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INTRODUCTION

The Indonesian economy in 1984/85 continued to face serious challenges, in the
forms of persistently weak domestic demand
and sluggish oil prices in the international
market as well as protectionist measures
imposed by industrial countries. However,
in general the economy during 1984/85 performed quite well. This performance was
among others reflected by the higher economic growth rate, improvement in the balance of payments, and stable prices. This
satisfactory performance was achieved
through various fundamental economic adjustment measures, primarily in the monetary and fiscal sectors, pursued by the Government during the past years and supported
by stronger recovery of the world economy.
The higher economic growth was mainly
attributable to the better performance of the
agricultural and industrial sectors. The improvement in the balance of payments primarily occurred in the current account,
which recorded a sharp decline in its deficit, while the overall balance of payments
showed quite considerable surplus. The
stable prices accomplished during the reporting year were reflected in the much
lower rate of inflation, the lowest level since
the past 13 years.
The growth rate of the economy of Indonesia, as measured in the rate of increase
of gross domestic product (GDP) at 1983
constant prices, reached 5.8%. Taking into
consideration the population growth rate of
around 2.2%, real per capita GDP during
1984 rose by about 3.5% compared with
1.1% in the previous year.

All economic sectors recorded increases,
except construction which recorded a negative growth. The agricultural sector showed
a value-added increase of 5.9% compared
with 1.9% in the previous year. This high
growth rate of the value-added mainly occurred in the food crops production, especially rice, which showed an increase of
7.6%. It should be noted that as a result of
this considerable increase Indonesia succeeded to achieve self-sufficiency in rice.
Value-added of the processing industries
grew by 12.8% compared with 3.5% in the
preceding year. This remarkable progress
was closely related to the rapid increase of
liquefied natural gas (LNG) production. In
addition, output of refineries and non-oil/
LNG processing plants, especially fertilizer,
cement and plywood, also recorded quite
considerable improvements. Value-added of
the mining sector during 1984 was up by
7.0% compared with 0.7% in the previous
year. This higher growth rate was mainly
attributable to the rapid increase in the production of the earth gas.
At market prices, the share of the agricultural sector in the GDP formation continued to occupy first place. However, its
share during the past decade declined from
40.1% in 1973 to 24.9% in 1984. On the
other hand, the share of the industrial sector in the GDP formation recorded an increase, namely from 9.6% in 1973 to 12.0%
in 1984.
The higher economic growth rate was also
accompanied by a favorable development
in the balance of payments, as demon-
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strated by the achievement of a $ 667 million surplus in this reporting year. As a result of the surplus, the international reserves
in the Central Bank rose to $ 5,811 million
at end of 1984/85 or equivalent to 5.4
months imports. It should be added that if
foreign exchange reserves held by other
banks were to be included, which at end of
the same period amounted to $ 4,573 million, the overall foreign exchange reserves
would reach $ 10,384 million at end of
March 1985.
The most impressive improvement was
recorded by the current account, the deficit of which dropped to $ 1,968 million
from $ 4,151 million in the previous year.
This improvement was closely related to
the higher non-oil/LNG export earnings
and the considerable decline in imports,
as a consequence of the rephasing of various large government projects and the
higher utilization of domestically produced goods.
Exports of non-oil/LNG rose by 10.1%
to $ 5,907 million. However, oil/LNG exports recorded a slight decline, therefore,
the amount of exports in aggregate rose
by only 0.4% to $ 19,901 million. The
credible performance of non-oil/LNG exports was mainly due to the contribution
of relatively new export commodities,
such as, plywood, textile and products,
aluminium, and handicrafts. It should be
noted that exports of the new commodities during the recent past years recorded
remarkable increases, so that within a
short period (5 years) its share to total
non-oil/LNG exports increased from 5.3%
to 26.5%. This notable upward trend
was in step with efforts to diversify export commodities.

In the oil/LNG sector, the value of oil exports declined by 11.8% to $ 10,625 million. This deterioration was closely connected with the persistently sluggish demand in the international oil market, which
necessitated the Organization of Petroleum
Exporting Countries (OPEC) to impose lower
oil prices and production quotas for its members. On the other hand, in step with the
higher production capacity and the well secured market LNG exports registered a remarkable increase, namely by 40.4% to $
3,369 million.
The value of imports (f.o.b.) as a whole
decreased by 11.5% to $ 14,427 million,
following a decline of 11.9% in the previous year. Declines were registered by
imports of oil/LNG as well as non-oil/.
LNG companies. With respect to imports
implemented by oil/LNG companies, the
decline was mainly brought about by reduced imports of oil companies, namely
down by 20.5% to $ 2,605 million. This
decline was closely connected with the
higher production of fuel oils (bahan
bakar minyak or BBM), thereby enabling
the Government to curtail a considerable
amount of BBM imports, namely down by
78% to only $ 222 million. This favorable trend was accompanied by lower
imports of oil drilling materials which had
been replaced by production of the domestic industry. The decline in the
non-oil/LNG imports, by 9.2% to $ 11,630
million, primarily occurred in imports of
foreign assistance.
During the reporting year the expansionary effect on the money supply exerted by the balance of payments was
smaller than in the previous year while
that exerted by bank lendings was higher.
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Although the contractionary effect of the
government sector was considerably
higher than the previous year, money supply during the reporting year still rose by
11.6% to Rp 8,988 billion as compared
with an increase of 9.2% in the preceding year. In the meantime domestic liquidity, consisting of money supply and
quasi money, rose by 23.4% compared
with 28.7% in the previous year. The rate
of inflation was successfully curbed, from
12.63% to only 3.64% in the reporting
year. This decline was achieved in part
because of the sufficient supply and better distribution of essential commodities
as well as the maintenance of stable
prices of fuel oils, and supported by the
various measures undertaken in the monetary and fiscal fields.
In view of persistently weak oil prices
in the world market, the implementation
of the 1984/85 state budget (Anggaran
Pendapatan dan Belanja Negara or
APBN) was more directed on efforts to
increase domestic revenues and economize outlays. Efforts to enhance domestic revenues were executed through improved implementation of the new tax system, extension services, and the streamlining of the administrative capability of
the tax apparatus. Furthermore, the Government also granted tax pardons. Restraints on expenditures were among others carried out by reducing BBM subsidies through curtailing the cost of production, discontinuing subsidies on food
imports, and improving the implementation control of outlays on the procurement
of material.
Actual government receipts and expenditures during 1984/85 rose only by
5.8% to Rp 19,383 billion against an in-

crease of 27.6% in the preceding year.
After taking into account the rate of inflation, the actual revenues and expenditures in real terms showed an increase
of 2.2% compared with 13.3% in the previous year. Although the growth rate of
government revenues registered a decline, public savings, representing the
difference between domestic revenues
and routine expenditures, went up by
7.6% to Rp 6,476 billion. Domestic revenues went up by 10.2% to Rp 15,905
billion, while development revenues recorded a decline of 10.4% to Rp 3,478
billion. Increase in domestic revenues
mainly originated from LNG receipts
which went up by 49.6% reaching Rp
1,493 billion, as a consequence of the
rapid expansion of LNG exports. Non-oil/
LNG receipts recording high increases
were income tax, sales tax, excise duties,
non-tax receipts, and the items under
other taxes. On the other hand, receipts
of sales tax on imports, customs duties
and export taxes recorded declines. These
declines were caused, among others, by
the reductions of the rates of import duties and import taxes on certain commodities as well as partial reliefs of additional
export tax (PET).
As a reflection of government efforts to
economize since the preceding years, routine expenditures grew by only 12.1% to
Rp 9,429 billion compared with an increase of 20.2% in the preceding year.
The smaller growth rate of routine expenditures was closely connected with the
sizeable curtailment of BBM subsidies as
well as smaller growth rates of almost all
expenditure items.
Unlike the previous years, development
expenditures rose by only 0.5% com-
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pared with 34% in the previous year. This
lower rate of increase was due to the
rephasing of various large government
projects. As was the case with the past
year, the largest portion of those expenditures were spent on the economic sector, the field of education, cultural and
regional, as well as for the development
of business enterprises and preservation
of national resources & environments.
With regard to the economic field, the
largest amount of expenditure was spent
on the agricultural sector, followed by
transportation & tourism , and mining &
energy. It should be noted that although
the rate of increase on development expenditures as a whole decelerated, certain items of expenditures still recorded
quite considerable increases, such as,
outlays on the industrial sector and irrigation, the trade sector, and cooperatives.
This quite rapid expansion is a reflection
of the Government’s firm commitment to
promote those sectors, where most of the
economically-weak groups subsist.
Bank lendings rose by 19.8% to Rp
19,336 billion compared with an increase
of 17.7% in the preceding year. By source
of lending, deposit money banks (DMBs)
recorded an increase of 32.9%. This considerable advancement reflected the
policy of the Government to extend
greater role to DMBs in implementing
bank lendings. Lending by state banks
was up by 31.5% compared with 16.1%
in the preceding year, among others
caused by the shifting of part of Bank
Indonesia’s direct lendings to state commercial banks. This shifting was in line
with the policy of the Government to reduce Bank Indonesia’s direct lendings
while increasing the role of DMBs in bank
lending activities. It should be noted that

among the DMBs, the highest increase in
lending was recorded by private national
commercial banks (Bank Umum Swasta
Nasional or BUSN), which rose by 52.0%
reaching Rp 3,269 billion. As a result of
this rapid increase, the role of BUSN in
the activities of DMBs lending went up
from 15.5% to 17.8% in 1984/85.
By economic sector, bank lendings to
all sectors recorded increases, except the
mining sector. The highest increase was
recorded by the industrial sector (36.2%),
followed by trade (32.1%), and services
sectors (17.4%). From the point of view
of scale of priority, lendings to the priority sector recorded an increase of 60.2%,
while those to the non-priority sector registered an increase of 24.5%. Among
lendings to the economically weak groups,
the value of approved small investment
credits and permanent working capital
credits (Kredit Investasi Kecil or KIK and
Kredit Modal Kerja Permanen or KMKP)
recorded an increase of 18.8%. Furthermore, lendings under the general rural
credits (Kredit Umum Pedesaan or
Kupedes) performed a remarkable increase, namely up by 67.3%.
To improve the role of domestic funds
to finance development purposes, the
Government continued the effort to
encourage the mobilization of these funds
through banks, capital market as well as
money market. To enhance the
mobilization of public funds through the
banking sector, during the reporting year
the Government reaffirmed the policy that
all commercial and development banks
would continue to be allowed to issue
sight certificates of deposits. Pursuant to
the June 1, 1983 Monetary Policy, on
February 1, 1985, the Government issued
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a policy regarding money market
securities (Surat Berharga Pasar Uang or
SBPU- MMS). Besides designed as a
monetary instrument to regulate domestic
liquidity through open market operations,
SBPU was also intended to induce bank
activities and develop the money market.
In addition, to enhance savings from the
community, the Government continued to
postpone the collection of income tax on
interest earnings originating from the
rupiah/foreign exchange time and other
savings deposits.
The mobilization of public funds through
the banking sector in the forms of demand,
time and savings deposits in aggregate registered a considerable increase, namely up
by 25.1% to Rp 16,688 billion at end of
March 1985. As in the previous year, the
highest increase was recorded under time
deposits, namely by 37.4% reaching Rp
8,726 billion. Savings deposits, which
largely consisted of the national development savings scheme (Tabungan
Pembangunan Nasional or Tabanas), rose
by 21.3% to Rp 7 74 billion. This favorable
development was also accompanied by an
increase in the number of depositors.
Certificate of deposits (CDs) advanced by
18.4% to Rp 445 billlion, of which the largest portion were issued by state banks. It
should be noted, towards the end of the reporting year BUSNs also started to issue
CDs. Furthermore, commercial papers of
non-bank financial institutions or NBFIs
(Lembaga Keuangan bukan-Bank or LKBB)
rose by 25.4% to Rp 760 billion. Trade in
SBPUs, which just started in February
1985, already showed remarkable progress.
Shares and bonds traded in the capital
market went up by 708 thousand certifi-

cates at a value of Rp 71.0 billion bringing
forth the aggregate number of certificates
to 58,208 thousand at a value of Rp 356.5
billion. Trade of shares and bonds during
the reporting year stood at 1,705 thousand
certificates or averaging 142.1 thousand
certificates per month.
In the banking sector, supervision efforts
continued to be directed towards improving the efficiency, expanding activity, and
strengthening capital of banks. In line with
these efforts, one private national savings
bank and one BUSN concluded merger,
bringing forth the number of banks implementing merger to 96 banks at end of the
reporting year. With the conclusion of this
merger, although the number of DMBs remained unchanged, the number of DMBs’
offices rose from 1,328 to 1,384, testifying
increased activities. Higher activities were
also demonstrated in the increases of assets, funds mobilized, and credits extended
by those DMBs, namely up by 30.4%,
25.0% and 33.7%, respectively. These favorable developments were also recorded
by LKBBs. Assets, acquisition of funds and
placement of investments of all those
LKBBs, respectively recorded increases of
41.4%, 43.2% and 41.9%. The activities of
insurance companies also recorded increases, as clearly shown in the higher premiums acquired as well as in the expansion of funds placed.
From the above, it could be concluded
that although still facing serious challenges,
the economy of Indonesia accomplished to
prove its resiliency. This was among others
reflected in the achievement of a better economic. Performance, which even surpassed
the average economic growth rate of developing countries. This favorable development could only be achieved by the series

viii

of fundamental policies undertaken since
the past several years, which accomplished
to establish a stronger foundation and
thereby enable Indonesia to partly avoid
negative impacts of unfavorable world economic developments. The Indonesian
economy in the coming year would still encounter serious challenges. This is based
on the assumption that the economic recovery of the industrial countries would slow
down in 1985, accompanied by increased
protectionist measures imposed on exports

of developing countries and persistently
weak oil prices. However, with the stronger
economic foundation laid down by the fundamental policies undertaken by the Government, the economy of Indonesia in the
coming year would still show an improvement although at a lower level than that
achieved in 1984.
The Governor of Bank Indonesia
Dr. Arifin M. Siregar.
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I. MONET
AR
Y DEVELOPMENT AND POLICY
MONETAR
ARY

A . Monetary Policy
The monetary policy undertaken during
the reporting year principally continued to
be directed towards streamlining the June
1, 1983 Monetary Policy, namely to lay
down a stronger foundation to enable the
banking sector be more efficient in achieving the development goals. In the effort to
achieve these development goals the monetary policy continually safeguarded the
monetary stability through regulating reserve money using indirect monetary instruments, namely the minimum reserve requirements, discount facilities, open market operations, and moral suasions.
The instruments used in the open market
operation consisted of Certificate of Bank
Indonesia (Sertifikat Bank Indonesia or SBI)
and Money Market Securities (MMS or
Surat Berharga Pasar Uang/SBPU). The
SBPUs, introduced on February 1, 19851),
was intended to regulate liquidity requirements of banks and enhance the activities
of the money market. To streamline and increase trade in SBPU, as well as encourage
the creation of a secondary market, it was
necessary to establish securities houses. At
the initial stage, during the reporting year a
nonbank financial institution (NBFI or
lembaga keuangan bukan-bank/LKBB) had
been appointed to act as a securities house
designated to trade securities issued by
customers of banks or NBFIs as well as those
issued by these institutions. Furthermore,

1)

1 ) Bank Indonesia Circular Letter No. SE 1 7/6/UPUM,
January 28, 1985.

the securities owned by this securities house
might also be rediscounted to Bank Indonesia. In Addition, if deem necessary, banks
or NBFIs may also rediscount these SBPUs
to Bank Indonesia. The type of SBPUs
which may be traded at present are restricted to certain acceptances, promissory
notes and trade bills. At the initial stage the
level of rediscount to Bank Indonesia was
fixed at 20.5% p.a.
Meanwhile, during the reporting year
Bank Indonesia provided a special credit
facility to banks encountering liquidity
problems. As commonly known, in August
and September 1984 a disruption occurred
in the inter-bank call money market as a
result of speculative expectations that the
exchange rate of the United States’ dollar
might increase and the heavy dependence
of certain banks on funds obtained from this
market. The large drawings used for the
purpose of this speculation resulted in
shortages of liquidity of banks and since
certain banks heavily depended on funds
of the interbank call money market, the interest rate of this market recorded high increases and even reached an unrealistically
high level ever recorded. In this connection, to lower the interest rate of the interbank call money market and to prevent over
dependence of banks on funds from this
market in the future, Bank Indonesia fixed
the maximum level of elligibility for banks
to obtain funds from this market, namely to
the maximum of 7.5% of funds in rupiah
acquired by those banks from third parties.
Furthermore, in step with this action, Bank
Indonesia provided a special credit liquidity with a maturity of 1 year.
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The monetary development during 1984/
85 was quite stable as reflected in an expansion in money supply (M1) conducive
to support economic growth while the rate
of inflation succeeded to be controlled at a
low level. It could be added, the achievement to maintain monetary stability, besides
the monetary policy was also contributed
by the fiscal policy.
B . Money Supply and Factors Affecting its Change
Domestic liquidity (M2) at end of 1984/
85 reached Rp 19,447 billion or up by
23.4% compared with 28.7% in the previous year (Table 1.1); This slower growth was
caused by the smaller increase of quasi
money, namely 35.8% compared with 58.2%
in the preceding year. However, since the
rate of inflation during the reporting year
was slower than the previous year, domestic liquidity in real terms rose by 19.0%
compared with 13.6% in the previous year.
Money supply in the narrow sense (M1),
comprising currency and demand deposits, in 1984/85 reached Rp 8,988 billion or
showing an increase of 11.6% as compared
with 9.2% in the preceding year (Table 1.2).
This increase mainly occurred in demand
deposits, namely up by 15.6% reaching Rp
5,203 billion compared with an increase of
2.8% in the preceding year. Currency in
circulation rose by only 6.5% to Rp 3,785
billion compared with 18.4% in the year
before. As a consequence of this development, the share of demand deposits rose
from 55.9% to 57.9% at end of March 1985.
The increase in the share of demand deposits was due to the higher use of banking
services by the public among others reflecting higher public confidence in the banking system. Money supply in real terms re-

corded an increase of 7.6% compared with
a decline of 3.7% in the previous year (Table
1.3).
As shown in Table 1.4, the external sector in the reporting year recorded an expansionary effect to the amount of Rp 2,476
billion compared with Rp 2,800 billion in
the previous year. The considerable expansionary effects of the external sector during
the two recent years reflected improvements
in the balance of payments, after experiencing considerably large deteriorations in
the past two earlier years.
The government sector had a
contractionary effect of Rp 2,536 billion
compared with Rp 1,834 billion in the past
year. The larger contractionary effect was
closely related to the increased preservation effort exerted by the Government
through reducing production costs for domestic fuel oils which succeeded to curtail
fuel oil subsidies.
Claims on entities, enterprises and individuals had an expansionary effect of Rp
3,466 billion compared with Rp 2,633 billion in the previous year. The higher expansionary effects were mainly recorded on
loans extended to private enterprises and
individuals, indicating an increase of Rp
3,326 billion compared with Rp 2,355 billion in the previous year. Claims to official
entities/public enterprises went up by Rp
140 billion compared with Rp 278 billion
in the previous year. The slower increase
was mainly caused by large amounts of repayments made by various official entities.
Quasi money, which had a contractionary
effect on money supply, in the reporting year
rose by Rp 2,754 billion. The largest increase was still recorded by the rupiah time
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deposits. Foreign exchange demand deposits also recorded a considerable increase.
Other factors, primarily consisting of capital account, reserves, profits and import
deposits, during the reporting year had an
expansionary impact of Rp 282 billion compared with a contractionary impact of Rp
87 billion in the previous year.
C. Monetary Prospects for 1985/86
To enhance the domestic economic activity while maintaining monetary stability,
in 1985/86 the Government would continue
to take the necessary measurements toward
streamlining the fundamental policies undertaken in the previous years. These measures would principally be directed to lessen
the negative impact of the foreign sector and
induce investment activities.
The world economic recovery, especially
in the industrial countries, during 1985/86
is expected to continue although at a lower
level than that achieved in 1984/85. Furthermore, the international market and
prices of oil are predicted to remain unfavorable to the Indonesian economy.
Taking into consideration the world
economic development, especially in

Indonesia’s main trading partners, the
external sector is expected to have a
smaller expansionary effect on money
supply during 1985/86 than those recorded in 1984/85. Since the foreign
sector also influenced the implementation of the state finance, the Government would continue to undertake adjustment measures such as economizing routine expenditures as well as intensifying and extending collection of
taxes. Based on the budgeted revenues
and expenditures for 1985/86, the government sector is estimated to have
another contractionary impact on
money supply although at a lower level
than the previous years.
With the assumption that growth in investment by the government sector would
be lower than in the preceding year, it
would therefore be necessary to increase
private sector investment to induce the
domestic economic activity. In this connection, the Government would make efforts to encourage expansion of bank credits at reasonable interest rate levels. It is
projected that bank credits in the coming fiscal year would have a substantial
expansionary impact, at a similar level
recorded in 1984/85.
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II. BANK CREDIT DEVELOPMENT

A.Credit Policy
In step with the June 1, 1983 Monetary
Policy, the credit policy during 1984/85
continued to be directed towards improving the capability of banks to extend credits on funds mobilized from the public. In
the effort to complete the instruments for
the execution of the monetary policy and to
enhance the credit expansion capability of
banks, Bank Indonesia introduced regulations on the issuance of money market securities (Surat Berharga Pasar Uang or
SBPU). In addition, to assist banks in solving liquidity problems in their day-to-day
operation and in their placement of investment credits which might be encountered
in the future, the discount facilities introduced on February 1, 1984 continued to
be implemented. It should be noted that
during the reporting year direct credits of
Bank Indonesia to Bulog and Pertamina
were shifted to state-owned banks, so that
Bank Indonesia could concentrate its attention more on the central banking functions.
To provide greater opportunities to economically-weak groups, besides credit facilities such as small-scale investment credits (Kredit Investasi Kecil or KIK), permanent working capital credits (Kredit Modal
Kerja Permanen or KMKP), general rural
credits (Kredit Umum Pedesaan or
Kupedes) and credits to cooperatives, during the reporting year the Government also
provided other types of credits. These credits, among others included credits under the
1)

Bank Indonesia Circular Letter No. SE 17/1/UKK,
May 30, 1984.

framework of Presidential Instruction No.
29/1984 (Keppres No. 29/1984), credits to
the maximum amount of Rp 75 million for
working capital and investment, and credits to chicken farmers outside those extended under Presidential Instruction No.
50/1981 (Keppres No. 50/1981). In line with
efforts to boost food production and enhance the role of village unit cooperatives
(Koperasi Unit Desa or KUD), during the
reporting year the Government issued a new
credit facility, namely credit to farmers
(Kredit Usaha Tani) for the intensification
of paddy/ secondary crops extended
through KUDs. All these credits bore low
interest rates, sufficiently long maturities and
insignificant portions of self-financing.
To assist the capital and extend greater
opportunities to the economically-weak
groups, since May 1984 state-owned banks,
private national commercial banks (bank
umum swasta national or BUSN) and regional development banks (bank
pembangunan daerah or BPD) were permitted to extend working capital credits under
the framework of Keppres No. 29/1984.1)
These credits were extended under the
framework of implementing work-orders or
Government’s purchasing contracts of which
the source of financing came from budgets
of the central government (Anggaran
Pendapatan dan Belanja Negara/ APBN),
local government (Anggaran Pendapatan
dan Belanja Daerah/APBD), state entities
(Badan Usaha Milik Negara/ BUMN) and
state-owned banks. These working capital
credits might only be extended to the indigenous economically-weak groups, including those assimilated with indigenous
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inhabitants. Entrepreneurs classified as
“economically-weak groups were those with
net worth capital of less than Rp 40 million
engaged in trade, services and activities
outside the industrial and construction sectors and less than Rp 100 million for the
industrial and construction activities. The
maximum credit was determined at Rp 200
million, bearing a 15% per annum interest
rate with a one-year maturity. The share of
self-financing was fixed at the minimum of
10% of the required cost while the collateral would be the project financed by this
credit. The working capital credit would be
automatically insured by PT Askrindo and
the amount refinanced by Bank Indonesia
was fixed at 70% of the extended credit,
bearing an interest rate of 3% per annum.
Furthermore, to enhance the role of the
private sectors in the development activities and improve the capital of the economically-weak groups, Bank Indonesia provided
credit facilities to the maximum amount of
Rp 75 million, which might be used both
for working capital and investment.2) The
terms and conditions of the credits used for
working capital followed those applied on
credits under the framework of Keppres No.
29/1984.3) With regard to credits used for
investment purposes, the maximum maturity was fixed at 10 years including a maximum grace period of 4 years, and the interest rate was fixed at 12% per annum. These
credits were provided with an 80% refinancing facility from Bank Indonesia, bearing
an interest rate of 3% per annum.

2)

3)

- Bank Indonesia Circular Letter No. SE 17/2/ UKK,
May 30, 1984.
- Bank Indonesia Circular Letter No. SE 17/9/ UKK,
November 23, 1984.
Bank Indonesia Circular Letter No. SE 17/5/
UKK,October 27, 1984.

To enhance the activities of the economically-weak groups through the facilities of
KIK and KMKP, the Government continued
to make efforts to provide funds as well as
alleviate their terms and conditions. Funds
provided for KIK and KMKP programs originated from the handling banks (20%), Bank
Indonesia’s refinancing credits (55%) and
World Bank’s refinancing credits (25%).4) It
should be noted that the financial assistance
of the World Bank, previously only provided
to the KIK scheme, since August 1, 1984
was also extended to the KMKP scheme.
The interest rates charged to handling banks
on refinancing credits from Bank Indonesia was fixed at 3% per annum and on those
from World Bank at l0,1% per annum, while
those charged by handling banks to the
customers was fixed at 12% per . Furthermore, the Government provided a 1.5% interest subsidy to handling banks on the
amount of credits extended. Since August
1, 1984 the maturities for KMKP credits
were extended to 5 years including 1 year
grace, while that for KIK was extended to 8
years including 4 year grace. Furthermore,
the credit maturity for KIK and KMKP customers who were still unable to duly meet
their payment obligations might be extended
by 2 years.
Since April 1, 1985 the Government introduced credit to farmers (Kredit Usaha
Tani) extended through KUDs for the intensification of paddy/secondary crops. This
credit scheme represented working capital
credits to farmers following the discontinuation of Bimas credits (Kredit Bimbingan
Masal).5) The amount of credits channeled

4)
5)

Bank Indonesia Circular Letter No. SE I7/4/UKK,
Juli 13, 1984.
Bank Indonesia Circular Letter No. SE 17/3/UKK,
February 26, 1984.
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through KUDs would be determined on the
basis of the intensification needs per acre
of the concerned KUDs while the credits
might only be drawn on the actual needs of
each farmer. The interest rate charged by
KUDs to farmers was fixed at 12% per annum, of which 2% would be in favor for the
KUDs and 1.5% for the insurance premium
for the state corporation for the financial
development of cooperatives (Perusahaan
Umum Pengembangan Keuangan Koperasi
or Perum PKK). It should be noted that the
maximum maturity of bank credits to handling KUDs was fixed at 12 months and that
of KUDs to farmers was fixed at 7 months.
This type of credit would be fully refinanced
by Bank Indonesia at an interest of 3% per
annum.
As reported in the previous year, to expand and induce rural economic activities,
the Government provided Kupedes, which
represented an integration of Mini and Midi
credits. Kupedes would be provided to finance investment and working capital
needs, at an amount ranging from Rp 25
thousand to Rp 1 million per customer. The
source of financing for the extension of
Kupedes in the long run would be expected
to be derived from the mobilization of rural
savings. However, in the short run, before
Bank Rakyat Indonesia (BRI) could mobilize such funds, Bank Indonesia provided
refinancing credits amounting to Rp 100
billion. It should be noted that Kupedes
used for investment and working capital
purposes, respectively, bore an interest of
12% and 18% per annum with a maturity
of 3 and 2 years. In case a customer could
not meet the repayment obligations, the interest rate would be raised to 18% for investment and 24% per annum for working
capital credits.

To expedite extension services to chicken
farmers and thereby induce production of
chicken meat and eggs, since November
1984,6) the Government reactivated the provision of credits to chicken farmers outside
the Keppres No. 50/1981 program, which
since May 1983 had been temporarily discontinued. The terms and conditions of the
credits follow those applied to KIKs and
KMKPs, provided the amount extended
would not exceed Rp 15 million.
To increase foreign exchange earnings of
the country, the Government streamlined
regulations on credits for exports. Since
November 1984, tobacco exporters receiving higher auction prices for their tobacco
sales than those determined by the price
system, were entitled to receive also higher
refunds of interest, taking into account the
credit provision of 9% interest rate on realized exports. Since December 1984 the
same regulations were applied to exporters
of tin. Furthermore, to boost export, since
March 1985, besides customers of banks,
customers of LKBBs were also made eligible
to obtain export credit.
B. Credit Development
After recording a decline in the previous
year, the growth of bank lendings showed
an increase during the year under report.
At end of the reporting year bank lendings
amounted to Rp 19,336 billion or up by
19.8% compared with 17.7% in the past
year (Table 2.1).
Credits extended by deposit money banks
(DMBs) rose by 32.9% to Rp 18,398 bil6)

Bank Indonesia Circular Letters No. SE 17/6/UKK
and No. SE 17/7/UKK, November 21, 1984.
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lion compared with an increase of 22.3%
in the previous year (Table 2.4). A rapid
increase was recorded by stateowned banks,
namely up by 31.5% compared with 16.1%
in the previous year. This was closely related to the shifting of Bulog’s and
Pertamina’s credits to stateowned banks,
which formerly were directly extended by
Bank Indonesia. As a result of this development, Bank Indonesia’s direct credits
during the reporting year declined by
59.1% to Rp 938 billion. It should be noted
that after this shifting, direct credits of Bank
Indonesia were mainly extended to the state
savings bank (Bank Tabungan Negara or
BTN) for the financing of house ownership
credits (Kredit Pemilikan Rumah or KPR).
Credits extended by BUSN rose by 52.0%
reaching Rp 3,269 billion. This rapid increase among others reflected higher activities of these banks besides greater opportunities to handle priority credits. Meanwhile, lendings of BPDs went up by 26.2%
to reach Rp 545 billion while those of foreign banks rose only by 8.7% to Rp 1,062
billion.
By field of economic activity, all sectors
showed increases, except the mining sector (Table 2.1). Credits to the industrial sector recorded a quite considerable increase,
namely by 22.5%, most of which were extended to finance non-metal mineral processing industries, papers and printing
materials, cattle food, textiles, wood and its
products, machinery and equipments, and
chemical and fertilizer processing industries. The increase of credits to the services
sector of 39.0% were mainly spent on service rendering industries, social service
activities, water supply and transportation,
warehouse, communication and construction sectors. Furthermore, the 17.1% rise
in credits to the trade sector was mainly

spent on the financing of processing and
trading of export commodities, collection
and distribution of essential commodities
and retail trade. Credits to the agricultural
sector, which rose only by 6.5%, were among
others used to finance rubber smallholders,
palm oil estate and forestry. Lendings to the
mining sector declined by Rp 291 billion,
mainly due to large loan repayments by the
state oil company. Based on the development of the credit extension, the role of industrial sector during the reporting year
increased from 35.4% to 36.2%, while the
trade sector declined slightly, from 32.8%
to 32.1%. With regard to the services sector, its role increased from 15.0% to 17.4%,
while the agricultural and mining sectors
recorded declines, from 8.1% to 7.2% and
from 4.2% to 2.0%, respectively.
Bank lendings classified by the use of
funds, namely for the purpose of working
capital and investment, are shown in Table
2.2. Working capital credits during the reporting year went up by 27.7% reaching Rp
13,607 billion compared with an increase
of 22.7% in the previous year. The largest
portion of the working credits was placed to
finance the trade sector (43.3%), industrial
sector (32.3%) and services (16.5%). Investment credits at end of the reporting year
reached Rp 5,729 billion or up by 4.6%
compared with 9.1% in the previous year
(Table 2.2). This lower increase was closely
related to the sluggish economic activity
which had not yet fully recovered besides
due to the loan repayments made by a stateowned company. These investment credits
were mainly used for the financing of industrial (45.5%), services (19.4%) and agricultural (12.8%) sectors.
By scale of priority, credits extended to
high priority sectors recorded a remarkable
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increase, namely by 60.2% reaching Rp
5,209 billion. A considerable increase was
registered in credits extended for the purpose of working capital, namely up by
82.5% to reach Rp 4,111 billion, while for
investment purposes rose by 10% to Rp
1,098 billion (Table 2.4).
Credits under KIK program at end of the
reporting year amounted to Rp 348 billion,
indicating a decline by 10.1% compared
with 6.5% in the previous year. However,
the amount of applications approved registered an increase of 11.3%. Investment
credits to other priority sectors, such as
Kupedes, estates, investment credits to the
maximum amount of Rp 75 million and
credits for cooperatives recorded considerable advancements (Table 2.3). Credits for
Kupedes, introduced on January 30, 1984
to replace the Mini and Midi credits, showed
a remarkable improvement. At end of the
reporting year the amount of credits under
Kupedes reached Rp 164 billion or indicating a rise of 67.3%. This amount included
the outstanding amounts of Mini and Midi
credits.
Credits for exports also showed a considerable improvement, namely up by
34.2% to Rp 962 billion compared with an
increase of 19.5% in the previous period.
This improvement reflected higher efforts
by banks to support the Government’s program to boost non-oil/non LNG exports.
KPR credits extended through BTN over

the years showed considerable improvements. The amount of credits and the number of customers under KPR, respectively
rose by 38.9% and 23.0% reaching Rp 803
billion and 241 thousand customers. These
improvements reflected the result of higher
efforts of the Government to provide housing to the lowincome community. With regard to KPR channeled through PT Papan
Sejahtera, it also showed considerable increases in the amount as well as in the number of customers, namely by 73.7% and
59.6% reaching Rp 33 billion and 2,330
customers, respectively, at end of 1985.
These considerable increases were in step
with the rising demand on medium quality
houses of the community.
Unlike KIK, credits under KMKP continued to show an increase, reaching Rp 886
billion at end of March 1985, or up by 2.2%
compared with 6.4% in the previous period.
Furthermore, the amount of applications
approved and the number of customers
under this KMKP program respectively
showed an increase of 22.2% and 10,9%
reaching Rp 2,274 billion and 1,798 thousand customers at end of the reporting year.
It is worth noting that other credits to support the economically-weak groups, such as
working capital credits under the framework
of Keppres No. 29/1984, working capital
credits with the maximum amount of Rp 75
million and Indonesian student credits
(Kredit Mahasiswa Indonesia or KMI) also
recorded considerable progress (Table 2.3).
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III. MOBILIZA
TION OF FUNDS
MOBILIZATION

A.Policy on Mobilization of Funds
The policy on mobilization of funds during 1984/85 continued to pursue measures
undertaken in the previous years, namely
placing more stress on efforts to increase
public savings as one of the sources of funds
to finance the development purposes. To
achieve this goal the Government consistently made efforts to encourage savings
through postponing the collection of taxes
on income (Pajak Penghasilan or PPh) originated from earnings on time deposits (TDs)
and savings deposits. In addition, Bank
Indonesia reaffirmed that all commercial
and development banks were allowed to issue certificates of deposits (CDs). Furthermore, with the objective to induce the activities of banking business and simultaneously expand the money market, banks
and non-bank financial institutions or
NBFIs (lembaga keuangan bukan bank or
LKBB) were allowed to trade money market
securities or MMS (Surat Berharga Pasar
Uang or SBPU) and increase the frequency
of the issuance period of Bank Indonesia
certificates (Sertifikat Bank Indonesia or
SBI). During the reporting year a new savings scheme, called rural savings (Simpanan
Pedesaan or Simpedes), was also introduced.
In the effort to boost savings among the
public, the Government continued to postpone the implementation of PPh collection
on income derived from interest earnings
of TDs and other savings deposits, in rupiah as well as in foreign exchange. It
should be noted that PPh continued to be
imposed on interest earnings originating
from the rupiah/ foreign exchange time and

savings deposits owned by nonresidents as
well as on those earned from the rupiah/
foreign exchange demand deposits, call
money and deposits on call owned by resident/ non-resident.1)
To intensify the mobilization of sources
through the banking system and concurrently induce the development of the
money market, during the reporting year
Bank Indonesia reaffirmed that all commercial as well as development banks, on
certain conditions, were allowed to issue
sight certificates of deposits. This certificate of deposits may only be issued in
rupiah, while the maturity may be fixed
by the issuing banks, provided that it
would not be less than 15 days. Furthermore, it was also stipulated that holdings
of certificates of deposits of a bank issued by other banks was limited to 7.5%
of its total rupiah and foreign exchange
lendings.2) Following this reeffirmation,
towards the end of the reporting year several private national commercial banks
(bank umum swasta nasional or BUSN)
already started to issue certificates of deposits. It should be pointed out that prior
to this, the issuance of certificates of deposits was only implemented by state
commercial banks and most foreign
banks.
To increase the activities of banking
business and expand the money market,
since February 1, 1985 money market

1
2)

Bank Indonesia Circular Letter No. SE 17/5/UPUM,
January 23, 1985.
Bank Indonesia Circular Letter No. SE 17/2/UPUM,
November 2, 1984.
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securities (Surat Berharga Pasar Uang or
SBPU) started to be traded. 3) At the initial stage, the types of SBPUs eligible to
be traded comprised acceptances/ promissory notes and trade bills used in the
implementation of credit extension and
interbank borrowings. To expand trade in
SBPUs, Bank Indonesia appointed one
NBFI to act as a “securities house” with
the main function to promote the secondary market through trading of SBPUs with
banks or NBFIs. In addition, this institution was also designated to promote the
secondary market of SBIs, among others,
through purchases and sales on the basis of repurchase agreements. Furthermore, the sales frequency of SBIs were
raised from 1 to 3 times per week and introduced a 15 daymaturity SBI besides
the 30 day and 90 day-maturity SBIs.4)
B. Development of Bank’
Bank’ss Funds
Mobilization of public funds through the
banking system advanced quite considerably. During 1984/85 the amount of funds
in rupiah as well as in foreign currencies
mobilized by banks in aggregate rose by
25.1% to Rp 16,688 billion (Table 3.1). The
mobilized funds comprised demand deposits Rp 7,188 billion, time deposits (TDs) Rp
8,726 billion and savings deposits Rp 774
billion. The share of demand deposits to total
funds mobilized declined from 47.6% to
43.1% at end of March 1985 and that of
TDs increased from 47.6% to 52.3%, while
that of savings deposits remained practically
unchanged.

1. T
ime deposits
Time
In the reporting year TDs in rupiah and
foreign exchange in aggregate rose by
37.4% reaching Rp 8,726 billion. Unlike
the previous year, the rate of increase of
foreign exchange TDs was higher than that
of rupiah TDs. This was closely related to
the public expectation that the US dollar
would continue to appreciate in the future.
1.1. Rupiah time deposits
The amount of rupiah TDs mobilized by
banks registered an increase of 33.2%. This
quite rapid progress was registered by all
groups of banks, namely state banks registered an increase of 28.8%, private national
banks 48.4%, local development banks
(bank pembangunan daerah or BPD) 34.4%
and foreign banks 24.0% (Table 3.2). This
favorable development was due to the still
attractive interest rates offered.
Classified by maturity, since June 1, 1983
the share of the 24-month maturity TDs continually declined, while that of other TDs
increased. The share of 24 month TDs declined from 39.0% at end of May 1983 to
5.8% at end of March 1985. Declines were
registered by all groups of banks. The increase in the share of other TDs mainly occurred in the maturities of 12-month, 6month and 3-month TDs. The share of 12month, 6-month and 3 months maturity TDs
rose from 13.2%, 12.9% and 13.9% to
42.5%, 17.9% and 14.6%, respectively, at
end of March 1985. The development of the
interest rate of TDs is shown in Table 3.3.
1.2. Foreign exchange time deposits

3)
4)

Bank Indonesia Circular LetterNo. SE 17/6/UPUM,
January 28, 1985.
Bank Indonesia Circular Letter No. SE 1 7/3/UPUM,
November 2, 1984.

TDs denominated in foreign currencies
during the reporting year rose by 51.8%.
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All groups of banks registered considerable
increases, namely state banks recorded an
increase of 35.2%, BUSNs 132.6% and foreign banks 48.8%. By maturity, the highest
increase was recorded by 3- month TDs followed by the 1-month TDs, mostly recorded
by state banks and BUSNs.
2. Savings deposits
Public savings in the forms of national
development savings scheme (Tabungan
Pembangunan Nasional or Tabanas), time
insurance savings (Tabungan Asuransi
Berjangka or Taska), Haj Pilgrimage Expenses (Tabungan Ongkos Naik Haji or
ONH) and other types of savings during the

reporting year recorded rapid advances,
namely in aggregate rose by 21.3% to Rp
774 billion. The favorable progress of the
Tabanas and Taska savings schemes was
primarily attributed to the higher number
of handling banks and also due to the increased mobilization efforts, especially
among youths, high school students and
scouts.
2.1. T
abanas and T
aska
Tabanas
Taska
As a result of the increased efforts implemented in the past years, the amount as well
as the number of savings accounts of
Tabanas and Taska continually recorded
increases. During the reporting year the
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amount of Tabanas and Taska savings in
aggregate rose by 21.5% reaching Rp 699.9
billion while the number of savings accounts rose by 13.1% to 13 million accounts
(Table 3.5).
Furthermore, the number of handling
banks of Tabanas and Taska were expanded
by 4 BUSNs. Including this expansion, at
end of the reporting year the number of
handling banks rose to 61 banks, consisting of 6 state commercial banks, 37 BUSNs
and 18 BPDs.
2.2. Haj pilgrimage expenses
(Ongkos Naik Haji or ONH)
savings deposits
ONH savings scheme comprised temporary savings of prospective haj pilgrims in
order to cover the expenses needed in fulfilling the haj pilgrimage. Banks appointed
to accept ONH deposits are Bank Rakyat
Indonesia (BRI), Bank Negara Indonesia
1946 (BNI 1946) and Bank Ekspor Impor
Indonesia (BEII). During the reporting year
ONH deposits amounted to Rp 108.1 billion for 34,554 prospective haj pilgrims
compared with Rp 144.5 billion for 47,292
prospective haj pilgrims in the previous
year. It should be noted that the ONH expenses for the 1984 haj pilgrimage
amounted to Rp 3,128,500.00 for each prospective haj pilgrim or indicating an increase of 1.7% over the previous year.5)
C. Money Market
1. Interbank funds
During the reporting year Bank Indonesia directed banks to use the interbank
funds more in line with its main purpose,

5)

Presidential Decree No. 14/1984, February 28,
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namely to solve liquidity problems in their
daily operations. This was felt necessary so
that banks would not encounter the same
difficulties experienced in August and Sep-

tember 1984, in which disruptions occurred
in the interbank money market resulting in
a substantial rise in interest rates, reaching
a level of 90% p.a. For this purpose, as
elaborated in chapter I, Bank Indonesia
fixed the maximum ceiling for a bank to
mobilize funds from the interbank money
market, namely at the maximum of 7.5% of
rupiah funds mobilized from third parties.
As follow up of this restriction, Bank Indonesia provided a special credit facility with
a 1- year maturity. Following this measure,
the level of the interbank money market
interest rate gradually declined to 24.5%
p.a. at end of March 1985.
The amount of transactions in the interbank money market implemented through
the Jakarta Clearing during the first 6
months of the reporting year reached Rp
7,380 billion, indicating an increase of
78.8% compared with the same period in
the previous year. In the following 6-month
period those transactions amounted to only
Rp 3,171 billion or indicating a decline of
51.1% from the same 6-month period in the
previous year. It should also be noted that
the amount of interbank money market
transactions for the whole period of the reporting year still showed a slight decline
compared with the previous year (Table 3.6).
2. Certificate of deposits
During the reporting year the amount of
certificates of deposits issued by handling
banks went up by 18.4% reaching Rp 445
billion (Table 3.7). Of this increase, Rp 72
billion were contributed by state-owned
banks and Rp 0.4 billion by BUSNs, while
foreign banks registered a decline of Rp 3
billion.
By maturity, the largest portion of certifi-
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cates of deposits issued by state commercial banks are the 6-month maturity followed
by the 1-month maturity, while those issued
by foreign banks are the 6-month and 3month maturities.
3. Money market securities
Trade in SBPUs, which started only since
early February 1985, at end of the reporting year showed a considerable progress.
At end of March 1985 the amount of SBPUs
purchased by the securities house reached
Rp 233,3 billion, of which Rp 178.2 billion were from 28 banks and Rp 55.1 billion from 8 NBFIs. Of this total amount, Rp
19.6 billion had been repaid bringing forth
the SBPU holdings at the securities house
to Rp 213.7 billion. The amount of SBPUs
rediscounted to Bank Indonesia totalled Rp
205.0 billion. It should be noted that the
number of business entities implementing
the transaction of SBPUs reached 123 enterprises.

4 . Non-bank Financial Institution
(NBFI) papers
The amount of short-term papers issued
by NBFIs during the reporting year rose by
25.47% to Rp 760 billion. This improvement was mainly due to higher placement
of investments by banks in NBFI papers.
D.Capital Market
In the effort to increase the capacity of
providing domestic funds for the financing
of development, the Government enhanced
its effort to expand the capital market. The
effort was among others executed through
providing opportunities to financial institutions to become security traders and postponing PPh collection on earnings originating from certain bonds.
During the reporting year the number of
entities which placed their shares and bonds
through the capital market grew by 1 to 27.

28

In addition, in step with the opportunity
extended to financial institutions to become
securities traders, at end of the reporting
year, the number of securities traders rose
to 15 traders, consisting of 6 banks, 5 NBFIs
and 4 other business entities.

public through the capital market reached
Rp 356.5 billion at end of March 1985. It
is worth noting that trade in shares and
bonds in the securities bourse during the
reporting year reached 1,672.7 thousand
shares and 32.1 thousand bonds.

During the reporting year the business
entities, which for the first time entered the
capital market, issued 221.1 thousand
shares at a value of Rp 0.3 billion. In addition, 2 other companies expanded their issues with 480.0 thousand shares amounting to Rp 0.7 billion through the capital
market. As a result, until the end of 1984/
85 the number of entities placing their
shares through the capital market reached
24 entities with a total number of 57,938.2
thousand shares at a total amount of Rp
131.8 billion. Besides issuance of shares,
during the reporting year 1 business entity
increased the issuance of bonds by 6.5 thousand bonds at a value of Rp 70.0 billion,
bringing forth the aggregate number of bonds
to 269.7 -thousand bonds with the total
amount of Rp 224.7 billion. Accordingly,
the amount of funds mobilized from the

In order to achieve one of the objectives of the capital market, namely equitable income distribution through the possession of shares, the shares of entities
purchased by PT Danareksa through the
capital market were transformed to certificates of shares and certificates of
funds. Until the end of the reporting year
the number of certificates issued by PT
Danareksa reached 7,420.3 thousand
certificates at a value of Rp 72.8 billion.
These certificates consisted of 1,420.3
thousand certificates of shares with a
value of Rp 12.8 billion and 6,000.0 thousand certificates of funds at a value of Rp
60.0 billion. The number of certificates of
shares and certificates of funds held by the
public at the end of the reporting year totalled 6,101.7 thousand certificates with a
total value of Rp 59.3 billion.
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IV
IV.. BANKING AND OTHER FINANCIAL INSTITUTIONS

A. Banking
1. Policy in banking supervision
In order to support the national development program, the policy on banking supervision during the reporting year was
emphasized more on enhancing the efficiency of banks’ activities, and efforts were
more directed to enable banks to be more
independent to implement their daily operations. To achieve this aim, the efforts
executed in the previous years, such as providing technical assistance to local development banks (bank pembangunan daerah
or BPD), expanding local clearing activities,
and encouraging merger among private national commercial banks (bank umum
swasta nasional or BUSN), continued to be
carried out.
To support the execution of the Presidential Instruction No. 29/1984 (Keppres No.
29/1984), during the reporting year several
banks and other financial institutions were
appointed to issue guarantees for the execution of purchases or other work-orders
under the framework of the above mentioned Keppres.1) Furthermore, following
the issuance of Bank Indonesia certificate
(Sertifikat Bank Indonesia or SBI), which is
another channel for banks in the placement
of their investment activities, Bank Indonesia discontinued the provision of interest
on demand deposits exceeding the mandatory rupiah deposits of banks at Bank In-

1)

Minister of Finance Decree No. 243/KMK.011/1985,
March 5, 1985.

donesia. In addition, since February 1,
1985 banks were granted the opportunities
to issue and trade money market- securities (Surat Berharga Pasar Uang or SBPU).
2. Banking development
Following merger of 1 national savings
bank with 1 BUSN, the total number of commercial banks, development banks, and
savings banks at end of the reporting year
declined by 1 to 116 banks. The number of
offices, comprising head-, branch- and
sub-branch-offices, rose by 56 to 1,397 offices (Table 4.1).
The number of commercial banks at end
of the reporting year remained at 85 banks,
consisting of 5 state commercial banks, 69
BUSNs and 11 foreign banks. The number
of commercial bank offices, comprising
head-, branch- and sub-branchoffices, increased from 1,111 to 1,160 offices. The
increase of the number of offices was registered by state commercial banks and
BUSNs. The number of state commercial
bank offices expanded by 10 branchoffices,
while that of BUSNs by 29 branch and 11
sub-branch-offices, including the promotion
of 1 sub-branch-office to a branch- office.
The number of development banks remained at 29, consisting of 1 state development bank, 27 BPDs and 1 private development bank. Following the opening of
7 branchoffices of BPDs, at end of the reporting year the number of BPDs’ offices
totalled 224 offices.
Since 1 private savings bank merged with
1 BUSN, the number of savings banks de-
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creased from 3 to 2 banks, with 13 offices
at the end of the reporting year.
The number of foreign banks and their of
fices during the reporting year remained
unchanged, namely 11 and 21, respectively.
Meanwhile, the number of representatives
of foreign banks also remained unchanged,
namely at 68 offices. It should be noted that
all foreign banks are located in Jakarta.
Furthermore, the number of rural credit
banks (Bank Perkreditan Rakyat or BPR),
which consisted of village banks, paddy
banks, petty traders’ banks and employees’
banks, rose from 5,823 to 5,832. This increase resulted from the issuance of permits by the Ministry of Finance, legalizing
the operations of 7 village banks and 3 petty
traders’ banks, as well as the revocation of
permit to operate of 1 paddy bank.
The activities of deposit money banks
(DMBs), consisting of commercial banks
and development banks, showed encouraging improvements. This favorable development was reflected in the amount of assets,
funds mobilized and loans extended (Table

4.2). During the reporting year the amount
of assets rose by 30.4% to Rp 28,848 billion, funds mobilized by 25.0% to Rp
18,384 billion and loans extended by 33.7%
to Rp 18,488 billion. Judging from the assets side, the role of BUSNs registered an
increase, while that of BPDs and foreign
banks remained unchanged and that of state
banks recorded a decline. With regard to
the’ mobilization of funds, except state
banks, all other groups of banks experienced an increase. With respect to loans
extended, the role of BUSNs increased,
while that of other groups of banks recorded
a slight decline (Table 4.3).
As a reflection of the higher capacity of
banks in their management of funds, the
average percentage of the rupiah liquidity
maintained by DMBs decreased from 18.6%
to 17.7% from total current liabilities. This
decline were mainly recorded by BUSNs
and BPDs (Table 4.4).
As a follow-up of the previous measures,
Bank Indonesia continued to provide technical assistance to BPDs. During the reporting year the number of BPDs that succeeded
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to finish their manuals rose by 7 reaching
16 BPDs at end of the reporting year. It
should be noted that the above manual related to directives for the execution and
planning in the fields of organization, management, personnel, credit extension, mobilization of funds and research.
With the efforts to expedite and expand
more the transactions of demand deposits,
during the reporting year 1 bank was appointed to handle local clearing in a region
where Bank Indonesia was not yet represented. Therefore, the number of local clearing offices rose to 25 at end of the reporting
year. Furthermore, the number of banks’
sub-branch-offices which indirectly participated in local clearing activities went up
by 13 to 81 offices.
In connection with the implementation of
Keppres No. 29/1984, during the reporting
year 87 banks were appointed to issue bank
guarantees. These banks comprised 6 state
banks, 22 BPDs, 1 private development
bank and 58 BUSNs. Furthermore, 1 insurance company had been appointed to issue guarantee in the form of surety bond.
B. Other Financial Institutions
Other financial institutions, comprising
NBFIs, insurance and leasing companies
and pawnshops, also have an important role
in supporting developments, especially in
the efforts to mobilize funds from the public to be further channeled to productive
activities. In this connection, the Government directed these institutions to be mutually supportive among each other as well
as with the banking institutions.

1 . Nonbank Financial Institutions
(NBFIs)
The policy on the supervision of NBFIs
in the previous year continued to be directed so as to enable NBFIs to act as a supporting instrument for the expansion of the
money and capital market, and support
entrepreneurs in the forms of loan extension and equity participation. In this reporting year this policy continued to be pursued and improved.
By field of activity, there are three types
of NBFIs, namely the development finance
type, investment finance type, and other finance companies. As generally known,
NBFIs of the development finance type are
mainly engaged in providing medium-and
long-term credits as well as in equity participation in companies. Investment finance
type of NBFIs primarily act as brokers in
the issuance of securities and as underwriters. Meanwhile, NBFIs of other type are intended to meet the needs of the public in
certain fields, such as extending loans to
the medium - income group for house ownership.
Until the end of the reporting year, the
number of NBFIs remained at 14, consisting of 3 development finance type, 9 investment finance type and 2 other finance
type. The activities of NBFIs over the years
showed a steady growth as reflected in the
increase in their total assets, investments
and mobilization of funds. (Table 4.5 and
Table 4.6). During the reporting year, total
assets rose by 41.4% to Rp 1,621 billion
and the amount of funds mobilized, among
others in the form of the issuance of com-
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mercial papers, went up by 43.2% to Rp
1,463 billion. During the same period the
amount of investments increased by 41.9%
to Rp 1,547 billion.
Investments and mobilization of funds of
the development finance type as well as the
other type of NBFIs during the reporting year
showed encouraging improvements. The
amount of investments in aggregate rose by
34.4% to Rp 293 billion, of which the major portion was placed in the forms of loans
and investment in commercial papers. The
amount of funds mobilized went up by
37.7% to Rp 263 billion.

Placement of funds by the investment finance type of NBFIs advanced by 43.8%
to Rp 1,254 billion. Of these investments,
almost all went to commercial papers issued
by companies. Furthermore, the amount
mobilized was also up by 44.4% to Rp 1,200
billion.
As in the previous years, with the purpose to promote the role of NBFIs in the
trade of securities issued by companies,
Bank Indonesia continued to provide rediscount facility until the end of January 1985.
After this period, in step with the introduction of SBPUs, this rediscount facility was
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discontinued. It should be added that during the period of March 1984 until January
1985, the amount of commercial papers
rediscounted by NBFIs to Bank Indonesia
reached Rp 201.1 billion and during the
same period the whole amount had been
repurchased by those institutions.
With the purpose to smoothen transactions
of SBPUs introduced on February 1, 1985,
at the initial stage 1 NBFI had been appointed to act as a securities house. The
function of this securities house is to trade
securities issued by banks or NBFIs as well
as by customers of these institutions themselves. Furthermore, the securities owned
by this securities house may be rediscounted to Bank Indonesia. It should be
noted that if deemed extremely necessary,
banks or NBFIs are also allowed to rediscount their SBPUs to Bank Indonesia. At
the initial stage, trading in securities was
restricted to certain acceptances, promissory notes and trade bills only. Until the end
of the reporting year the amount of SBPUs
traded by this securities house reached Rp
233.3 billion, of which Rp 55.1 billion origi-

nated from SBPU sales by NBFIs and Rp
178.2 billion by banks. Of this total, an
amount of Rp 205.0 billion was rediscounted to Bank Indonesia with an interest
rate of 20.5% p.a. The interest rate of the
SBPU transactions among NBFIs, banks and
customers ranged from 19.75% to 20.5%
p.a.
2. Insurance companies
Insurance companies also have an increasingly important role in the mobilization of public funds for the financing of development purposes. The insurance companies operating in Indonesia comprised
social, life and indemnity insurance, and
reinsurance companies.
During 1984 the number of insurance
companies was up by 2 reaching 89 companies. This increase was recorded in life
insurance companies, namely from 14 to 16
companies. The amount of premiums acquired and investments placed of all insurance companies showed considerable
progress. The amount of premiums mobi-

38

lized until the end of 1983 reached Rp 888
billion or up by 38.1% compared with
29.6% in the previous year. Claims increased by 77.1% reaching Rp 448 billion
compared with an increase of 73.3% in
1982. In the meantime, during the same
period, placement of funds was higher by
33.3% reaching Rp 900 billion compared
with an increase of 39.2% in 1982.
With regard to activities of indemnity insurance and reinsurance, the amount of
premiums acquired during 1983 increased
by 57.3% to Rp 261 billion. Claims during
the same period increased by 53.7% to Rp
249 billion, while investment of funds rose
only by 5.3% to Rp 160 billion. The amount
of premiums mobilized by life insurance
companies reached Rp 229 billion, indicating an increase of 41.4% as compared
with 31.7% in 1982. Meanwhile, the amount
of claims of this type of insurance went
sharply up by 155.9% to Rp 151 billion
compared with a rise of 84.4% in 1982. The
amount of investment of funds also registered an increase, by 53.2% to Rp 170 billion.
With regard to social insurance, the
amount of premiums and claims went up

by 26.4% and 50.0% reaching Rp 398 billion and Rp 48 billion, respectively, in
1983. The amount of investment of funds
of this type of insurance grew by 38.4%
reaching Rp 570 billion at end of 1983.
PT Asuransi Kredit Indonesia (PT
Askrindo), an indemnity insurance company, mainly functioned to cover insurance
on KIK/KMKP and export credits. During
1984 the amount of premiums acquired by
this insurance company reached Rp 22.6
billion or up by 14.1%. The amount of insurance extended reached Rp 1,562.4 billion or indicating an increase of 28.9%,
while the amount of claims totalled Rp 51.5
billion or up by 81.3%.
The state corporation for the financial development of cooperatives (Perusahaan
Umum Pengembangan Keuangan Koperasi
or Perum PKK), established in 1981, is mainly
engaged in granting guarantees to cover loans
extended by banks and other institutions to
cooperatives. The coverage of guarantee from
Perum PKK ranged from 33% to 100% of the
total credits extended. During 1984/85 Perum
PKK concluded insurance agreement to the
amount of Rp 78.9 billion to cover credits to
the amount of Rp 91 billion.
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3. Leasing companies
To promote business activities and thereby
increase their role in the development efforts and
to meet the increasing financial requirements,
in February 1974 the Government issued regulation regarding leasing companies.2) The activities of leasing companies were mainly directed
to finance companies through providing capital
goods for a certain period, based on schedule of
payments. If the time period terminated, the lessee has the option to purchase the concerned
capital goods or extend the time period of leasing, taking into consideration the amount outstanding agreed upon. Leasing companies are
not allowed to receive savings in the forms of
demand, time and savings deposits as well as
extend loans in the forms of money, extension of
guarantees or other banking activities.
To increase the activities of leasing, leasing companies were permitted to operate on a
joint-venture basis with foreign companies
and obtain borrowings from 3rd parties, domestically as well as overseas. The amount of
such borrowings may not exceed 33 times of
paid- up capital, provided the amount of foreign borrowings may not exceed 6 times of its
paid-up capital.3)
Furthermore, to induce the domestic industry, first priority should be placed on goods
produced by the domestic industry for materials to be on lease. The activities of leasing
in the financing of the development continually increased, as reflected in the higher number of companies engaged in leasing and the
2)

3)

— Minister of Finance, Minister of Industry and Minister of Trade Joint Decree No. KEP—122/ MK/IV/2/
1974, No. 82/M/SK/2/1974 and No. 30/Kpb/I/74,
February 7, 1974.
— Minister of Finance Decree No. KEP—649/MK/
IV/S/1974, May 6, 1974.
Circular Letter of Director General of Domestic Monetary Affair No. SE—6017/MD/1984, December 4,
1984.

amount of their paid-up capital as well as in
the amount of contracts concluded. At the end
of 1984 the number of leasing companies
reached 47 compared with 34 companies at
end of 1983. The amount of paid-up capital
of these companies rose from Rp 64.5 billion
to Rp 73.8 billion at the end of 1984. The
amount of the concluded leasing contracts
reached not less than Rp 436.8 billion compared with Rp 277.1 billion in 1983. It should
be noted that these contracts were mainly used
for the financing of the industrial sector, transportation, office building and construction. By
status of ownership, leasing companies comprised state, private national and joint-venture
companies.
4. Pawnshops
As commonly known, Perusahaan Jawatan
Pegadaian (Perjan Pegadaian) is mainly engaged in providing loans to the low income
groups. To increase services to the low income
community, during the reporting year the
maximum loans that might be extended by
this company was raised from Rp 100 thousand to Rp 200 thousand for each borrower.
The repayment period for loans from Rp
1,500,00 to Rp 20,000.00 was fixed at the
maximum of 180 days bearing an interest rate
of 3% per month. For borrowings from Rp
20,000.00 to Rp 200,000.00, the maximum
repayment period was fixed at 90 days at an
interest of 4% per month.
During 1984 the number of pawnshops increased by 1 to 474. The activities of these pawnshops over the years showed steady growth as
reflected in the amount of loans extended and
the repayments made. The amount of loans and
repayments during 1984 reached Rp 246 billion and Rp 239 billion, bringing forth an increase of the outstanding amount by Rp 7 billion to Rp 62 billion at end of 1984.
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V. GOVERNMENT FINANCE

A. General
With the objectives to achieve higher economic growth and maintain stable prices,
the policy of the government budget
(Anggaran Pendapatan dan Belanja Negara
or APBN) for 1984/85 continued to be
guided by the principle of a dynamic and
balanced budget. Taking into consideration
the persistently weak world oil prices, the
not-yet-fully recovered world economic situation, and increased protective measures
imposed by industrialized countries, the
government finance was principally directed
towards enhancing domestic revenues and
relatively more restrictive outlays. On the
domestic revenues side, during the reporting year the Government initiated steps to
improve the implementation of the new tax
system. These measures were implemented
to streamline the administration and improve the tax apparatus, registration of tax
subjects, extension of services adjustment
of tax rates, intensification and
extensification of tax collection and granted
pardons on unpaid taxes. On the expenditures side control and economizing of routine expenditures were executed through
improving the efficiency of processing of fuel
oils (bahan bakar minyak or REM), a more
selective implementation of material expenditures and abolishing subsidies on food
imports. Besides efforts to increase public
savings, the Government also increased its
efforts to preserve and secure government
assets. With regard to the development expenditures, outlays continued to be directed
to finance high priority projects.
For the fiscal year 1984/85 the APBN was
fixed at a balanced amount of Rp 20,560

billion or 24.1% higher than the previous
government budget. Actual government
budget for the reporting year amounted to
Rp 19,383 billion or 5.7% lower than budgeted. However, it was still slightly higher
than the actual of the previous year. The
lower realized amount than budgeted for
1984/85 was caused by the smaller actual
than the budgeted items of non-oil/liquefied natural gas (non-oil/LNG) and development receipts. Taking into account the
rate of inflation of 3.64% for 1984/85, both
the realized amount of receipts and expenditures in real terms showed an increase of
2.2% compared with 13.3% in the previous reporting year.
Public savings, comprising the difference
between domestic revenues and routine
expenditures, during the reporting year
amounted to Rp 6,476 billion or 7.1%
higher than budgeted or up by 7.6% over
the actuals in the preceding year. This encouraging development reflected the success of the Government in implementing the
more avaricious measures on routine expenditures (Table 5.1).
The 1985/86 APBN, representing the
state budget for the second year of the
Fourth Five Year Development Plan
(Rencana Pembangunan Lima Tahun
Keempat or Repelita IV), continued to adhere to the principle of a dynamic and balanced budget. In line with the policy of
improving efficiency, economizing as well
as directing the outlays of government finance towards high priority sectors, the
APBN for 1985/86 was fixed at a balanced
amount of Rp 23,046 billion or 18.9%
higher than the actuals of the previous year.
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Domestic receipts were planned to reach Rp
18,678 billion or 81.1% of total receipts,
while routine expenditures were estimated
to reach Rp 12,399 billion or 53.8% of total expenditures. As a result, public savings would reach Rp 6,279 billion or 59.0%
of total funds needed to finance developments. The balance would be financed by
development receipts. Public savings together with development receipts would be
expected to reach Rp 10,647 billion. It
should be added that almost the whole portion of development receipts would be in
the form of project assistance (Table 5.2).
B. Government Revenues
To increase non-oil/LNG revenues the
Government undertook various measures on
taxation. These measures, besides directed
to increase government revenues, were also
directed to promote more equitable distri-

bution of the development benefits, create
a better climate to induce a more efficient
use of domestic production sources, enhance non-oil/LNG exports and maintain
stable prices. With the enforcement of the
new tax system, domestic receipts previously
categorized as direct taxes, indirect taxes
and non-tax receipts were changed into two
groups, namely oil/LNG and non-oil/LNG
receipts (Table 5.2).
During the reporting year actual government receipts amounted to Rp 19,383 billion, comprising domestic and development
receipts amounting to Rp 15,905 billion and
Rp 3,478 billion, respectively. The amount
of actual domestic receipts was 1.5% lower
than budgeted. However, this was still 10.2%
higher than the amount realized in the previous period. The amount of development receipts was 21.2% lower than budgeted or
10.4% smaller than that realized in 1983/84.
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Receipts originated from oil and liquefied natural gas (LNG) during the reporting
year reached Rp 10,430 billion or slightly
higher than budgeted. This encouraging
development was mainly caused by the
quite rapid increase of LNG exports. Compared with the amount realized in the previous year, oil/LNG receipts showed an increase of 9.6% reaching Rp 9,520 billion.

Efforts to enhance non-oil/LNG receipts
during 1984/85 continued to be pursued
to enable these receipts to become a more
important source to finance developments. Although non-oil/ LNG receipts
amounted to only Rp 5,475 billion or
5.3% below the budget, it was still 11.4%
higher than the amount realized in the
preceding year.
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The policy on income tax continued to
be based on the principle of equitable distribution, taking into consideration the capability of the tax payers. During the reporting year, income tax receipts amounted
to Rp 2,121 billion or 13.5% below the
amount budgeted. Compared with the previous year, however, this amount was higher
by 9.8%.
As commonly known, the implementation
of Law No. 8 of 1984 regarding Value
Added Tax (VAT) on Goods and Services
and Sales Tax on Luxury Goods, previously
planned to be enforced on July 1, 1984,
was postponed until April 1, 1985. Therefore, the Law on Sales Tax of 1951 was still
applied during this reporting year. The
amount of sales tax realized during the reporting year increased by 10.8% reaching
Rp 637 billion, while import tax decreased
by 5.9% to Rp 241 billion. Compared with
the amount budgeted, the amount of sales
tax realized was lower by 2.7% while that of
import duties was smaller by 20.5%. These
decreases were closely related to the declines in the growth rates of the trade sector
as well as smaller imports.
During the reporting year, customs duties amounted to Rp 530 billion or down by
22.2% from the amount budgeted or 4.8%
lower than the amount realized in the previous year. This downward trend was in connection with the decline in imports.
In the meantime, excise duties went up
by 12.9% reaching Rp 873 billion or 19.9%
larger than budgeted. Of this receipt, the
biggest portion (90%) originated from excise duties of tobacco and the remainder of
sugar, beer and distilled alcohol. Government policy on the excise duties on tobacco,
besides still directed to increase govern-

ment receipts, was also intended to assist
the development of domestic cigarette industries as well as tobacco plantations, especially small and labor-intensive producers. In this connection, since October 1,
1984 handmade local cigarette producers
were granted excise tax reliefs. 1)
Export tax receipts, including additional
export tax (Pajak Ekspor Tambahan or PET),
during the reporting year amounted to Rp
91 billion or smaller by 26.6% than budgeted and 12.5% than the amount realized
in the previous year. This decline was in
step with the export taxation policy which
continued to be directed towards improving the competitiveness of Indonesia’s export commodities in the international market. With the objective to improve the competitiveness of Indonesia’s export commodities, during the reporting year PET on certain commodities were alleviated, among
others palm oil, crude stearin and refined
bleached deodorized stearin. In addition,
taxes on export of nickel and bauxite ores
were also alleviated.
Land tax receipts (Iuran Pembangunan
Daerah or Ipeda) during 1984/85 amounted
to Rp 157 billion or 4.0% larger than budgeted or 18.9% higher than the amount realized in the previous year. This increase
was brought about by higher Ipeda receipts
in urban and mining areas, reflecting higher
consciousness of the public to meet their
tax obligation and the success of efforts by
the Government to improve the administration of land mapping and collection procedures.
Meanwhile, other direct tax revenues,
1)

Minister of Finance Decree No. 690/KMK.05/1984,
July 16, 1984.
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consisting of property tax, stamp and auction duties, during 1984/85 reached Rp
138 billion, surpassing the amount budgeted by 84.0% or 12.3% higher than the
amount realized in the previous year. Furthermore, increases were recorded in receipts of property tax and stamp duties. The
higher receipts of property tax was attributable to tax pardons bringing forth an increase in the number of tax payers and encourage tax payers to report their genuine
property. This improvement could be
achieved although the limit of property subject to tax was raised from Rp 14 million to
Rp 80 million and the tax rate was reduced
from l% to 0.5%. With regard to stamp duties, its increase was principally caused by
higher rates of stamp duties.2)
Non-tax revenues, consisting of profits of
state banks and state entities and receipts
from departments and government institutions, during the reporting year reached Rp
687 billion or 11.7% higher than budgeted
and 32.4% above the amount realized in
the previous year. This improvement was
closely connected with the efforts of the
Government to improve administration and
supervision.
Development receipts, comprising program and project aid, during the reporting
year amounted to Rp 3,478 billion or 21.2%
lower than the outlays and 10.4% smaller
than the amount realized in the previous
year. Program aid rose by Rp 15 billion to
Rp 69 billion, while project aid declined
from Rp 3,867 billion to Rp 3,409 billion.
C. Government Expenditures
The Government’s outlays during the re-

2)

Minister of Finance Decree No. 1252/
KMK.04/ 1984, December 18, 1984.

porting year, as was the case in the previous years, continued to be emphasized on
improving the role of economically-weak
groups, enhancing domestic production
and creating work opportunities.
Government’s outlays, consisting of routine
and development expenditures, amounted
to Rp 19,381 billion or indicating an increase of only 5.8% compared with 27.6%
in the previous year (Table 5.3).
On the routine expenditures side, the
Government continually pursued to economize through various efforts, among others
by reducing subsidies on fuel oils. Actual
routine expenditures during the reporting
year reached Rp 9,429 billion, indicating
an increase of 12.1% compared with 20.2%
in the previous year.
Outlays on personnel, which remained to
be the highest routine expenditures
(32.3%), during the reporting year rose by
10.5% reaching Rp 3,047 billlion. This increase was caused among others by the increases in salaries (15%) and rice allowances (11.9%), implemented since April 1,
1984.
Expenditures on materials during 1984/
85 amounted to Rp 1,183 billon or 6.4%
lower than budgeted. This was closely related with the avaricious efforts implemented
by the Government, among others by applying tighter restriction on the procurement
of materials.3) the utilization of electricity
and telephone as well as limiting seminars
and official travels. It should be added that
procurement of goods and services to meet
the need of government institutions should
primarily be of domestic production, especially those produced by the economically

3)

Presidential Decree No.80/1984,
April 21,1984.
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weak groups.4) Subsidies to local governments were mainly utilized to support the
financing of local routine expenditures. In
addition, these subsidies were also used for
the payment of salaries and rice allowance
for elementary school teachers under the
Presidential Instruction program (sekolah
dasar Inpres or SD Inpres), salaries for regional officials as well as allowances for village chiefs in minus areas (villages). During the reporting year local government subsidies went up by 21.7% reaching Rp 1.883
billion compared with an increase of 17.6%
in the preceding year.
Expenditures on the principal and interest payments of Government’s debt, the largest portion of which constituted foreign borrowings, rose by 32.0% reaching Rp 2,776
billion or 3.4% higher than budgeted. The
larger amount than projected in the budget
outlays of this item was mainly caused by
the appreciation of foreign currencies, especially the US dollar.
Other routine expenditures amounted to
Rp 540 billion, indicating a decline of
43.0% compared with 4.9% in the previous year. This substantial decline was
closely related to the efforts of the Government to reduce the production cost for the
processing of BBM through improving the
efficiency of processing.
During the reporting year, development
expenditures increased by 0.5% reaching
Rp 9,952 billion (Table 5.4). These outlays
were mainly spent on the financing of economic activities (52.9%). These expenditures were primarily allocated to agriculture
and irrigation (32.2%), transportation and

4)

Presidential Decree No. 29/1984, April 21,1984.

tourism (27.1%), and mining and energy
(21.8%).
Expenditures for education and culture
ranked second with a total outlays of Rp
1,421 billion (14.3%); In step with the policies undertaken in the previous year, outlays in this item continued to be directed to
improve the level of education, expand opportunities for further studies, and direct the
education in line with the overall national
development needs.
In the meantime, development expenditures for regional, business enterprises and
environment, in the reporting year, grew by
11.7% reaching Rp 1,313 billion.
The largest portion of these expenditures were
spent on the development of regional areas, villages and urban areas (60.3%), followed by the
development of enterprises mainly in the form of
government equity participation in business entities (22.2%) and national resources and environment purposes (17.5%). Assistance to the development of villages, regencies and provinces
remained relatively unchanged, namely amounting to Rp 93 billion, Rp 195 billion and Rp 253
billion, respectively.
In the meantime, expenditures on religion and
manpower during the reporting year went down
by 5.6% to Rp 482 billion. This decline was primarily caused by a 7.7% decline in the expenditures on manpower and transmigration compared with an increase of 4.8% in the previous
year.
Other outlays represented spending on national
defence and security (7.1%), government expenditures on state apparatus and law (2.3%), health,
social welfare, role of woman, population and
family planning (3.2%) and housing and resettlement (2,3%).
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VI. WORLD ECONOMIC DEVELOPMENT
TIONAL RELADEVELOPMENT,, INTERNA
INTERNATIONAL
TIONSHIP AND REGIONAL COOPERA
TION
COOPERATION
A.W
orld Economic Development
A.World

1. Developed countries

The recovery of the world economy, which
started since the second half of 1983, became stronger during 1984. This favorable
development, which occurred both in the
advanced and developing countries, was
brought about by the high growths in the
economies of the United States and Japan.
The higher growth of the world economy
enabled considerable expansion of the volume of trade, which even showed a record
increase since 1976. This favorable development was mainly benefited by the industrial countries, while developing countries
continued to face protectionist measures
imposed by industrial countries. In addition, the growth of the world economy remained to be characterized by uneven rate
of growth among advanced countries and a
sharper gap between the advanced and
developing countries.

The economic growth rate of all OECD
member countries, as measured by real
GDP or Gross National Product (GNP), grew
by 4.9% compared with 2.7% in 1983. Except the United Kingdom, all major OECD
countries experienced higher economic
growth. Among major OECD countries, the
United States still recorded the highest economic growth, while France the lowest.

The improvement of economic activities
of advanced member countries of the Organization for Economic Cooperation and Development (OECD) was accompanied by stability in inflation rates and lower unemployment rates, especially in the United States.
The increase of real Gross Domestic Product (GDP) of developing countries was accompanied by persistently higher inflation
rates. It should be noted that the persistently
high inflation rates were mainly caused by
the higher inflation rates prevailing Latin
American countries. Moreover, as a result
of higher interest rate in the United States
and appreciation of the dollar, the developing countries faced heavier external debt
burdens.

The high economic growth achieved by
the OECD countries was accompanied by
the successful restraint of inflation, which
was maintained at the same level as the previous year, namely 5.3%. The successful
maintenance of this low inflation rate was
mainly contributed by implementations of
tight fiscal policies, supported by wage
freezes in most developed countries. Furthermore, higher productivity and lower oil
and other commodity prices in the international market also contributed to the price
stability.
In step with the stronger world economic
recovery, the level of unemployment rate in
the OECD countries declined from 8.8% to
8.4% in 1984. This decline was primarily
brought about by the decline of unemployment rate in the United States, although
European OECD countries registered increases.
With regard to the seven major OECD
countries, on average the rate of economic
growth increased from 2.9% to 5.1% in
1984. Inflation rate was successfully maintained at the same level as the previous year,
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namely at 4.5%, and unemployment rate
went down from 8.2% to 7.5%.
GNP of the United States in 1984 increased by 6.8% compared with 3.7% in
the previous year. This improvement was
closely associated with the 8.7% increase
in domestic aggregate demand, mainly
caused by increases in private consumption, by 5.3%, government expenditures, by
3.5%, and private fixed investments, by
18.0%. The considerable increase of private fixed investments was primarily due to
higher investments on private non- residential and private residential sectors by 19.8%

and 12.2%, respectively. Although the
United States imposed an expansionary fiscal policy with a federal deficit of $ 185.3
billion, inflation rate was retained at a low
level of 4.3% in 1984, mainly due to restrictive monetary policies, wage restraints,
lower international commodity prices and
stronger dollar. Unemployment rate in 1984
was successfully reduced to 7.5% from
9.6% in the previous year.
Balance of trade deficit in 1984 worsened
from $ 61.1 billion to $ 107.4 billion. This
deterioration was especially caused by the
faster growth of imports than that of exports,
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which was associated with the appreciation
of the dollar. Imports went up by 25.4% to
~ 327.8 billion while exports by only 10.0%
to $ 220.4 billion. Furthermore, the surplus
of balance of services decreased sharply,
from $ 19.5 billion to $ 5.8 billion, therefore the deficit of the balance of goods and
services jumped from $ 41.6 billion to $
101.6 billion in 1984.
Economic growth of the United Kingdom
stood at only 2.4% in 1984 compared with
3.1% in 1983. This smaller growth rate was
primarily due to lower growths of private
consumption, from 3.9% to 1.5%, and of
government expenditures, from 2.5% to
l.0%. Gross fixed investments increased by
7.6% compared with 3.8% in the previous
year, mainly brought about by the rapid
growth of investments on private
non-residentials.
Inflation rate rose to 5.0% compared with
4.6% in 1983, while unemployment recorded a slight increase, from 11.6% to
11.7%. This level of unemployment rate
represented the highest among other major
OECD countries.
In international trade, the country experienced a deteriorated trade balance deficit, from $ 1.8 billion to $ 5.7 billion in 1984.
This unfavorable development was on account of larger import bills, from $ 93.9 billion to $ 99.3 billion, while exports registered an increase of only $ 1.5 billion to
$ 93.6 billion. The substantially higher import bills were primarily caused by a considerable increase in coal imports on account of coal miners’ strike. Since the balance of services registered only a slight increase, from $ 5.7 billion to $ 5.8 billion,
surplus of the current account dropped from
$ 3.9 billion to $ 0.1 billion in 1984.

Italy displayed an impressive economic
improvement, from a negative growth of
0.4% to a positive growth of 2.6% in 1984.
This performance was mainly attributable
to higher increases of private consumption,
from—0.5% to 2.0%, and of gross fixed investments, from —3.8% to 4.1%. The increase in investments, among others was
caused by a considerably higher investment
in machinery and equipments, up by 9.5%
compared with 0.3% in the preceding year.
Inflation rate was successfully curbed from
14.6% to 10.8% in 1984 as a result of the
rent freeze and controls on public utility
charges, accompanied by higher productivity of the industrial sector. Although Italy
experienced a significant economic improvement, unemployment rate went up from
9.9% to 10.4% which, in part, was caused
by rationalization in the industrial sector.
The deficit in the balance of trade worsened from $ 3.1 billion to $ 6.2 billion in
1984. This deterioration was due to the increase of imports by $ 3.5 billion to $ 78.7
billion, while exports rose by only $ 0.4 billion to $ 72.5 billion. Since the surplus of
balance of services decreased from $ 3,7
billion to $ 3.3 billion, the balance of goods
and services reversed from a surplus of
$ 0.6 billion to a deficit of $ 2.9 billion.
In 1984 Japan succeeded to achieve the
highest economic growth rate since the first
world oil crisis, reaching 5.8% from 3.4%
in 1983. This achievement was ascribed to
the strong expansion of the export sector.
In addition, total domestic demand grew
from 1.9% to 4.0% in 1984, mainly on account of the rapid increase in the gross fixed
capital investments, from 0.7% to 5.7%.
The rate of inflation, although indicating
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an increase in line with the higher economic
growth, succeeded to be kept at a low level,
namely 2.2% compared with 1.9% in the
previous year. This low inflation rate was
primarily attributable to the increase in productivity following the modernization of the
industrial sector, better utilization of production capacity, wage control and tight fiscal policy.
Unemployment rate slightly increased,
from 2.6% to 2.7% in 1984. The higher
unemployment rate was mainly caused by
the decrease of employment opportunities
in the construction arid wholesale and retail trade sectors.
The surplus in the balance of trade in
1984 grew remarkably, from $ 12.9 billion
to $ 44.4 billion. This improvement was attributed to the rapid growth of exports, by
$ 22.8 billion to $ 168.3 billion, while imports only increased by $ 9.9 billion to
$ 123.9 billion. The deficit in the balance
of services improved from $ 10.7 billion to
$ 9.4 billion, therefore the surplus in the
balance of goods and services improved remarkably, from $ 20.8 billion to
$ 35.0 billion.
Real GNP of the Federal Republic of Germany in 1984 grew by 2.6% compared with
1.3% in the past year. The improvement was
mainly brought about by an increase in government consumption of 2.0% compared
with 0.2% in 1983.
The rate of inflation was successfully curbed
from 3.3% to 2.4% in 1984. The decline was, in
part, attributable to the weakened import prices,
implementation of non-expansionary fiscal
policy, and decreased wage cost per unit. However, unemployment rate slightly increased, from
8.2% to 8.3%.

On the external front, the surplus of the
balance of trade remained practically unchanged, from $ 23.3 billion to $ 23.2 billion in 1984. Exports rose from $163.6 billion to $ 164.0 billion, while imports from
$ 140.3 billion to $ 140.8 billion. Taking
into account the improvement in the deficit
of the balance of services, by $ 2.2 billion
to $ 17.0 billion, the surplus in the balance
of services improved from $ 4.1 billion to
$ 6.2 billion.
The economy of Canada succeeded to
achieve a considerable growth rate, namely
4.7% from 3.3% in 1983. The performance
was mainly due to increases of private consumption, from 3.1% to 3.4%, and of government consumption, from 0.3% to 2.8%.
Moreover, investments also improved, from
a growth rate of—4.9% to 0.6% in 1984.
Inflation rate slowed down from 5.9% to
4.3%, which in part was influenced by lower
wage increases, namely up by 3.2% only ;.
In line with the better economic performance, the rate of unemployment declined
from 11.9% to 11.3%.
Balance of trade surplus increased from
$ 14.9 billion to $ 16.7 billion. This improvement was mainly caused by the increase of exports from $ 75.8 billion to
$ 89.2 billion, while imports rose by only
$ 11.6 billion to $ 72.5 billion. Since the
deficit of the balance of services deteriorated from $ 13.5 billion to $ 15.2 billion,
the surplus of the balance of goods and
services recorded a slight improvement,
from $ 1.4 billion to $ 1.5 billion.
The economic growth rate of France advanced from 0.7% to 1.7% in 1984, as a
result of adjustment measures undertaken
in the monetary and fiscal fields. However,
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this growth rate was the lowest level among
major OECD countries. This improvement,
albeit small, was induced by the higher total domestic demand, namely up by 0.7%
compared with—0.5% in the previous year.
Inflation rate in 1984 slowed down from
9.6% to 7.4%, partly as a result of the wage
increase restraint, induced by lower import
prices. In addition, the tight fiscal policy
also contributed to the decrease of the inflation rate.
As in other major OECD countries, unemployment rate in France increased, from
8.1% to 9.3% in 1984. The higher unemployment rate was associated with the decrease of gross fixed investments, namely a
negative growth of 2.0%.
In the area of foreign sector, the deficit of
balance of trade showed improvement from
$ 8.2 billion to $ 3.8 billion. This improvement was caused by higher exports from
$ 89.8 billion to $ 92.5 billion as well as a
decline in imports by $ 1.7 billion to
$ 96.3 billion. Although the surplus of the
balance of services slightly decreased from
$ 3.8 billion to $ 3.7 billion, the deficit of
the balance of goods and services improved
from $ 4.4 billion to $ 0.1 billion.
As was the case with the seven major
OECD countries, the economy of the other
OECD countries on average performed quite
well, growing by 3.2% compared with 1.5%
in the previous year. Except for Portugal,
which deteriorated from a negative growth
of 0.1% to a negative growth of 2.1%, the
economy of other OECD countries performed better. This improved performance
was, among others reflected in the higher
aggregate domestic demand, up by 2.3%
compared with 0.4% in 1983.

Unlike the major OECD countries, the
unemployment rate of other OECD countries increased from 10.9% to 11.4% in
1984. High unemployment rates mainly
occurred in Ireland, the Netherlands and
Spain. The level of inflation rates, however,
declined to 6.9% from 7.8% in the previous year.
The balance of goods and services of other
OECD countries improved remarkably, from
a deficit of $ 9.8 billion to a deficit of $ 3 5
billion. Since the deficit of the balance of
goods and services of the major OECD countries deteriorated from $ 15.3 billion to
$ 61.8 billion, the balance of goods and services of the OECD countries as a whole deteriorated from a deficit of $ 25.0 billion to
a deficit of $ 65.4 billion in 1984.
The economy of advanced countries in
1985 was predicted to decline. However,
the level of growth rates would be more balanced than those recorded in 1984. Unemployment rates would be expected to decline and inflation rate would be well under control. The economic development of
the advanced countries mentioned above
would still be characterized by protectionist measures accompanied by structural rigidities. Furthermore, the federal budget of
the United States would continue to encounter a substantial deficit, while the level of
interest would remain high.
2. Developing countries

In line with the economic recovery of
OECD countries, the economy of developing countries achieved a significant growth,
from 1.5% to 3.7% in 1984. In terms of region, the economies of Latin American and
African countries improved remarkably,
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from a growth rate of—3.1% and 0.2% to
2.4% and 2.2%, respectively while those of
Asian countries decreased from 7.1% to
6.4%. However, the level of economic
growth of Asian countries remained the
highest among the groups of developing
countries. With regard to inflation, the level
remained high, and it even increased from
33.0% to 37.7%. High inflation rates especially occurred in Latin American countries.
The economic growth of oil-exporting developing countries rose from 0.3% to 1.9%
in 1984. In the same period, inflation rate
increased from 9.8% to 10.8%. On the external front, the surplus in the balance of
trade increased to $ 56.7 billion from $ 43.9
billion in 1983. This improvement was due
to a drop in imports, from $ 133.5 billion to
$ 121.0 billion, while exports were relatively stable. Since the deficit of the balance of services remained almost at the
same level as the previous year, the balance of goods and services improved significantly, from a deficit of $ 18.4 billion

reversing to a surplus of $ 6.0 billion.
Economic growth rate of non-oil exporting developing countries increased from
1.9% to 4.2% in 1984. This improvement
was mainly due to a significant increase in
exports. The deficit of the balance of trade
declined sharply, from $ 23.4 billion to
$ 6.2 billion in 1984. The improvement was
due to a sizeable increase in exports, by
$ 37.2 billion to $ 369.6 billion, while imports went up by only $ 20.0 billion to
$ 375.8 billion. Although the deficit of the
balance of services deteriorated from $ 28.7
billion to $ 31.7 billion, the deficit of the
balance of goods and services improved,
from $ 52.1 billion to $ 37.9 billion. With
regard to inflation rate, which in 1983
reached the level of 41.4%, it rose further
to 47,4% in 1984. High inflation rates
mainly occurred in Latin American countries.
With the assumption that industrial countries would be successful in undertaking
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structural adjustments and in alleviating
protective measures, the economy of developing countries in 1985 would be more favorable than that experienced in 1984. In
line with this assumption, the growth rate of
exports would be faster than that of imports,
bringing forth an improvement in the balance of trade. Inflation rate in 1985 would
decrease, but the level would remain high.
This improvement would be made possible
by adjustment measures, especially in countries encountering high inflation rates. However, this prospect would still be characterized by heavy debt burdens.
3. ASEAN countries
The steady economic recovery in the developing countries in 1984 favorably effected the economy of ASEAN countries.
However, since the economy of the Philippines deteriorated sharply, as a whole the
economic growth rate of ASEAN countries
decreased from 4.6% to 3.6% (Table 6.2).
After experiencing a zero growth rate in
the previous year, real GDP of Brunei
Darussalam grew by 1.3% in 1984. The
economy of Brunei Darussalam largely
originated from the mining sector, particularly oil and liquefied natural gas (LNG).
Inflation rate rose from 1.2% to 3.0%, primarily due to the annual wage rate increases
of about 15 - 40%.
In real terms, the GDP of Malaysia grew
by 7.3% compared with 5.8% in 1983. As
in the previous year, the engine of growth
was largely contributed by the mining sector, which grew by 20.0%, particularly
brought about by the higher production of
oil and LNG. Inflation rate slightly increased from 3.7% to 3.9%. These relatively stable prices were mainly due to lower

import prices, although fuel subsidies were
discontinued since early 1984.
In the external field, balance of trade
improved significantly, from a surplus of $
0.5 billion to $ 2.7 billion. This favorable
trend was due to higher exports by l9.0%
reaching $ 16.3 billion, while imports only
increased by 3.0% to $ 13.6 billion. Although the deficit in the services account
rose from $ 3.9 billion to $ 4.4 billion, the
deficit in the current account declined from
$ 3.4 billion to $ 1.7 billion in 1984.
The growth rate of the economy of the
Philippines in 1984 deteriorated from 1.3%
to —5.5%. This deterioration was associated with the weakening economic activities as a result of funds constraint, both in
the forms of low foreign exchange reserves
and shortage of domestic funds. Inflation
rate increased sharply, from l0.0% to 50.3%
in 1984. The high inflation rate was particularly caused by the sharp depreciation
of the peso and the higher rate of taxes on
fuel oils.
As a result of the sharp depreciation of
the peso and restriction on imports, the balance of trade showed a significant improvement. Exports increased by 8.0% to $ 5.4
billion, while imports went down by 18.7%
to $ 6.1 billion; therefore, the deficit of the
balance of trade decreased from $ 2.5 billion to $ 0.7 billion. As a result of the improvement in the balance of trade, the deficit of the balance of goods and services
declined from $ 2.8 billion to $ 1.3 billion,
although the deficit of the balance of services worsened from $ 0.3 billion to $ 0.6
billion.
The GDP growth in real terms of
Singapore in 1984 reached 8.2% compared

58

with 7.9% in 1983. This rapid GDP growth
rate was principally attributable to higher
growth rates of industrial, transportation,
communication and services sectors. Meanwhile, inflation rate rose from 1.2% to 2.6%
in 1984, primarily due to the increase in
the price of food as well as higher transportation and communication costs.
In the field of foreign trade, exports advanced by 12.0% to $ 22.7 billion. On the
other hand, imports increased only by 4.0%
to $ 27.2 billion; therefore, the deficit in
the balance of trade improved from $ 5.9
billion to $ 4.5 billion in 1984. Although
the surplus of the balance of services decreased from $ 5.0 billion to $ 4.4 billion,
the better performance of the balance of
trade brought an improvement in the balance of goods and services, namely from a
deficit of $ 0.9 billion to a deficit of only
$ 0.1 billion (Table 6.3).
In 1984 the GDP growth in real terms of
Thailand reached 6.3% compared with
6.0% in the previous year. The maintenance
of this high growth rate was mainly induced
by the favorable development on the external sector, although the growth rate of aggregate domestic demand recorded a decline.

$ 9.2 billion. Increase in exports was mainly
brought about by stronger foreign demand
and favorable agricultural production. The
deficit of the balance of goods and services
improved from $ 2.9 billion to $ 2.1 billion,
although the balance of services was in deficit by $ 0.2 billion.
B. International Monetary Development
The international monetary situation in
1984 remained characterized by high real
interest rates in the industrial countries, the
strengthening of the United States dollar,
and heavier debt burdens of developing
countries. On the other hand, in line with
the world economic recovery, international
liquidity also showed an improvement.
The average real short-term interest rate
in the major OECD countries rose from
5.2% to 6.0% in 1984, while that of longterm increased from 6.8% to 7.4%. The
higher real interest rates were related to the
stable inflation rates prevailing in industrial
countries and increases in nominal shortterm as well as long-term interest rates, the
latter from 9.2% to 9.7% and from 10.9%
to 11.1%, respectively.

Inflation rate was successfully reduced
from 3.7% to 0.9% in 1984. This low rate of
inflation was particularly due to the tight
monetary and fiscal policies, lower import
prices and sufficient supply of essential
commodities in the domestic market.

In 1984 the United States dollar appreciated against various European currencies,
among others, German mark (15.7%), English pound (25.5%), Swiss franc (19.4%),
and French franc (15.9%). In addition, the
dollar also appreciated against the yen, by
8.8%.

The deficit of the balance of trade showed
an improvement, from $ 2.9 billion to $ 1.9
billion in 1984. The progress was caused
by a 15.9% higher export reaching $ 7.3
billion, while imports remained constant at

Outstanding debts of developing countries increased from $ 620.0 billion to
$ 686.0 billion at end of 1984. The heavier
debt burden of developing countries, among
others was reflected in the higher debt ser-
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vice ratio, i.e. the ratio between payments
of principal and interest against foreign exchange earnings originating from exports of
goods and services. During 1984 the debt
service ratio rose to about 19.7%.
In 1984 international liquidity rose by
10.8%. Increases in international liquidity
were registered not only in industrial countries, but also in developing countries, both
the oil and non-oil exporting countries. The
fastest increase was still attained by non-oil
exporting developing countries (19.2%),
while the lowest by oil exporting countries
(3.4%).
C. Relation between Indonesia and
Multilateral Institutions
1. The International Monetary Fund
(IMF or the Fund)
In 1984/85 transactions with the Fund
included repurchases of IMF financial facilities under Bufferstock Financing Facility (BFF) and Compensatory Financing Facility (CFF), SDR designation plan and purchases of SDR for the payments of charges.
With the reimbursement from International Natural Rubber Organization (INRO)
of M $ 8.7 million, Indonesia concluded the
repurchase under BFF for rubber to the
amount of SDR 3.6 million. In addition, taking into consideration the
improvement of foreign exchange position, especially in the last quarter of 1984/
85, IMF reassigned Indonesia to participate
in the currency budget and SDR designation plan for the periods of December
1984— February 1985 and March—May
1985. The currency budget for December
1984 —February 1985 period was imple-

mented through early repurchases of IMF
assistance in the forms of BFF and CFF,
amounting to SDR 28.9 million and SDR
85.7 million, respectively. Accordingly, the
aggregate amount of repurchases of IMF
assistance implemented through the reporting year reached SDR 118.2 million bringing forth the total outstandings of IMF assistance under CFF and BFF to SDR 306.9
million at the end of 1984/85 compared with
SDR 425.1 million at end of the previous
year. The early repurchase for the period of
March—May 1985 to the amount of SDR
95.7 million would be executed in May
1985.
With regard to the SDR designation plan
for the December 1984—February 1985
period, Indonesia was included in the participation to the maximum amount of SDR
58.6 million, of which only SDR 10.9 million was realized. In order to pay charges of
SDR 55.2 million, Indonesia purchased
SDRs from IMF to the amount of SDR 53.6
million in 1984.
2. W
orld Bank group
World
During the reporting year, the International Bank for Reconstruction and Development (IBRD) provided new loans to Indonesia amounting to $ 979.2 million for
the financing of 8 projects in the fields of
agriculture, education, urban development
and highway reparation. The amount extended indicated an increase compared with
$ 874.9 million for 9 projects in the previous year. Up to the end of 1984/85 total
World Bank [endings to Indonesia reached
$ 7,164.4 million, of which $ 3,128.8 million (46.0%) were disbursed. The largest
portion of the disbursement (61.6%) was
spent on agriculture, irrigation and electricity.
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The maturity of IBRD loans did not
change, ranging from 7 to 30 years including grace period from 3 to 10 years. The
interest rate charged on these loans was
reduced to 9.29% p.a. for the period of
January-June 1985 from 9.98% p.a. for the
previous six months. The front-end fee was
eliminated since January 1985.
Since the end of 1980 Indonesia was no
longer eligible for soft loans from the International Development Association (IDA).
Accordingly, at the end of the reporting year
the loans from IDA remained at $ 943.5
million, used for the financing of 48 projects
in the fields of agriculture, industry, communication, electricity, and improvement of
villages. Of this amount, $ 839.8 million
(89.0%) was disbursed.

International Finance Corporation (IFC)
provided financial assistance to private sector in the forms of equities and loans. Up to
the end of the reporting year the accumulated amount of financial assistance to Indonesia amounted to $ 141.3 million, provided to 9 entities. Of this amount $ 75.7
million was in the form of loans, $ 19.2 million in the form of equity capital and $ 46.4
million in the form of investment by other
financial institutions.
3. Asian Development Bank (ADB)
In the period of 1984/85 the amount of
loans extended by ADB to Indonesia
reached $ 587 million. The loans originated
from Ordinary Resources for the financing
of irrigation, fishery, horticulture, communication, and education. Up to the end of
1984/85, the total amount of loans provided
by ADB reached $ 3,016.9 million, of which
$ 2,851.6 million were from Ordinary Resources for 74 projects, and $ 162.3 mil-

lion from Special Funds for 23 projects. The
disbursed loans under the Ordinary Resources was 22.2%, while that of Special
Funds
reached 60.5%. The maturity of loans
from Ordinary Resources ranged from
10 to 30 years, including 2 to 7 years
grace period with the interest rates
ranging from 7.4% to 1l.0% p.a. The
maturity of Special Funds loans ranged
from 24 to 30 years, including 7 to 10
years grace period, bearing no interest
but a service fee of 1% p.a. would be
charged on the amount disbursed.
Since the end of June 1979, Indonesia
was no longer eligible for concessionary loans from the Special Funds.
Up to the end of the reporting year,
I n d o n e s i a ’s s u b s c r i p t i o n t o A D B
amounted to SDR 963.5 million. From
this total, SDR 115.7 million consisted
of paid-in capital, of which SDR 103.4
million were paid while the balance
was payable in two equal installments.
4. Islamic Development Bank (IDB)

In the reporting year the financial assistance extended by IDB to Indonesia
amounted to ID 10.2 million 1) for fishery development. Therefore, at the end
of 1984/85 total assistance provided by
IDB reached ID 42.0 million, consisting of loans, equity participation, and
leasings. Indonesia’s paid-in capital to
IDB amounted to ID 63.1 million, of
which ID 55.5 million was paid.

1)

ID 1.00 (Islamic Dinar) = SDR 1.00
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5. Inter Governmental Group on Indonesia (IGGI)
At the 27th IGGI meeting in The Hague
on June 4 - 5, 1984, it was agreed that the
amount of financial assistance to be made
available to Indonesia would be $ 2.46 billion, consisting of aids from donor countries
($ 0.70 billion) and multilateral financial
institutions ($ 1.76 billion). Up to the end
of 1984/85, total IGGI loan agreements
signed amounted to $ 29.0 billion, of which
$ 17.6 billion was disbursed.
6. Association of South East Asian
Nations (ASEAN)
During the reporting year, cooperation
among ASEAN countries continued to be
enhanced. Improvements were achieved in
the fields of trade, industry, finance, and
banking.
In the reporting year, an agreement was
concluded on the application of a 25%
across the board tariff cut instead of the 20
- 25% tariff cut on imports of commodities
listed under the Preferential Trading Arrangement (PTA). The regulation would be
in force since April 1,1985.
In the industrial sector, the ASEAN Economic Ministers approved various joint venture projects at their seventeenth meeting
on February 7 - 9, 1985. The projects included a security paper project, a joint venture between Malaysia and Brunei
Darussalarn, potash feldspar and quartz
project between Thailand and Indonesia,
and a slaughter-house project between Thailand and the Philippines.
The ASEAN industrial projects showed
significant progress. The ASEAN Urea Fer-

tilizer Project in Aceh, Indonesia, commenced commercial production on January
1, 1984, became the first ASEAN industrial project to go on-stream. The construction work on the ASEAN Urea Project in
Bintulu, Malaysia, reached completion and
was expected to be on stream in 1985. The
ASEAN Copper Processing Project in the
Philippines became a state enterprise of the
concerned Government.
In the field of finance and banking, the
ASEAN Committee on Finance and Banking (COFAB) on its thirteenth meeting
held on January 22 - 24, 1985, agreed to
designate the ASEAN Secretariat as the
center for exchange of information.
The ASEAN Swap Arrangement, which
was established to provide short-term liquidity to member countries with a temporary balance of payments need, was
extended to August 5, 1987. The total
amount of funds available under this
scheme amounted to $ 200 million.
Cooperation with EEC, Japan, Australia, Canada, the United States and
New Zealand continued to be enhanced. In addition, a significant cooperation in the field of human resource development was concluded
with the Government of Japan. As an
implementation of this program, the
Government of Japan provided funds
amounting to $ 100 million for the construction of training centers in each
ASEAN member country. Furthermore,
Japan provided technical training in
each member country as well as training opportunities in Japan. The center
for Vocational and Extension Services,
located at Bekasi, West Jawa, was completed in March 1985.
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VII. INDONESIA
’S BALANCE OF P
AYMENTS
INDONESIA’S
PA

A. Balance of Payments Policy

2. Foreign exchange system and exchange rate policy

1. General
During the reporting year the Government
undertook various measures directed towards boosting non-oil/LNG exports, promoting revenues originating from services,
economizing foreign exchange outlays and
encouraging foreign capital inflows.
To encourage non-oil/LNG export earnings, various steps were taken to strengthen
the competitiveness of Indonesia’s export
commodities, through improving the quality and fixing quality standards of commodities. Furthermore, various efforts were made
to expand the overseas market, especially
to East European countries.

During the reporting year the Government
continued to pursue a long-standing policy
of maintaining a free foreign exchange system and applied a managed float foreign exchange rate policy. This foreign exchange rate
policy enabled the Government to provide a
realistic exchange rate conducive to support
the competitiveness of Indonesia’s export commodities in the international market and reduced the propensity to import, and thereby
encouraged domestic production. This realistic foreign exchange rate would induce improvements in the balance of payments, increase domestic economic activities, and
maintain monetary stability.
3. Export policy

Policy on imports was primarily emphasized to support development of domestic
industries and a more selective spending
of foreign exchange. In the services sector,
efforts continued to be made to enhance
receipts and economize foreign exchange
utilization.

To induce non-oil/LNG exports and expand
the export market, the export measures were
consistently improved. During this reporting
year, the Government undertook improvements in the measures of taxation and other
levies as well as in the procedures of trade.

With regard to foreign capital inflows, the
Government consistently pursued the principle of a cautious foreign borrowing policy
and placed high priority to concessional
sources of funds, taking into consideration
the capacity to repay. Furthermore, the Government continued to induce foreign capital inflows.

In order to maintain and induce exports,
as a consequence of the declining prices in
the international market, the Government reduced the rates of additional export tax (pajak
ekspor tambahan or PET) for a number of
major export commodities, namely crude palm
oil, refined bleached deodorized (RBD) stearin
and crude stearin.1)

1)

Minister of Finance Decree No.802/KMK.01/1984, July
81, 1984.
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On the other hand, to increase receipts of export tax, taking into consideration the price increases in the international market, the Government
raised the rates of PET on exports of
coffee and crude coconut oil. 2) It should
be noted that in step with the enforcement of the new tax law, the regulations
regarding withholding tax (menghitung
pajak orang or MPO) on exports were
henceforth abolished. 3)
During the reporting year the Government alleviated other levies to support exporters (entrepreneurs) and explored the
expansion of other sources of income on
the export front. To alleviate cost to exporters, since December 1984 the Government discontinued levies imposed by
local governments on 11 commodities. 4)
These commodities included plywood,
sawn timber, rattan, rubber, palm oil, coffee, shrimp, tuna, tongkol fish, cassava,
and corn. To attain new sources of government revenues, the Government levied taxes on exports of wild animals5) and
changed the standard procedure for calculating forestry contribution (Iuran Hasil
Hutan or IHH). The export tax imposed
on exports of those wild animals was set
at 6%, calculated on the basis of the export prices. Since January 1, 1985, the
basis of prices used in the process of calculating the amount of IHH was changed
into the prices of forestry products pre-

vailing in the domestic market in line of
export prices. 6)
In the field of trade procedures, the Government improved regulations relating to
quality of commodities, exporter’s identification number (angka pengenal eksportir
or APE) and regulated trade procedures for
several export commodities. During the reporting year the requirement of export quality standard was extended by 5 commodities, namely plywood, conventional rubber,
oleoresin black pepper, citronella and geraniol. Furthermore, the export quality standard of palm oil was expanded by 12
types. 7) To increase the responsibility of
exporters to preserve the quality of export
commodities, regulations were introduced
regarding
the
appointments
of
exporterproducers to issue certificates of
quality. 8)
With the aim to promote the role and
capability as well as to provide legal
assurance to business entities engaged
in export activities, the Government
simplified regulations regarding APE.
These regulations among others stipulated that since December 19, 1984,
APE andAPES (Angka Pengenal
Eksportir Sementara or temporary
exporter’s identification number), the
validity of which were formerly re-

6)
2)
3)
4)
5)

Minister of Finance Decrees No. 1124/KMK.01/ 1984,
November 8, 1984 and No. 1247/KMK.01/ 1984,
December 17, 1984
Circular Letter of the Directorate of Direct Tax, Directorate General of Taxes No. S—346/Pj. 241/ 1984,June
13, 1984.
Minister of Home Affairs Decree No. 48/1984
July 31, 1984.
Exduding those protected under the national
resources and environment conservation law.

7)

8)

Minister of Forestry Decrees No. 104/Kpts—II/
1984, May 17, 1984 and No. 257/Kpts--II/1984,
December 31, 1984
— Minister of Trade Decree No. 1012/KP/VIII/ 84,
August 15, 1984.
— Minister of Trade Instruction No. 25/lNS/M/VIII/
84, August
30, 1984.
— The Director General of Foreign Trade Decrees No.
18/DAGLU—6/Kp/VIII/84 and 19/ DAGLU—6/Kp/
VIII/84, August 9, 1984 and No. 23/DAGLU—6/Kp/
VIII/84, August 23, 1984.
Minister of Trade Decree No. 1013/Kp/VIII/84, August 15, 1984.

64

stricted to certain regions, became valid
throughout the nation. 9)
In accordance with the regulations stipulated by the International Coffee Organization (ICO), with the aim to improve supervision on exports of coffee to non-quota countries, the Government issued measures on
procedures for exports of coffee to these
countries. Exports of coffee shipped directly
to non-quota countries, in which an ICO
agent is stationed, should be furnished with
certificates of origin, bill of ladings, airway
bills and other documents, such as, sales
contract and invoices. For those shipped
directly to non-quota countries but in which
an ICO agent is not stationed, the above
documents should be completed by import
declarations, landing certificates or documents declaring that the import of coffee was
in fact executed by the concerned
non-quota country. 10)

With the conclusion of the establishment
of 7 marketing groups, the so-called joint
marketing institutions (Badan Pemasaran
Bersama or BPB) for exports of plywood,
since October 15, .1984 the Government
among others stipulated that sales contract
for the export of plywood should first obtain
approval from the BPB management.11) The
arrangements of these trade procedures
were designed to prevent unhealthy competition among Indonesia’s plywood exporters.

9)

Minister of Trade Decree No. 1459/Kp/XII/84, December 19, 1984.
10) Circular Letters of the Department of Trade
No. 916/Dek.pertan—2/VII/84, July 4, 1984 and
No. 1642/Dek.pertan—2/XI/84, November 7, 1984.
11) Minister of Trade Decree No. 1198/Kp/X/84 October
I5, 1984.

Furthermore, the procedures for exports
of tin, nickel, copper, aluminum ingot, and
granite were simplified. Since April 14,
1984, the exports of those commodities followed the general procedures as stipulated
under Government Regulation No. 1 of
1982 dated January 16, 1982 (Peraturan
Pemerintah No. 1/1982 or PP No. 1/
1982).12) Prior to this date, exports of those
commodities might only be implemented
after obtaining approval from the Directorate for Export of Industrial and Mining Products in the form of letter of exit permit of
commodities
(Surat
Persetujuan
Pengeluaran Barang or SPPB).
To enhance and expand the export market, since October 4, 1984 the Government
issued a new regulation regarding trade with
East European countries. Exports and imports between Indonesia and those countries, formerly only allowed to be implemented through third parties appointed by
the Government, since October 4, 1984 may
be implemented according to the general
procedures. 13)
In the meantime, to prevent the imposition of countervailing duties by the United
States of America on exports of Indonesia,
on February 28, 1985 the Governments of
Indonesia and the United States concluded
an agreement. This agreement principally
contained provisions that prior to the imposition of countervailing duties to export commodities of Indonesia, the authorities of the
United States should first implement an in-

12) Letter of Confirmation of the Director General of Foreign Trade No. KUM.804/DAGLU/1175/84
April 14,1984.
13) Minister of Trade Decree No. 1162A/Kp/X/1984, October 4, 1984.

65

jury test regarding the subsidy elements of
Indonesia’s export commodities. In addition,
Indonesia agreed to abolish measures considered containing subsidy elements after
having signed the GATT Code on Subsidies
and Countervailing Duties. In this connection, the facility in the form of certificate of
export (Sertifikat Ekspor or SE) would be
abolished on April 1, 1986 at the latest, and
would be replaced by a pure draw-back
system. With regard to short-term export financing, the subsidy on interest would
gradually be abolished. It should be added
that on March 4, 1985 the Government
signed the above GATT Code on Subsidies
and Countervailing Duties.
4. Import policy

During the reporting year the Government
continued to implement and improve the
import policy adopted in the previous years.
This policy was primarily directed to support the development of the domestic industry and economize the use of foreign
exchange. In addition, this policy was also
emphasized on the protection of consumers and preservation of national environment.
To support the development of the domestic industry, the Government granted reliefs
on import duties and sales tax on imports,
both in the forms of full as well as partial
reliefs. Full reliefs were among others applied to imports of machinery and/or leather
tannery/equipments, wood gasification
plants, and soybeans.14) Partial reliefs were
granted to imports of commodities, of which
the domestic productions were still consid-

14) Minister of Finance Decrees Nos. 469/KM.1/1984 and
472/KM.1/1984, May 30, 1984 and 995/KM.1/ 1984,
November 14, 1984.

ered insufficient to meet the demand, such
as, high quality cardboard papers and base/
kyro board papers used as raw materials for
electricity transformers, and nickel plates
for textile printing machines. 15) Furthermore, in line with efforts to provide effective protection to the domestic industry, the
Government imposed higher duties and
sales taxes on imports of certain raw/auxiliary materials and capital goods domestically produced or assembled, such as, tin
wires, basic chrome sulphate, and built-up
digging spade machinery.16) Furthermore,
the Government also introduced new regulations regarding trade procedures on imports, among others, in the forms of appointing certain importers, fixing the maximum
volume of imports, arid regulating requirements of import permits from the Ministry
of Trade. To ensure the continuity of business operation and maintain sufficient supply of raw/intermediate materials and capital goods to the domestic industry, the Government introduced regulations regarding
the supervision on certain imports, such as,
cyclamate, empty capsules, raw materials
for plastic, various pharmaceutical products, heavy equipments and their
spareparts.17) Furthermore, the obligation of
value added tax (VAT) imposed on imports
of some machinery, conditioned to certain
requirements, might be postponed.18)
To protect consumers and improve the

15) Minister of Finance Decrees Nos.1079/KMK.05/
1984 and 1081/KMK.05/1984, October 24, 1984 and
117/KMK.05/1985, January 18, 1985.
16) Minister of Finance Decrees Nos. 461/KMK.05/
1984, May 21, 1984, 902/KMK.05/1984, August
29, 1984 and 919/KMK.05/1984, August 31, 1984.
17) — Minister of Trade Decrees Nos.588/KP/V/1984, May
8, 1984, 1071/KP/VIII/1984, August 30, 1984 and
1208/KP/X/1984, October 24, 1984.
— Director General of Foreign Trade DecreesNos.20/
DAGLU/KP/VIII, August 15, 1984, 27/DAGLU/KP/XI/
1984, November 6, 1984 and 07/DAGLU/KP/II/1985,
February 2, 1985.
18) Minister of Finance Decree No.827/KMK04/1984,
August 9, 1984.
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quality of domestically produced goods, the
Government took steps in the forms of supervising and testing the quality of import
commodities.19 ) In trade procedures, since
December 19, 1984 importer’s identification number (Angka Pengenal Importir or
API) and temporary API (Angka Pengenal
Importir Sementara or APIS) became applicable for imports throughout the country.20)
To protect the national environment, the
Government prohibited imports of pesticides containing active etilen di-bromide
(EDB) which produced undesirable side
effects.21) In order to implement the new tax
law system, during the reporting year the
Government issued regulations regarding
the impositions and the procedures on depositing/reportings of the 1984 value added
tax on import of goods subject to tax. The
rate of VAT is fixed at 10% of the import
value. 22)
5. Policies on services
Efforts to increase the receipts and economize the use of foreign exchange which had
been implemented in the past years, continued to be pursued. These steps included
efforts to promote tourism industry, extend
facilities to foreign tourists, enlarge the role
of the national trading fleets for the transportation of export and import goods, encourage exports of contracting services,
send labor force to overseas, and reduce

19) Minister of Trade Decrees Nos. 1325/KP/XI/1984,
November 29, 1984 and 529/KP/III/1985, March 11,
1985.
20) — Minister of Trade Decree No. 1460/KP/XII/ 1984,
December 19, 1984.
— Director General of Foreign Trade Decree No. 03/
DACLU/KP/I/1985, January 11, 1985.
21) Minister of Trade Decree No. 547/KP/III/1985, March
14, 1985.
22) Minister of Finance Decree No.129/KMK.04 1985,
January 23, 1985.

overseas travel through the imposition of
high charges on exit permits.
With the purpose to increase foreign exchange receipts, originating from the labor
force working overseas and to protect those
labor force, during the reporting year the
Government issued a regulation regarding
placements of Indonesian labor force in
Malaysia. This regulation among others
stipulated the requirements on salaries,
work permits and work contract agreements. 23)
6. Policies on capital flows
As in the preceding years, the policy on
foreign borrowings continued to be based
on the principles that those sources of financing should have no political ties, would
not cause dependence on this type of source
and would not be a burden to the balance
of payments while the utilization should be
in line with the development plan. Furthermore, to support the domestic industry and
expand employment opportunities, efforts
to loosen the provisions of foreign borrowings, which required the purchase of goods
from the creditor’s country, continued to be
pursued. For imports of commodities financed by foreign borrowings, the Government consistently made efforts to implement
those imports in the forms of components.
To maintain the capacity to repay foreign
borrowings and to avoid a heavy burden of
foreign debts, the Government emphasized
preference for concessional and
semi-concessional foreign borrowings.
In executing the policies of foreign borrowings, since October 10, 1984, for each

23) Minister of Manpower Affairs Decree No. Kep 408/
MEN/1984, November 26, 1984.
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budget year the Government fixed the need
on foreign export credits and listed development projects that could be financed by
those credits. Projects excluded from the
above list might only be executed if
concessional foreign borrowings could be
obtained. The concessional borrowings were
subject to three requirements, namely the
maturity should be at a minimum of 25 years
including a grace period of at least 7 years
and maximum interest rate of 3.5% p.a.24)
To attract foreign capital investments and
in line with the simplification policy of April
1984, in October 1984 the Government took
measures to simplify further the procedures
in obtaining approvals for foreign capital
investments.25) Furthermore, in March 1985
the Government improved the regulations
regarding the position, duties, functions and
organization of the investment coordinating
board (Badan Koordinasi Penanaman Modal
or BKPM).26) In addition, as a follow-up of
the measures introduced since 1977, in
September 1984 the BKPM issued the investment priority list (Daftar Skala Prioritas
or DSP) for the 1984/85 period, applicable
both for new projects as well as for the expansion of projects.27)

B . Balance of Payments Development
1. General
As a result of various efforts implemented
by the Government to increase foreign exchange receipts from exports, especially
non-oil/LNG, and earnings on services as
well as to economize the use of foreign exchange, the balance of payments during
1984/85 continued to show considerable
improvements. These improvements were
reflected by the higher surplus of the balance of trade, a reduction in the deficit of
the current account, and the achievement
of an overall balance of payments surplus,
although at a lower level than that achieved
in the previous period.
During the reporting year, SC surplus of
the balance of trade advanced considerably,
namely from $ 3,512 million to $ 5,474
million, while the deficit in the services account declined from $ 7,663 million to $
7,442 million. As a result of this development, the balance of merchandise goods
and services recorded a deficit of $ 1,968
million or indicating a sharp improvement
compared with the deficit recorded in the
previous year. Although capital inflows declined to $ 2,726 million from $ 5,974 million in the previous year, the overall balance of payments of Indonesia continued
to show a surplus of $ 667 million (Table
7.1).

The policy on private capital flows pursued in the previous years continued to be
implemented, namely, the basis of a free
foreign exchange system. The policy to obtain foreign borrowings by the private sector, banks, non-bank financial institutions
(NBFIs) and state entities continued to be
implemented and pursued.

2. Current account

24) Presidential Instruction No. 8/1984, October 10, 1984.
25) — Chairman of Investment Coordinating Board Decree No. 15/1984, October 1, 1984.
— Presidential Instruction No. 5/1984, April 11, 1984.
26) Presidential Decree No. 35/1985, March 13, 1985
27) Presidential Decree No. 51/1985, September 5, 1984.

The deficit of the current account, after
registering a decline, during the reporting
year continued to decline, namely to $ 1,968
million from-$ 4,151 million in the preceding year. This improvement was largely at-
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tributable to smaller imports, both imports
of oil/LNG entities as well as those of
non-oil/LNG entities, namely by $ 692 million and $ 1,185 million to $ 2,797 million
and $ 11,630 million, respectively
2.1. Balance of trade
During the reporting year the balance of
trade recorded a surplus of $ 5,474 million
or indicating an increase of $ 1,962 million
over the previous year. This was mainly due
to a $ 1,877 million decline (11.5%) of imports.
2.1.a. Exports
During the reporting year total exports
rose only by 0.4% to $ 19,901 million
(Table 7.2). Non- oil/LNG exports went up
by 10.1% reaching Rp 5,907 million, while
oil/LNG exports recorded a decline of 3.1%
to $ 13,994 million. The decline in oil/LNG
exports was caused by a decrease in the
exports of oil, from $ 12,050 million to $
10,625 million (11.8%) while LNG exports
recorded an increase, from $ 2,399 million
to $ 3,369 million (40.4%).
By country of destination, Japan remained
the largest buyer of Indonesia’s exports, with
a share of 47.2% compared with 44.3% in
the preceding year. The United States came
second, with a share of 20.2% compared
with 21.5% in the previous year (Table XII).
The share of ASEAN countries stood at
10.8% of which Singapore held the first
place (84.9%), followed by the Philippines
(6.7%), Thailand (4.3%) and Malaysia
(4.1%).
a.i. Oil/LNG exports
During 1984/85 the world supply of oil

far exceeded the demand, causing a decline
of oil prices in the international market. To
prevent further deteriorations of the oil
prices, the Oil Petroleum Exporting Countries (OPEC) reduced the production quotas of its member countries. As a consequence, effective November, 1984 the production quota of oil allotted to Indonesia
declined by 8.5% to 1,189 million barrels
per day.
Although OPEC member countries agreed
to reduce their production, oil prices in the
world markets continued to deteriorate
mainly as a result of higher production of
non-OPEC countries, such as, Mexico, North
Sea countries and the People’s Republic of
China. In this connection, towards the end
of 1984/85 OPEC decided to reduce the
base price for oil by $ 1.00 per barrel. Accordingly, since February 1, 1985
Indonesia’s oil prices were reduced by $
1.00 per barrel.
The value of oil/LNG exports during the
reporting year registered a decrease. This
decrease was caused by the decline in the
exports of oil although LNG exports recorded a considerable advancement.
Oil exports declined by 11.8% to $
10,625 million in 1984/85. This deterioration was caused by a decline of 11.1% in
the volume of exports and a decline of 0.8%
in oil prices. By country of destination, the
largest portion of Indonesia’s oil was exported to Japan and the United States, with
shares of 48.6% and 22.6%, respectively
(Table 7.4).
Unlike oil, exports of LNG registered a
considerable increase, by 40.4% to $ 3,369
million in 1984/85. This improvement was
attributable to the larger volume of exports,
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held the first position of Indonesia’s non-oil
export commodities, during the reporting
year its role was replaced by the United
States. During the reporting year the share
of this export to the United States went up
from 19.6% to 20.8%, while that of Japan
decreased from 20.8% to 18.9%. With regard to ASEAN countries, the share declined from 18.6% to 17.7%.
T imber

by 41.7% to 778 million MMBTU, although
during the reporting year the price of LNG
exports registered a decline of 0.9% (Table
7.6). The larger volume of LNG exports was
closely related to the increase of the production capacity of the LNG plants in Badak
and Arun, which was expanded by four
trains. The decline in prices of LNG exports
was closely related to the decline in the
prices of oil. It should be noted that Indonesia continued to be the world’s largest producer and exporter of LNG.

Timber continued to hold the first place
in the foreign exchange earnings of non-oil/
LNG exports. It should be noted, until
March 1982 the largest share of timber exports was in the form of logs, but thereafter
processed timber replaced its position. This
development was the result of the policy of
the Government to enhance processed timber exports and gradually restricted log exports, implemented since 1980. Since 1985
exports of timber were totally abolished.

Although protectionist measures imposed
by advanced countries increased, and
sharp competition among developing countries still continued to prevail, nonoil/LNG
exports during the reporting year registered
an increase of 10.1% to $ 5,907 million
(Table 7.2 and Table 7.3). This achievement
was primarily the result of the policy and
efforts of the Government to induce nonoil/LNG exports, supported by better prices
of several export commodities, such as, tea,
pepper, coffee, textiles and products, handicrafts, copper, aluminum and cement.

During 1984/85, the volume of exports
declined by 11.1% to 5,197 thousand tons,
however, its value rose by 0.4% to $ 1,166
million. The decline on the volume of timber exports was due to the smaller export
volume of logs although that of processed
timber recorded an increase. Both the volume and value of log exports declined by
51.8% and 49.4% to 1,223 thousand tons
and $ 135 million, respectively. On the other
hand, the volume and value of plywood exports recorded considerable increases,
namely by 31.2% and 20.2% reaching
2,103 thousand tons and $ 696 million,
respectively. The value of sawn timber exports during the reporting year also registered an increase, by 5.6% to $ 319 million.

Unlike the previous year, in which Japan

By country of destination, Japan and the

a.ii. Non-oil/LNG exports
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United States were still the largest buyers
of Indonesia’s timber exports. Compared
with the previous year, the share of Japan’s
imports of Indonesia’s timber declined from
20.7% to 17.7%, while that of the United
States increased from 16.4% to 17.7%.
Other major buyers of Indonesia’s timber
exports were Hongkong (16.6%), Singapore
(13.2%), Taiwan (5.4%) and Italy (4.3%).
Rubber
During the reporting year, rubber remained the second largest earner of nonoil/
LNG exports, with a share of 14.5%, although during the reporting year the prices
fluctuated heavily. Both the volume and
value of rubber export registered declines,
by 9:2% and 13.2% to 1,040 thousand tons
and $ 854 million, respectively. These declines were mainly caused by the deteriorating rubber prices in the world market,
by around 4% compared with an increase
of 22% in the previous year.

lion compared with an increase of 24.7%
and 39.4%, respectively in the previous
year. The higher volume of exports was contributed by the efforts of the Government to
induce exports to nonquota countries (up
by 9.8%), while exports to quota countries
recorded a decline (by 1.6%). Pursuant to
the ICO decision, Indonesia’s quota for coffee export for the coffee year 1984/85 was
raised by 1.4% to 155.2 thousand tons. It
should be added that the prices of coffee
exports to non-quota countries were lower
than those to quota countries.
Textile
During the reporting year the export value
of textiles and products recorded a remarkable increase, by 42.8% to $ 414 million.
This improvement was made possible by the
higher quota obtained for the exports of
garments to EEC countries, the United
States and Canada.
Ti n

The pattern of rubber exports by country
of destination remained as in the previous
years. The United States was still the largest buyer of Indonesia’s rubber, with a share
of 48.4% compared with 42.3% in the previous year. Other major countries of destination were Singapore (22.1%), the Netherlands (3.0%), Japan (3.0%) and Spain
(2.6%).
Coffee
Unlike rubber, the volume as well as the
value of coffee exports during 1984/85 continued to register increases, although at
lower levels than the preceding years. During the reporting year the volume and value
of coffee exports rose by 3.0% and 12.1%
reaching 307 thousand tons and $ 567 mil-

For three consecutive years the volume
as well as value of tin exports registered
deteriorations. It should be added that although the price of tin exports in terms of
poundsterling recorded an increase, receipts in terms of US dollar declined, as a
consequence of the depreciation of the
poundsterling against the US dollar. As a
result, foreign exchange receipts originating from the export of tin during 1984/85
declined by 18.4% to $ 252 million. The
decline of the volume of exports, by 8.3%
to 22 thousand tons, besides due to the over
supply of tin in the world market were also
caused by the higher output of non-ITC
member countries and by the higher utilization of tin substitutes, such as, aluminum
and plastic.
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Aluminum
Aluminum exports of Indonesia for the
first time entered the world market in 1982/
83 at a volume of 32 thousand tons and a
value of $ 48 million, destined to Japan.
During the reporting year exports of this
commodity recorded a considerable increase, its volume and value went up by
36.6% and 26.1% reaching 153 thousand
tons and $ 208 million, respectively. It
should be added that since 1984 the production of Asahan aluminum plant reached
225 thousand tons, of which 150 thousand
tons was covered with a sales contract to
Japan and the balance was consumed domestically.
Te a
After encountering deterioration on account of natural disaster coupled with a long
drought, tea production during the past two
years indicated a recovery and in the reporting year it even registered a strong increase. This development enabled Indonesia to fill the shortage of world tea supply as
a consequence of a drop in the supply of
the major tea producer, namely India. During the reporting year the volume and value
of Indonesia’s tea exports rose by 5.9% and
35.3% to 90 thousand tons and $ 211.0
million, respectively.

largest export market of shrimps, with a
share of 83.3%, and the remainder were
among others destined to the United States,
Hongkong and Singapore.
Other important export commodities
The major items among other export commodities included electrical appliances,
copper, foodstuffs, handicrafts, rattan, palm
oil, pepper and tobacco. The value of the
above mentioned commodities in aggregate
rose by 13.3% reaching $ 810 million,
bringing forth an increase of their share to
total non-oil/ LNG exports from 13.3% to
13,7% in 1984/85. This improvement was
brought about by higher export values of
handicrafts (53.3%), copper (48.3%), pepper (12.1%), rattan (10.3%), palm oil (3.3%)
and electrical appliances (3.1%). On the
other hand, the export values of foodstuffs
and tobacco decreased by 3;7% and 12.0%,
respectively.

Shrimp

The higher export value of copper was
attributed to an increase of 26.7% in volume and 17.0% increase in price. With regard to rattan and handicrafts, their volumes
of export rose by 21.7% and 66.7%, while
the prices were down by 9.3% and 8.0%,
respectively. Prices of pepper and palm oil
registered considerable increases, by 68.1%
and 64.6%, however, the volumes of export
decreased by 33.3% and 37.3%, respectively.

The value of shrimp exports during the
reporting year went down by 11.2% to $ 183
million, while volume-wise remained practically unchanged, namely at 44 thousand
tons. The share of shrimps to total exports
of animal and produce, however, went up
from 74.6% to 83.6%. Japan remained the

As regard to tobacco, the decline in its
exports value was due to a 17.9% decrease
in the volume of exports although its prices
were up by 7.1%. The smaller export value
of foodstuffs was brought about by a decline
in the volume of exports, while its prices
practically remained at the same level.
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2.1.b. Imports
As was the case in the previous year, during the reporting year imports registered a
decline, by 11.5% to $ 14,427 million.
Declines were both registered in imports of
oil/LNG as well as non- oil/ LNG companies, respectively by 19.8% and 9.2% to $
2,797 million and $ 11,630 million (Table
7
.
7
)
.

Balikpapan and Cilacap, which commenced
production of fuel oils during the reporting
year. As a result, fuel oil imports was considerably reduced by 77.8% to $ 222 million in the reporting year. In addition, various oil digging materials which previously
were imported, during the reporting year
could be supplied by the domestic industry; therefore, other imports under oil companies declined by 80.5% to $ 40 million.

The decline in the value of oil/LNG imports started to occur since 1982/83. During the reporting year this import declined
by $ 692 million, mainly brought about by
a sharp decline in imports of oil companies,
by $ 668 million to $ 2,605 million. This
development was closely related to the expansion of oil refineries in Dumai,

Non-oil/LNG imports also recorded a decrease, by 9.2% to $ 11,630 million. This
was primarily caused by a 24.0% decline
in imports financed by foreign aids and a
10.4% decline in imports under foreign
capital investment, so that the amount of
these imports amounted to only $ 2,999
million and $ 704 million, respectively.
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The smaller imports financed by foreign
aids was mainly caused by a decline in
project aid imports, down by 23.7% to $
2,947 million, which was closely related to
the rephrasing policy of various large government projects. In the meantime, program
aid imports, consisting of imports under PL
480 and outside PL 480, were down by
38.1% to $ 52 million. This was mainly due
to a sharp drop in imports of rice, by 76.2%
to $ 14 million, brought forth by the successful efforts of the Government to increase
rice production and better domestic rice
procurement. It should be noted that rice
imports implemented during the reporting
year were in fact the realization of sales contracts concluded in the previous year.
Imports under foreign capital investment
recorded another decrease, by 10.4% to $
704 million. This was due to the lower imports of state entities (Table 7.7).

ond and third place. With regard to ASEAN
countries, their share went down from
22.2% to 13.4%. This decline was on account of smaller fuel oil imports under the
so-called cross purchase arrangement from
Singapore. It should be noted that imports
from ASEAN countries changed in composition. Singapore, with a share of 89.9%
compared with 91.1% in the previous year,
retained its first place. The share of imports
from Thailand went down from 4.1% to 3.7%,
bringing forth a shift in its position from the
second place in the previous year to the
third place in the reporting year. On the
other hand, the share of imports from Malaysia went up from 1.5% to 5.6%, so that
its position was promoted from the fourth to
the second place, while the Philippines
declined from the third to the fourth place
since its share went down from 3.3% to
0.8%.
2.2. Services account

In terms of economic category, the composition of imports during the reporting year
followed the same pattern of those in the
preceding years, namely imports of raw/intermediate materials ranked first, followed
by capital and consumer goods. The share
of imports of raw/ intermediate materials rose
from 45.1% to 50.3% while those of capital
and consumer goods decreased from 40.4%
to 36.7% and from 14.5% to 13.%, respectively (Table 7.8).
By country of origin, in the reporting year
the largest portion of Indonesia’s import
came from Asian countries (54.7%), followed by North American (21.5%) and European countries (19.1%). Among industrial
countries, Japan still occupied first place
(23.4%), while the United States (18.0%)
and the Federal Republic of Germany
(6.8%), consecutively still retained the sec-

During the reporting year the services
account advanced slightly, with deficit declining by 2.9% to $ 7,442 million. This
improvement was attributable to the smaller
net outflows of oil/LNG services sector, by
5.8% to $ 3,381 million, while that of
non-oil/LNG services recorded a decline of
0.3% to $ 4,061 million (Table 7.9).
Improvement in the oil/LNG services was
contributed by the smaller investment income outflows of foreign oil companies, down
by 37.0% to only $ 1,243 million, brought
about by a decline in production. On the
other hand, investment income outlays of
LNG companies experienced an increase
of 47.1% reaching $ 1,187 million. This was
caused by the upward movement of the production of LNG, up by 41.7% over the previous year.
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The decline in the net outflows of nonoil/
LNG services was due to smaller expenditures of freight costs on imports, by 15.7%
to $ 1,291 million, in step with the decline
of imports. On the other hand, outlays under investment income increased by 13.%
to $ 1,689 million, among others caused by
higher payments of interest on government
as well as state entities’ borrowings, by
18.2% and 117.1% to $ 1,392 million and
$ 330 million, respectively.
In the meantime, as a result of various
government efforts to encourage tourism
industry, foreign exchange earnings arising
from foreign tourism rose by 1 .% to 478

million. However, expenditures of overseas
travel was up by 7.8% to $ 550 million,
mainly due to higher outflows of official and
business travels, which went up by 14.8%
to $ 279 million.
3. Capital movements of the
non-monetary sector
During the reporting year net inflows of
the non-monetary sector recorded a considerable decline, from $ 5,974 million to $
2,726 million. This was brought forth by the
declines in the surplus of the capital movements in both the government as well as
private capital accounts.
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3.1. Official capital movements
Official capital inflows declined by 39.3%
to $ 3,519 million. This was mainly caused
by the rephrasing of large government
projects, the effects of which were still felt
during the reporting year. On the other hand,
principal repayments of government borrowings recorded an increase of 27.9% to $
1,292 million. Therefore, the net capital
inflows amounted to only $ 2,227 million
or indicating a decline of 53.4%.
3.1.a. Loans and aids
The amount of borrowings and assistance
received by the Government, comprising
loans under Inter-Governmental Group on
Indonesia (IGGI) as well as non-IGGI, declined by 39.3%. In 1984/85 aids received
under the IGGI program decreased by
25.1% to $ 3,198 million while that of
non-IGGI decreased by 78.5% to $ 330
million (Table 7.10).
Classified in terms of conditions, it may
be noted that the largest decrease was reg-

istered by the non-ODA financial assistance, namely by 46.0% to $ 1,996 million,
while ODA’s (concessional borrowings) declined by 27.4% to $ 1,523 million. It should
also be added that of the concessional IGGI
financial assistance, 96.5% were in the form
of project assistance and the remainder in
the form of program aid, generally food aid.
With regard to non-IGGI borrowings, consisting of ODA and non-ODA borrowings, it
recorded a sharp decline. These declines
primarily occurred in non-ODA borrowings,
especially the commercial borrowings. This
development was in line with the policy of
the Government, which placed more emphasis on efforts to obtain concessional and
semi-concessional foreign assistance. During the reporting year foreign assistance in
the form of grants, included in the official
capital inflows, amounted to $ 68.8 million.
3.1.b. Debt repayments
The amortization of government foreign
borrowings during 1984/85 amounted to $
1,292 million, consisting of ODA borrowings $ 373 million, non-ODA $ 887 million
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state entities $ 1,724 million (Table 7.11).
The foreign currency composition of these
foreign debts comprised US dollar 54.7%,
Japanese yen 26.1%, German mark 5.1%,
French frank 2.4%, the Netherlands guilder 2.0% and various currencies 9.7%.
Classified by creditor source, the largest
portion (69.3%) of new government debts
originated from IGGI borrowings, while the
balance from non-IGGI sources. Of the
IGGI borrowings, 70.7% were concluded on
bilateral arrangements and the difference
originated from multilateral agreements,
such as, International Bank for Reconstruction and Development (IBRD), International
Development Association (IDA), Asian Development Bank (ADB) and International
Fund for Agricultural Development (IFAD).
The largest portion (82.3%) of the non-IGGI
borrowings were from banks and other financial institutions, while the remainder
were obtained through bilateral agreements.

and pre-July 1966 borrowings (old debts) $
32 million. It should be added that payments of interests on government borrowings during the reporting year rose by 18.0%
to $ 1,393 million. Accordingly, the percentage of principal and interest payments
of official foreign debts in proportion to net
export receipts (debt service ratio) stood at
19.6%.
3. l .c. Disbursed and still outstanding external borrowings
At the end of the reporting year the outstanding amount of external debts amounted
to $ 22,903 million, consisting of old debts
$ 1,186 million, new government borrowings $ 19,993 million and borrowings by

From the perspective terms of credits, $
8,935 million (including $ 2,448 million
program aids) of IGGI borrowings were on
ODA terms (concessional) and $ 4,920 million were on non-ODA terms (semi
concessional and commercial terms).
Non-IGGI borrowings amounted to $ 6,138
million, of which $ 1,089 million were on
ODA terms and $ 5,049 million on non-ODA
terms. Accordingly, of the aggregate new
official borrowings, $ 10,024 million were
on ODA terms and $ 9,969 million were on
non-ODA terms. It should be noted that the
largest portion of the new official borrowings were mainly spent to finance development projects.
It should also be noted that foreign borrowings of state-owned enterprises, consisting of borrowings by Pertamina and Garuda

82

Indonesian Airways, were on commercial
terms. At end of the reporting year the disbursed and still outstanding amount of these
borrowings stood at $ 1,724 million.
3.2. Private capital movements
During 1984/85 net inflows of private
capital movements amounted to $ 499 million or down by $ 692 million. This was
caused by a $ 606 million decline in the
net capital inflows of government entities
and a $ 138 million decline of other private
capital inflows, while net inflows
under-direct foreign investment recorded an
increase of $ 52 million.
The decline in the net inflows of government entities was caused by lower foreign
capital inflows and higher repayments of
Pertamina’s foreign borrowings. With regard
to net inflows of other private capital, its
decline was mainly caused by the higher
amount of repayments.
4. Monetary movements
Although during the reporting year the
Indonesian economy faced serious challenges, the balance of payments continued
to register a surplus of $ 667 million, bringing forth an increase in the official foreign
exchange to $ 5,811 million at end of the
reporting year (Table 7.1). The level of this
foreign exchange was sufficient to cover 5.4
month non-oil/LNG imports, compared with
4.3 month in the previous year.
Besides the favorable development of
the above official foreign exchange reserves, those held by foreign exchange

banks during the reporting year also recorded an increase, by 21.2% reaching
$ 4,573 million. Consequently, the aggregate foreign exchange reserves of the
country amounted to $ 10,384 million or
equivalent to 9.6 month non-oil/LNG imports.
5. Exchange rate development
The development of the rupiah exchange rate during the reporting year was
influenced by the exchange rate of the
US dollar, which strengthened against
other foreign currencies. During the reporting year the rupiah depreciated by
9.2% against the US dollar and by 3.8%
against the Sin. dollar. On the other hand,
the rupiah appreciated by 19.9% against
the Australian dollar, by 7.6% against the
German mark, by 7.5% against the Netherlands florin, by 4.9% against the English poundsterling and by 1.3% against
the Japanese yen.
C. Indonesia’
Indonesia’ss balance of payments
for 1985/86
In 1985/86 net foreign exchange receipts
from oil/LNG would be expected to decline
as a result of the persistently weak demand
of oil in the international market. Furthermore, the imposition of quota on the oil production of OPEC member countries would
still be enforced.
As a result of the government policy to
continually encourage non-oil/LNG exports, the volume as well as value of these
exports would be expected to register increases. On the import front, the expen-
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ditures on non-oil/LNG imports and services were estimated to increase at higher
levels than that of exports. Based on these
assumptions, the deficit in the current account for the coming 1985/86 was projected to increase considerably. The deficit of this current account, however, would

be offset by increases of foreign capital
inflows, both in the forms of official as
well as private capital inflows. Taking
these assumptions into consideration, the
overall balance of payments of Indonesia
for 1985/86 would still record another
considerable surplus.
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VIII. PRODUCTION, INFRASTRUCTURE AND PRICES

A. National Product
During the past decade, the growth of the
Indonesian economy was measured by
growth rates of real gross domestic product
(GDP) using 1973 as the base year. Taking
into account domestic as well as overseas
economic changes, it was considered necessary to change the base year in the computation of the real GDP growth rates to reflect more- realistically developments of the
economy. In this connection, the 1984
growth rate was calculated with 1983 as the
base year instead of 1973.
In 1984 the Indonesian economy in terms
of GDP growth rate at 1983 prices grew by
5.8% compared with 3.3% in the previous
year. At 1973 prices the growth rate of the
GDP still showed favorable figures, namely
5.2% in 1984 compared with 4.2% in the
previous year. Taking into account the annual population growth rate of 2.2%, real
per capita GDP (at 1983 prices) during 1984
grew by 3.5% compared with 1.1% in 1983
(Table 8.1).
If oil/liquefied natural gas (oil/LNG) were
to be excluded, the growth rate of the
economy rose from 3.9% to 4.5% in 1984.
This development was mainly due to the
high growth rate of the agricultural sector.
It should be noted, the value added growth
rate of the oil/LNG sector was even faster,
namely from 1.2% to 11.1% in 1984. This
better performance was mainly caused by
the higher growth rate of both LNG and refined oil, by 33.8% and 6.6% compared with
an increase of 5.3% and a decline of 13.3%,
respectively, in the preceding year.

In general, all economic sectors registered growths, except construction. High
growth rates were recorded in the industrial,
agricultural and mining sectors.
Industrial sector grew by 12.8% compared with 3.5% in 1983. The advancement
was associated with the higher increases in
the value-added of the production of LNG,
refined oil, and some of non-oil/LNG products, such as fertilizer, cement, and plywood.
On the other hand, some products of
non-oil/LNG processing industries, namely
steel pipe, zinc plate and concrete iron, recorded declines.
Agricultural sector experienced an increase of 5.9% in 1984 compared with
1.9% in the previous year. The improvement in its value-added was among others attributable to higher output of plantation and food crops, especially rice
which increased by 7.6% reaching 25.8
million tons.
In 1984 the mining sector grew by 7.0%
compared with 0.7% in the previous year,
mainly due to rapid increases in the outputs of coal and natural gas. Value-added
of coal and earth gas rose by 123.2% and
28.3% compared with 1.0% and 6.7%, respectively, in the previous year.
In terms of GDP formation at current
prices, the agricultural sector remained
to hold its first place, at a share of 24.9%.
Other sectors which also had large shares,
among others were mining (17.7%),
wholesale and retail trade (15.6%), and
industries (12.0%), see Table 8.2.
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From the expenditures side at 1983
prices, private consumption, government
consumption and exports rose by 4.8%,
4.2% and 11.3%, respectively. On the other
hand, gross domestic investment and imports recorded declines of 7.1% and 11.8%,
respectively. Private consumption in 1984
rose only by 4.8% compared with 6.1% in
the preceding year. This decline was closely
related to the deterioration in growth rates
of real income of several groups in the society. Government consumption, which in
1983 declined by 1.9%, during the reporting year recorded an increase of 4.2%. This
increase was brought about by higher outlays in personnel expenditures (Table 8.3).

Exports of goods and services at 1983
prices rose by 11.3% compared with 6.3%
in 1983. This improvement was contributed
by higher earnings of LNG and non-oil/LNG
exports. Meanwhile, oil exports recorded a
decrease due to the persistently sluggish
demand for Indonesian oil in the world
market.

Gross domestic investment recorded a decline
of 7.1% in 1984 compared with an increase of
1.3% in 1983. This deterioration was among others caused by the rephasing of several large government projects and the decline in private investment, the latter being the result of saturation
in some main industries.

If the effects, of the terms of trade were to be
included in the calculation of the GDP, gross
domestic income rose by 4.1% while GDP grew
by 5.8%. The lower growth rate of the gross domestic income was caused by the faster increase
in the price indices of imports (8.8%) than that
of exports (2.8%), see Table 8.5.

In 1984 the import volume went down by
11.8% after recording an increase of 4.5%
in the preceding year. This decline was attributable to the rephasing of several large
government projects, the higher utilization
of domestically produced commodities and
lower government and private investments.

The GDP at current prices for 1984
amounted to Rp 85,914.4 billion. With a
midyear population of 159.8 million, GDP
per capita reached Rp 537,637.05, indicating an increase of 18% over the previous year.
B. Price Development
The rate of inflation during 1984/85,
as measured by the consumer price index (CPI) of 17 cities, showed a sharp decrease, from 12.63% to 3.64% (Table
8.6). This considerable improvement was

contributed by the sufficient supply of
consumer goods, the well preserved level
of oil prices and supported by appropriate and timely monetary and fiscal policies.
This low rate of inflation was also closely
related to the lower rate of inflation prevailing in Indonesia’s main trading partners as reflected in the prices of imported
goods which remained relatively stable.
It is worth noting that the level of inflation rate during the reporting year was the
lowest since 1971/72.
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From this 3.64% inflation rate, miscellaneous component contributed 1.64% while
the remaining was spread among foodstuffs,
housing and clothing components. Prices
of all commodities under miscellaneous
components registered increases, especially
transportation subcomponent (10.57%) and
education subcomponent (9.62%).
The price increase in housing component,
at 3.50% was much lower than that of last
year (14.50%). With regard to foodstuffs and
clothing component, the price increases

were relatively low, namely 1.77% and
2.72%, respectively.
It should be noted that until to date foodstuff component had a large influence on
the rate of inflation. However, in 1984 its
influence declined, since its price increases, especially of rice, was relatively
slower than that of other components. In the
reporting year the price of rice declined by
4.14% as a result of the considerable increase in the output of rice. In addition, this
low increase was also attributable to the

decline in the prices of fat and oil (8.7%).
Meanwhile, prices of clothing component
were relatively stable because of sufficient
stock.

rose by 18.7% to Sin. $ 0.488 and 38.3%
to £ 2.31 per kg, respectively, while that for
rubber RSS—1 declined by 16.1% to $
0.47 per pound (Table 8.8).

The average monthly price development
during the reporting year showed an increase of 0.30%. The highest rate of increase
was recorded in April 1984, at 1.31%, due
to the upward adjustment of transportation
services. Another high price increase occurred in December 1984, at 1.04%, following the announcement of the Government regarding the imposition of higher floor
purchase prices on paddy and rice effective on February 1, 1985, by 6.1% and
5.7%, respectively. Concurrently, there were
also price declines, occurring in August
1984 (-- 0.15%), September 1984 —0.10%)
and February 1985 ( -- 0.50%). The significant price decline that occurred in February 1985 was brought about by the considerable decrease in the prices of rice and
spices.

C. Population

The stable prices in 1984/85 were also
shown in the wholesale price index which
in aggregate rose by only 3.5% compared
with 27.19% in the previous year. The much
lower rate of increase was mainly on account
of sharp drop in the prices of export and
import commodities, namely from 43.18%
and 25.37% to only 2.56% and 3.72%, respectively, in the reporting year.
The domestic prices of some export commodities in 1984/85 showed a different
trend. Prices for Robusta coffee and BOP
tea in Jakarta increased by 9.7% to Rp
1,320.83 and 35.0% to Rp 1,712.00 per
kg, respectively, while that for rubber RSS—
1 decreased by 22.4% to Rp 795.43 per kg
(Table 8.7). The international prices for Robusta coffee and BOP tea on the average

The government policy on population in
the reporting year basically continued to
pursue and improve the policies undertaken
in the previous years. These policies were
directed to solve the main problems of high
population growth rate, imbalance in the
population dispersion, unfavorable age
structure as well as the quality of the population which needed to be improved. According to the 1980 Population Census, the
annual population growth rate was 2.2%,
so that by the end of 1984 would reach
161.6 million. Of this total, around 63%
lived in Jawa and Bali, which constituted
only 7% of Indonesia’s land area.
In order to solve these problems, the Government continued to promote the expansion of employment opportunities, develop
more efficient and skillful labor force, induce transmigration and enhance the
family-planning program.
1. Labor force

The high population growth rate of population and the fact that 60% of the population was under 24 years old, were both responsible for the high growth rate of the labor force. The labor force grew by 2.7% or
1.8 million, so that at the end of 1984 would
reach around 65.2 million people. With an
economic growth of 5.8%, the number of
employment opportunities during 1984
would rise by 2.1% or 1,2 million, bringing
about 56.5 million employment opportuni-
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ties at end of 1984. It should be noted that
these employment opportunities excluded
those of the informal sector, such as vendors and free-lance craftsmen.
To counterbalance the higher growth rate
of the labor force than that of employment
opportunities, the Government paid special
attention to promote the expansion of employment opportunities through sectoral and
regional programs. In addition, to improve
the productivity of the labor force, the Government carried out professional trainings,
among others through work training programs (Balai Latihan Kerja or BLK). The
policy in the placement of labor force had
been executed in step with the program of
transmigration as well as through the
inter-local (Antar Kerja Lokal or AKL), interregional (Antar Kerja Antar Daerah or
AKAD) and international (Antar Kerja Antar
Negara or AKAN) work programs.
In order to improve data on employment
opportunities and to channel labor force,
the Department of Manpower Affairs intro-

duced a manpower exchange office at each
of its district- offices. Data obtained from
these offices indicated that from 696 thousand registered job seekers, 69% graduated
from senior high schools, 12% from junior
high schools, and 13% graduated/attended
elementary schools and the remainder
graduated from other levels of schools (Table
8.9). 0n the other hand, of the 112 thousand work vacancies, only 74 thousand met
the necessary requirements or 11% from the
registered job seekers (Table 8.10). Therefore, about 38 thousand employment opportunities were not filled in because the required skills were not met. This reflected
need to improve skills.
The regulation on wages continued to be aimed
at enabling the minimum wages to meet the subsistence level. In 1984 the average of the minimum and the maximum wages rose by 14.27%
and 4.13%, respectively, while prices in terms
of CPI increased by 8.76% (Table 8.11). Consequently, the real average maximum wage declined
while that of the minimum wage recorded a significant improvement.
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2. T
ransmigration
Transmigration
The policy on transmigration continued
to be directed towards improving the welfare of the people through better dispersion
of the population and thereby open and
develop new production areas. Furthermore, programs on transmigration were designed to redraft the utilization, allotment
and ownership of land in the transmigration areas as well as in the areas where the
transmigrants originated. This policy was
expected to support and stimulate development.
In the past the program on transmigration was emphasized on the development
of food crops. However, starting with this
reporting year the stress was more on the
development of plantation crops. This
policy was carried out through the so-called
Plantation of Nucleus Smallholders’ Estate
(Perusahaan Inti Rakyat or PIRBun), especially to develop regions suitable for the
cultivation of plantation crops in several
provinces of Sumatra and Kalimantan. It is
worth noting that this policy was mainly

linked to the execution of spontaneous transmigration.
During the reporting year the number of
families targeted for transmigration was set
at 125 thousand, while the actual stood only
at 94,290 families or 75.4% of the target
(Table 8.12). Although lower than targeted,
it was still 24% higher than the actuals in
the previous year. In addition, of the above
actuals, 47,273 families were spontaneous
transmigrants or indicating an increase of
218% from the previous year. This impressive improvement reflected the result of the
efforts of the Government in guiding, informing and motivating the people in this program.
3. Family planning
The emphasis of the Government on family planning (Keluarga Berencana or KB)
program had been expanding and improving the policies undertaken in the preceding years. This was carried out among others through encouraging the so-called Safari Senyum Terpadu program, taking into
account the condition of areas, the anticipated goals and the preparedness of areas.
The implementation of this KB program
was directed to decrease the levels of crude
birth and fertility rates, from 33.8 and 4.7
to 29.1 - 32.4 and 3.7 - 4.2 in the reporting
year. In 1984/85, the active
members of KB program rose by 9.0% to
15.7 million members. This was made possible by a 6.3% increase of family planning
clinics reaching 7,509 clinics at end of the
reporting year. The number of new KB members went down from 5.2 million to 4.1 million in the reporting year. This decline was
due to the high percentage of fertile couples

which were already active members of the
KB program, namely reaching 62% (Table
8.13).

1. Food crops

With regard to food crops, output of rice
surpassed the target. Production of soybeans, cassava and peanuts also registered
significant increases.

In order to encourage production of food crops,
the implementation of the intensification,
extensification and diversification programs was
integrated in the overall development of the agricultural business, commodities as well as regions. The implementation of the efficiency of
planting area in terms of acreage as well as average output showed considerable improvement.
Expansion of planting areas was pursued through
opening new rice fields, including tidal irrigated
fields, incorporated into the transmigration and
resettlement programs, especially in certain areas in Sumatra and Kalimantan. In the reporting
year new rice fields expanded by 28 thousand
ha and new tidal irrigated fields by 200 thousand ha.

The production of plantation crops, except tobacco, recorded increases. This favorable development was also recorded in
forestry, fishery and livestock. As a result
of this improvement, the volume and value
of several agricultural exports recorded considerable advances.

Diversification program, especially for
secondary crops, was implemented through
cultivating suitable catch-crops together or
alternatively. To maintain and enhance the
soil fertility, planting areas were limed to
reduce the acidity of soil and when necessary the calcium contents were raised.

D. Agriculture
Agricultural production in 1984 performed quite well, especially food crops.
This development reflected the success of
efforts undertaken by the Government and
the participation of farming community in
enhancing the efficiency and expanding the
planting areas.

101

1.1. Rice
After experiencing an increase of 5.1%,
during 1984 output of rice performed even
better, namely up by 7.6% reaching 25.8
million tons. As a result, in 1984 Indonesia
succeeded to achieve self-sufficiency in
rice. This remarkable performance was contributed by efforts to increase the efficiency
of planting areas and supported by favorable weather conditions. This improvement
was shown by the increase of average production per ha, namely from 2.62 tons to
2.68 tons (Table 8.15).
1.2. Secondary crops
To stimulate the activities of farmers, the
Government raised the floor purchase
prices of unhusked and husked rice, which
became effective on February 1, 1985. The
floor purchase price for unhusked rice was
raised from Rp 165.00 to Rp 175.00 per
kg for KUDs’ purchases from farmers, while
that for husked rice was raised from Rp
270.00 to Rp 285.00 per kg for Bulog’s
purchases from KUDs. Meanwhile, during
the reporting year the number of rice milling units and milling capacity increased by
0.7% and 10.8%, respectively (Table 8.16).

In 1984 the production of secondary
crops increased by 13.6%. This favorable
development was contributed by increased
extension services, expanded harvested area
and favorable weather conditions. The harvested area during the reporting year rose
by 5.1% reaching 6,299 thousand ha.
Output of secondary crops recording significant increases were soybeans (38.6),
cassava (17.4%), peanuts (13.5%), and
mung beans (11.2%), mainly attributable to
the expansion of harvested area (Table 8.17).
It should be added, as a result of the rapid
increase in the production of soybeans,
imports of soybeans were reduced by a considerable amount to only 275 thousand tons.
2. Plantation crops
The implementation of Plantation of
Nucleus Smallholders’ Estate (Perusahaan
Inti Rakyat Perkebunan or PIR-Bun) and
Project Management Unit (Unit Pelaksana
Proyek or UPP) was enhanced with emphasis on development of plantation crops as
well as other sub-sectors. These measures
were implemented in order to improve farm-
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ers’ income more evenly. In 1984 the plantation area rose to 9,158.3 thousand ha,
consisting of 7,958.2 thousand ha
smallholders’ estates, 709.5 thousand ha
large estates and 490.6 thousand ha private large estates. All plantation crops production, except tobacco, registered increases. Smaller output of tobacco production was mainly caused by a decrease in
acreage and unfavorable weather conditions.
2.1. Rubber
The acreage of rubber plantation increased by 1.2% reaching 2.6 million

ha, of which 82% were smallholders’
estates and the remainder were government and private estates. Most of the
rubber output were produced by
smallholders’ estates (67%) and the
remainder by government estates (20%)
and private estates (13%). In 1984 rubber production grew by only 0.5% to
1,012 thousand tons.
Production of smallholders’ and private estates rose by 1.0% and 0.8%, respectively. However, rubber output of
government estates declined by 1.5%,
among others, due to the lower prices
in the world market.

2.2. Coconut
To increase copra production, the Government undertook various endeavors, such
as rejuvenation using hybrid coconut. Its
implementation was executed through the
expansion of the UPP and PIP-Bun programs, including or excluding financial assistance.

In 1984 output of crumb rubber was up
19.6%. This increase reflected that crumb
rubber in Indonesia’s international trade of
rubber played a more important role (Table
8.18).
World production and consumption of
rubber increased by 6.4% and 5.2%, respectively (Table 8.19). Furthermore, world
production of natural rubber and synthetic
rubber rose by 5.6% and 6.8%, and that of
consumption by 5.5% and 5.1%, respectively.

In 1984 the planting area of coconut increased by 1.9% reaching 3,011 thousand
ha, of which 2,954 thousand ha (98.1%)
were owned by smallholders’ and the balance by government and private undertakings. Production of copra only rose by 0.3%
during 1984.
2.3. Oil palm
Most of oil palm plantations were undertaken by government and private enterprises
(82.0%) and the remainder by smallholders’.
In 1984 the planting area of oil palm increased by 8.4% to 440 thousand ha.
Over the years output of palm oil contin-
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ued to register increases. In 1984 output of
palm oil went up by 6.2%. Although palm
oil prices in the world market were quite
favorable, exports of palm oil sharply declined by 37.3% to 175 thousand tons. This
decline was closely linked to the government policy which gave priority to fulfilling
domestic demand.
2.4. Sugarcane
To step up sugar production as well as
farmers’ income, smallholders’ sugarcane
intensification (Tebu Rakyat Intensifikasi or
TRI) continued to be enhanced. Furthermore, sugarcane plantations outside Jawa
were expanded. In addition, construction
and renovation of sugar factories continued
to be implemented.
In 1984 sugarcane plantation acreage
decreased by 1.0% to 381 thousand ha, of
which 163 thousand ha were under TRI
program. Most of these sugarcane planting
areas were cultivated by small farmers
(82.0%). In line with these efforts, sugar
production rose by 9.2% to 1,777 thousand
tons during 1984.
2.5. T
ea
Tea

Most of tea planting areas were cultivated
by government and private enterprises
(60.0%) and the rest by smallholders’ undertakings. During the reporting year the
planting area of tea increased by 4.6% to
116.8 thousand ha. Of this acreage, 15.0%
was not yet in production and 6.0% no
longer in production.
Production of tea, which were mostly black
tea, increased by 8.2% in 1984. Since almost all of black tea production were des-

tined for exports, its production was influenced by price development in the world
market.
Tea prices in the overseas market during
1984 were relatively high, but in the first
quarter of 1985 started to decline. Consequently, export of tea during the reporting
year rose substantially by 5.9% to 90 thousand tons.
2.6. Coffee
In 1984 efforts to boost the production of
coffee were implemented through rejuvenation and application of better techniques.
During the reporting year the acreage of
coffee planting rehabilitated and rejuvenated reached 17.0 thousand ha. The aggregate coffee planting area reached 830
ha, of which 26% was not yet in production
and 8.0% no longer in production.
In 1984 coffee production grew by 3.3%,
while its exports increased by 3.0% to 307
thousand tons which were closely associated with the use of defect system in determining the quality of coffee for export. Furthermore, almost half of these exports were
purchased by nonquota countries. It should
be added that ICO imposed a quota on coffee export of Indonesia at the quantity of
155.2 thousand tons or approximately 54%
of Indonesia’s coffee production.
2.7. T
obacco
Tobacco
Efforts to increase output of small tobacco
farmers at central production areas, especially in Central and East Jawa, were conducted through intensification program.
During the reporting year, the area of this
program increased by 15% to 7.5 thousand
ha.

Tobacco were mostly produced by
smallholders’ (93%) and the remainder by
government estates. In 1984 the production of tobacco declined by 2.7% as a result of a reduction in planting area and unfavorable weather conditions. It should be
noted that Indonesia continued to import
certain kind of tobacco to meet the needs
of cigarette industries, and in the reporting
year such import reached 13.7 thousand
tons.
2.8. Spices
Major spices, consisting of clove, pepper
and nutmeg, were mostly cultivated by
smallholders. The planting acreage of clove,
pepper and nutmeg expanded by 4.5%,
3.6% and 4.6% to 598.5 thousand ha, 810
thousand ha and 66.2 thousand ha, respectively.
From these three major spices, the production of nutmeg experienced the highest
increase at 20.0%, while clove rose by 4.9%
and pepper remained unchanged. Almost
all of clove production was consumed domestically, while that of nutmeg and pepper were mostly exported. It should be noted
that during the reporting year Indonesia
incurred no imports of clove.
3. Fishery
As a continuation of the previous programs,
efforts to enhance fishery production during
the reporting year were still directed to increase the role of fishery sub-sector in order
to raise farmers’ income, foreign exchange
reserves and employment opportunities. These
efforts were carried out through utilizing fishery resources, among others intensification of
fishponds, including shrimp, which were
implemented since the past several years.

During the reporting year these measures
were further improved by introducing
Nucleus Smallholders’ Fishpond (Tambak
Inti Rakyat) program.
The largest portion (73.3%) of fishery production originated from sea fishery. The
production of sea and inland fisheries increased by 1.1% and 4.9%, respectively. It
should be noted that exports of fisheries
represented one of the major items of
non-oil/LNG exports. In the reporting year,
export of this commodity, mostly shrimp,
stood at 44.0 thousand tons, or about the
same as the previous year.
4. Livestock
Efforts to increase the production and
quality of livestock and its produce were
carried out through intensification and
extensification programs, such as the so
called “Panca Usaha Ternak” and “Bimas
Ayam”. Furthermore, in the reporting year,
Nucleus Smallholders’ Estates for fowl or
“PIR unggas” was introduced and its implementation was linked to the development
of breeding, fodder and processing industries.
As the results of these efforts, the output
of milk, eggs and meat rose by 24.5%, 8.2%
and 5.5%, respectively. In addition, the
population of cultivated chickens recorded
the highest increase (12.4%), followed by
cows (7.3%) and ducks (6.6%), see Table
8.20.
5. Forestry
Policies on forestry continued to be directed towards increasing the utilization of
forestry products, with maintaining the preservation of forestry resources. Therefore, the
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Government increased efforts in reforestation, afforestation and supervision on forest
exploitation. In the reporting year, the acreage of reforestation sharply increased by
99.5% to 75.4 thousand ha, on the other
hand, the acreage of afforestation decreased
by 31.7% (Table 8.21).
Major forest outputs consisted of timber
and rattan. These products besides utilized
as raw materials for domestic industry, also
represented important foreign exchange
earners. In 1984 timber production rose by
14.9% to 26,958 thousand m3.
It should be noted that in order to encourage timber processing industry and
thereby expand employment opportunities, the Government since the past several years limited exports of logs in stages
and required Forestry Exploitation Rights
(Hak Pengusahaan Hutan or HPH) holders to supply logs for domestic timber processing industries. Since January 1,
1985, export of logs was fully prohibited.
Consequently, the method for the calculation of the Forestry Product Contribu-

tion (Iuran Hasil Hutan or IHH) for logs,
formerly calculated on the basis of the
prices of export, had to be calculated on
the basis of the prices of the domestic
market.
In line with these policies, in 1984 exports of logs decreased by- 34.9% to
1,745 thousand tons, while those of processed, timber, mainly plywood, increased by 31.2% to 2,103 thousand m3.
Other forestry products such as rattan,
resin and copal were also mostly for exports (Table 8.22).

E. Mining
Mining continued to constitute an important sector in the Indonesian economy, as a
source of government revenues, foreign exchange earner, source of energy as well as
contributor to capital formation in the GDP.
To maintain the continuation and enhancement of production as well as diversification of mining products, the Government
continued its efforts to improve the inventory of energy resources, exploration, exploitation and expansion of mining technology.
As the result of this efforts, production of
earth gas and coal rose significantly. However, production of tin and nickel experienced decreases, which were mainly
caused by the weak demand in the international market (Table 8.23).
1. Oil and earth gas
Due to the important and vital role of oil
and earth gas in the Indonesian development, the policy of the Government continued to be directed to encourage exploration in order to open up new deposits and
increase production. The exploration and
production activities were implemented by
Pertamina as well as foreign oil contractors.
In 1984 two Production Sharing Contracts

were concluded, bringing the total contracts
signed until the end of 1984 to 80 agreements, of which 24 reached the stage of
production. During 1984 Pertamina and
foreign oil contractors succeeded to drill
218 oil exploration wells.
Oil production in 1984/85 declined by
2.4% to 505.1 million barrels, consisting of
456.9 million barrels crude oil and 48.2
million barrels condensate. Of the 505.1
million barrels, 467.7 million barrels were
produced under Production Sharing Contracts, 31.6 million barrels by Pertamina
and 5.8 million barrels under Contract of
Work.
In the reporting year the production of
earth gas increased by 19.9% compared
with 17.1% in the preceding year. According to its utilization, the percentage of earth
gas used as raw material or energy showed
an increase, from 87.9% to 91.8%, since
more earth gas were utilized as raw material for the production of LNG and urea fertilizer, and also as fuel in oil refineries, cement, and steel industries.
2. T
in
Tin
In 1984 tin production decreased by
9.4% following a decrease of 23.0% in the
previous year. This decline was caused by
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tin surplus in the world market, as a result
of higher tin production of non-ITC members and a higher utilization of its substitutes, such as aluminum and plastic.

South Kalimantan, managed by foreign contractors and private enterprises, up to the
present were still in the stage of exploration.

It should be noted, since the past several
years, tin plate factories started to be constructed, and were expected to be in production by the third quarter of 1985. These
factories were designed to process the output of the domestic tin smelting plant.

4. Other mining products

3. Coal
Coal production rose by 95.3% compared
with 34.7% in the previous year. This was
made possible by higher domestic consumption as a result of the Government efforts to
diversify the utilization of energy resources.
Coal were mainly produced by the Bukit
Asam and Ombilin coal mines, an aggregate coal deposits of approximately 300
million tons. The coal mines in East and

Other important mining products constituted copper, nickel, bauxite, gold, and silver. Copper production in the reporting year
rose only by 0.3%, because of the depletion of ore deposits at the surface mines,
which thus far was managed by PT Freeport
Indonesian Inc. in Irian Jaya. In addition,
the copper mine at Gunung Bijih Timur with
ore deposits of about 45 million tons of copper, were not yet in the stage of full production. In the reporting year exports of copper increased by 0.4% to 203.6 thousand
tons, mainly caused by the better prices of
copper in overseas markets.
Nickel, besides mined by a state enterprise, PT Aneka Tambang, was also mined

by a foreign enterprise, PT INCO. Most of
nickel ore mined by PT Aneka Tambang in
Pomalaa (South-East Sulawesi) and Gebe
island (Halmahera) were exported, and the
remainder processed into ferronickel for the
overseas market. Nickel ore, mined and
processed by PT INCO into nickel-matte in
Soroako (South Sulawesi), also constituted
a foreign exchange earner.
Output of nickel ore and ferro-nickel decreased by 30.1% and 4.1%, respectively.
On the other hand, nickel-matte processing output experienced an increase of 5.7%.
Exports of nickel ore and nickel-matte
rose by 17.5% and 1.3%, reaching 926.7
thousand tons and 22.7 thousand tons, respectively, which were closely related to
better prices in the international market. By
contrast, exports of ferro-nickle was down
by 2.1% to 4.9 thousand tons, mainly because of sluggish demand in the world market.
The output of other important minerals
recording improvements were bauxite and
silver, respectively up by 19.9% and 28.9%.
Gold production, which in the previous year

showed an increase of 1.0%, in 1984/85
decreased by 18.9% because of depletion
of the gold content.
F. Electric Power
Electric power, both as means for production activities and as an important infrastructure to improve the welfare of the society, especially in villages, continued to be
developed in step with the energy diversification policy of the Government. The result
of these efforts was reflected in the increase
of the installed capacity of electricity generating plants of the State Electric Company
(Perusahaan Umum Listrik Negara or PLN)
which in the reporting year rose by 16.7%.
Increases were recorded in geothermal and
water electric power generators, by 31.1%
and 4.9%, respectively (Table 8.24).
During 1984 production of PLN rose by
12.2%. On the other hand, electric power produced by the private sector and channelled
through PLN declined by 9.4%. However, total
output of electric power distributed by PLN (both
generated by PLN and non-PLN sources) in 1984
still recorded an increase of 10.1% (Table 8.25).
Accordingly, the number of villages ben-
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opment of the economy, the Government
directed the appropriate linkage between
the manufacturing sector and other sectors
of the economy. It may be added that in order to create a healthier business climate,
the Government would prevent the concentration and control of industries by a group
or persons in the form of monopoly.

efiting electric power under the so called
“Electrification Enters Villages program”
rose to 6,275 compared with 5,771 villages
in the previous year.

Output of manufacturing industry, except
some products of basic metal industry and
machinery, generally recorded a significant
increase. Improvements were among others
recorded in the output of liquefied natural
gas (LNG), fertilizer and plywood. However,
output of the basic metal and machinery
industries, such as, cables, zinc plates, iron
bars and two-wheel vehicles registered declines (Tabel 8.26).

G . Manufacturing

1. Fuel oils

Industry

To encourage growth of manufacturing
industry and increase its role in the
economy, in the reporting year the Government promulgated Law No. 5/1984 on Industry1). Furthermore, all departments and
government agencies were required to emphasize the use of domestic products2).
The above legislation stipulated that the
development of industries would be more
stressed on increasing the capacity and tenacity of manufacturing. This policy would
be implemented, among others, through a
more even distribution of industries, higher
utilization of domestic resources, creation
of a better business climate and a more appropriate protection for the domestic industry. To increase the value-added contribution of manufacturing sector in the devel-

1)
2)

Law No. 5 of 1984, June 29,1984
Presidential Decree No. 29/1984, April 21, 1984

The policy of fuel oils continued to be
emphasized on meeting domestic requirements and reducing dependence on imports. To meet the increasing domestic demand for fuel oils, since the past several
years the Government developed the distribution means of fuel oils and expand oil
refineries. During the reporting year, production of fuel oils rose by 58.8% reaching
157.4 million barrels, while domestic consumption rose by 1.4% to 163.6 million
barrels, mainly due to higher use of fuel oils
in the manufacturing and transportation
sectors.
2. Liquefied Natural & Gas (LNG)
Production of LNG in 1984 rose by 32.4%
to 14.3 million tons. This was made possible by the completion of the expansions
in the Badak and Arun projects, which succeeded to raise the daily refining capacity

to 1,060 million SCF and 1,200 million SCF
of LNG, respectively.
The volume of LNG exports, solely destined to Japan, rose by 41.7% to 778 thousand tons. It should be noted that the
longterm LNG sales contract with Korea
would be started in early 1986.
3. Fertilizer
Production of urea and non-urea fertilizers, respectively increased by
29.1% and 31.8% reaching 2,910.0
thousand tons and 1,306.0 thousand
tons. These substantial increases were
due to the completion of the Kaltim I
and Kaltim II fertilizer factories, each
with a capacity of 570 thousand tons
urea, and the expansion of stage I and
stage II of PT Petro Kimia Gresik with
a combined capacity of 750 thousand
tons of non-urea fertilizer. It may be
added that exports of urea fertilizer in
the reporting year amounted to 208
thousand tons.
In March 1985, the Iskandar Muda fertilizer factory with a capacity of 570 thousand tons of urea was inaugurated. Accordingly, the aggregate production capacity of
urea fertilizer rose by 62.0% reaching 4.4
million tons, while that of non-urea by
107.1% reaching 1.4 million tons at the end
of the reporting year.
In the coming years the demand for urea
and non-urea fertilizers would steadily increase. In this connection, in the reporting
year the Government decided to develop the
Kaltim III project with a capacity of 570
thousand tons of urea fertilizer.

4. Cement
To meet the growing demand for cement,
the Government consistently encouraged
production of cement, by establishing new
plants as well as expanding the capacity of
factories. The constructions of cement factories of PT Semen Kupang and PT Trijaya
Manunggal Perkasa Semen Cirebon, respectively with a capacity of 120 thousand
tons and 1,200 thousand tons, as well as
the expansion of PT Semen Cibinong with
an additional capacity of 300 thousand tons,
were completed during the reporting year.
With the completion of the three plants,
overall production capacity of cement rose
by 14.0% reaching 13,220 thousand tons.
In line with the above capacity increases,
in the reporting year cement production
increased by 9.1% reaching 8,813 thousand tons. Exports of cement, which commenced in 1978, reached 516.0 thousand
tons. On the other hand, the domestic production of certain types of cement were still
insufficient, therefore import of those types
of cement were still needed. In 1984 imports of those types of cement amounted to
80.1 thousand tons.
5. Plywood and sawn timber
Since the past several years exports of logs
were gradually limited and prohibited since
January 1985. This measure was intended to
induce production of processed timber. Furthermore, as mentioned in chapter VII, in order to create a smooth cooperation among
producers of plywood, the Government established a coordinated marketing institution
(Badan Pemasaran Bersama or BPB) for the
marketing of plywood.
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In the reporting year 10 plywood factories were inaugurated in Ambon with an
aggregate installed capacity of 511 thousand m3 per year. Accordingly, the aggregate annual production capacity of plywood
factories increased by 26.7% reaching
5,700 thousand m3 at the end of the reporting year. In the meantime, the annual
capacity of sawn timber factories rose by
1.2% reaching 13,300 thousand m3. Following these expansions production of plywood rose by 65.6% reaching 4,249 thousand m3 and that of sawn timber rose by
7.3% reaching 8.8 thousand m3. Exports
of plywood rose by 31.2% reaching 2,103
thousand tons and sawn timber by 5.6% to
1,788 thousand tons.
6. Paper
Production of paper experienced a decline
of 7.3% to 342.3 thousand tons. This decline was closely related to the weakening
domestic demand for the types of paper produced domestically. To meet the demand
for specific paper, namely newsprint and
cement bags, imports were still needed. In
the reporting year imports of these items
reached 270.3 thousand tons. However,
certain types of writing and printing papers
were exported, reaching 38.5 thousand tons
in the year under report.
It should be noted that the construction
of four paper factories were completed during this reporting year, namely Leces IV, PT
Asper Paper Bogor, PT Kertas Kraft Cilacap
and PT Kertas Kraft Aceh. With this completion the increasing domestic demand could
be met.

lems. To solve these problems the Government planned to undertake restructuring
programs of the textile industries, among
others, comprising modernization of machineries and reconditioned product design. Furthermore, several new policies were
undertaken to expand the overseas market,
among others, by concluding a bilateral
agreement with the United States regarding
quotas and by signing the GATT Code of
Subsidies and Countervailing Duties.
As a result of these efforts, production of
textile increased by 10.2% reaching
2,587.5 million meters (equivalent to 699
thousand tons) or approaching almost full
capacity (99.5%). Futhermore, in line with
the government efforts to boost non-oil/LNG
earnings, exports of textile rose by 16.4%
to 78 thousand tons. By country of destination, most of the textile exports went to the
United States and West European countries.
8. Motor vehicle tires
In the reporting year, production of
four-wheel motor vehicle tires increased by
7.4% reaching 3,944 thousand. By contrast,
tires for two-wheel motor
vehicles declined by 9.2% to 2,215 thousand due to sluggish domestic demand. It
may be pointed out that in 1984 export of
four-wheel motor vehicle tires and two-wheel
motor vehicle tires, respectively amounted
to 103.3 thousand and 6.7 thousand tires.
Several types of tires, such as, tires for
aircrafts, off-rode military vehicles and
heavy equipment vehicles, were still imported.
9. Salt

7. T
extile
Textile
The textile industry continued to face
domestic as well as overseas marketing prob-

Salt production amounted to 344.4 thousand tons, or indicating a decline of 44.4%
due to unfavorable weather condition. How-
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ever, the domestic demand for household
and domestic industry which aggregated
around 800 thousand tons, could still be
met since the amount of stock stood at end
of the preceding year was quite considerable, namely not less than 1,324 thousand
tons. It may be added that floor purchase
price of salt at end of the reporting year was
maintained at the same level, ranging from
Rp 17.50 to Rp 25.00 per kg.
10. Basic metal
The policy on basic metal industries was
directed towards enhancing the capability
of industries producing basic metal raw
materials. In this connection, the construction of a steel plant in Cilegon with a production capacity of 850 thousand tons of
thin steel plate continued to be implemented.
Output of important basic metals, such
as, sponge iron and steel billet recorded an
increase of 36.5% and 2.1% reaching 738.0
thousand tons and 901.3 thousand tons,
respectively. By contrast, output of iron bars
declined by 10.9% to 644.7 thousand tons,
among others, caused by the sluggish domestic demand.

cars were completed during this reporting
year. Output of assembled four-wheel motor vehicles decreased by 1.3% to 153.7
thousand units, while that of motorcycles
declined by 28.8% to 272.2 thousand units.
The production of airplanes and helicopters, however, recorded increases, namely
reaching 10 airplanes and 30 helicopters.
12. Other industrial products
Policies on other industries, namely those
producing machineries and equipments,
and electrical appliances, were mainly directed to meet the domestic demand. Certain tools, such as lathe and drilling machines, which were imported, should be
assembled domestically, using home produced components. 4)
Output of hullers, hand tractors and pesticide sprayers rose by 153.8%, 2.4% and
17.7%, respectively, while diesel engines
declined by 5.6%. It should be noted, production of electrical appliances recorded
considerable increases, among others, car
radio cassettes (59.7%), light bulbs/TL
bulbs (32.8%) and colored TV (30.0%).
However, black and white television sets,
refrigerators, and sewing machines recorded
declines.

11. T
ransportation means
Transportation
H. T
ransportation
Transportation
During the reporting year the Government
issued a regulation stipulating that certain
type of vessels, namely the so called Caraka
type (1,000, 2,225 and 3,000 DWT) should
be domestically constructed.3) Furthermore,
as a result of the policies undertaken in the
previous years, the construction of 5 factories producing machineries for four-wheel

The policy on transportation sector was more
emphasized on expediting the flows of passengers and cargo transportation. This was executed
through improving efficiency and simplifying
procedures. Furthermore, to encourage tourism,
the rates of air transportation costs for foreign as
well as domestic tourists were relaxed.

3)

4)

Presidential Instruction No. 10/1984, November 28,
1984

SK Men. Perindustrian No. 12/M/SK/1/1985 den No.
28/M/SK/1/1985, tanggal 11 Januari 1985

Following the price increase of fuel oils
in early 1984, the rates of transportation
costs were adjusted on a selected basis.
However, output of transportation services
generally recorded considerable increases,
especially those produced by the air transportation and interinsular shipping lines.
1. Land transportation
To improve and develop the infrastructures of land transportation, during the reporting year the Government completed the
construction of 135 km of roads and 75 m
of bridges. In addition, 12,603 km of roads
and 18,484 m of bridges were repaired. The
number of transportation means also recorded increases, such as buses by 14.5%,

cargo vehicles by 8.4%, passenger cars by
5.0% and motorcycles by 6.5% (Table 8.27).
The development of railway transportation was directed towards improving its
role in the activities of transporting passengers and cargoes. In line with this objective, 4,020 km railroad tracks and 423
bridges were repaired. Furthermore, the
means of transportation was expanded by
16 passenger wagons and 330 freight
cars, and completed the reparation of 320
passenger wagons and 2,422 freight cars.
During the reporting year the number of
passengers transported declined from
47,436 to 45,679 while that of cargoes
registered an increase of 0.4% (Table
8.28).
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porting year the number of passengers and
cargoes transported rose remarkably, by
41.1% and 28.6%, respectively (Table
8.29).
2. Sea transportation

Efforts to expand river, lake and ferry
transportation services were mainly implemented through improving the facilities of
quays, terminals, and dredging channels.
As a result of these efforts, during the re-

Efforts to develop sea transportation were
consistently directed towards improving
security, efficiency and smooth flows of
transportation. These efforts were among
others implemented through scrapping vessels5), namely for those with a life time of
30 years and above (since May 1984) and
for those of 25 years and above (since Janu-

5)

Minister of Communication Decree No. KM 57/HK.404/
Phb—84, March 29,1984

3. Air transportation
Efforts to increase air transportation services were executed through increasing the
frequency, expanding the network and relaxing the rate of transportation. These efforts were intended to meet the increasing
demand for this type of transportation and
to boost the flow of tounsts.

ary 1985). In addition, procedures regarding cargo flows were simplified and costs of
harbors were relaxed.
Following the scrapping policy, the number of
vessels of all types of fleets in the reporting year
declined. The largest decline occurred in
interinsular and pioneer fleets, by 30.7% and
16.7%, respectively. However, services rendered
by interinsular and local transporting services
still recorded increases, by 12.9% and 3.1%,
respectively. On the other hand, the output of
ocean-going services remained practically constant, while that of traditional and pioneer services recorded declines, by 20.2% and 32.3%,
respectively (Table 8.30).

The air transportation fleets of scheduled
airlines during 1984 recorded increases,
The number of turbojet airplanes increased
by 4.9% and that of turboprops by 2.8%
(Table 8.31).
The construction of an airport meeting the
international standard, called the Soekarno—
Hatta International Airport, was completed
during the reporting year. This airport had an
annual serving capacity of 9 million passengers and was provided with 2 parallel landing strips which could be utilized simultaneously. These 2 landing strips could handle
74 take off-landing activities per hour. Furthermore, to expand the pioneer air transportation services the construction of 50 landing
strips was completed in 1984, of which 3 could
handle F—27 airplanes.
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of goods for tourist consumption as well as
postal services were continued and enhanced. In the telecommunication services,
the capacity and quality of services were
expanded and improved.
1. T
ourism
Tourism

Domestic passengers transported in 1984
rose by 3.7% while that of cargos declined
by 0.8%. With regard to international services, the number of passengers and cargos transported decreased by 9.8% and
22.8%, respectively (Table 8.32).

To boost tourism, the Government enhanced the promotion activities in the overseas market and smoothened the implementation of the free visa policy. As a result of those efforts, the number of foreign
tourists during 1984 increased by 9.7% to
701 thousand tourists or reaching 99% of
the target. Foreign exchange earnings from
this sector rose by 18.2% to $ 519.7 million.

I. T
ourism, Postal Services and T
eleTourism,
Telecommunication

The number of hotels rose by 16.0% to
1,247 hotels, of which 283 hotels with
20,090 rooms were classified as “starred
hotels”. Furthermore, the number of tourist
bureaus rose by 2.0% to 449 bureaus.

The policy on tourism, postal services and
telecommunication continued to emphasize
on increasing foreign exchange earnings,
expanding employment and business opportunities as well as improving communication. To achieve these objectives, efforts
in expanding the marketing and production

By country of origin, the largest number
of foreign tourists came from Singapore
(19.0%), followed by Australia (15.3%), Japan (12.6%), Malaysia (8.5%) and the
United States (7.2%). As regard to the purpose of visit, 69.0% came for holidays and
14.8% for business. It should be noted that

the average duration of stay of foreign tourists was 11 days with a daily spendings of $
67.5 per tourist.
2. Postal and giro services
During the reporting year the policy on
postal and giro services was characterized
by the enforcement of Law No. 6/1984 regulating Postal Services.6) The basic matters
covered under this law comprised 4 items,
namely legal ground, supervision, operation
of postal services and the regulation of
criminal principles. In addition, a government regulation was issued regarding the
provision of authority to the postal and giro
services entity (Perum Pos den Giro) to execute postal and giro services for the public. 7)
The number of post offices rose by 11.7%
to 1,913 offices, consisting of 234 offices;
328 subsidiary offices and 1,351 auxiliary
offices (Table 8.34). In line with this, the
services rendered by “Perum Pos den Giro”
generally recorded increases. The number
of letters rose by 12.6%, postal drafts by
14.4%, postal and giro checks by 36.4%

6)
7)

Law No. 6/1984, July 21, 1984.
Government Regulation No. 24/1984, September 4,
1984. 8) Government Regulation No. 21/1984, September 18, 1984.

and postal savings by 21.3%, while postal
packages declined by 12.1% (Table 8.35).
It should be added that to enhance the efficiency and effectiveness of postal services,
in 1984 the Government started to implement the usage of postal codes in 27 provincial capitals, 32 municipalities and 15
administrative cities.
3.

T
elecommunication
Telecommunication

In the reporting year the state telecommunication entity (Perusahaan Umum
Telekomunikasi or Perumtel) was designated as the sole entity to provide telecommunication services to the public. 8) This
measure was introduced in line with the
enforcement of the Government Regulation
No. 4/1984 regarding the supervision on
government entities, such as, “Perusahaan
Jawatan (Perjan)”, Perusahaan Umum
(Perum)” and “Perusahaan Persero
(Persero)”.
To enhance the domestic telecommunication services through the domestic satellite communication system (Sistem
Komunikasi Satelit Domestik or SKSD), 122

8)

Government Regulation No. 21/1984, September 18,
1984.
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earth stations (large, medium and small)
started to be operated to support the terrestrial microwave communication system
(Sistem Komunikasi Gelombang Mikro Terrestrial or SKGM). This SKGM consisted of
three connection systems, namely for
Sumatra with 693 channels, for Jawa-Bali
with 2,209 channels and for East Indonesia with 196 channels. In March 1985 the
Government also inaugurated a sea cable
communication system (Sistem Komunikasi
Kabel Laut or SKKL), linking the cities of
Medan in Indonesia and Penang in Malaysia (Menang) with a capacity of 480 channels. This system represented the second
SKKL after the ASLAN SKKL (inaugurated
in August 1980, linking Indonesia and
Singapore ).
In accordance with the improvement of
telecommunication infrastructures, the capacity of telecommunication during 1984
recorded remarkable increases (Table 8.36).
The number and capacity of central automatic telephone exchanges (Sentral Telepon
Otomat or STO) rose by 2.9% and 4.3%,
respectively. The long distance direct dialing network (Sambungan Langsung Jarak
Jauh or SLJJ) and international direct dialing network (Sambungan Langsung

Internasional or SLI) rose by 1.0% and
32.1% covering 106 cities throughout Indonesia and 74 countries, respectively.
Central telex means (Sarana Sentral Telex
or STX) rose by 7.4% to 29 STXs, while its
capacity went up by 4.7% to 12,790 1ine
units. General Telex (Gentex) network covered 172 cities, indicating an increase of
8.9%, while the number of telegraphic offices rose to 641 offices.
To further expand the international communication network, since November 1982
the Government started the construction of
the Medan — Singapore SKKL representing unit “A” of South East Asian — Middle
East — West European countries (SEA—
ME — WE SKKL). This SKKL, with the capacity of 1,260 channels was expected to
be finished in March 1986. In addition, the
construction of unit “B”, namely the
Medan—Colombo SKKL with a capacity of
1,260 channels, started to be constructed
in February 1984.
J . Domestic and Foreign Capital Investments
The policy of the Government to encourage investments under domestic capital in-

vestment (Penanaman Modal Dalam Negeri
or PMDN) and foreign capital investment
(Penanaman Modal Asing or PMA) was focused primarily on efforts to simplify procedures and improve services. According
to the new procedures on obtaining approvals, various requirements were abolished,
among others identification of citizenship
for those of foreign origins, guarantee for a
secured export market and a financial report audited by the public accountant. Furthermore, to provide a more complete information on investment opportunities in Indonesia, the Government made more effective promotion activities domestically as well
as overseas.
As a result of these efforts, the investment
opportunities were expanded thereby enabling all levels of the community to participate in investment activities. During the
reporting year the opportunities that could
be benefied by the PMDN facilities, besides
eligible to companies in the form of a lim-

ited company (Perseroan Terbatas of PT),
were also eligible to other companies of different legal status, such as firms and cooperatives as well as individuals.9)
In the reporting year the Investment Coordinating Board (Badan Koordinasi
Penanaman Modal or BKPM) issued a new
investment priority list (Daftar Skala
Prioritas or DSP). 10) Under this DSP, the
fields of activities opened both to PMDNs
and PMAs were expanded. However, larger
opportunities were granted to PMDNs. The
DSP which formerly incorporated 2,227
fields of activities, in the reporting year was
extended to cover 2,497 fields of activities,
consisting of 2,366 fields of activities
opened and 131 fields of activities closed
for new undertakings. Of the 2,366 fields
of activities, 996 were opened to PMDNs

9)

Implementation Direction of Chairman of Investment
Coordinating Board No. 15, October 1, 1984.
10) Presidential Decree No. 51/1984, September 5, 1984.
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(478 of which were also opened to PMAs)
while the remainder (1,370 fields of activities) were open to entities not regulated by
the PMDN and PMA laws.

ered large included Central Jawa, North
Sumatra and East Kalimantan (Table 8.38).

Although the Government made increased
efforts to encourage PMDNs and PMAs, as
a result of the world economy which had
not yet fully recovered, the intended capital investments approved during 1984
showed a decline of 66.8%.

Since July 1968 until March 1985 the
amount realized under PMDNs totalled Rp
6,397.8 billion 11) or 27.1% of the total intended investment, covering 2,842 projects.
Of this amount, the industrial sector represented the largest, at a value of Rp 4,437.3
billion, followed by agriculture Rp 727.2
billion and forestry Rp 491.9 billion.

1. Domestic capital investments

2. Foreign capital investment

In 1984 the approved intended capital
investments under PMDNs totalled 152
projects at a value of Rp 2,155.8 billion
compared with 407 projects at a value of
Rp 7,428.2 billion in the previous year.
Declines of intended investments were recorded in all fields of activities. The largest
decline occurred in the industrial and mining sectors, reaching only Rp 1,535.8 billion and Rp 13.4 billion compared with Rp
5,452.9 billion and Rp 565.4 billion, respectively, in the previous year.

During 1984 the Government approved
25 new projects with an intended capital
investment of $ 1,146.6 million compared
to 52 projects at a value of $ 2,875.2 million, respectively, in the previous year. Declines in capital investments occurred in all
fields of activities. The largest decline was
recorded by the industrial sector, especially
paper and metal industries, which only
reached $ 27.2 million and $ 151.4 million
compared with S 696.8 million and $ 591.0
million, respectively, in the previous year.

Since the enactment of the PMDN law in
July 1968 until the end of 1984, the number of PMDN projects approved by the Government reached 4,159 projects with an
intended investment of Rp 23,636.9 billion.
The largest number of projects were in the
industrial sector, followed by forestry and
agriculture. Of the intended investment, the
largest amount was invested in the industrial sector, followed by the agriculture and
mining (Table 8.37).

Since the enactment of the 1967 PMA law
until the end of 1984 the aggregate intended
investments under PMA approved by the
Government covered 787 projects to the
amount of $ 14,887.1 million. The highest
amount was invested in the industrial sector at a total value of $ 11,094.7 million,
followed by mining ($ 1,657.6 million) and
agriculture ($ 753.4 million), see Table
8.39.

By regional distribution, both in number
and value of projects, the largest portion
were invested in West Jawa, Jakarta and East
Jawa. Regions in which the projects and the
intended PMDN investments were consid-

From the regional point of view, the largest number of intended projects were located in Jakarta (280 projects), West Jawa
11) Supplement to the President’s Report to Parliament,
August 16, 1985.
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(1980 projects) and East Jawa (66 projects),
see Table 8.40.
By country of origin, the largest amount
originated from Japan with a total investment of $ 4,558.2 million, followed by the
United Stated $ 1,672.5 million, and
Hongkong $ 1,376.9 million (Table 8.41).
From June 1967 until the end of 1984
the amount of PMA realized reached $
5,783.1 million or 38.9% of total intended
investments, covering 639 projects. Of the
realized amount, 66.2% was invested in the
industrial sector, 12.7% in mining and 7.3%
in forestry (Table 8.42).
K. Cooperatives
To enhance the activities of cooperatives,
especially village cooperative units
(Koperasi Unit Desa or KUD), the Government stimulated the participation of capable
cooperatives to implement Government’s
work orders on procurements of commodities.12). This policy was designed to enable
KUDs to become an independent centrum
of the rural economic activities. In addition,
in the reporting year the Government issued
Presidential Instruction No. 4/1984 regarding the establishment of a patron board of
KUDs (Badan Pembimbing den Pelindung
KUD or BPP—KUD).13) The functions of this
board were to provide guidance, assistance,
suggestion and advice to KUDs’ management and to protect KUDs’ against matters
which might damage the image and existence of KUDs. As a follow up of this presidential instruction, in the efforts to
strengthen the capital of KUDs, the Gov-

12) Presidential Decree No. 29/1984, April 21,1984.
15) Presidential Instruction No. 4/1984, March 27, 1984.

ernment issued a joint decree of the Minister of Cooperatives, Minister of Finance and
Governor of Bank Indonesia regarding the
supervision and capital assistance of KUDs
through the provision of bank credits 14).
As the result of the above efforts, during
1984 the number of cooperatives increased
by 5.6% to 26,179 units, consisting of
6,579 KUDs (up by 4.0%) and 19,600
non-KUDs (up by 6.2%). The number of
cooperative members rose by 20.5% to 16.4
million, consisting of 12 million KUD members and 4.4 million non-KUD members or
indicating an increase of 25.9% and 7.9%,
respectively. Accordingly, the amount of
savings of cooperative members grew by
5.6% to Rp 132.0 billion. This increase indicated that cooperatives succeeded to penetrate to all levels of the community.
At the initial stage the operations of KUDs
were emphasized more on rural economic
activities. Those activities among others included rice purchases for the procurement
of national stock, distribution of agricultural
production means, trade of smallholders’
estate products, smallholders’ cattle breeding, handicrafts, electricity and credits.
The number of KUDs engaged in the procurement of rice for the national stock went
up by 2% to 2,291 units, the total purchase
of which amounted to 2,046.4 thousand
tons of equivalent rice. The number of KUDs
distributing the production means of agriculture consisted of 3,699 units, which
channelled 490.4 thousand tons of fertilizers and about 3,420 thousand kg of pesticides.
14) Minister of Cooperative, Minister of Finance and Governor of Bank Indonesia Joint Decree Nos. 120A/M/
Kept/VIII/1984, 899A/KMK.01/ 1984 and 17/12/Kep/
GBI, August 28, 1984.

To enhance smallholders’ estates, KUDs
were also engaged in trading smallholders’
products, such as copra, clove and sugarcane. In 1984 the number of cooperatives
participating in marketing copra, clove and
sugarcane were 202 units, 228 units and
716 units which traded 55.5 thousand tons
of copra, 7.9 thousand tons of clove and
568.1 thousand tons of sugarcane, respectively.

“electricity enters villages”, the activities
of KUDs in distributing electricity to the
village community recorded considerable
increases. Until the end of the reporting
year the number of electricity subscribers managed by KUDs reached 309,266
dwellings of 1,578 villages. The number
of KUDs engaged in the distribution of
electricity to villages rose by 5% to 447
KUDs.

The KUDs were also actively engaged in
assisting livestock farmers, namely providing means of production, fodder and medicaments, animal medicare as well as marketing their products. The number of cooperatives participating in these business activities rose by 4.7% to 514 units. It should
be added that the number of cows owned
by KUDs rose by 37.0% to 161 thousand,
and the volume of milk marketed by KUDs
rose by 50% to 195 thousand liters.

With regard to credits channelled through
KUDs, primarily in the form of small-scale
credit to petty traders under the so-called
Kredit Candak Kulak program (KCK) also
recorded improvements. The number of
KUDs channelling KCK credits rose to
4,969 units. The number of customers benefiting KCKs rose by 8.3% to 13,903 thousand while the amount of credits rose by
14.5% to Rp 166.9 billion.

To assist the distribution of essential commodities to the low income community,
KUDs were engaged in the trade of these
commodities, such as, granulated sugar and
flour. The quantity of these two commodities distributed by KUDs reached 425 thousand tons and 100.9 thousand tons, respectively.
It should be noted, the number of KUDs
engaged m trading handicrafts produced by
the economically-weak groups rose remarkably, by 25.9% to 850 units. The number
of cooperative members increased by
22.3% to 79,745.
As a result of the government policy on

It should be noted that at end of the reporting year the financial assistance provided by banks to strengthen the capital of
cooperatives aggregated to Rp 271.1 billion, consisting of Rp 78.3 billion investment credits and Rp 192.8 billion working
capital credits. Of this financial
assistance, the largest portion went to
KUDs, namely to the amount of Rp 223.2
billion and the balance to non-KUDs. By
economic sector, the largest share of these
credits were extended to the agricultural
sector, namely with a share of 77.6%, while
the balance went to the sectors of trade
(7.9%), industry (5.1%), transportation
(5.0%) and electricity, purlfied water and
gas supply (4.4%).
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