coal as their source of

energy besides boosting steam generators with

coal as the main source of energy.

4) MSCF =thousand SCF (Standard Cubic Feet).
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In the reporting year coal production increased

by 34.7%, mainly caused by the enlargement of

production capacity of PN Batubara Ombilin in

West Sumatra (Table 8.29).

4. Other mining products

Other important mining products constituted

of copper, nickel bauxite, gold and silver.

Copper mining is implemented by Freeport In-

donesia Inc. in Irian Jaya. In the reporting year

the output of copper concentrates declined by

10.6% and its export by 11.0% to 202.8 thousand

tons. This set-back was associated with the slug-

gish demand for this commodity in the world mar-

ket (Table 8.29).

Output of nickel, comprising of nickel ore, ferro

nickel and nickel matte, were mostly destined for

exports. A small portion of nickel ore produced by

PT Aneka Tambang is processed into ferro nickel

while the entire output of PT Inco is processed

into nickel matte.

In the reporting year nickel ore production was

down by 14.8% and its export by 9.7% to 810.7

thousand tons. On the other hand, ferro-nickel pro-

duction increased by 0.2% while its export rose

by 9.6% to 5.0 thousand tons. With regard to nickel

matte, its output advanced significantly, up by

51.4%, bringing forth a considerable rise in its ex-

ports, by 41.4% reaching 22.4 thousand tons (Table

8.29).

Bauxite is mined by PT Aneka Tambang in the

islands of Embiling, Kleong and Dendang. Baux-

ite production increased by 16.8% and its export

by 16.0% reaching 847.4 thousand tons. This fa-

vorable progress was mainly caused by the stron-

ger world demand (Table 8.29).

The gold and silver mines are located in

Cikotok, South Banten, West Jawa. These mines

are also under the management of PT Aneka

Tambang. The depletion of deposits necessitated

deeper excavation which resulted in a lower con-

tent of gold and silver ores. Unlike the previous

years, in the reporting year gold output rose mar-

ginally, by 1.0%, while silver production recorded

a sharp drop, by 46.3% (Table 8.29).

G. Electric Power

Due to the vital importance of electric power,

the Government enhanced the efforts to expand

the installed capacity of electric power -genera-

tors and enlarged the distributional network to en-

able PLN electricity to reach remote areas. In the

reporting year the installed capacity of power gen-

erators operating under PLN rose by 17.7% to
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3,934 MW. This improvement was mainly recorded

by steam and gas electric power generators, up

by 14.7% and 14.6%, respectively (Table 8.30).

In line with the increased installed capacity,

electric power produced by PLN rose by 19.9%,

while those of non-PLNs declined by 0.6%. How-

ever, total output of electric power still recorded

an increase of 17.6% in 1983 (Table 8.31).

To improve the welfare of village community,

since the past several years the Government

launched a program called “electricity enters vil-

lage”. I n the reporting year, the coverage of vil-

lages under this program rose by 32.2% reaching

5,771 villages.

H. Manufacturing Industry

The main emphasis of industrial policy, espe-

cially since Pelita III, was centered on efforts to

develop upstream industries, spread industrial

development more evenly throughout the country

and increase the use of domestic natural re-

sources: The development of upstream industries

was focused on basic chemical and metal indus-

tries. Through industrial growth centers (Wilayah

Pusat Pertumbuhan Industri/WPPI), consisting of

various industrial zones, it would be expected that

industrial development could be more evenly de-

veloped throughout the country. Industrial zones,

consisting of industrial complexes and estates,

were designed to encourage the development of

various complementary industries with a view to

inducing upstream industries following the growth

of basic industries. The purpose of agglomerating

industrial activities was to facilitate the Govern-

ment in providing the needed infrastructure and

.thereby accelerating industrial development. More-

over efforts to encourage the use of domestic

natural resources in industrial development con-

tinued to be pursued.

To boost industries, especially small-scale

industries, the Government provided direct as

well as indirect assistance. Direct assistance

was carried out, among others, by making avail-

able capital goods and consultation services.

Indirect assistance was channeled through in-

stitutions specializing in promoting the devel-

opment of small-scale industries. Furthermore,

small-scale entrepreneurs were encouraged to

settle in smallscale development premises,

such as SmallScale Industrial Area (LIK), Ru-

ral SmallScale Industrial Group (PIK) and Fa-

cilities for Small-Scale Industrial Activities

(SUIK). In addition, small-scale industries were

encouraged to develop their activities in areas

where raw materials were in abundance but not

yet fully utilized.

Specifically to improve institutions specializ-

ing in providing advisory services to promote

small-scale industries, the Government increased

its assistance to these institutions in the form of

improving the capability of their personnel and

executives. These institutions comprised, among

others, the Development Center for Small-Scale

Industry (PPI K), Center for Sales Promotion

(PPP), Maintenance and Service Unit as well as

small-scale industrial development centers, i.e.,

LIK, PIK and SUIK. Up to the end of the reporting

year, the Government concluded the construction

of 9 units of PPIK, 13 units of PPP and 80 Main-

tenance and Service Units.

During the reporting year, due to the world eco-

nomic recovery, the manufacturing industries reg-

istered growth as reflected in the increased value

added, by 2.2% compared with 1.2% in the pre-

ceding year.

The average growth of manufacturing industries

during Pelita I I I was 11.4% per year compared with

13.7% in Pelita II and 12.9% in Pelita I. Based on the

past achievements the Government set the target of

manufacturing industry for Repelita IV, namely the share

of manufacturing sector to total GDP is expected to

reach 19.4% from 15.4% at end of the previous Pelita.
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1. Fuel oils

The policy on fuel oil production was aimed at

meeting the growing domestic demand, while re-

ducing dependence on imports. In line with this

policy objective, the Government expanded the

capacity of oil refineries. At the end of 1983/1984

the installed capacity of Cilacap and Balikpapan

refineries were each expanded by 200 thousand

barrels of crude oil per day. In February 1984 the

Government completed the construction of the

Dumai hydrocracker refinery with a capacity of 85

thousand barrels of Low Sulphur Waxy Residue

(LSWR) per day or equivalent to 82 thousands

barrels of crude oil. With the completiori, of this

hydrocracker, the by-product of other oil refineries

could be further processed into fuel oils. After the

completion of these projects, the capacity of oil

refineries increased by 91.6% to the equivalent of

1,008 thousand barrels of crude oil per day.

Fuel oil production in 1983 decreased by 10.3%

to 94.5 million barrels, which as in the preceding

years, was due to the depletion of effetive capac-

ity of old refineries while new refineries were not

yet in full operation. Fuel oil consumption was 161.2

million barrels, resulting in a shortage of 66.7 mil-

lion barrels. This shortage was fulfilled by foreign

refineries and imports, respectively, by 43.2 mil-

lion barrels and 23.5 million barrels.

It should be noted, the annual average increase

of fuel oil consumption during the first four years

of Pelita III was 7.5%, while in the fifth year of

Pelita III stood at 0.8% only, reaching 161.2 m. on

barrels. The deceleration of this growth rate was

attributable to energy conservation and the upward

adjustment of fuel oil prices.

In line with the anticipated expanded economic

activities in the coming years, the consumption

of fuel ails, especially ,~Jn diesel and fuel ail would

he expected tw1 n. III, crease. This increase would

be met by the expanded capacity of fuel ail refin-

eries, which was succesfully raised to 482 thou-

sands sand barrels per day. III addition, h) imporve

domestic fuel oil distribution, especially to remote

regions, during Repelita IV the Government would

improve and construct distributional facilities in

those regions.

Although the consumption of fuel oil would con-

tinue to show an ever increasing trend, due to the

policy of diversification of energy sources, it was

expected that the share of fuel as a source of

energy would decline from 77.9% at the end of

Pelita III to 62.4% at the end of Repelita IV.

2. Liquefied Natural Gas (LNG)

Efforts to increase the utility of nonassociated

earth gas were carried out through expansion of

LNG plants. The expansion of the Badak liquefac-

tion plant, by 2 trains to 4 trains, was completed

at the end of October 1983, so that its capacity

increased from 530 million SCF to 1,060 million

SCF per day. In January 1984 the expansion of

the Aran Plant from 3 trains to 5 trains was also

completed, bringing forth an increased capacity

of 600 million SCF to 1,200 million SCF per day.

In total the capacity of the Badak and Arun LNG

plants rose from 1,130 million SCF to 2,260 mil-

lion SCF per day. It should be noted, as was the

case with LNG sales thus far in practice, the mar-

ket for the additional LNG output was also secured

by a long-term sales contract, namely 6.6 million

ton LNG per annum for a 20year period. The addi-

tional long-term sales contract was concluded with

Japan in 1981 as an addendum to the agreement

reached in 1971.

During 1983, production of LNG went up by

17.4°/ to 10.8 million tons. Of this output, 5.8 mil-

lion tons were produced by the Arun liquefaction

plant and the balance by the Badak plant.

As the result of efforts to increase the share

of LNG in the foreign exchange earnings, in  1983

an agreement was concluded with South Korea

involving a 20 year sales contract of 2 million tons
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of LNG per annum. In this connection, during the

reporting year an additional train to the Aran pre-

mises started to be constructed. This expansion,

with a capacity of 1.5 million tons per annum, was

expected to be completed in 1986. Moreover;- the

Government continued to explore the possibility

of exporting LNG to other countries, such as, Tai-

wan and the United States.

3. Fertilizer

During the reporting year, output of urea and

non-urea fertilizers showed significant increases,

by 13.4% and 24.1% reaching 2,204.8 thousand

tons and 991 thousand tons, respectively. This im-

provement was attributable to the expanded ca-

pacity brought about by the rising domestic as

well as foreign demand. With the completion of

the expanded capacity of the PT Petrokimia Gresik

and the ASEAN-sponsored Lhokseumawe fertil-

izer plants by 500 thousand tons urea and 570

thousand tons non-urea, the annual output of urea

and non-urea fertilizer reached 2,760 thousand

tons and 1,150 thousand tons, respectively. It

should be noted, the annual increase in the total

out noted, the annual increase in the total output

of fertilizers during the period of Pelita III was

11.2%, while that of consumption was 24.4%.

Production of fertilizer for the period of Repelita

IV was expected to increase by 10% per annum.

This prospect would be enabled by expansion of

three fertilizer plants, namely PT Pupuk Iskandar

Muda Aceh (570 thousand tons), PT Pupuk Kaltim

I Bontang (570 thousand tons), and PT Petrokimia

Gresik (250 thousand tons).

4. Cement

To sustain the development momentum, es-

pecially the construction sector, the Government

continued to encourage enlargements of capacity

as well as increase production of cement. In late

1983 the expansion of three cement factories were

completed, namely Semen Andalas in Aceh, Se-

men Perkasa Agung in Cibinong and Semen

Indarung III A in Padang, with an annual capacity

of 1 million tons, 1.5 million tons and 0.6 million

tons, respectively. With the completion of those

expansions, the aggregate annual capacity of ce-

ment production at end of the reporting year

reached 11.6 million tons.

In the reporting year, cement output was up by

5.6% to 8,078 thousand tons, resulting in an an-

nual increase of 17.7% for the period of Pelita III.

The annual increase of cement consumption dur-

ing the period of Pelita II I was 9.5%, reaching

8,101 thousand tons in the reporting year. There-

fore, cements were still imported, especially cer-

tain types not yet produced.

To stabilize the prices of cement, the Govern-

ment regulated the trade of this commodity by fix-

ing the maximum price level through the mecha-

nism of local price directives for cement (HPS).

Consequent to the upward adjustments in the

prices of domestic fuel oils in January 1984, the

Government raised the HPS prices by an average

of 13.8. It should be noted, in the last quarter of

1983 certain regions encountered short age of ce-

ment due to malfunction in one of the production

plants.

In accordance with the program to promote

non-oil exports, the Government enhanced its ef-

forts to boost output of cement during Repelita IV.

It is expected that production of cement during

this period would increase by 20% p.a., while con-

sumption would rise by only 15% p.a., thereby

enabling exports.

5. Plywood and sawn timber

To induce growth of the economy and enlarge

non-oil foreign exchange earnings, during the re-

porting year the Government encouraged produc-

tion of processed timber and increased its efforts

to expand the international market. In this con-

nection, forestry exploitation right (HPH) holders



118

were required to construct timber processing plants.

Furthermore, the Government continued to pro-

mote export of processed timber to East Euro-

pean and North African countries, while increas-

ing exports to the established markets, such as,

the United States and Middle East.

As a result of the above efforts, plywood facto-

ries increased to 79 units and sawn timber mills to

2,491 units with an annual capacity of 4,528 thou-

sand m3 and 14.4 million m3, respectively. Hence-

forth, output of plywood went up by 7.9% to 2,566

thousand m3 and sawn timber by 10% to 8,200 thou-

sand m3. In the reporting year, exports of plywood

increased significantly, by 61.7% to 2,023 thousand

m3 and sawn timber by 5.0% to 1,752 thousand

m3. This progress was also attainable to the world

economic recovery, especially in the United States.

Recent developments in the domestic construction

industry had a positive impact on processed timber

consumption. Consumption of plywood increased

by 46.1% to 1,300 thousand m3 and sawn timber

by 15.1 %to 5,900 thousand m3.

It should be noted, the production capacity of

sawn timber and plywood would be raised by an

annual average of 7.6% and 16.0% during Kepelita

IV. As a result, output of sawn timber and plywood

during the same period would increase by 12.0%

and 19.7% annually. This development was in line

with the program of the Government of increasing

non-oil export earnings and thereby expanding

employment opportunities.

6. Paper

In order to meet the rising demand for paper,

the Government continued its efforts to develop

an integrated paper industry on a large scale. The

development of paper industry was directed to-

wards the use of domestic raw materials such as

wood waste, cane pulp, lamtoro gung and turf. In

addition, the Government also placed priority on

the construction of pulp and paper mills.

In line with the above policy, production ca-

pacity in the reporting year increased by 53.5% to

671.3 thousand tons. Although production of pa-

per rose by 24.4% to 369.2 thousand tons, since

consumption increased by 10% to 582 thousand

tons, during the reporting year 212.8 thousand tons

of paper were imported. It should be noted that

since the past two years Indonesia had been ex-

porting writing and printing papers. During the re-

porting year, export of those commodities reached

6.9 thousand tons and 16.0 thousand tons, respec-

tively.

For the coming years, the Government planned

to expand the capacity of paper mills. The Leces

IV printing paper mill and a cement bag mill, each

with a production capacity of 90 thousand tons,

are expected to be completed in 1986. By the end

of 1986/87 the total production capacity of paper

mills is expected to reach 1,776 thousand tons

per year.

7. Textiles

Since the past several years, tighter competi-

tion had occurred in the textile industries. In this

connection, during the reporting year the Govern-

ment issued various regulations to improve the

competitiveness of Indonesia’s textile products.

This policy was carried out by encouraging diver-

sification and quality improvement of textile prod-

ucts, especially those of small-scale entrepre-

neurs. It should be noted, the long-run objective

of this policy was to reduce the dependence of

textile industries on imported raw and intermedi-

ate materials. This policy was reflected in the ef-

forts of the Government to complete the construc-

tion of aromatic center in Plaju, South Sumatra,

producing polyester fibres, which was formerly

included in one of the four basic industries sub-

ject to rephasement.

In the reporting year, textile production in-

creased by 16.7% to 1,995.1 million meters. This
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was due to the success of the Government’s policy

to improve the competitiveness of small-scale

textile industries. Furthermore, the Government

continued to encourage exports by granting incen-

tives in the form of certificates and providing in-

formation on foreign markets. As a result, textile

exports rose significantly, by 31.3% to 51.2 thou-

sand tons, especially destined to the United

States, West European countries and Australia.

8. Motor vehicle tires

The production capacity of four-wheeled and

two-wheeled motor vehicle tires reached 6,435

thousand and 3,699 thousand, respectively. Out-

put of four-wheeled as well as two-wheeled motor

vehicle tires during the reporting year recorded

declines, by 5.5% and 5.0% which was closely

related with the sluggish domestic demand (Table

8.32).

Thus far, several types of tires, namely for air-

craft, military and off-road vehicles, were still im-

ported. To meet the demand for those commodi-

ties, in 1982 a tire plant with an annual capacity of

48.7 thousand started to be constructed and was

expected to commence production in 1986.

The Government continued to encourage tire

production, so that at end of Repelita IV would

reach 10.3 million pieces. Preparations were un-

der way to construct a factory producing raw ma-

terials and intermediate goods needed for the pro-

cessing of tires, such as, carbon blacks, sulphur

and antioxidant.

9. Salt

In the reporting year production of salt de-

creased by 22.4% to 620.0 thousand tons. How-

ever, the availability of a large amount of stock at

end of the reporting year, namely 1,272 thousand

tons, was more than sufficient to cover the do-

mestic demand of 700 thousand tons, including

450 thousand tons for household consumption.

During the reporting year, the prices of salt were

maintained at the same level, namely Rp 25.00

per kg for the first grade, Rp 21.00 for the second

grade, and Rp 17.50 for the third grades5)

10. Basic metal

The policy on basic metal industries was di-

rected towards providing adequate supply of steel

and iron for the domestic industries dealing with

construction and machinery. To maintain a high

quality of iron and steel produced domestically, a

standardization of metal products would be devel-

oped by a government institution.

At end of the reporting year the installed an-

nual production capacity of steel in the forms of

ingot/billet and galvanized iron sheet reached

1,297 thousand tons and 491.8 thousand tons,

respectively. Output of steel ingot and zinc plate

increased by 26.1% and 32.3%, respectively.

The installed annual production capacity of re-

inforcing steel bar and aluminium plate rose to

1,231.9 thousand tons and 34.5 thousand tons,

while their production increased by 37.9% to 1,026

thousand tons and by 29.8% to 19.6 thousand tons,

respectively (Table 8.32). The rapid improvements

of the basic metal industry was due to the

Government’s policy to emphasize more on the

development of upstream industries.

In line with the policy to enable to meet the

domestic demand for steel, a steel plate plant

started to be constructed in Cilegon, West Jawa,

during the reporting year. This plant, with an an-

nual capacity of 850 thousand tons, is expected

to be on stream in 1986.

11. Transportation means

The policy of the Government to develop the

manufacture of transportation means was initiated

with assembling of four-wheeled motor vehicles.

5) Decree of Director General of Domestic Trade, Ministry
of Trade & Cooperatives, No. 154/Kep/V/1982, May 19,
1982.
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This effort was later on extended to the manufac-

turing of certain components of fourwheeled mo-

tor vehicles. The manufacture of these components

was carried out under an integrated program, in

which the use of the domestically produced com-

ponents followed a specified shedule. During the

repor ting year, production of assembled

four-wheeled motor vehicles stood at 155.8 thou-

sand units and motorcycles 379.3 thousand units.

PT Nurtanio, the only aircraft assembling plant

in Indonesia, accomplished to produce fixed-wing

and rotary-wing aircrafts (helicopters). The annual

production capacity of aircrafts and helicopters

was 24 units and 36 units, respectively. During

the reporting year, the production of CN-212 air-

craft was 15 units and helicopters 18 units.

During Repelita IV, the production of assembled

four-wheeled motor vehicles would be expected

to meet the domestic demand. In line with this

objective, a motorcyle machinery plant would be

built, with production capacity of 466.5 tons per

year, expected to be on stream in the beginning of

1985. Furthermore, the CN-235 aircraft, another

product of PT Nurtanio with a larger capacity than

the CN-212 type, would be produced towards the

end of 1985. It should be noted, PT Nurtanio al-

ready concluded contracts with domestic as well

as foreign buyers for the construction of 86

aircrafts.

12. Other industrial products

Major industrial products listed in this category,

among others, comprised machinery, equipments

and electrical appliances. The manufacture of ma-

chinery and equipments continued to be directed

towards achieving self-sufficiency so as to reduce

dependence on imports. With regard to the manu-

facture of electrical appliances, its development

was mainly aimed at supporting public communi-

cation network systems, broadcasting services

and for exports.

During the reporting year, except spraying in-

secticide equipments, the production of machin-

ery and equipments experienced a decrease. How-

ever, production of electrical appliances improved,

except radio and car radio cassettes. Production

of machinery which recorded declines were,

among others, hand tractors (16.2%), rice hullers

(72.3%), diesel engines (9.3%), and sewing ma-

chines (26.3%), while spraying insecticide equip-

ments experienced an increase (6.4%). Unlike

machinery and equipments, output of some elec-

trical appliances performed better, namely light

bulbs went up by 49.3%, storage batteries by

15.9% and dry batteries by 9.9%. But, other prod-

ucts, such as radios and car radio cassettes, de-

creased by 5.5% and 19.0%, respectively (Table

8.32).

I. Communication

Policy in the field of communication was more

focused on achieving continuity in the flow of goods

and passengers to remote villages and new settle-

ment areas by improving and repairing the infra-

structure and means of transportation. Pioneer

transportation services were increased, especially

to isolated areas. To sustain the continuity of cargo

and passenger flows, the rates of transportation

fees were adjusted, on a selective basis, follow-

ing the price increases of fuel oils at the begin-

ning of 1983.
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As a result of the implementation of the above

policy, the output of services for cargo and pas-

senger transportation in general improved.

Signficant improvements in passenger transpor-

tation were produced by river, lake, ferrycrossing

and railway services. Cargo transportation services

produced by ocean going, interinsular, river, lake

and ferry-crossing fleets also recorded increases.

1. Land transportation

Efforts to improve the infrastructure, such as

roads and bridges, continued to be enhanced. In

the reporting year, roads and bridges were con-

structed, with a total length of 175 km and 826 m,

respectively. Besides, 4,841 km roads and 10,749

m bridges were improved.

In line with the improvements in infrastructure

and increasing demand for land transportation ser-

vices in 1983, the number of transportation means

registered increases, buses by 19.3%, cargo ve-

hicles by 9.3%, passenger cars by 10.0%, and

motorcycles by 9.9% (Table 8.33).

Efforts to improve the railway transportation

were mainly directed towards rehabilitation of in-

frastructure and expansion as well as reparation

of transportation means. In the reporting year, the

rehabilitation of 335.4 km rail road tracks and 98

bridges were completed. With regard to transpor-

tation means, 24 locomotives, 352 passenger wag-

ons, and 2,112 freight cars were repaired, while

the number of locomotives was expanded by 83.

Passengers and cargoes transported showed an

increase of 9.6% and 2.5%, respectively (Table

8.34).

The river, lake and ferry transportation services,

forming an integrated part of the land transporta-

tion system, continued to be emphasized on the

improvement of their fleets and the expansion of

infrastructure, primarily harbor and terminal facili-

ties. In the reporting year passengers and cargo

transported increased by 13.0% and 0.2%, respec-

tively. (Table 8.35).

In Repelita IV, the development of the infra-

structure and means of transportation would be

more stressed in central production areas, includ-

ing new settlements, to connect those areas with

the market. To reduce traffic congestion in big cit-

ies in Jawa, electrical railways would be con-

structed.

2. Sea transportation

To improve sea transportation services, fleets and

shipping routes were expanded. Sea transportation,

involving ocean going, interinsu(ar and pioneer fleets

continued to be directed towards an integrated system

so as to induce domestic and foreign trade, especially
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the non-oil exports. In line with this policy, efforts were

made to improve harbor facilities by expanding and

rehabilitating quays ‘and go-downs. In this connection,

four harbor public companies (Perusahaan Umum

Pelabuhan I, II, III and IV) were established and trusted

to execute the above policy involving 91 harbors

throughout Indonesia.

Ocean-going transportation, mainly destined to

Japan, Hongkong, Taiwan, Canada, United States,

and Europe, in the reporting year operated 51 ves-

sels with a carrying capacity of 732 thousand DWT.

Compared with the previous year the number of

vessels and the carrying capacity decreased by

respectively 16.4% and 9.3%. However, the vol-

ume of cargo carried increased by 2.7% reaching

18,964 thousand tons (Table 8.36).

The number of ships in interinsular shipping

went down by 69 bringing forth a 13.9% reduction

in the carrying capacity. Nevertheless, the volume

of cargo transported rose by 7.1 % to 6,805 thou-

sand tons (Table 8.37).

Local shipping, mainly engaged in linking sea

terminals of certain islands, was directed towards

providing transportation services of certain areas

and thereby supporting interinsular shipping ser-

vices. In the reporting year, 1,139 ships were en-

gaged in local shipping, with a carrying capacity

of 171.3 thousand BRT.

Traditional shipping, operating small boats (up

to the maximum volume of 100 m3 or 75 BRT),

was mainly aimed at the improvement of their ser-

vices. In the reporting year, the number of boats
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increased by 25 to 3,511 with a carrying capacity

of 181.2 thousand BRT. Therefore, the cargo car-

ried increased by 33.4% reaching 2,875.9 thou-

sand tons. With regard to pioneer shipping, the

number of ships decreased by 16.7% to 30. As a

result, passengers and cargo transported declined

by 15.8% and 67.8%, respectively (Table 8.38).

To promote production of transportation ser-

vices and improve shipping safety, at the begin-

ning of Repelita IV the Government issued a regu-

lation concerning the scrapping of old vessels 6)

In this regulation it was stipulated that vessels in

operation during a specified period were to be

scrapped according to the following schedule : as

of May 1, 1984 for vessels of the age of 30 years

or more, and as of January 1, 1985 for those of

the age of 25 years or more.

3. Air transportation

Efforts to improve transportation services con-

tinued to be expanded. During the reporting year a

flight cooperation was concluded between a national

and Japanese airline, with the intention of promot-

ing tourism. Furthermore, to encourage non-oil ex-

ports, since 1983 national airlines provided dis-

counts for freight ranging between 40% and 60%.

During 1983 the number of turboprop aircrafts

increased by 29.3% reaching 106, while turbojets

at 82 remained unchanged. In order to support air

transportation, the number and capacity of airports

continued to be improved. At end of 1983, there

were 95 airports, of which 5 could be landed by

B-747, 8 by DC-10 or A-300, 15 by DC-9, 35 by

F-28, 51 by F-27 and the remaining airports (44)

could only accommodate Casa212 and Twin Otter

aircrafs. It should be noted that pioneer flights only

operated the latter two aircrafts.

In 1983, the domestic passengers and cargos

transported decreased by 5.4% and 11.5°0, re-

spectively. The number of internatiorl~~i passen-

gers also decreased, by 3.3%. However, cargo in

the international flight served increased by 78.0%

(Table 8.40).

J. Tourism, Postal Services and

Telecommunicaton

Policy in the field of tourism, postal services

and telecommunication, was mainly directed to

increase foreign exchange earnings and expand

business as well as employment opportunities. To

increase the flow of foreign tourists, on April 1,

1983, the Government issued a series of regula-

tions known as the Paket Kebijaksanaan Pariwisata

1983 (Tourism Policy Package of 1983). This policy

involved, among others, with visa, air transporta-

tion and services. In addition, incentives were

extended to induce the development of support-

ing services for tourism industry.

Postal and giro services were extended to reach

villages and transmigration areas. Furthermore,

cooperation with other countries in the fields of

philately, postal and money transfers was also im-

proved. Developments in the telecommunication

field involved expansion in the network of tele-

phone, telegraph and telex services as well as

improvement in the quality. In this connection,

Palapa A, a domestic communication satellite

6) Minister of Communication Decree No. KM 57/HK. 404/
Phb-84, March 29, 1984.
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system, was replaced by Palapa B with 24 tran-

sponders or twice that of Palapa A.

1. Tourism

As a result of the Tourism Policy Package of

1983, the development of tourism in Indonesia was

quite encouraging. In 1983, the number of foreign

toruists and the amount of their spendings in-

creased by 7.9% and 22.5%, respectively (Table

8.41). It may be added, as a result of the enact-

ment of the free visa facility applicable for 26 coun-

tries since April 1, 1983, not less than 77.8% of

446,892 tourists entering through the three main

gates (Jakarta, Denpasar, and Medan) made use

of this facility.

By country of origin, the number of tourists from

Singapore ranked first (16.6%), followed by Aus-

tralia (15.8%) and Japan (14.1 %). With regard to

purpose of visit, 69.1% came for holidays, 16.7%

for business, 5.5% for holidays coupled with busi-

ness, 1.8% for missions, and 6.9 for other pur-

poses.

In 1983, the number of hotels remained at 1,075

with 38,627 rooms, of which 283 hotels (20,090

rooms) were “starred hotels.” Of the starred ho-

tels, 243 (18,821 rooms) were located in the 10

tourist areas (DTW). The number of tourist bureaus

increased by 2.3% reaching 436, of which 316

were located in those DTWs. The number of res-

taurants increased by 135.7% reaching 1,143 res-

taurants, of which 954 restaurants were located in

those DTWs.

To develop tourist objects, in the reporting year

plans were under way and feasibility studies were

conducted to examine the possibility of expand-

ing tourist facilities. Inline with this policy the Gov-

ernment improved the cooperation among institu-

tions such as the Indonesian consulates, air trans-

portation companies, hotels, travel bureaus, and

mass media.

2. Postal and giro services

In 1983, number of post offices increased to

1,713, which consisted of 211 post offices, 284

subsidiary post offices and 1,218 auxiliary post

offices (Table 8.24).

In line with the increase of postal and giro services

and the extended network, postal and giro services

also increased. In 1983, the increase was as folows :

letters rose by 16.4%, postal drafts by 47.2%, postal

and giro checks by 16.3% and postal savings by 39.6%,

while postal packages declined by 4.6% (Table 8.43).

3. Telecommunication

The policy in the field of telecommunication

was stressed on the expansion of the network and

its industry. In domestic telecommunication, the

policy was carried out by expanding the long-

distance direct dealing network (SLJJ) and the

number of public phones.
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The international direct dealing (SLI) was ex-

panded and contracts were signed to develop a

sea cable communication network linking Medan

-Middle East - West Europe.

During 1983, the number of central automatic

telephone exchanges (STO) and central manual

telephone exchanges (STM) advanced by 3.7%

and 1.80, respectively. As a result, the capacity

of STO and STM, in terms of connection lines,

increased by 3.4% and 3.2%, respectively (Table

8.44). In addition, the long-distance direct dealing

network (SLJ J ) and international direct dealing

network (SLI) increased by 2.9% and 9.4% cover-

ing 105 cities and 56 countries, .respectively. Fur-

thermore, the number of cities served by the gen-

eral telex (Gentex)7) network went up by 7.5% to

158 cities, spread throughout the country, and

central telex rose by 3.9% to 27 cities. As a result

of the transformation of manual into automatic

telex system, the number of manual telegraphic

offices decreased by 0.6% to 639.

In Repelita IV, telecommunication services

would be expected to increase by 1012% per an-

num. To meet this increasing demand, the tele-

phone connection capacity would be expanded by

7) Cable transmitted through telex.
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750 thousand line units, including connecting lines

to districts, sub-districts and industrial centers.

K. Cooperatives

Cooperative is a joint-endeavor especially suit-

able for Indonesia since the community has strong

traditional family ties. Therefore, the Government

considered it of vital importance to continually

develop cooperatives in order to improve the wel-

fare of the people. In the reporting year the policy

on cooperatives was stressed on improving the

quality of institutions, expanding business activi-

ties and providing supporting instruments. Improve-

ments of institutions were carried out by upgrad-

ing the capability of village cooperative units

(Koperasi Unit Desa/KUD) and other primary co-

operative units. The expansion of business activi-

ties was aimed at enabling cooperatives to be-

come instruments of the economically-weak group.

To foster the institutional development and the op-

erational capabilities of cooperatives as business

entities the Government provided technical assis-

tance. Furthermore, the development of coopera-

tive institutions was carried out by improving the

system of organization, capability of doing busi-

ness and skill of cooperative members as also by

expanding cooperation among cooperatives as well

as cooperation between cooperatives and other

institutions (banks, state and private enterprises).

To improve the efficiency and effectiveness, pri-

mary cooperatives were allowed to develop sec-

ondary cooperatives.

To increase the business activities of coop-

eratives, wider opportunities were provided in en-

larging capital and in dealing in production activi-

ties as well as collecting and marketing of essen-

tial commodities. It should be noted, to strengthen

the capital of cooperatives, in late of 1983

Perusahaan Umum Pengembangan Keuangan

Koperasi (Perum PKK) or corporation for the fi-

nancial development of cooperatives was estab-

lished to replace the Lembaga Jaminan Kredit

Koperasi (L J KK) or Cooperative Credit Guaran-

tee Institute. The main function of Perum PKK was

to provide guarantee to loans extended by banks

and other financial entities to cooperatives. Fur-

thermore, to improve the program on the institu-

tion of cooperatives as well as expanding of their

business activities, the Government provided ap-

paratus for training and research, and other sup-

porting facilities.

To foster the growth of cooperatives, integrated

measures were taken while encouraging the de-

velopment of entrepreneurial initiatives of the com-

munity. Taking into consideration that cooperatives

constituted one of the institutions which could as-

sist the development of the economicallyweak

groups and the importance of KUDs in the na-

tional economy, the development of cooperatives

at the initial state was more emphasized on up-

grading the KUDs. Basically, KUDs might be en-

gaged in all sectors of the economy, however, more

stress was placed on the rural economic activi-

ties, especially the agricultural sector.

At the end of 1983 the number of coop-

eratives reached 24,791 units with 13.6 mil-

lion members, consisting of 6,327 KUDs (9.5

million members) and 18,464 nonKUDs (4.1

million members). Of the 6,327 KUDs, 3,701

units were model KUDs.

Food procurement, one of the major func-

tions of KUDs, recorded encouraging improve-

ments. In the reporting year, the quantity of

husked and unhusked rice purchased by

KUDs from farmers reached 851.7 thousand

tons equivalent rice or 71.2% of the total

domestic rice procurement.8) Furthermore, the

quantity of corn purchased reached 7.9 thou-

sand tons or 75.9% of the total domestic corn

procurement. With regard to cane sugar, their

8) Purchase targeted for 1983/84 (1,195.7 thousand tons).
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quantity purchased increased by 17.1% reach-

ing 652.2 thousand tons or 50.1 % of the to-

tal domestic cane sugar procurement.

The marke t ing  o f  the  ou tpu t  o f

smallholder’s plantation, among others,

cloves and copra, was handled by KUDs. The

quantity of copra purchased by KUDs went

up by 4.4% to 56.9 tons while that of cloves

reached 20,380.5 tons. KUDs sales of copra

and cloves rose by 10.8% and 1.8% reach-

ing 55.5 tons and 19,130.4 tons, respectively.

With regard to cloves, PT Kerta Niaga was

appointed to manage the auctions and na-

tional stock of cloves.

The role of KUDs in the development of small-

scale livestock cultivation was mainly carried out

by providing hybrids and fodder for cattle and

thereby improve production. Furthermore, the

KUDs also assisted the marketing of livestock

production, especially cow milk. In 1983, the num-

ber of cattle owned by the KUD members increased

by 12.0% reaching 117.5 thousand heads and the

marketing of milk increased by 20.3% reaching

130.0 million liters or 90.0% of the total domestic

milk production.

KUDs also played an important role in pro-

viding electricity to the village community by

producing and distributing electricity through

village cooperatives for electrical services

(Koperasi Listrik Pedesaan/KLP). Up to the

end of 1983, model KLPs were constructed

in 3 locations, namely Central Lampung,

Luwu and East Lombok with a capasity of 475

KW, 550 KW and 450 KW, respectively. Those

three KLPs provided electricity to 207 vil-

lages. In the reporting year, the number of

KUD and non-KUD cooperatives, dealing with

the distribution of electricity in cooperation

with PLN, increased by 152.5% reaching 298

units spread in 20 provinces.

In Repelita IV, guidance and suppor t for

the development of cooperatives would be

more intensified. This program would be car-

ried out by more emphasizing on the devel-

opment of KUDs and other primary coopera-

tives. In this connection, an institute called

“Institut Manajemen Koperasi Indonesia” (co-

operative management institute of Indonesia)

would be established in Sumedang, West

Jawa.
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APPENDIX B

MANAGEMENT OF BANK INDONESIA

as per March 31, 1984

Government Commissioner : A.J. Witono S.

BOARD OF MANAGING DIRECTORS

Governor : Dr. Arifin Mohamad Siregar

Managing Director : Teuku Mohamad Zahirsjah, S.H.

Managing Director : Marjanto Danoesapoetro, S.E.

Managing Director : Binhadi, Drs.

Managing Director : Sujitno Siswowidagdo, S.E.

Managing Director : T.M. Sjakur Machmud, S.H.

Managing Director : R. Rachmad

Managing Director : Hendrobudiyanto, Drs.
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GENERAL MANAGERS

Office of the Board : Suparman Wijaya, S.H.

Administration and

Organization Department : Bambang Susilo

Budget Department : Sjafri Chalik

Foreign Exchange Department : A. Sulaiman Gandabrata, S.E.

Economics and Statistics

Department : Suhaimi Saleh, S.E.

Legal Department : Mrs. Indrawati Soewarso, S.H.

International Department : Achmad Effendie, S.H.

General Services Department : Sukiyato

Money and Capital Markets

Department : Sjahrizal, S.H.

General Credit Department : Dadang Soerman, S.E.

Cooperative and Small Credits

Department : Bistok Hutasoit, Drs.

Bank Supervision Department : Soengkowo Prijoredjo

Internal Control Department : R. Soegiono

Currency Circulation Department : R. Soejoto

Credit Planning and Credit

Supervision Department : Abdul Muis Bachtum

Personnel Department : Sjamsuddin Sudjaja

REPRESENTATIVES

Kuala Lumpur and Singapore : Hendarno Hendarmin, S.E.

London : N.A.L. Mailangkay, S.E.

New York : M.H. Sitinjak, S.H.

Tokyo : Mahfud Jakile, S.E.

REGIONAL COORDINATORS

Coordinator of Bank Indonesia

for East Jawa : Dewa Made Gunawan

Coordinator of Bank Indonesia

for Central Jawa and Yogyakarta : Sumantri Hadisuryatno, S.E.
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BRANCH MANAGERS

Ambon : Soekisman

Balikpapan  : Oerip Setiawan, S.H.

Banda Aceh : Aibar Durin, S.H.

Bandar Lampung : Soesantoro, S.E.

Bandung : Tom Hartono, S.H.

Banjarmasin : A. Bakry Pangoriseng, Drs.

Bengkulu : P.R.O. Sihombing, Drs.

Cirebon : Abdul Syukur

Denpasar : Sugiono, S.E.

Jambi : Koesen, S.E.

Jayapura : Soedharnindhito, S.H.

Jember : C. Korompis, S.E.

Kediri : Soediarto

Kendari : Djedi

Kupang : Husein Bratasuwignja

Lhokseumawe  : Soelasmo, Drs.

Malang : R. Saptadi Baroto

Mataram : Suryono Joyoprayitno, S.E.

Medan : Thamrin Soerawisastra, S.H.

Menado : Nur Sudibyo, S.E.

Padang : A.F. Tumiwa

Palembang : Kamaloeddin Chatab, Drs.

Palu : Basuki Sumadibrata, BBA.

Pekanbaru : Ph. K. Intama

Pematang Siantar : Soediono, S.E.

Pontianak : Ibnoe Soejachmoen N.P.

Purwokerto : Muhadjir

Samarinda : Darwis ldroes, S.E.

Sampit : Syahriar Lathief

Semarang : Sumantri Hadisuryatno, S.E.

Sibolga : M.T. Naibaho, S.E.

Solo : Sri Hastjarja Parwasoeparta, S.E.

Surabaya : Dewa Made Gunawan

Tasikmalaya : H. Afnan, Drs.

Tegal : Djoko Soetrisno

Ternate : Srie Slamet, Drs. Pend.

Ujung Pandang : Sutedja Trisnaatmadja, S.H.

Yogyakarta : Mohamad Kurdi, S.E.
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Bank Perkreditan Rakyat (BPR) is rural bank

comprising market bank, employees bank, village

bank and paddy bank. This type of bank is en-

gaged primarily in accepting savings and extend-

ing loans to traders (in market places or villagers).

The operation of this type of bank is limited to

regencies (kabupaten)/villages.

Bimas, Inmas, and Insus are terms used in

agricultural program in Indonesia. Bimbingan Masal

(Bimas) is a program of extension services on the

application of the so-called Panca Usaha Tani Sys-

tem in order to increase the agricultural produc-

tion. These extension services were carried out

with the cooperation of other government institu-

tions and were simultaneously directed towards

increasing the self-reliance of farmers and thereby

improve the living standard of the community.

Panca Usaha Tani is the “five elements of agricul-

tural intensification program” comprising applica-

tion of fertilizers, control of pests and diseases,

planting of high yielding seeds, better farming

methods, and better irrigation. Intensifikasi Masal

(Inmas) is a program to increase agricultural pro-

duction by implementing some of the “five ele-

ments of agricultural intensification program”, es-

pecially the application of fertilizers, and control

of pests and diseases. As for Intensifikasi Khusus

(Insus), a special variant of Bimas applied to groups

of farmers in adjacent areas. The groups are formed

on the basis of location, type and nature of land.

This program is intended to encourage mutual

cooperation among farmers in the implementation

of the Panca Usaha Tani scheme.

Compensatory Financing Facility (CFF) is a

facility or loan provided by IMF to member coun-

tries encountering serious balance of payments

problems.

Domestic liquidity (M2) comprises currency and

demand deposits (M1 ), and quasi money (time

and savings deposits and foreign currency depos-

its of the domestic private sector).

Export Credit Facility is a package of credit

extended by a Government and financial

institution(s) to promote exports of the creditor

country, the terms of which are softer than those

of commercial credits. The portion of credits pro-

vided by the financial institutions is guaranteed

by the government or by a government insurance

agency of the creditor country.

General Arrangement to Borrow (GAB) is an

agreement concluded among IMF, some advanced

countries and international financial institutions on

the strengthening of IMF resources.

Industrial terms/definitions used in Indonesia :

Small-scale Industrial Area (LIK) is a location

designated for small-scale industries as a realiza-

tion of equitable development in the field of

small-scale industries. Through LIKs, the Govern-

ment has easier access to render guidance and

information, and provide financial aids to

small-scale entrepreneurs. Under the LIK scheme,

entrepreneurs must reside apart from the site of

industry activities. Rural Small-scale Industrial

Group (PIK) is an industrial site, smaller and more

heterogenous than a LIK, accommodating indus-

tries uncovered in a LIK. Entrepreneurs under the

PIK scheme must reside in their respective in-

dustrial sites. An industrial zone consists of a

number of industrial complexes. The development

of an industrial zone is directed to incorporate

various identical industries to enable to improve

close cooperation among these industries, and

also incorporates downstream industries which de-
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velop following the increased activities of basic

industries. Industrial estate is an integral part in

the conception of an industrial center development.

The industrial estate provides infrastructure and

economic facilities for the development of

medium-scale industries. Industrial Growth Cen-

ter (WPPI) is an area covering several industrial

estates. The construction of these areas is intended

to materialize equitable developments, especially

those in remote regions in addition to increasing

employment opportunities. Small-scale Industrial

Supporting Services (SUIK) is a unit which pro-

vides supporting services to industrial areas.

Inter-Governmental Group on Indonesia (IGGI)

is a group of aid donors of Indonesia comprising

governments and international institutions. The

group, established in 1967, conducts regular meet-

ings to assess Indonesia’s need for credits. Aid

donors include Australia, Belgium, Canada,

France, the Federal Republic of Germany, Indo-

nesia, Italy, Japan, the Netherlands, New Zealand,

Switzerland, the United Kingdom, the United

States, the Asian Development Bank, the IMF,

the United Nations Development Program and the

World Bank. The observers include Austria, Den-

mark, Finland, Norway, Spain and representatives

of the Organization for the Economic Cooperation

and Development, the European Economic Com-

munity and the United Nations Children’s Emer-

gency Fund.

Kredit Candak Kulak (KCK) is a smallscale

credit eligible for petty traders. KCK is a soft-term

credit with simple procedures, extended to assist

the financing of merchandise. Loanable funds for

these credits are entirely appropriated by the State

Budget. The distribution of this type of credit is

entrusted to KUD, under the supervision of the

Ministry of Cooperatives.

Kredit Investasi Kecil (KIK) is a smallscale in-

vestment credit (medium or long term) extended

on special terms and conditions with simple pro-

cedures. This credit is especially designed to as-

sist indigenous small-scale entrepreneurs/enter-

prises for financing their investments.

Kredit Midi is a type of credit extended to small-

scale entrepreneurs in villages formerly enjoying

mini credit due to expansion in their business. This

type of credit is granted on the same terms and

conditions as those applied to mini credit. Maxi-

mum amount of this credit is Rp 500,000.00 with

maturity of 3 years for investment and 1 year for

working capital.

Kredit Mini is a small-scale credit extended to

small-scale entrepreneurs, mainly the village com-

munity, on a soft-term basis and simple proce-

dures. Funds for this credit are provided by the

State Budget and channeled through Bank Rakyat

Indonesia except for the Irian Jaya Province, which

is entrusted to Bank Ekspor Impor Indonesia.

Kredit Modal Kerja Permanen (KMKP) or per-

manent working capital credit, is a credit on spe-

cial terms and conditions, and simple procedures

especially designed to assist indigenous

small-scale entrepreneurs/enterprises for the fi-

nancing of working capital needs.

Kredit Pemilikan Rumah (KPR) or house owner-

ship credit, is a soft-term credit available to employees

(government and non-government) with an income not

exceeding that of a government employee of category

IV, for financing low-cost housing extended through

State-owned Savings Bank (BTN).

Koperasi Unit Desa (KUD) is village unit coop-

erative entrusted with distributing farm inputs,

marketing farm products and channeling credits

to farmers. Model KUD is one which has met cer-

tain requirements, i.e. the qualification of its per-

sonnel, administration, social-economic role in the

community, and sufficiency of facilities.

Liquid assets comprise cash on hand, demand

deposits and clearing guarantee deposits with

Bank Indonesia.
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Liquidity credit is the refinancing facility of Bank

Indonesia to finance banks’ loans to borrowers or

to assist banks in overcoming liquidity problems.

Money Supply (Ml) comprises currency and de-

mand deposits constituting the liabilities of the

monetary system to the community.

Net assets of banks is the sum of banks’ credit

extended plus several other assets, having a simi-

lar monetary effect on those of bank credits ex-

tended, minus several items of liabilities.

Non-Bank Financial Institution (NBFl) is a

non-bank and non-insurance financial institution,

the main activity of which is mobilizing funds from

the community by issuing commercial papers.

There are four types of NBFIs, namely develop-

ment type, house ownership type, investment type

and other type. NBFl of development type is an

NBFI mainly engaged in extending medium and

long-term credits in addition to joining equity par-

ticipation in corporations. Primary source of funds

of this type of NBFI originates from issuance of

medium-and long-term commercial papers. NBFl

of house-ownership type is an NBFI primarily en-

gaged in extending medium and long-term credits

to medium-income group for the purchase of

non-luxurious houses. Funds of this type of insti-

tution originate mainly from issuance of

medium-and long-term obligations, especially

housing bonds in addition to accepting savings

especially those of prospective house purchas-

ers in order to meet the self-financing requirements.

NBF/ of investment type is an NBFI engaged pri-

marily in brokerage in the issuance of commercial

papers in addition to underwriting the sales of these

papers. Funds of this type of NBFI originate from

the issuance of commercial papers. NBF/ of other

type is in fact PT Sarana Pembiayaan Bersama

Indonesia (PT SPBI ). PT SPBI was established

in June 1981 to provide a channel for sharehold-

ers of ASEAN Finance Corporation Ltd. (AFC) in

Indonesia. The main function of AFC is to mobi-

lize domestic and overseas funds for the financ-

ing of regional projects of ASEAN countries.

Official Development Assistance (ODA) is an

assistance in the form of aid or loan on

concenssionary terms, i.e. a grant element of 25%

or more.

Operasi Khusus (Opsus) Peningkatan Produksi

Pangan is a special program aimed at increasing

food crops production by placing priority in the

services rendered to the implementation of Bimas

and Inmas schemes carried out mainly in isolated

regions insufficient of food crops.

Primary cooperative is a cooperative of which

the membership consists of at least 20 individual

members.

Program import is a term used for import of

raw material and consumer goods under the gov-

ernment program.

Project Executing Unit (UPP) is a scheme of

smallholder plantation development carried out by

a Project Executing Unit, a task force unit set up

to assist smallholders in developing, cultivating

and managing their plantations, and processing

and marketing their products, in addition to incor-

porating them into a cooperative body.

Reserve Tranche Facility is an unconditional

facility provided by the Fund to member countries

encountering temporary balance of payments prob-

lems, the amount of which is determined by the

reserve tranche position of the concerned mem-

ber country.

Secondary cooperative is a cooperative of

which the membership consists of legal bodied

cooperatives.

Smallholders’ Nucleus Plantation (PIR) is a

scheme for developing smallholders’ plantation by

assigning estates to provide guidance in cultivat-

ing, managing, processing and marketing their

products.
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Smallholders’ Sugarcane Intensification Pro-

gram (TRl) is a program aimed at improving

smallholders’ productivity (outside-estates and

sugar mills) by providing guidance and production

facilities in addition to bank credits.

Under-writer is an institution acting as a broker

and underwriter in the emission of stock and bonds.

Withholding Tax (MPO) is assessing a person’s

tax, thereby, a person or body, appointed by Head

of Tax Inspection as an MPO agent, entrusted to

assess, collect, submit and report other person’s

tax to the Office of Tax Inspection.
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