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In the reporting year, the persistent slug-
gishness of the world economy and falling
oil prices accompanied by weakening do-
mestic demand have brought about unfa-
vorable impacts on the Indonesian
economy. This was reflected in the slower
economic growth during the reporting year
although the balance of payments and the
domestic monetary conditions still showed
a favorable development.

The slow economic growth in 1985 was
primarily caused by a negative growth in
the mining sector. This was mainly due to
the reduction in oil production as a result
of reduced quota set by OPEC in facing
deteriorating world oil prices. Despite de-
clining proceeds from oil exports, the sur-
plus in the balance of trade still increased
while the deficit in the balance of goods
and services decreased compared with the
preceding year. Consequently, Indonesia’s
overall balance of payments still recorded
a surplus although at a level lower than in
the preceding year. Furthermore, the mon-
etary condition was stable as reflected in
the relatively stable prices, realistic rupiah
exchange rates, and signs of declining in-
terest rates.

To meet more difficult challenges in pur-
suing development, in 1985/86 the Gov-
ernment introduced the Presidential In-
struction or Inpres No. 4 of April 4, 1985
as a part of a series of fundamental mea-
sures undertaken in the preceding years.
This measure was intended to induce eco-
nomic activities, especially non-oil/LNG
exports, and to reduce high costs in the
economy. In implementing this measure,
the Government, among others, simplified
the procedures in the flows of goods and

reduced harbor costs. To increase govern-
ment revenues from domestic sources, the
Government continued to make improve-
ments in the tax system. In addition, Bank
Indonesia undertook measures to reduce
interest rates as an effort to induce invest-
ments and domestic production.

In 1985, Indonesia’s economic growth
measured by Gross Domestic Product
(GDP) at 1983 constant prices declined
sharply compared with the preceding year,
namely from 6.1% to 1.9%. This decline
was mainly caused by a negative growth
in the mining sector accompanied by lower
growth in the manufacturing and agricul-
tural sectors. The mining sector, which in
1985 had a share of 16.2% in GDP forma-
tion, registered a negative growth of 5.6%
compared with a positive growth of 5.9%
in the preceding year, mainly due to a de-
cline in oil production.

Manufacturing sector contributing
13.5% in the share of GDP formation, in
1985 registered a lower growth of 5.9%
compared with 15.6% in the preceding
year. This was mainly brought about by
a decline in the growth of value-added
of liquefied natural gas (LNG) and re-
fined oil products. The agricultural sec-
tor with a share of 23.6% in the GDP
formation, in 1985 registered a lower
growth, from 5.5% to 3.4%, mainly
caused by a decline in the growth of
value-added in the food crops subsector,
especially rice. Although the rate of in-
crease of rice production recorded a
decline, in the reporting year,
self-sufficiency in rice could still be
maintained. Rice was even exported for
the first time.

INTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTIONINTRODUCTION
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As a developing oil exporting country,
Indonesia was not immune from heavy
pressures on her balance of payments,
which was mainly attributable to falling oil
prices. However, due to several fundamen-
tal measures undertaken by the Govern-
ment, in the reporting year, the balance of
payments still registered a favorable de-
velopment as reflected in lower deficit in
the current account. The current account
registered a deficit of $ 1,832 million, lower
than in the preceding year, while the bal-
ance of trade recorded a surplus of $ 6,060
million. This was mainly caused by in-
creases in LNG and non-oil/LNG exports
as well as significant decrease in imports.
Due to improvements in the current ac-
count and significant capital inflows both
in the forms of loans and direct invest-
ments, overall balance of payments still
showed a surplus of $ 30 million compared
with $ 667 million in the preceding year.
Accordingly, at the end of the reporting
year the foreign exchange reserves in the
central bank rose to $ 5,841 million. If the
foreign exchange held by foreign exchange
banks amounting to $ 4,925 million were
included, the overall foreign exchange re-
serves reached $ 10,766 million.

In the reporting year, the value of total
exports declined by 6.5% to $ 18,612 mil-
lion brought about by a decline in oil/LNG
exports by 11.1% to $ 12,437 million. This
decline was attributed to a drop in the
value of oil exports by 17.0% to $ 8,816
million while the value of the export of LNG
still registered an increase. In the mean-
time, although some of Indonesia’s export
commodity prices declined, the value of
non-oil/LNG exports still increased by
4.5% to $ 6,175 million.

As in the preceding year, total imports
in the reporting year still recorded a sig-

nificant decline of 13.0% to $ 12,552 mil-
lion. This decline occurred in the imports
of oil/LNG as well as non-oil/LNG compa-
nies. The imports of oil/LNG companies
declined by 11.5% to $ 2,474 million,
among others, due to a decline in fuel oils
imports by 85.6% to $ 32 million and Ara-
bian Light Crude oil imports by 29.8% to
$ 684 million. Furthermore, the imports of
non-oil/LNG companies declined by
13.3% to $ 10,078 million. Viewed from
the source of financing, the reduction in
imports occurred in most categories except
for imports under foreign direct invest-
ments (Penanaman Modal Asing or PMA).

In the monetary field, in the reporting
year, domestic liquidity (M2) registered a
significant increase. This was a reflection
of the efforts to sustain economic growth
by maintaining stable prices with inflation
recording a low rate of 5.66%. Domestic
liquidity registered an increase of 24.3%
to Rp 24,168 billion, with quasi money
increasing by 30.9% to Rp 13,693 billion
and currency in circulation by 16.5% to
Rp 10,475 billion. The increase in domes-
tic liquidity was brought about by the ex-
pansionary effect in the domestic assets,
while foreign assets generated a slight
contractionary effect. The expansionary
effect in domestic assets occurred in gov-
ernment finance by Rp 2,335 billion as
well as in loans extended to institutions/
business entities and individuals by Rp
3,832 billion.

Monetary stability achieved in the re-
porting year could also be seen in the de-
velopment of the interest rates and the
exchange rates. Unlike in 1984/85, in the
reporting year, there were no interest rate
disruptions in the interbank money mar-
ket. This stability, among others, was at-
tributed to the increasing role of Surat
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Berharga Pasar Uang or SBPU (money
market securities). Moreover, in order to
induce investments and domestic produc-
tion, Bank Indonesia made efforts to re-
duce interest rates on credits through the
reduction of the interest rates on Bank In-
donesia certificate (Sertifikat Bank Indo-
nesia or SBI), SBPU, and discount facili-
ties. The interest rate of 30-day SBI was
reduced from 16.0% to 14.0% p.a., while
that of 90-day was reduced from 17.0% to
15.0% p.a. In addition, the SBPU rate was
gradually reduced from 20.5% to 17.0%
and the Bank Indonesia discount rate was
reduced from 21.0% to 18.5% p.a. By
those efforts, the interest rate on deposits
declined by approximately 4 percentage
points to an average of 16.0% p.a.

In the reporting year, the development
in the rates of exchange of the rupiah
against other currencies reflected realis-
tic exchange rates. The rates of the rupiah
against several foreign currencies such as
the US dollar, the Australian dollar and
the Singapore dollar depreciated by
2.09%, 2.81%, and 3.74%, respectively.
In the meantime, significant depreciation
of the rupiah occurred, among others,
against the Japanese yen, the Netherlands
guilder and the Deutsche mark by
29.77%, 25.43%, and 25.17%, respec-
tively.

With respect to government finance, the
dynamic balanced budget policy contin-
ued to be pursued. To enhance self- suffi-
ciency in development financing and to
overcome the impact of declining govern-
ment oil revenues, the Government made
efforts to increase non-oil domestic rev-
enues, among others, by improving the tax
system through the introduction of Pajak
Pertambahan Nilai or PPN (value-added
tax or VAT) and Pajak Bumi dan Bangunan

or PBB (tax on land and building). On the
expenditure side, the austerity policy was
intensified to support the national effi-
ciency efforts, among others, by reducing
subsidies and defining more sharply the
priority scale of development projects.

In the reporting year, government rev-
enues increased by 17.8% to Rp 22,825
billion. Of that amount, the revenues from
domestic sources rose by 21.0% to Rp
19,253 billion and the development re-
ceipts originating from external assistance
rose by 2.7% to Rp 3,572 billion. The in-
crease in domestic revenues raised its
share in the overall government revenues
from 82.1% to 84.4%. Domestic revenues
originating from non-oil/LNG sector in-
creased by 48.1% to Rp 8,108 billion,
while oil/LNG receipts rose only by 6.9%
to Rp 11,145 billion. The increase in
non-oil/LNG receipts was mainly attributed
to the increase in the VAT revenues by
165.0% to Rp 2,327 billion. Through this
improvement, the share of VAT in the
non-oil/LNG domestic revenues increased
from 16.0% to 28.7%. Furthermore, the
share of non-oil/LNG receipts in domestic
revenues increased from 34.4% to 42.1%.
It is worth noting that by virtue of increased
government revenues, in the reporting
year, government savings rose by 12.8%
to Rp 7,302 billion compared with the in-
crease of 7.6% in the preceding year.

On the other hand, actual government
expenditures amounted to Rp 22,824 bil-
lion consisting of Rp 11,951 billion of rou-
tine expenditures and Rp 10,873 billion
of development expenditures. Compared
with the preceding year, the routine ex-
penditures recorded an increase of 26.7%,
which was primarily attributed to the in-
crease in personnel expenditures by
31.9% and materials expenditures by



ix

15.6%. Moreover, in the reporting year, the
development expenditures rose by 9.3%,
which was used, among others, to finance
expenditures under the categories of vari-
ous economic activities (49.9%), educa-
tion and culture (15.5%) as well as regional
development, business enterprises devel-
opment, and the environment (12.1 %).
The development expenditures allocated
for various economic activities was used,
among others, for mining and energy
(30.9%), transportation and tourism
(27.4%), and agriculture and irrigation
(21.0%).

In the banking sector, banking business
in the reporting year still demonstrated sat-
isfactory performance. This could be seen
from the increase in the amount of assets
of deposit money banks (DMBs) by 20.9%
to Rp 34,870 billion. This was made pos-
sible through fundamental reforms in the
monetary sector, namely the June 1, 1983
Monetary Reform, and other steps to in-
crease the capability of banks to mobilize
funds from the public.

At the end of the reporting year, overall
bank loans (excluding drafts, promissory
notes, and stocks) amounted to Rp 22,430
billion or increased by 16.0%. Of that
amount, Rp 21,432 billion or 95.6% origi-
nated from DMB loans. The most signifi-
cant increase was registered by private
national banks (37.3%) reaching Rp 4,487
billion, while state banks, which accounted
for 71.1% of overall DMBs loans, in the
reporting year, increased their loans by
12.7% to Rp 15,240 billion. Direct lend-
ing by Bank Indonesia went up by 6.4%
to Rp 998 billion.

In terms of the uses of those bank     loans,
71.3% or Rp 15,995 billion was allocated
for working capital while the remainder for

investment. Bank lending to all economic
sectors registered increases, except to the
mining sector. The significant increase oc-
curred in the agricultural sector, up by
31.3% reaching Rp 1,825 billion, which
was mainly provided for the plantation
subsector such as rubber and oil palm.
Loans to the manufacturing and trade sec-
tors recorded increases by 9.2% and
15.4%, respectively, while loans to the
mining sector recorded a decline of 31.9%
mainly due to the repayment of loans by
the state oil company.

As in the preceding years, the Govern-
ment continued to actively assist the
economically-weak groups through vari-
ous loans such as Kredit Investasi Kecil
or KIK (smallscale investment credit),
Kredit Modal Kerja Permanen or KMKP
(permanent working capital credit), credit
to cooperatives, Kredit Candak Kulak or
KCK (small credit for petty traders), Kredit
Umum Pedesaan or Kupedes (village gen-
eral credit) and Kredit Pemilikan Rumah
or KPR (house-ownership credit). Those
credits in general still recorded increases.
In the meantime, the high priority credits
channelled through DMBs in the report-
ing year which, among others, consisted
of KIK/KMKP, credit to cooperatives, and
export credit in aggregate increased by
13.6% reaching Rp 5,791 billion.

To increase the share of domestic fund
as one of the important sources to finance
development, the Government continued
to encourage efforts to mobilize funds from
the public through banks, the money mar-
ket, and the stock market. In mobilizing
savings from the public through banks, the
Government based its policy on the June
1, 1983 Monetary Reform which allowed
banks to determine their own rates of in-
terest on deposits In addition, the Govern-
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ment still provided tax exemption in the
form of the suspension of the application
of income tax on interest earned from time
deposits and other savings. Furthermore,
efforts to increase savings mobilized from
the public were also pursued through in-
stitutional developments, namely by ex-
panding the number of banks handling
Tabanas/Taska and banks issuing certifi-
cate of deposits (CDs).

To develop the money market, in July
1985, the frequency of issuance of SBIs
was increased from once a week to every
workday. To expand the utilization of SBIs,
banks or non-bank financial institutions
(NBFIs) could at any time discount the SBIs
to the securities house before maturity.
Meanwhile, the maximum maturity of the
SBPU previously set at 90 days was ex-
tended to 180 days and its minimum nomi-
nal value of Rp 50 million was lowered to
Rp 25 million. The maximum amount of
the SBPUs allowed to be rediscounted by
banks to the securities house as a percent-
age of the total rupiah funds mobilized from
third parties was increased by 50%. Thus,
for state banks, the maximum amount was
raised to 7.5% and for other banks to
15.0%. Furthermore, to enlarge the oppor-
tunity to utilize interbank funds, the inter-
bank credit ceiling was raised from 7.5%
to 15.0% of the rupiah funds mobilized.
With regard to the stock market, the Gov-
ernment improved the regulations on the
issuance of securities, securities trading,
and the activities of institutions support-
ing the stock market.

Through these efforts, in the reporting
year, funds from the public mobilized by
banks rose by 24.9% reaching Rp 20,843
billion consisting of Rp 7,041 billion of
demand deposits, Rp 12,590 billion of
time deposits, and Rp 1,212 billion of sav-

ings deposits. Although interest rates on
deposits declined, the amount of time de-
posits in the reporting year still showed a
substantial increase of 44.3% compared
with 37.4% in the preceding year. This in-
crease mainly occurred in the rupiah time
deposits which rose by 38.9% compared
with 33.2% in the preceding year. How-
ever, demand deposits decreased by 2.0%
to Rp 7,041 billion, which caused its share
in the overall banking funds to decrease
from 43.1% to 33.8% at the end of the re-
porting year. Hence, the share of time de-
posits went up from 52.3% to 60.4% while
that of savings deposits increased from
4.6% to 5.8%.

In the reporting year, the activities of the
money market through the issuance of SBIs
and SBPUs registered favorable develop-
ment. During the reporting year, the issu-
ance of SBIs reached Rp 6,186 billion.
Taking into account the repayment of SBIs
and rediscounted SBIs before maturity to
Bank Indonesia, the outstanding SBIs held
by banks/NBFIs stood at Rp 490 billion.
SBPUs purchased by the securities house
totalled Rp 5,582 billion. The outstand-
ing SBPUs held by the securities house
after accounting for SBPUs resold or those
reaching maturity, stood at Rp 656 billion.
Of this amount, Rp 614 billion was redis-
counted to Bank Indonesia.

To enhance the role of banks in sup-
porting development efforts, Bank Indo-
nesia continued to. encourage banks to
improve their service and strengthen pub-
lic confidence by increasing efficiency and
professionalism. These efforts included,
among others, expanding local clearing
activities, providing technical assistance
to Bank Pembangunan Daerah or BPD (re-
gional development banks),     and improv-
ing the operating procedures of coopera-
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tive commercial banks. Furthermore, to
maintain public confidence in banks, Bank
Indonesia participated temporarily in man-
aging banks facing financial difficulties.
Moreover, to support government efforts to
boost non-oil/LNG exports, regulation on
expanding branch offices of Bank-bank
Umum Swasta Nasional or BUSNs (private
national commercial banks) eligible to deal
in foreign exchange had been relaxed. The
Government also continued to provide op-
portunities to facilitate the BUSN intend-
ing to merge.

It may be concluded that although diffi-
cult challenges remained to be faced in
the reporting year, Indonesia’s economy
still displayed resilience. The economy still
showed some growth while the balance of
payments and the monetary situation re-

mained stable. The progress achieved was
made possible by the fundamental mea-
sures taken in the past. Moreover, although
in the coming year the economy of indus-
trial countries would be expected to im-
prove slightly, the drop in the prices of oil
and other export commodities accompa-
nied by persistent protectionist measures
in the industrial countries remained seri-
ous obstacles to be faced by the Indone-
sian economy. By undertaking adjustment
measures, however, the serious challenges
in the coming year would be better faced.

Governor
Bank Indonesia

Dr. Arifin M. Siregar
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Persistent world economic

slowdown, weakening oil prices, and

protectionist measures in the

industrial countries have brought

about negative impacts on the

Indonesian economy as reflected in

the declining rate of growth and

domestic investment activit ies. To

overcome this situation, in the

reporting year, Bank Indonesia made

efforts in the monetary sector to

promote economic growth through

investment and production activities

while maintaining the long-term goals of

price stability, balance of payments

equilibrium, and equitable distribution of the

gains from development. In this regard,

Bank Indonesia focused its attention on

reducing the rate of interest without

discouraging savings or causing

capital outflow. Furthermore, to assist

banks in managing their liquidities, in

the reporting year Bank Indonesia

made some improvements  in  the

open  market  operation.

Measures to reduce interest rate

levels were undertaken by lowering

the discount rates of both the

Sertifikat Bank Indonesia or SBI (Bank

Indonesia certif icate) and discount

facil it ies and the rediscount rate of

the Surat Berharga Pasar Uang or

SBPU (money market securit ies). The

30-day SBI discount rate was reduced from

16.0% to 14.0% p.a. in August 1985 and

the 90-day SBI from 17.0% to 15.0% p.a.

in October 1985. The rate of the discount

facilities was reduced from 21.0% to 19.5%

p.a. in July 1985 and to 18.5% p.a. in

August 1985. In the meantime, the SBPU

rediscount rate, which had been fixed at

20.5% since February 1985, was

consecutively reduced to 19.5% p.a. in

May, to 18.0% in July, and finally to 17.0%

p.a. in August 1985. The gradual reduction

of the discount rates of  those monetary

instruments have also brought  about a

reduction in the interest rates of rupiah

deposits by  4 percentage  points to an

average  of 16.0% p.a. at  the  end  of

March 1986

However, since some old deposits

with high interest rates sti l l existed

and could only be replaced

gradually by new deposits with lower

interest rates, the lending rates could

only be expected to decline

gradually.

The efforts to improve open market

operation were implemented by

increasing the frequency of the

issuance of SBIs, extending the

maturity of SBPUs, lowering the

nominal value of SBPUs, raising the

maximum amount of SBPUs

rediscountable by banks, and

increasing the upper limit of the utilization

of interbank funds. The issuance of SBIs

which was initially conducted only once a

IIIII. MONET. MONET. MONET. MONET. MONETARY  POLICY  AND  DEVELARY  POLICY  AND  DEVELARY  POLICY  AND  DEVELARY  POLICY  AND  DEVELARY  POLICY  AND  DEVELOPMENTOPMENTOPMENTOPMENTOPMENT
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week, since July 1985 has been increased

to every workday. The maximum maturity

of SBPUs, which was initially set for 90 days,

has been changed to 180 days, and the

nominal value which was initially set at the

minimum of Rp 50 million has been

lowered to Rp 25 million. The maximum

amount of SBPUs rediscountable by banks

to the securities house has been raised

since August 1985. State banks which were

previously  allowed to rediscount 5.0% of

the rupiah mobilized from third parties were

allowed to rediscount 7.5% while the

maximum amount allowed to be

rediscounted by other banks was

raised from 10.0% to 15.0% Moreover,

the maximum interbank funds that

could be utilized by each bank was

increased from 7.5% to 15.0% of the

rupiah funds  mobilized  from  third

part ies.

B.B.B.B.B. Money  Supply  and FactorsMoney  Supply  and FactorsMoney  Supply  and FactorsMoney  Supply  and FactorsMoney  Supply  and Factors

Affecting Its  ChangeAffecting Its  ChangeAffecting Its  ChangeAffecting Its  ChangeAffecting Its  Change

In the reporting year, the monetary

sector recorded a satisfactory

per formance as reflected in the

domestic liquidity growth which was

adequate to support the economic

development while maintaining

lower interest rates, price stabil ity,

and realistic  exchange  rate.

At the end of 1985/86, domestic liquidity

(M2) reached Rp 24,168 billion or increased

by 24.3% compared with an increase of

23.4 % in the previous year (Table 1.1). This

increase was largely due to the increase in

quasi money by Rp 3,234 billion (30.9%),

compared with Rp 2,755 billion (35.8%) in

the preceding year, which primarily

occurred in time deposits (TDs), although

their interest rates declined. Taking into

account the inflation rate, the real domestic

liquidity  rose by 17.5% compared with

19.0% in  the preceding  year.

At the end of 1985/86, money

supply (M1), comprising currency in

circulation and demand deposits,

amounted to Rp 10,475 billion or up

by Rp 1,487 billion (16.5%) compared

with Rp 933 bil l ion (11.6%) in the

preceding year (Table 1.2). The

increase mainly took place in

currency in circulation, which went

up by 33.3% reaching Rp 5,044 billion

compared with 6.5% in the preceding year.

Demand deposits increased by 4.4%

to Rp 5,431 bi l l ion compared with

15.6% in the preceding year. This lower

increase in demand deposits compared

with that in currency  in circulation led to a

decline in the share of demand deposits in

the money supply from 57.9% to 51.4% at

the end of March 1986. Meanwhile, in the

reporting year, the money supply in real

terms recorded an increase of 10.2%

compared with 7.6% in the previous year

(Table 1.3).

With regard to factors affecting

the development of money supply, in

the reporting year, domestic assets

recorded an expansionary effect while net

foreign assets recorded a slight

contractionary effect. The expansionary
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effect of domestic assets occurred in

government finance as well as in claims to

entities, enterprises, and individuals.

In 1985/86, government finance

had an expansionary effect of Rp 2,335

billion compared with a contractionary effect

of Rp 2,536 billion in the preceding year

(Table 1.4). The expansionary effect  of

government finance was associated with

the financial clearance between the

government entities and the banks.

Claims on entities, enterprises and

individuals in the reporting year had

an expansionary effect of Rp 3,832

billion compared with Rp 3,466 billion

in the preceding year. This

expansionary effect was due to

higher claims on official entities and

public enterprises, namely Rp 175

billion compared with Rp 140 billion

in the preceding year. Claims to

private  enterprises and individuals

also rose by Rp 3,657 bil l ion

compared with Rp 3,326 billion in the

preceding year. This increase was

associated with larger credits extended by

banks and other claims  such  as  drafts

and promissory  notes.

Quasi money, which had a

contractionary effect on money supply, still

showed an increase of Rp 3,234 billion

compared with Rp 2,755 billion in the

preceding year. The increase in quasi

money mainly occurred in the rupiah TDs

and foreign currency  deposits, although

their  interest rates  declined.

In the reporting year, net other items and

foreign assets had contractionary effects

of Rp 1,323 billion and Rp 123 billion,

respectively.

C.C.C.C.C. Monetary  Prospects  for  1986/87Monetary  Prospects  for  1986/87Monetary  Prospects  for  1986/87Monetary  Prospects  for  1986/87Monetary  Prospects  for  1986/87

The constraints which have been faced in

foreign sector because of slow world

economic upturn, especially in the major

industrial countries, and falling oil prices affect

the development programs. To lessen the

negative impact of the foreign sector, to

stimulate economic activities and to increase

employment  opportunities, the Government

intends to continue to take measures in line

with policies already undertaken in the

previous years. Those measures are expected

to be primarily directed to promote  non-oil/

LNG exports and to enhance investments by

domestic as well as foreign capital. To

encourage those investment activities, efforts

to enhance funds mobilization  and bank

credits would continue to be carried out while

maintaining monetary  stability.

The uncertain world economic

outlook, especially the world oil

prices, is expected to cause quite

substantial reduction in government

revenues. To cope with these unfavorable

conditions, the Government would not only

intensify tax collection but also undertake

adjustment measures such as economizing

routine expenditures and reducing

development expenditures.

To compensate for the decline in the

investment  expenditures of  government



4



5





7



8

MONEY SUPPLMONEY SUPPLMONEY SUPPLMONEY SUPPLMONEY SUPPLY ANDY ANDY ANDY ANDY AND
DOMESTIC LIQUIDITYDOMESTIC LIQUIDITYDOMESTIC LIQUIDITYDOMESTIC LIQUIDITYDOMESTIC LIQUIDITY



9

FFFFFACTACTACTACTACTORS AFFECTING MONEY SUPPLORS AFFECTING MONEY SUPPLORS AFFECTING MONEY SUPPLORS AFFECTING MONEY SUPPLORS AFFECTING MONEY SUPPLYYYYY



1 0

sector, steps would be needed to promote

private investment activities. Therefore,

efforts to reduce the lending rates and to

assist banks in managing their funds through

adjustments in open market operation

would continue to be pursued so that

investments would continue to increase.

Taking into account the targets of both

economic growth and price stability in

the implementat ion of  the above

efforts, it is expected that in 1986/87

domestic liquidity would increase in

such amount adequate  to  support

economic  growth.
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A .A .A .A .A . Credit  PolicyCredit  PolicyCredit  PolicyCredit  PolicyCredit  Policy

Consistent with the objective of the June

1,1983 Monetary Reform, credit policy in

1985/86 was aimed at enhancing the ca-

pabilities of banks to extend loans originat-

ing from domestic funds mobilized from the

public. Basically, this policy continued to be

directed towards activities which encour-

aged growth, increased labor intensive in-

vestments, promoted non-oil/LNG exports,

and intensified business activities of the

economically-weak group.

To increase foreign exchange

earnings from non-oil/LNG exports,

Bank Indonesia in September 1985

issued a series of regulations in order

to broaden the  export  credit

facil it ies. The low interest export

credits, which had previously been

provided only to national enterprises,

could also be provided to

companies under foreign  direct

investment law or PMA.I) The terms for the

credits available to PMA were the same as

those for national enterprises except for the

provision on self financing, which required

30% of the total financing from the PMA

compared with 15% for the national

enterprises.

Furthermore, the export credit facilities

which previously could only be provided by

state commercial banks, Bapindo

(Indonesian Development Bank) and

foreign exchange private national

commercial banks, henceforth could also

be provided by foreign banks. For these

credits, Bank Indonesia provided

refinancing  facilities up to 70% of the total

credits at an interest of 3.0% p.a.

To assist the financing of exports of

commodities  sold through the

commodity exchange, export credit

facil it ies were     also provided for

sellers/exporters.2) In  addition, to enable

exporters to obtain funds before the

redemption of a Sertifikat Ekspor or SE

(export certificate), exporters may acquire

export credit before accepting the Laporan
Kebenaran Pemeriksaan  or LKP (reports on

clean findings).3) To cover the exporters from

the risk of non- payments from abroad and

to cover the banks from the risk of possible

bad debts, in November 1985 the

Government established PT Asuransi

Ekspor Indonesia or PT ASEI

(Indonesian Export Insurance Company).

Henceforth, the export insurance and export

credit guarantee activities which were

previously handled by PT Asuransi Kredit

Indonesia (PT Askrindo) were transferred to

PT ASEI.

II. BANK  CREDIT  DEVELOPMENTII. BANK  CREDIT  DEVELOPMENTII. BANK  CREDIT  DEVELOPMENTII. BANK  CREDIT  DEVELOPMENTII. BANK  CREDIT  DEVELOPMENT

1) Bank Indonesia Circular Letter No. SE 18/2/
UKU,  September 9, 1985.

2 ) Bank Indonesia Circular Letter No. SE 18/
5/UKU,  September 24, 1985.

3) Bank Indonesia Circular Letter No. SE 18/6/UKU,
September 24, 1985.
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In order to optimize the utilization of World

Bank loans for export development, in

March 1986 the Government decided to

allocate these loans through several state

commercial banks in the forms of working

capital and investment credits. These

credits could be utilized not only by national

companies, but also by companies under

PMA fulfilling the condition that 85% of their

total products would be exported and that

these companies concerned would

provide 35% self-financing.

In order to promote the

competitiveness of national

contractors and encourage the

inflow as well as the optimum

utilization of foreign exchange,4) in the

reporting year, the Government improved

several regulations on credit facilities to

national contractors awarding international

tender. These facilities, previously provided

only to national contractors who were active

in the construction services, since May 1985

were also extended to national contractors

who were active in supervising/consulting

and supplying business, in the capacity as

producers, installers or installing producers.

To encourage the activities of the

economically-weak groups, the

Government improved the regulations on

Kredit Investasi Kecil or KIK (small-scale

investment credit) and Kredit Modal Kerja
Permanen or KMKP (permanent working

capital credit) covering the interest rates of

refinancing facility, insurance, amortization

scheduling, and reporting. To strengthen

financial condition of the handling banks,

Bank Indonesia by the end of the reporting

year amended the regulation on the interest

rates of KMKP refinancing facilities. The

interest rate of refinancing facility for credits

signed before June 1, 1983, which was

initially fixed at 4.0% annually, since April

1986 was reduced to 3.0% p.a.5) Moreover,

since August 1985 Bank Indonesia has

revised the regulation dealing with

the amount of compensation for banks losses

in administrating KIK/KMKP.6) The Government

also created a mechanism to mediate disputes

between banks and PT Askrindo concerning

insurance on KIK/KMKP where Bank

Indonesia and Ministry of Finance acted as

mediators.7)

As stated in the previous annual report,

to expedite the supply of Kredit Usaha Tani
or KUT (credit to farmers) channelled

through Koperasi Unit Desa or KUD (village

unit cooperative) for rice and secondary

crop intensification, since April 1985 Bank

Indonesia has improved the application

and withdrawal procedures of KUT

refinancing facilities. Refinancing facilities,

which initially could only be withdrawn by

submitting a list of customers’ credit

utilization, since the beginning of the

reporting year could be withdrawn based

4 ) Bank Indonesia Circular Letters No. SE 18/
1/UKU, May 25, 1985 and No. SE 18/8/UKU,
February 10, 1986.

5 ) Bank Indonesia Circular Letter No. SE I 8/
9/UKK, February 21, 1986.

6 ) Bank Indonesia Circular Letter No. SE I 8/
4/UKK, August 27, 1985.

7) Bank Indonesia Circular Letter No. SE I 8/6/UKK,
January 20, 1986.
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on monthly withdrawal schedule. In case a

bank encountered a shortage or an excess

of withdrawal of the refinancing facilities,

the differences would be settled in the next

scheduled provision of the facilities.8) To

strengthen the capital of KUDs and to

increase the living standard of farmers,

fishermen and cattle breeders, by the end

of the reporting year Bank Indonesia

reaffirmed the existing regulations on bank

credits to cooperatives. 9) Accordingly, the

Government appointed Bank Rakyat

Indonesia or BRI to extend credits to KUD

and Pusat KUD /PUSKUD (secondar y

village unit cooperative) concerning

the financing of various government

programs. Cooperative credits could

a l so be prov ided by a l l  banks  to

cooperatives whose activities were not

under government programs.

BBBBB..... Credit DevelopmentCredit DevelopmentCredit DevelopmentCredit DevelopmentCredit Development

At the end of the reporting year, bank

[endings amounted to Rp 22,430 billion or

up by 16.0% compared with 19.8% in

1984/85 (Table 2.1). This deceleration in the

increase was mainly brought about by

sluggish business activit ies and

considerable debt repayments at

the end of the reporting year.

In the reporting year, credits

extended by deposit money banks (DMBs)

rose by 16.5% to Rp 21,432 billion (Table

2.4). Credits extended by state banks

increased by 12.7% to Rp 15,240 billion at

the end of March 1986, while those

extended by Bank Umum Swasta Nasional
or BUSNs (private national commercial

banks) rose by 37.3% to Rp 4,487 billion.

Credits extended by Bank Pembangunan
Daerah or BPDs (regional development banks)

increased by 16.2% to Rp 633 billion, while those

extended by foreign banks increased by 0.9%

to Rp 1,072 billion.

Direct credits of Bank Indonesia, which

were primarily extended to     Bank Tabungan
Negara or BTN (state savings bank), rose by

6.4% to Rp 998 billion. These increased

credits were mainly provided to finance

Kredit Pemilikan Rumah or KPR

(houser-ownership credit) in the effort to

support low-cost housing development.

In 1985/86, bank credits to all

economic sectors, except the

mining sector, recorded an increase (Table

2.1). Credits to agricultural sector rose

rapidly by 31.3% (Rp 435 billion), which

were mainly extended to rubber and oil

palm plantations. Credits to services sector

registered an increase of 16.4% (Rp 552

billion). Credits to manufacturing sector

went up by 9.2% (Rp 640 billion), mainly

for food and beverage, paper, wood and

its products. The increase of credits to the

trade sector was 15.4% (Rp 954 billion),

mainly utilized to finance production,

processing and trade of export

commodities, collection and distribution of

essential commodities, and retail trade.

8) Bank Indonesia Circular Letter No. SE 1812/UKK,
June 10, 1985.

9) Bank Indonesia Circular Letter No. SE 18/8/UKK,
February 14, 1986.
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Credits to mining sector declined by 31.9%

(Rp 121 billion) primarily due to debt

repayments of the state oil company. The

share of credits to agricultural and services

sectors increased to 8.1% and 17.5% while

the share of mining, industrial and trade

sectors declined to 1.2%, 34.1% and

31.9%, respectively.

Based on the classification of bank

lending uses, in the reporting year, the

working capital credits increased by 17.6%

reaching Rp 15,995 billion compared with

an increase of 27.6% in 1984/85. Working

capital credits were mostly utilized by trade

(42.4%), manufacturing (31.6%), and

services (15.7%). The investment credits

which consisted of commercial bank

investment credits, KIK and other investment

credits amounted to Rp 6,435 billion at the

end of the reporting year or increased by

12.2% compared with 4.8% in the

preceding year. The higher increase in

investment credits was mainly     due to an

increase in credits to agricultural sector

especially for plantation and electricity

financing. Meanwhile, the share of

investment credits to agricultural and

services sectors went up to 16.3% and

21.7%, respectively, while that of

manufacturing sector declined to 40.1%,

mainly due to huge repayments by

state-owned industrial companies at the

end of the reporting year (Table 2.2).

By scale of priority, the high priority credits,

such as KIK, KMKP, credits to cooperatives,

Kupedes and export credits which were

extended by DMBs recorded a rapid

increase, namely by 3.6% reaching Rp 5,791

billion. The non-priority credits rose by 17.6%

amounting to Rp 15,641 billion (Table 2.4).

Priority working capital credits rose by

13.1% reaching Rp 4,599 billion and priority

investment credits rose by 15.3% reaching

Rp 1,192 billion, while non-priority working

capital credits and non-priority investment

credits rose by 17.8% to Rp 11,223 billion

and 17.3% to Rp 4,418 billion, respectively.

It is noteworthy that the priority credits given

by BUSNs increased rapidly (71.9%)

reaching Rp 275 billion which was primarily

due to export credits. In addition, since

September 1985 foreign banks were also

allowed to extend priority credits for export

which reached Rp 19 billion at the end of

March 1986.

Outstanding KIK recorded a

decline of 8.4% to Rp 326 bil l ion

compared with a decline of 8.0% in the

preceding year. By contrast, the value of

credits requested and the number of KIK

customers approved increased,

respectively, by 11.4% and 6.3% reaching

Rp 1,054 bil l ion and 272 thousand

customers at the end of the reporting year.

Outstanding KMKP also registered a

decline of 4.5% to Rp 889 billion compared

with an increase of 7.4% in the preceding

year. In contrast, the value of approved

applications increased by 17.2% reaching

Rp 2,869 billion and the number of customers

increased by 9.7% to 2,053 thousand

customers at the end of the reporting year

(Table 2.3).
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Besides the priority credits extended by

DMBs, there were also priority credits

channelled through BTN known as the KPR.

It should be noted that the sources of funds

to finance KPR were obtained from both

Bank Indonesia refinancing facilities and the

state budget or APBN. At the end of the

reporting year, KPR credits extended by BTN

recorded an increase of 48.9% reaching

Rp 1,196 billion, while the number of

customers increased by 38.2% to 333

thousand.

Finally, there were also credits channelled

outside the banking sector, namely Kredit
Candak Kulak or KCK (small credits

available for petty traders) and KPR for

middle income community which was

extended through PT Papan Sejahtera. The

KCK which was extended to assist small

traders and low income community

reached Rp 12 billion at the end of the

reporting year. The outstanding KPR at PT

Papan Sejahtera went up by 24.2%

reaching Rp 41 billion with 2,845 customers.
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AAAAA..... PPPPPolicy on Mobilization of Folicy on Mobilization of Folicy on Mobilization of Folicy on Mobilization of Folicy on Mobilization of Fundsundsundsundsunds

Measures undertaken by the Government

in 1985/86 to increase savings by the public

were essentially a further development of

the policies implemented in the preceding

year. To that end the Government

continued the policy of allowing banks to

set their own interest rates on deposits,

suspending the application of income tax

on interest earned from time and savings

deposits, encouraging further institutional

developments, fostering development of

the money market, and improving various

regulations in support of the capital market.

The introduction of deregulation under

the June 1, 1983 Monetary Reform, which

among others freed the state banks to set

their own deposits rates, brought about a

keen competition among banks in

mobilizing funds from the public leading to

an increase in the interest rates offered by

banks on deposits. These high deposit rates

raised the cost of funds of banks, which in

turn raised the lending rates. Accordingly,

in the reporting year, Bank Indonesia took

steps to encourage a reduction in interest

rates by reducing the discount rates of SBls,

discount facilities, and SBPUs.

To continue to encourage the public to

save, the Government continued to provide

tax exemption in the form of suspending

the application of the Income Tax Law

(Peraturan Pajak Penghasilan or PPh) on

interest earned from time and savings

deposits denominated both in rupiah and

in foreign currencies. However, taxes on

interest earned from demand deposits,

interbank call money, and deposits on call

owned by residents as well as non-residents,

continued to be levied.

In line with the policy to encourage

institutional development, banks continued

to be allowed to manage Tabanas and

Taska as well as to issue certificate of

deposits (CDs).

To assist further development of the

money market and to facilitate a better

management of funds by banks, since July

1985 the frequency of the issuance of SBIs

has been increased from once a week to

every workday. To promote the

development of the secondary market,

banks and non-bank financial institutions

(NBFls) were allowed at any time to discount

to the securities house the SBIs which had

not reached maturity. The securities house

would be required to purchase these

instruments which in turn may rediscount

them to Bank Indonesia. It should be noted

that the 15- day SBI which had been issued

since October 1984, was no longer issued

since May 1985. In addition, since August

1985 other measures were introduced in

order to increase banking activities and

develop the money market. The maximum

interbank loans which may be received by

any individual bank was raised from 7.5%

to 15.0% of rupiah funds mobilized from

third parties. Moreover, the upper limit of

IIIIIIIIIIIIIII. FUNDS MOBILIZA. FUNDS MOBILIZA. FUNDS MOBILIZA. FUNDS MOBILIZA. FUNDS MOBILIZATIONTIONTIONTIONTION
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SBPUs that could be rediscounted to the

securities house was raised. Previously, state

banks could rediscount SBPUs to the

securities house amounting to no more than

5.0% of the value of deposits mobilized

from third parties while the limit applied to

other banks was 10.0%. These limits were

increased to 7.5% for the state banks and

15.0% for other banks. In the meantime,

the longest maturity of SBPU which formerly

had been fixed for 90 days was extended

to 180 days.1)

In the capital market, the Government

streamlined various regulations and

procedures on the emission and trade of

securities as well as the activities of

institutions involved in the capital market.

With regard to the emission of stocks and

bonds, the Government standardized the

minimum requirement of the amount of

paid-in capital of business entity intending

to raise its capital in the market to Rp 200

million.2) Furthermore, at the time a business

entity entered the capital market to raise

capital, it must have earned profits in the

two preceding years and the profit in the

final year must not be less than 10% of its

networth. The shares offered had to be

denominated in rupiah with a value of not

lower than Rp 100 million. The nominal

values for stocks and bonds had been set

at Rp 1,000.00 and Rp 10,000.00,

respectively.

To expand the trade in stocks and bonds,

the Government stipulated that bonds

registered in the securities market may be

traded outside the bourse, while stocks may

be traded only through the bourse.3) With

regard to the activities of institutions

supporting the stock market, the

Government streamlined and improved the

regulations governing the establishment,

rights, and duties of institutions such as

underwriter, trustee, and guarantor.4) Under

these improved procedures and

regulations, offices or bureaus might be

established to service parties intending to

issue stocks and bonds and assist the

underwriter in dealing with the emissions of

stocks and bonds, including the transfer of

rights on stocks and bonds for the benefit

of the holders.

BBBBB..... BankBankBankBankBank’s F’s F’s F’s F’s Funds Developmentunds Developmentunds Developmentunds Developmentunds Development

In the reporting year, mobilization of funds

from the public through the banking system

showed a satisfactory progress. Funds

mobilized by banks in rupiah as well as in

foreign currencies rose by 24.9% reaching

Rp 20,843 billion (Table 3.1). This amount

comprised Rp 7,041 billion of demand

deposits, Rp 12,590 billion of TDs, and

Rp 1,212 billion of savings deposits. The

share of demand deposits recorded a

decline to 33.8% at the end of March

1986 compared with 43.1% at the end

1) Bank Indonesia Circular Letter No. SE 18/3/UPUM,
September 12, 1985.

2) Minister of Finance Decree No. 695/KMK.011/
1985, August 5, 1985.

3) Minister of Finance Decree No. 697/KMK.011/
1985, August 5, 1985.

4) Minister of Finance Decree No. 696/KMK.011/
1985, August 5, 1985.
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of March 1985. On the other hand, the

shares of TDs and savings deposits

increased from 52.3% and 4.6% at the end

of March 1985 to 60.4% and 5.8% at the

end of the reporting year. The higher shares

of TDs and savings deposits were mainly

due to the attractive interest rates offered

on rupiah TDs and Tabanas as well as the

tax exemption in the form of suspension of

the application of income tax on interest

earned on bank deposits.

1. Demand deposits1. Demand deposits1. Demand deposits1. Demand deposits1. Demand deposits

In 1985/86, the amount of demand

deposits in rupiah and foreign currencies

decreased by 2.0% to Rp 7,041 billion. This

decline was due to a decrease in foreign

currency demand deposits by 39.8% to

Rp 955 billion. This decline mainly took

place in the state banks which was partly

attr ibuted to the transfer of foreign

currency demand deposits to foreign

currency TDs.

1.1. Rupiah demand deposits1.1. Rupiah demand deposits1.1. Rupiah demand deposits1.1. Rupiah demand deposits1.1. Rupiah demand deposits

The rupiah demand deposits mobilized

by banks up to the end of the reporting year

registered an increase of 8.7% to Rp 6,086

billion which was lower than the increase

of 20.9% in the preceding year. This

increase occurred in all groups of banks,

namely the state banks (3.7%), the private

national banks (34.7%), the regional

development banks or Bank
Pembangunan Daerah (4.1%), and the

foreign banks (6.8%).

1.2. Foreign currency demand deposits1.2. Foreign currency demand deposits1.2. Foreign currency demand deposits1.2. Foreign currency demand deposits1.2. Foreign currency demand deposits

In the reporting year, foreign currency

demand deposits decline by 39.8% to

Rp 955 billion compared with 7.5% in the

preceding year. State banks experienced

a decline of 51.5% to Rp 580 billion and

foreign banks of 11.1% to Rp 316 billion.

2.2.2.2.2. Time deposits (TDs)Time deposits (TDs)Time deposits (TDs)Time deposits (TDs)Time deposits (TDs)

In the reporting year, the amount of TDs

in rupiah and foreign currencies increased

by 44.3% reaching Rp 12,590 billion.

Rupiah TDs rose by 38.9% and those in

foreign currencies by 60.5%

2.1. Rupiah time deposits2.1. Rupiah time deposits2.1. Rupiah time deposits2.1. Rupiah time deposits2.1. Rupiah time deposits

The amount of rupiah TDs in 1985/86

increased-by 38.9% to Rp 9,089 billion at

the end of the reporting year compared

with 33.2%, in the preceding year. This

increase was due to increases in TDs

mobilized by state banks by 41.9% to

Rp 5,569 billion, private national banks by

51.9% to Rp 2,741 billion, and regional

development banks by 59.8% to Rp 131

billion, while those mobilized by foreign

banks declined by 11.6% to Rp 648 billion

(Table 3.2).

By maturity, a relatively rapid increase

occurred in the 12- month TDs. This was

reflected in the share of 12-month TDs,

which reached 47.5% of the total rupiah

TDs compared with 42.4% in the preceding

year (Table 3.3).
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In the reporting year, the interest rates

on TDs for al l  groups of banks

experienced declines. The interest rates

in state banks ranged from 13.0% to

15.0% compared with 15.0% to 21.0%

p.a. in the preceding year, while the

range in pr ivate nat ional banks

decreased from 14.0% - 24.0% to 12.5%

- 19.0%  p.a. In foreign banks the interest

rates ranged from 13.0% to 16.5%

compared with 15.25% to 22.0% p.a. in

the preceding year (Table 3.4).

2.2.2.2.2.2.2.2.2.2. FFFFForeign currency time depositsoreign currency time depositsoreign currency time depositsoreign currency time depositsoreign currency time deposits

In the reporting year, foreign currency

time deposits rose by 60.5% to Rp 3,501

bill ion compared with 51.8% in the

preceding year. This increase took place in

all groups of banks, namely state banks by

80.1% to Rp 2,040 billion, private national

banks by 46.9% to Rp 639 billion, and

foreign banks by 34.1% to Rp 822 billion.

By maturity, relatively rapid increase

occurred in the one-month TDs which

accounted for 60.5% of all foreign currency

TDs compared with 46.8% in the preceding

year.

3.3.3.3.3. Savings depositsSavings depositsSavings depositsSavings depositsSavings deposits

Savings from the public, consisting of

Tabungan Pembangunan Nasional or

Tabanas (National Development Savings
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Scheme), Tabungan Asuransi Berjangka
or Taska (T ime Insurance Savings

Scheme), Tabungan Ongkos Naik Haji or

ONH (Haj Pilgrimage Expenses Scheme),

Simpanan Pedesaan or Simpedes (Rural

Savings Scheme) and other types of

savings, in the reporting year continued

to show favorable progress. This progress

was reflected in the higher amount of

savings and number of savings accounts,

namely 56.6% and 10.8% to Rp 1,212

billion and 17,414 thousand accounts,

respectively, at the end of 1985/86.

3.1.3.1.3.1.3.1.3.1. TTTTTabanas and Tabanas and Tabanas and Tabanas and Tabanas and Taskaskaskaskaskaaaaa

In the reporting year, the amount of

Tabanas recorded a rapid increase,

namely by 51.4% to Rp 1,059 billion

compared with 21.5% in the preceding

year. The number of Tabanas accounts

rose by 15.8% to 15,033 thousand

accounts at the end of March 1986. The

amount of Taska rose by 11.3% reaching

Rp 630 million, while the number of Taska

accounts rose by 6.0% to 18 thousand

accounts (Table 3.5). The increase in

Tabanas and Taska was, among of-hers,

due to the increase in the number of

handling banks and a more intensified

mobilization effort, especially among

youths, students, and scouts.

At the end of 1985/86, the number of

banks handling Tabanas/Taska reached 65,

consisting of 6 state banks, 41 private

national banks, and 18 BPDs; an increase

of 4 private national banks over the

preceding year.

3.2.3.2.3.2.3.2.3.2. OngkOngkOngkOngkOngkos Naik Haji or ONH (Hajos Naik Haji or ONH (Hajos Naik Haji or ONH (Hajos Naik Haji or ONH (Hajos Naik Haji or ONH (Haj

pilgrimage expenses) savingspilgrimage expenses) savingspilgrimage expenses) savingspilgrimage expenses) savingspilgrimage expenses) savings

depositsdepositsdepositsdepositsdeposits

In the reporting year, the amount of ONH

required for each prospective haj pilgrim

was Rp 3,212 thousand 5) or 2.7% higher

than the preceding year. The ONH

mobilized during the reporting year

amounted to Rp 113.7 billion with 35,401

prospective haj pilgrims. The ONH rose by

5.2% while the prospective haj pilgrims rose

by 847 persons compared with those in the

preceding year. In the reporting year, the

number of banks eligible to accept ONH

deposits increased by two, namely Bank

Bumi Daya (RED) and Bank Dagang Negara

(BDN). Therefore, since the end of the

reporting year all state-commercial banks

have already acted as ONH handling

banks.

CCCCC..... Money MarkMoney MarkMoney MarkMoney MarkMoney Market Developmentet Developmentet Developmentet Developmentet Development

1.1.1.1.1. Interbank fundsInterbank fundsInterbank fundsInterbank fundsInterbank funds

To ensure that banks utilize properly the

interbank funds to meet their daily liquidity

needs, the Government continued to make

every effort to prevent banks from

transacting in interbank funds beyond their

means. In addition, efforts to stabilize the

interbank money market rates continued to

be pursued, among others, by decreasing

the SBI and SBPU discount rates as well as

the rates for the discount facilities.

5 ) Presidential Decree No. 7/1985, January 31,
1985.
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The result of those efforts was reflected in

the stable interbank money market rates.

In this connection, and simultaneously

provided more flexibility for banks in

managing their funds, Bank Indonesia in

August 1985 raised the upper limit of

interbank loans obtainable by individual

bank from 7.5% to 15.0% of rupiahs

mobilized from third parties.

In the reporting year, the transaction of

interbank money market conducted at the

Jakarta Clearing recorded a decline from

Rp 10,551 billion to Rp 8,387 billion (Table

3.6). This decline was, among others,

related to the increasing role of money

market securities, i.e. SBls and SBPUs, and

the availability of discount facilities from

Bank Indonesia as a source of bank

liquidities.

2.2.2.2.2. Certificate of Deposits (CDs)Certificate of Deposits (CDs)Certificate of Deposits (CDs)Certificate of Deposits (CDs)Certificate of Deposits (CDs)

In 1985/86, the amount of CDs issued by

banks recorded a decline of 45.4% (Rp 202

billion) to Rp 243 billion (Table 3.7). CDs in

state commercial banks decreased by Rp

234 billion, while CDs in foreign and private

national commercial banks increased by

Rp 27 billion to Rp 59 billion. It is noteworthy

that in the reporting year the willingness

of private national banks to issue CDs

continued to increase as reflected in the

approval of 3 additional private national

commercial banks (BUSNs) acting as issuers.

At the end of 1985/86, there were 22 banks

permitted to issue this instrument comprising

5 state banks, 11 foreign banks, and 6

BUSNs.

3.3.3.3.3. Bank Indonesia certificateBank Indonesia certificateBank Indonesia certificateBank Indonesia certificateBank Indonesia certificate

(Sertifik(Sertifik(Sertifik(Sertifik(Sertifikat Bank Indonesia or SBI)at Bank Indonesia or SBI)at Bank Indonesia or SBI)at Bank Indonesia or SBI)at Bank Indonesia or SBI)

Up to the end of the reporting year, the

transaction on SBls which was started in early

February 1984 recorded an impressive

progress. In 1985/86, the issuance of SBIs
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in gross terms.6) amounted to Rp 6,186

billion or rose by 202.4% compared with

that in 1984/85. Outstanding SBIs at the end

of March 1986 was Rp 1,394 billion or

increased by 473.8% compared with that

in the preceding year. Of this amount,

Rp 904 billion was sold to the securities

house which was subsequently

rediscounted to Bank Indonesia, while the

remainder (Rp 490 billion) was held by

banks and NBFIs. The increased issuance

of SBIs was not only attributed to the

efficiency of banks in managing their funds,

but also to therm increased frequency of

issuance of SBIs by Bank Indonesia (which

since July 1985 was conducted daily) as

well as the possibility of banks to sell their

SBI holdings to the securities house at any

time. By group of buyers, state banks were

the major buyers (86.2%) while the

remainder were BUSNs, regional

development banks, foreign banks, and

NBFIs. By maturity, of the SBIs sold in the

reporting year, 74.4% were the 30-day SBls.

In the reporting year, the SBI discount rates

were between 14.0% and 16.0% p.a. for

the 30-day maturity and 15.0% p.a. for the

90-day (Tables 3.9 and 3.10).

4.4.4.4.4. Money markMoney markMoney markMoney markMoney market securities (Suratet securities (Suratet securities (Suratet securities (Suratet securities (Surat

Berharga PBerharga PBerharga PBerharga PBerharga Pasar Uang or SBPU)asar Uang or SBPU)asar Uang or SBPU)asar Uang or SBPU)asar Uang or SBPU)

Up to the end of the reporting year, trade

in SBPUs, which commenced in early

February 1985, registered a satisfactory

progress. In 1985/86, the SBPUs purchased

by the securities house reached Rp 5,582

billion and those repurchased amounted to

Rp 1,304 billion, including the sale of “repo’s”

(repurchase agreements) amounted to

Rp 615 billion, while those reaching maturity

amounted to Rp 4,451 billion. Hence, the

SBPUs held by the securities house were

Rp 656 billion (Table 3.11). Of this amount,

the SBPUs which were rediscounted to Bank

Indonesia amounted to Rp 614 billion. It

should be noted that until the end of the

reporting year, the number of business

entities involved in the transaction of SBPUs

reached 471 enterprises. To expedite and

enhance the trade in SBPUs, since August

1985 the nominal value of SBPU has been

fixed at a minimum of Rp 25 million, without

restriction on the denomination of increase

beyond that figure. In the previous

regulation, the nominal value of SBPU was

fixed at least at Rp 50 million, increasing in

an upward scale of Rp 10 million each

increase. Moreover, the maturity of SBPUs

which had previously been fixed at a

maximum of 90 days was altered to 180

days, while the SBPUs rediscount rate was

gradually reduced to 17.0% p.a.

5.5.5.5.5. Non-bank FNon-bank FNon-bank FNon-bank FNon-bank Financial Institution (NBFI)inancial Institution (NBFI)inancial Institution (NBFI)inancial Institution (NBFI)inancial Institution (NBFI)

paperspaperspaperspaperspapers

Funds mobilized through the issuance of

money market papers by NBFls, especially

in the form of promissory notes, registered

a considerable progress in 1985/86. In the

reporting year, the amount of funds

mobilized by NBFIs through the issuance of

short-term papers reached Rp 999 billion

or rose by 31.4% over the preceding year.

This increase was mainly attributed to higher

business investments in NBFI papers.
6 ) Without taking into account the amount

paid off.
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DDDDD. Capital MarkCapital MarkCapital MarkCapital MarkCapital Marketetetetet

Since the reactivation of the stock market

for the mobilization of long-term funds in

August 1977, until the end of 1985/86, 24

business entities have offered their stocks to

the public while 3 enterprises have issued

bonds. Although in the reporting year there

was no new additional business entity

offering stocks and bonds to the public, the

number and value of stocks and bonds

registered in the securities market recorded
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increases. The increase originating from the

additional issuance of stocks amounted to

Rp 123 million and the additional issuance

of bonds amounted to Rp 130 billion.

Consequently, until the end of March 1986,

the issuance of stocks and bonds reached

Rp 131.9 billion and Rp 354.7 billion,

respectively (Table II).

In the reporting year, the transaction of

stocks and bonds in the secondary market

amounted to 1,466.5 thousand stocks valued

at Rp 2.3 billion and 7.5 thousand bonds of

Rp 1.3 billion. These transactions were lower

than those in the preceding year, namely

1,672.7 thousand stocks amounting to Rp

2.9 billion and 32.1 thousand bonds
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amounting to Rp 7.2 billion. These lower

transactions were, among others, due to the

availability of share certificates and fund

certificates of PT Danareksa as alternatives

for investors to invest their funds.

It should be noted that besides stocks and

bonds traded through the capital market,

PT Danareksa also offered certificates,

comprising share certificates and fund

certif icates. Share certif icates are

certificates issued by PT Danareksa derived

from stocks of companies which have been

purchased by PT Danareksa. Fund

certif icates are papers issued by PT

Danareksa based on its assets set aside for

such purpose.

In the reporting year, PT Danareksa floated

two issues of fund certificates totalling 5,500

thousand certificates valued at Rp 55.0 billion,

comprising 3,500 thousand of the first income

unit valued at Rp 35.0 billion and 2,000

thousand of the second income unit valued at

Rp 20.0 billion.

Until the end of 1985/86, PT Danareksa has

floated 3 issues of share certificates totalling

1,420.3 thousand certificates at a value of

Rp 12.8 billion and 6 fund certificates totalling

11,500 thousand certificates at a value of

Rp 115.0 billion. The total number of share

certificates and fund certificates in circulation

until the end of 1985/86 was 11,922

thousand at a value of Rp 118.6 billion.
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AAAAA. Banking. Banking. Banking. Banking. Banking

1.1.1.1.1. PPPPPolicy on banking superolicy on banking superolicy on banking superolicy on banking superolicy on banking supervisionvisionvisionvisionvision

In order to increase the role of banks in

supporting development efforts, in the

reporting year the government policy on

banking supervision was focused on

improving the quality of banking services

through enhancing efficiency and

professionalism, maintaining public

confidence in banks, and supporting the

promotion of non-oil/LNG exports.

To support the quality of banking services,

efforts to promote banking efficiency and

professionalism continued to be

implemented. In addition, to continue

previous efforts such as providing technical

assistance to regional development banks

BPDs, expanding local clearing activities

and encouraging merger among private

national banks, in the reporting year the

Government also improved the

management of cooperative commercial

banks.

In order to encourage sound

development of cooperative commercial

banks, professional personnel were needed

to manage these banks. Therefore, the

Government amended the regulation on

the operation of these banks. The regulation

and amendments stipulated basically that

the management of these banks must be

persons of good standing who possessed

broad knowledge on cooperatives as well

as skills and experience in the banking

business.1)

To safeguard funds owned by the public

and maintain public confidence in the

banking system, especially private national

banks, Bank Indonesia in the reporting year

assumed temporary management of

some unsound banks in order to prevent

them from facing liquidity problem and

insolvency after taking preventive measures

towards those banks. These measures,

among others, consisted of advice on

banking operation, management

assistance, refinancing facilities, placement

of bank supervisors, and temporary

placement of capital in the banks.2)

In line with the efforts to promote non-oil/

LNG exports, the Government expanded

the network of private national commercial

bank branch offices which could serve

foreign exchange activities. Regulation on

the maximum number of these foreign

exchange branch offices has been relaxed.

According to the new regulation, a foreign

exchange private national bank may

promote its existing branch offices to

become foreign exchange branch banks

as many as 2.5 times the number of banks

merged with the concerned bank, which

IVIVIVIVIV. BANKING AND O. BANKING AND O. BANKING AND O. BANKING AND O. BANKING AND OTHER FINANCIAL INSTITUTIONSTHER FINANCIAL INSTITUTIONSTHER FINANCIAL INSTITUTIONSTHER FINANCIAL INSTITUTIONSTHER FINANCIAL INSTITUTIONS

1 ) Governor of Bank Indonesia and Minister of
Cooperative Joint Decrees No. 18/19/Kep/GBI and
No. 02/SKB/M/11/1986, February 5, 1986.

2) Bank Indonesia Circular Letter No. SE 18/48/UPPB,
March 3, 1986.
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was increased over previous regulation.3)

2.2.2.2.2. Banking developmentBanking developmentBanking developmentBanking developmentBanking development

At the end of 1985/86, the total number

of commercial banks, development banks

and savings banks decreased by one to

115 banks due to the merger of 2 private

national commercial banks. The number

of offices comprising head, branch and

subbranch offices rose by 70 to 1,467

offices (Table 4.1).

Consequently, the number of

commercial banks at the end of 1985/86

decreased from 85 to 84 banks consisting

of 5 state commercial banks, 68 private

national commercial banks, and 11 foreign

banks. Meanwhile, the number of

commercial bank offices, consisting of

head, branch and subbranch rose from

1,160 to 1,215 offices. This increase

occurred in state commercial banks and

private national commercial     banks. The

number of state commercial bank offices

rose by 17 branch offices, including the

upgrading of 2 subbranches offices to

branch offices, while the number of private

national commercial bank offices rose by

41 branch offices, including the promotion

of 1 subbranch to become branch office.

Accordingly, at the end of the reporting

year, there were 764 state commercial

bank offices, 430 private national

commercial bank offices (including 5

cooperative commercial banks), and 21

foreign bank offices.4)

The number of development banks

remained unchanged, namely 29 banks,

consisting of 1 state development bank,

27 regional development banks, and 1

private development bank. Since the

opening of 13 branch offices of regional

development banks and 2 branch

offices of the private development

bank, the number of development bank

offices reached 239 at the end of the

reporting year.

The number of savings banks at the

end of the reporting year remained

unchanged, namely 2 banks, comprising

a state savings bank and a private

savings bank with 12 and 1 offices, respectively.

To improve the operation and

procedures of Bank Perkreditan Rakyat or

BPR (rural credit banks), in the reporting year,

the operation permits of 16 village banks

were revoked and the extension of

operation permits of 3 petty traders’ banks

were given by the Minister of Finance.

Consequently, the number of rural credit

banks comprising village banks, paddy

banks, petty traders’ banks and employee

banks recorded a decline from 5,832 to

5,819 banks.

Deposit money banks (DMBs) which

consist of commercial banks and

development banks continued to show

3 ) Bank Indonesia Circular Letter No. SE 18/
10/UPPB, May 31, 198S.

4 ) Besides those foreign bank branches,
there were also 69 foreign bank
representative offices.
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favorable improvements as reflected in the

amount of assets, loans extended, and

funds mobilized (Table 4.2). In the reporting

year, the amount of assets rose by 20.9%

to Rp 34,870 billion, loans increased by

16.7% to Rp 21,576 billion, and deposits

increased by 24.8% to Rp 22,943 billion.

Based on assets, the share of private

national banks recorded an increase, that

of regional development banks remained

relatively unchanged, ,whereas that of state

banks and foreign banks declined. With

regard to loans, the share of private national

banks recorded an increase while those of

state as well as foreign banks decreased,

and that of regional development banks

remained unchanged. With regard to the

funds mobilized, except for private national

banks, the share of other groups of banks

recorded a decline (Table 4.3).

Meanwhile, as a reflection of higher

efficiency of banks, the average

percentage of rupiah liquidities to total

current liabilities maintained by the DMBs

decreased from 17.7% in 1984/85 to

16.3% in the reporting year (Table 4.4). This

decrease was experienced by state banks,

private national banks and foreign banks,

whereas regional development banks

registered an increase.

With regard to technical assistance

provided by Bank Indonesia to regional

development banks, it may be noted that

in the reporting year, 11 regional

development banks were able to complete

their operational manuals. Accordingly, all

regional development banks (27 banks)

were able to complete their operational

manuals. Those manuals covered, among

others, guidelines in the fields of

organization, management, personnel,

funds mobilization, and credits.

To expedite and expand transaction in

demand deposits, local clearing operation

in regions where Bank Indonesia was not

yet represented continued to be

implemented. In the reporting year, 4 state

bank branch offices were appointed to

handle local clearing. Therefore, at the end

of March 1986, the number of local

clearings conducted by state banks

increased to 29.

In connection with the implementation

of the Presidential Decree No. 29/1984

concerning the implementation of

construction projects and procurement of

materials financed by the state budget, in

the reporting year, 87 banks were

appointed and allowed to issue bank

guarantees. Those banks consisted of 5

state commercial banks, 1 state

development bank (Bapindo), 57 private

national commercial banks, 23 regional

development banks, and 1 private

development bank.5)

BBBBB..... Other FOther FOther FOther FOther Financial Institutionsinancial Institutionsinancial Institutionsinancial Institutionsinancial Institutions

Efforts to supervise and promote the

activities of other financial institutions which

increasingly played an important role in

5) Minister of Finance Decree No. 105/KMK.011/
1986, February 24, 1986.
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development continued to be

implemented. Those institutions comprised

nonbank financial institutions (NBFls),

insurance companies, leasing companies,

and pawnshops. These efforts were

implemented by directing the financial

institutions to operate soundly and to be

able to enhance their role in mobilizing

public funds for developments.

1. Non-bank financial institutions (NBFIs)1. Non-bank financial institutions (NBFIs)1. Non-bank financial institutions (NBFIs)1. Non-bank financial institutions (NBFIs)1. Non-bank financial institutions (NBFIs)

The policy on supervision of NBFIs in the

previous years was directed so as to enable

the NBFIs to act as a supporting instrument

for the expansion of money and capital

markets and to support enterprises by loans

and equity participation. In this reporting

year, this policy continued to be pursued

and improvements were made.

Up to the end of the reporting year, the

number of NBFIs remained 14 comprising

9 NBFIs of investment finance type, 3 NBFIs

of development finance type, and 2 NBFls

of other type. The activities of NBFIs over

the years showed favorable improvement

as reflected in the increase of their total

assets, investments, and funds mobilized

(Tables 4.5 and 4.6). In the reporting year,

total assets rose by 47.3% to Rp 2,388 billion

and placement of funds recorded an

increase of 48.1% to Rp 2,291 billion. In

the same period, the amount of funds

mobilized, which was mostly obtained from

the issuance of commercial papers, went

up by 49.2% to Rp 2,183 billion.

Placement of funds by the investment

finance type of NBFIs increased by 53.9%

to Rp 1,930 billion compared with an

increase of 43.8% in the preceding year.

Most of these investments were placed in

the form of commercial papers issued by

companies. Efforts to mobilize funds also

registered a significant improvement,



42



43

namely up by 55.3% to Rp 1,863 billion

compared with an increase of 44.4% in the

preceding year. These funds were mainly

obtained from the issuance of money

market securities.

Placement of funds by the development

finance and other type of NBFIs in 1985/86

rose by 23.2% to Rp 361 billion, mainly in

the forms of loans and investments in

commercial papers. Rapid increase also

occurred in the mobilization of funds,

namely up by 21.7% reaching Rp 320

billion at the end of March 1986.

2. Insurance companies2. Insurance companies2. Insurance companies2. Insurance companies2. Insurance companies

Insurance companies operating in

Indonesia consist of l ife, social and

indemnity insurance, and reinsurance

companies. In 1985, the number of

insurance companies went up by 6

reaching 95 companies at the end of

December 1985. This increase was notably

recorded in life and indemnity insurance

companies, namely from 16 to 20 and

from 65 to 67, respectively, while the

number of social insurance and

reinsurance companies remained

unchanged. As in the previous years, the

amount of premiums mobilized as well as

claims and funds invested by all insurance

companies registered a rapid

development. Gross premiums mobilized

in 1984 amounted to Rp 901 billion, a rise

of 20.8% over the preceding year. The
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amount of claims in 1984 was Rp 610

billion, an increase of 36.2% compared

with that in 1983. The amount of funds

invested rose by 33.9% to Rp 1,205 billion

at the end of 1984 (Table 4.7).

With regard to the activities of life

insurance companies, gross premiums in

1984 amounted to Rp 172 bill ion or

increased by 22.9% compared with the

preceding year. In the same period, the

amount of claims was Rp 144 billion or

4.6% lower than that in 1983. The amount

of funds invested in 1984 went up by 30.0%

to Rp 221 billion. Concerning the social

insurance companies, in 1984 the amount

of gross premiums and claims were Rp 179

billion and Rp 57 billion, a rise of 13.3%

and 18.8%, respectively, compared with

those in the preceding year. The placement

of funds went up by 28.4% to Rp 732 billion

at the end of 1984.

The gross premiums mobilized by

indemnity insurance and reinsurance

companies in 1984 amounted to Rp 550

billion, an increase of 22.8% compared

with the premiums in 1983. The claims in

1984 amounted to Rp 409 billion or rose

by 64.3% compared with those in 1983.

The amount of invested funds increased by

57.5% to Rp 252 billion at the end of 1984.

 PT Asuransi Kredit Indonesia (PT Askrindo),

an indemnity insurance company, mainly

functioned to cover insurance on KIK/KMKP.

In 1985, the amount of acquired premiums

reached Rp 20.7 billion or up by 31.0%

compared with that in the preceding year.

The amount of insurance extended in 1985

reached Rp 802.7 billion or 52.1% higher

than that in 1984. The amount of claims in

1985 reached Rp 118.6 billion, an increase

of 85.9% compared with the preceding

year.
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It should also be noted that the other type

of financial institutions engaged in

insurance was the Perusahaan Umum
Pengembangan Keuangan Koperasi or

Perum PKK (financial development of

cooperative), a state corporation whose

main function is to guarantee the risks of

loans extended by banks to cooperatives.

In 1985/86, Perum PKK covered an

insurance of Rp 80.8 billion for the amount

of loans of Rp 100.9 billion. The coverage

of guarantee from Perum PKK on a loan

received by a cooperative ranged from

33% to 100% of the amount of the loan.

The maximum amount of premium

charged on this guarantee was 2% of the

portion of the loan guaranteed by Perum

PKK.

3. Leasing companies3. Leasing companies3. Leasing companies3. Leasing companies3. Leasing companies

Leasing companies, which have been

regulated since 1974, were mainly directed

to finance companies through providing

capital goods for a certain period, based

on the schedule of payments. As the period

of a contract terminated, the lessee would

have the option to purchase the capital

goods leased or to extend the leasing

contract. The leasing companies were not

allowed to receive demand, time, or

savings deposits or to extend loans on cash

basis, to extend guarantees, or to carry out

other banking activities.

The number of leasing companies rose

by 21 reaching 68 companies, comprising

1 state, 32 private, and 35 joint-venture

companies at the end of 1985. With these

additional companies, the paid-in capital

increased from Rp 74.0 billion at the end

of 1984 to Rp 146.5 billion at the end of

1985. The amount of these paid-in capital

was associated with the opportunity of

leasing companies to obtain loans from

domestic as well as foreign third parties. The

amount of these loans should not exceed

33 times the paid-in capital with foreign

loans must not exceed 6 times the paid-in

capital.

In 1985, the amount of leasing

contracts concluded reached Rp 495.9

billion compared with Rp 419.2 billion in

the preceding year. It is noteworthy that

these contracts were mainly used for the

financing of industrial, transportation,

off ice bui ld ing, and const ruct ion

activities.

4. P4. P4. P4. P4. Pawnshopsawnshopsawnshopsawnshopsawnshops

In order to assist individuals facing

financial difficulties, Perusahaan Jawatan
(Perjan) Pegadaian (state pawnshop)

provided loan facilities with the maximum

repayment period of 6 months. As in the

preceding year, the upper limit of loan

extended was Rp 200,000.00 per borrower

at an interest rate between 3.0% and 4.0%

per month.

The number of pawnshop offices in

Indonesia increased by 5 to 479 offices

at the end of December 1985. The

activities of Perjan Pegadaian over the

years showed a steady growth as

reflected in the amount of loans and
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repayments made. The amount of loans

and repayments in 1985 reached Rp 274

billion and Rp 271 billion or increased by

11.4% and 13.4%, respectively, an

increase comparable to the preceding

year. Consequently, the outstanding loans

rose by Rp 3 billion to Rp 65 billion at the

end of December 1985 (Table 4.8).
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A .A .A .A .A . Genera lGenera lGenera lGenera lGenera l

The government budget planned for the

fiscal year 1985/86, which was the second

year of the Fourth Five-Year Development

Plan (Repelita IV), continued to be guided

by the Trilogi Pembangunan (three

development principles) and based on the

principle of dynamic and balanced

budget.

In view of declining world oil prices and

less favorable world economic situation, the

Government took several measures to

increase non-oil/LNG revenues from tax and

non-tax sources to finance increased

government expenditures. These measures

included, among others, the

implementation of the Value-Added Tax

(VAT) Act of April 1, 1985 to replace the Sales

Tax Law of 1951 and the enactment and

implementation of Undang-undang Pajak
Bumi dan Bangunan or PBB (land and

building tax law) to replace both luran
Pembangunan Daerah or Ipeda (land tax)

and Pajak Kekayaan or PKk (property tax)

and stamp duties law of January 1, 1986.

In addition, the Government initiated the

search for non-tax revenue sources through

increasing the efficiency of state-owned

enterprises (BUMNs), which were expected

to contribute significantly to the

Government ’s effort to mobilize funds

needed for development.

VVVVV. GOVERNMENT FINANCE. GOVERNMENT FINANCE. GOVERNMENT FINANCE. GOVERNMENT FINANCE. GOVERNMENT FINANCE
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In line with the steps undertaken on the

revenue side, policy on expenditures

continued to be directed to increase

national efficiency. Therefore, the policy on

routine expenditures continued to be

directed to optimize the use of limited funds

without ignoring the objective of increasing

the types and quality of services provided

to the community. Regarding to the

development expenditures, the scale of

priority for development projects was

tightened to ensure efficient and economy

utilization of funds.

For the fiscal year 1985/86, government

budget was fixed at a balance of Rp

23,046 billion or 12.1% above the level of

the previous year. From the revenue side,

both oil/LNG and non-oil/LNG revenues

were budgeted to increase by 7.7% and

30.0%, respectively, while the development

revenues was budgeted to decrease by

1.0%. Those increased revenues brought

about a bigger share of non-oil/LNG

receipts in the revenue composition. On the

expenditure side, both the routine and

development expenditures remained

higher than in 1984/85, by 22.8% and

1.8%, respectively. The increase in routine

expenditures was primarily allocated for

personnel expenditures, which increased by

29.1%. The step undertaken by the

Government. To increase personnel

expenditures was intended to improve

government services to the community.

Actual government budget  for 1985/86

reached Rp 22,825 billion or 1.0% below

the amount budgeted and 17.8% higher

than the actual expenditures in the previous

year. The lower actual amount was due to

the smaller actual development revenues

originating from project aid although in the

reporting year the domestic non-oil/LNG

revenues was higher than budgeted. Taking

into account the 1985/86 rate of inflation

which stood at 5.66%, the revenues as well

as expenditures in real terms showed an

increase of 12.1% compared with only

2.2% in the preceding year.

In the reporting year, public savings,

representing the difference between

domestic revenues and routine

expenditures, reached Rp 7,302 billion or

16.3% higher than budgeted and 12.8%

higher than that realized in the preceding

year. In the reporting year, the share of

public savings in the overall development

financing was 67.2% compared with

65.1% in the preceding year (Table 5.1).

BBBBB..... Government RGovernment RGovernment RGovernment RGovernment Revenuesevenuesevenuesevenuesevenues

In the reporting year, government

revenues reached Rp 22,825 billion or 1.0%

lower than budgeted and 17.8% higher

than the actual revenues in the previous

fiscal year (Table 5.2). These receipts

comprised domestic revenues, amounting

to Rp 19,253 billion or 3.1% higher than

budgeted, and development revenues,

amounting to Rp 3,572 billion or 18.2%

lower than budgeted. Government receipts

originating from oil/LNG, which was

budgeted at Rp 11,160 billion, reached

Rp 11,145 billion in the reporting year. This

slight drop in revenues was primarily due to
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the decrease in oil and LNG prices,

although in the reporting year there were

increases in LNG exports and extra receipts

originating from oil companies in

connection with their payments on

government claims in the preceding years.

In the reporting year, the actual receipts

originating from non-oil/LNG sources

amounted to Rp 8,108 billion or 7.8%

higher than the amount budgeted and 48.1

% higher than the amount realized in the

preceding year. The sharp increase in the

actual receipts was mainly attributable to

the increase in all non-oil/LNG receipts,

except export tax.

In the reporting year, the actual receipts

from Pajak Penghasilan or PPh (income tax)

reached Rp 2,313 billion or 24.8% lower

than budgeted. The PPh revenue target was

not fulfilled, due to the less favorable

domestic economic growth which affected

individual income as well as profits of

business enterprises. In the reporting year,

the actual PPh revenues rose by 9.1%

compared with the preceding year. This

increase showed the positive impact of the

tax reform implemented in the preceding

year which, among others, was intended

to enlarge the source of development

funds and to improve the capability to carry

out more self-reliance in economic

development in the future.

Futhermore, the actual revenues from

VAT, consisting of sales tax and sales tax on

imports, in the fiscal year 1985/86 reached

Rp 2,327 billion or 39.6% higher than the

amount budgeted, namely Rp 1,667 billion,

or 165.0% higher than the amount

achieved in the preceding year. Taking into

account the revenues originating from taxes

on fuel oils, which amounted to Rp 540

billion, the VAT receipts for the year

1985/86 sti l l  recorded an increase of

103.5% compared with the preceding year

and 7.2% higher than the amount

budgeted although the above tax was

implemented for the first time. This increase

represented successful Government ’s

efforts in searching for new sources of

revenues originating from non-oil/LNG. It

should be noted that the share of this tax

was 28.7% of the non-oil/LNG receipts

compared with 16.0% in the preceding

year, which had been collected in the

forms of sales tax and sales tax on

imports.

In the reporting year, the actual import

duties collected reached Rp 607 billion or

15.3% lower than the amount budgeted

but 14.5% higher than the realization in

1984/85. This decrease was caused by the

decline in import volume, the increase in

imports of goods which were taxed at a

lower rate or zero percent, and the

imposition of tax reliefs and exemptions on

certain imported input needed by particular

export industries. In addition, on April 1, 1985

the Government reduced import duties

from 0% - 200% to 0% - 60%.

Realized government revenues

originating from excise taxes, comprising

excises on tobacco, sugar,     beer and

distilled alcohol, in the fiscal year 1985/86
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amounted to Rp 944 billion or 2.0% lower

than the amount budgeted. Compared

with the preceding year, the actual excise

tax revenues showed an increase of 8.1%

in the reporting year.

In the reporting year, revenues from

export tax amounted to Rp 51 billion or only

50.0% of the target and 44.0% lower than

the receipts in the preceding year. This

decrease was closely related to the

Government’s efforts to improve Indonesia’s

export competitiveness in the international

market by reducing export taxes and

additional export taxes on certain

commodities.
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In 1985/86, receipts from Ipeda reached

the same amount as targeted, namely

Rp 167 bil l ion, an increase of 6.4%

compared with the preceding year. This

achievement, among others, was due to

the cooperation with local district

governments, improvement in the

administration, assessment and collection

of taxes, and government information

service to tax payers.

In the reporting year, PKk (property tax)

receipts reached Rp 57 billion or 119.2%

higher than targeted and 147.8% higher

than the preceding year. This sharp increase

was closely associated with the application

of tax pardon, bringing forth the tax payers

to revise their tax reports which previously

had not been filled properly, followed by

tax payments.

Meanwhile, in the reporting year, other

tax revenues, consisting of stamp and

auction duties and tax pardon redemption,

reached Rp 150 billion or 111.3% higher

than targeted and 30.4% higher than the

amount in the preceding year. The higher

revenues was primarily attributable to the

receipts from stamp duties which was

brought about by the adjustment of the

stamp duties rates to Rp 500.00 and

Rp 1,000.00.

In the reporting year, the revenues

originating from non-tax receipts, consisting

of the Government’s share on profits of state

banks and government entities and various

receipts from ministries and other

government institutions, inter alia receipts

from education, services, and judicial

sectors, sales of government properties,

and luran Hak Pengusahaan Hutan or IHPH

(contribution of forestry exploitation rights),

was 103.8% higher than budgeted and

117.2% higher than the realization in the

preceding year, bringing about an amount

of Rp 1,492 billion. This rather high increase

primarily originated from the Government’s

share on the profits of state enterprises,

reflecting the successful Government’s

efforts to improve the management of

those enterprises.

In the reporting year, the actual

development revenues, originating from

external development assistance, reached

Rp 3,572 billion or 18.2% below the target.

However, this was a slight increase of 2.7%

from the amount achieved in the preceding

year. The total receipts constituted 32.9% of

the overall development expenditures or

34.9% lower than that in the preceding year.

The receipts comprised program aid,

amounting to Rp 69 billion, and project aid,

amounting to Rp 3,503 billion. Compared

with the budgeted amount of Rp 71 billion

and Rp 4,297 billion, the realization of the

program and project aids were 2.8% and

18.5% lower than the amount targeted in

the government budget for 1985/86.

CCCCC..... Government ExpendituresGovernment ExpendituresGovernment ExpendituresGovernment ExpendituresGovernment Expenditures

In the reporting year, government

expenditures, comprising routine and

development expenditures, amounted to

Rp 22,824 billion, an increase of 17.8% over

the preceding year (Table 5.3).
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The routine expenditures, which in the

reporting year was budgeted for Rp 12,399

bil l ion, reached an actual level of

Rp 11,951 billion, an increase of 26.7% over

the preceding year. The actual routine

expenditures, among others, consisted of

personnel expenditures, materials

expenditures, subsidies for local

governments, and amortization and interest

payments.

In the reporting year, the actual personnel

expenditures reached Rp 4,018 billion or

2.4% lower than the amount budgeted.

Nevertheless, this outlays showed an

increase of 31.9% over the preceding year.

This increase was primarily due to the rise in

salaries and pensions of civil servants and

members of the armed forces by 39.2%.

In accordance with the austerity policy

undertaken by the Government, in the

reporting year, outlay on materials reached

Rp 1,367 billion or 10.7% lower than

budgeted and 15.6% higher than the

amount realized in 1984/85. The largest

portion of this outlay was mainly spent on

domestic materials (95.8%).

Since the increase in salaries and

pensions of civil servants and members of

the armed forces was also applied to the

civil servants of local governments, the

actual subsidies to local governments

reached Rp 2,489 billion or 3.9% lower than

the amount budgeted. The failure to reach

the amount budgeted was primarily due

to the unfulfi l led recruitment plans.

Compared with the realization in the

preceding year, the total actual subsidies

to local governments showed an ,increase

of 32.2 % in the reporting year.

In 1985/86, amortization and interest

payments reached Rp 3,323 billion or

93.4% of the budgeted amount. These

outlays comprised amortization and interest

payments on domestic debts, amounting

to Rp 20 billion, and on foreign debts,

amounting to Rp 3,303 billion. Compared

with the amount realized in the preceding

year, the actual amount showed an

increase of 19.7%.

In the reporting year, other routine

expenditures reached Rp 754 billion or

25.2% higher than budgeted. These outlays

included subsidies on fuel oils amounting

to Rp 374 billion, expenses on general

election Rp 40 billion, refunds of taxes

overpaid by tax payers Rp 300 billion, and

expenses on postal services, postal

accounts and other items Rp 40 billion.

Compared with the realization in the

preceding year, other routine expenditures

indicated an increase of 39.6%. The

realized subsidies on fuel oils was Rp 158

billion lower than the amount targeted in

the government budget. This decline was

due to the decrease in the cost of domestic

fuel oils production, which was associated

with the decrease in crude oil prices in the

world market.

To sharpen the development priority and

to improve projects’ disbursement as well

as to be more selective in financing, in the

fiscal year, the Government implemented
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a new policy to manage the portion of the

development expenditures which has not

been expended (Sisa Anggaran
Pembangunan or SIAP). Under the new

policy, beginning in the f iscal year

1985/86, SIAP of the previous year, which

in the past was added to the SIAP in the

following year, would no longer be added

to the following year but would be directly

integrated into the subsequent government

budget.

In the reporting year, development

expenditures was spent on eight
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development programs, comprising 18

sectors, with a realized amount of

Rp 10,873 billion or 2.1% higher than

budgeted and 9.3% higher than the

amount realized in the preceding year.

Most of these outlays, amounting to

Rp 5,422 billion or 49.9%, were used to

finance economic development programs.

These outlays were primarily spent on mining

and energy (30.9%), tourism and

communication (27.4%), and agriculture

and irrigation (21.0%), see Table 5.4.

In the reporting year, the expenditures

spent on mining and energy sector

reached Rp 1,673 billion, or 28.5% over

the amount budgeted and 45.7% higher

than the amount realized in the preceding

year. The development in the mining and

energy sector, primarily covering the

activities of taking inventory and mapping

as well as exploration and exploitation of

natural resources, was directed to increase

the mining production and exports,

particularly crude oil and natural gas, while

the development of electric power was

designed to enhance public welfare and

to encourage economic activit ies,

especially manufacturing.

In the reporting year, expenditures on

communication and tourism reached Rp

1,484 billion or 4.1% higher than budgeted

and 3.9% higher than the realization in the

preceding year. The development in this

sector was primarily intended to expand the

infrastructures of transportation and

communication in order to expedite the

flows of goods and services and promote

tourism as an effort to increase foreign

exchange earnings and expand

employment opportunities.

In the reporting year, expenditures

on agriculture and irrigation reached

Rp 1,138 billion or 20.4% below the amount

budgeted and 33.0% lower than the

amount realized in the preceding year. The

development in this sector continued to be

focused on efforts to increase food

production, to improve the standard of

living of farmers, to expand employment

opportunities, and to assure adequate food

stocks for the public at reasonable price.

Other sectors which for budgetary

purposes have been included in the

“economic sector” were manufacturing,

public information, press media and social

communication, and cooperative and

trade sectors. Expenditures on

manufacturing sector amounted to Rp 963

billion or 47.0% over the budget and 59.7%

over the amount realized in the preceding

year. Similarly, in the reporting year, outlays

on information, press media, and social

communication sector amounted to Rp 71

billion or 4.4% over the amount targeted

and 54.3% higher than the amount realized

in the preceding year. By contrast, outlays

on trade and cooperative sector,

amounting to Rp 93 billion, was 27.9% lower

than budgeted and 72.8% below the

realization in the preceding year.

Other areas which absorbed substantial

amount of development expenditures were

education and culture as well as regional
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development, the development of business

enterprises, and environmental protection.

The outlays on education and culture

reached Rp 1,687 billion or 15.5% of

the total development expenditures in

1985/86. These outlays were utilized for

the improvement of quality and

dissemination of basic education in order

to successfully implement the program on

compulsory education as well as to expand

educational opportunities at secondary

school level.

In the reporting year, development

expenditures on regional development,

business community development and

environmental protection reached Rp1,313

billion or 3.2% lower than budgeted and

reached the same amount realized in the

preceding year. The largest portion of these

outlays, i.e. Rp 850 billion, was spent on the

regional, rural and urban development

sector, while the remainder was spent on

the improvement of business (Rp 220 billion)

and the natural resources and environment

(Rp 243 billion).

Other outlays were spent on religion and

manpower (Rp 742 bil l ion), national

defence and security (Rp 590 billion), health

care, social welfare, the role of women,

population and family planning (Rp 398

billion), general government (Rp 386 billion),

and resettlement and housing (Rp 335

billion).

DDDDD..... Government RGovernment RGovernment RGovernment RGovernment Revenues andevenues andevenues andevenues andevenues and

Expenditures for 1986/87Expenditures for 1986/87Expenditures for 1986/87Expenditures for 1986/87Expenditures for 1986/87

Based on the est imat ion that

government revenues would decline as a

result of weakening world oil prices and

the prolonged sluggishness of the world

economy, the government budget

planned for the year 1986/87 was

formulated in a balanced and realistic

manner by adjusting the outlays with the

available resources which would be

expected to be smal ler than the

preceding year. Accordingly,  the

government budget for the year 1986/87

was fixed at a balance of Rp 21,422 billion

or 7.0% lower than the government

budget in 1985/86. Domestic revenues

was planned to be Rp 17,833 billion or

83.2% of the total revenues. Routine

expenditures was budgeted to the

amount of Rp 13,126 billion or 61.3% of

the total expenditures. Hence, public

savings was forecasted to reach only Rp

4,707 billion or 35.5% lower than the

amount realized in the preceding year.

Development expenditures was budgeted

to the amount of Rp 8,296 billion with the

sources of funds expected to be coming

from public savings amounting to Rp 4,707

billion (56.7%), project aid Rp 3,508 billion,

and program aid Rp 81 bil l ion. This

development expenditures would be

23.7% lower than the realization in 1985/

86.
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VIVIVIVIVI. WORLD ECONOMIC AND INTERNA. WORLD ECONOMIC AND INTERNA. WORLD ECONOMIC AND INTERNA. WORLD ECONOMIC AND INTERNA. WORLD ECONOMIC AND INTERNATIONAL MONETTIONAL MONETTIONAL MONETTIONAL MONETTIONAL MONETARYARYARYARYARY
DEVELDEVELDEVELDEVELDEVELOPMENTOPMENTOPMENTOPMENTOPMENT, INTERNA, INTERNA, INTERNA, INTERNA, INTERNATIONAL RELATIONAL RELATIONAL RELATIONAL RELATIONAL RELATIONSTIONSTIONSTIONSTIONS

AND REGIONAL COOPERAAND REGIONAL COOPERAAND REGIONAL COOPERAAND REGIONAL COOPERAAND REGIONAL COOPERATIONTIONTIONTIONTION

AAAAA..... WWWWWorld Economic Developmentorld Economic Developmentorld Economic Developmentorld Economic Developmentorld Economic Development

The world economy, which recorded a

significant growth in 1984, experienced a

decline in 1985. This sluggishness was

experienced by both developed and

developing countries. The slowdown of the

economic growth in the developed

countries was mainly affected by a sharp

decrease in the economic growth of the

United States which in turn hampered the

growth in the volume of world trade.

Decrease in the economic growth of

developing countries was mainly caused

by declining export earnings, slackening

capital inflow, and heavier debt burden,

while the weakening world oil prices

adversely affected the developing

oil-exporting countries.

Average inflation rate in the developed

countries declined compared with the

preceding year. This decline was mainly

due to decreasing oil prices as well as

t ightening f iscal pol icies in several

industr ial countr ies. In contrast, the

increase in the average inflation rate in

the developing countries was partly

caused by unsuccessful f iscal and

credi t  pol ic ies,  especia l ly  in  Lat in

America. In addition, unemployment

rate in the developed countries showed

a slight improvement.

1.1.1.1.1. Developed countriesDeveloped countriesDeveloped countriesDeveloped countriesDeveloped countries

Growth rate of all member countries of

the Organization for Economic

Cooperation and Development (OECD), as

measured by real Gross Domestic Product

(GDP) or Gross National Product (GNP),

deteriorated from 4.8% to 2.8% in 1985.

The slowdown was mainly attributable to a

sharp decline in the economic growth of

the United States. In the meantime, the

growth rate of seven major OECD countries

declined from 5.1 % to 2.7%. It is worth

noting that the highest growth rate was

achieved by Japan and the lowest

occurred in France.

Inflation rate in the OECD countries as a

whole declined from 5.2% to 4.5% in 1985.

The decline was not only caused by

declining oil prices but also by tighter fiscal

policies in several industrial countries.

Moreover, public sector wage has

contributed to the decline in inflation rate.

As in the preceding year, the highest

inflation rate among OECD countries was

experienced by Italy while the lowest

occurred in Japan. Except for the United

Kingdom, the inflation rate in the major

OECD countries decreased.

Unemployment rate in OECD countries

declined slightly from 8.4% to 8.3%.
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Unemployment rate in seven major

industrial countries also decelerated

marginally, i.e. from 7.6% to 7.5%, while in

other OECD countries it increased slightly

from 11.5% to 11.6%. In addition,

unemployment rate in European OECD

countries increased persistently in recent

years.

In the field of international trade, as in

the preceding year, in 1985 Japan, the

Federal Republic of Germany, and Canada

recorded surpluses in their trade balance

while showing decifits in their services

balance. By contrast, the United States, Italy,

France, and the United Kingdom had

deficits in their trade balance and surpluses

in services balance. As a whole, current

account performance of major OECD

countries was similar to the preceding year

except for Canada which changed from

surplus to deficit and France from deficit to

surplus. In addition, the widest deficit in

current account occurred in the United

States and the largest surplus was recorded

by Japan (Table 6.2).

In Canada, economic growth declined
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from 5.0% to 4.5% in 1985 as a

consequence of a decrease in net

exports. This decrease in net exports was

attributable to import growth ( 6.7% )

which was higher than export growth

(4.5%). On the other hand growth of

domestic demand rose from 3.5% to

5.4% as a result of the increase in the

growth of private consumption and

private investments. Due to fiscal policy,

inflation rate in 1985 decreased to 4.0%

from 4.3% in 1984. Unemployment rate

declined from 11.3 % to 10.5% partly

owing to the significant increase in private

investments.

The surplus of trade balance declined

from $ 16.6 billion to $ 12.6 billion as a

result of a higher increase in imports than

exports, namely $ 5.1 billion and $ 1.1 billion

to $ 77.5 billion and $ 90.1 billion. Services

balance deficit improved slightly from $

14.6 billion to $ 14.5 billion. Current

account, therefore, deteriorated drastically

from a surplus of $ 2.0 billion to a deficit of

$ 1.9 billion.

France’s economic growth in 1985 fell

from 1.5% to 1.2% mainly due to the

weakening of net exports. This was brought

about by a greater rate of increase in

imports than that in exports, i.e. 5.2% and

2.3%, respectively. By contrast, total

domestic growth rose from 0.7% to 2.0%,

which was primarily attributable to an

increase in both private consumption and

gross fixed investment growth, namely from

1.1% and -1.2% to 2.4% and 2.5%,

respectively.

Inflation rate declined from 7.4% to 5.8%

in 1985 as a result of tighter monetary and

fiscal policies, slower adjustment of wages,

and lower prices of several import

commodities. Although the Government

had developed employment programs

such as accelerating retirement period and

enacting the youth community work

schemes, the unemployment rate stood at

10.2% from 9.9% in 1984.

Trade balance deficit showed an

increase of $ 0.5 billion to 5 4.6 billion. This

was influenced by the increase in imports

from $ 96.6 billion in 1984 to $ 99.9 billion

in 1985, which was higher than the increase

in exports from $ 92.5 billion to$ 95.3 billion.

Lower increase in exports occurred as a

result of the appreciation of the French

franc against the US dollar and the

European Monetary System Unit (ECU).

Meanwhile, services balance surplus rose

from $ 3.3 billion to $ 4.9 billion resulting

from a greater inflow of tourists and the

ease of the debt service burden. Current

account balance as a whole, hence,

improved from a deficit of $ 0.8 billion to a

surplus of $0.3 billion.

In 1985, the economy of the Federal
Republic of Germany experienced a

decrease in growth from 3.0% to 2.4%. This

was due to the weakening of the growth of

domestic demand and net exports. The

growth of domestic demand recorded a

decline from 2.0% to 1.4% owing to lower

growth of government consumption and

gross fixed investment from 2.5% and 0.8%

to 2.1% and -0.3%, respectively. As regard
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to gross fixed investment, its decrease was

caused by bad wheather which hampered

construction activities resulting in a sharp

decline in the growth of residential

investments, namely from 2.0% to -10.5%.

The decrease in net export growth was

reflected on slower growth of exports as well

as imports from 8.2% and 5.2% to 7.2%

and 4.7%, respectively.

Inflation rate dropped from 2.4% to

2.2% which was brought about by

persistently tight fiscal policy. As

regard to unemployment, the rate

slightly increased from 8.2% to 8.3%

as a result of the reentrance of immigrants

to the labor market.

Trade balance surplus increased

from $ 23.3 billion to $ 29.1 billion which

was due to an increase in exports from $

164.1 billion to $ 175.2 billion as well as

imports from $ 140.8 billion to $ 146.1

bil l ion. The increase in exports was

influenced by the improvement in terms of

trade. Services balance deficit declined

from $ 17.0 billion to $ 16.0 billion, hence,

current account surplus rose from $ 6.3

billion to  $ 13.1 billion.

In 1985, real GDP of Italy grew by 2.3 %

compared with 2.8% in 1984. This was

influenced by slackening growth in

domestic demand and net exports. The

growth of domestic demand declined from

3.3% to 2.4% as a result of slower growth

of gross fixed investment, i.e. from 6.2% to

4.1%. The growth of government

consumption in 1985 increased by 2.5 %

compared with 2.4% in the preceding year,

while the growth of private consumption

remained unchanged. The deceleration of

net exports was caused by a higher import

growth (9.4%) than that of exports (8.2%).

Although public services cost and

import commodity prices increased,

the rate of inflation dropped from

10.8% to 9.2%. This decrease was mainly

due to the adoption of government

policy designed to halt the increase of

labor  wages.  In  the meant ime,

unemployment increased to 10.6%

compared with 10.3% in 1984.

Trade balance deficit increased from

$6.1 billion to $ 7.0 billion due to the

increase in imports from $78.9 billion to $

83.1 billion while exports increased from

$72.8 billion to $ 76.1 billion. Since services

balance surplus decreased from $ 3.1

billion to $ 2.9 billion, current account deficit

rose from $ 3.0 billion to $ 4.1 billion.

In 1985, the economic growth of Japan
slackened from 5.1% to 4.6%. The

slowdown of the economic performance

was due to the decline in domestic

demand as well as in net exports. The

growth of domestic demand decreased

from 3.8% to 3.7%, as reflected in the

decrease in the growth of private

consumption from 2.8% to 2.7%. However,

the growth of government consumption as

well as gross fixed investments increased

from 2.5% and 4.6% to 2.6% and 5.8%,

respectively. The decline in net exports was

reflected in the slower growth of exports
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from 17.5% to 5.9% and imports from

11.1% to 0.5%.

The rate of inflation declined from

2.2% to 2.1% partly as a result of the

weakening oil prices and the

appreciation of the yen. In addition,

the slow adjustment of wages also

contributed to the low rate of inflation.

Unemployment rate improved from 2.7%

to 2.6% as a result of expansion of

employment opportunities, mainly in the

industrial sector.

As a result of an increase in exports from

$ 168.3 billion to $ 173.9 billion and a

decrease in imports from $ 124.0 billion to

$ 117.9 billion, trade balance surplus

increased from $ 44.3 billion to $ 56.0

billion. The increase in exports was mainly

due to the improvement of vehicle and

computer exports particularly to the United

States and Europe and machinery exports

to the People’s Republic of China. In the

same period, services balance deficit

decreased from $ 9.3 billion to $ 6.7 billion

as a result of an increase in investment income

from abroad. Current account surplus rose from

$ 35.0 billion to $ 49.3 billion.

The economic growth of the United
Kingdom in 1985 increased from 2.8% to

3.2%. This improvement emanated from

an increase in the growth of net exports as

reflected in a higher growth of exports

(6.0%) than imports (3.0%). On the other

hand, the growth of total domestic demand

declined from 2.5 % to 2.4% resulting from

the slowdown in the growth of government

consumption and gross fixed investment

from 1.4% and 7.9% to 0.5% and 1.0%,

respectively, whereas the growth of private

consumption rose from 1.9% to 2.8%.

Inflation rate stood at 6.1% compared

with 5.0% in the preceding year. This

increase was due to the increase in labor

wages, depreciation of the sterling, and

increase of interest rate. The level of

unemployment rose from 11.7% to 11.9%

which was considered to be the highest

among major OECD countries.

Trade balance deficit in 1985 narrowed

from $ 5.8 billion to $ 2.6 billion. This

impressive improvement was made

possible by a considerable increase in

exports, namely from $ 93.7 billion to $

100.2 billion, while imports rose from $ 99.5

billion to $ 102.8 billion. Services balance

surplus fell from $ 7.0 billion to $ 6.4 billion.

Current account surplus reached $ 3.8

billion compared with $ 1.2 billion in the

preceding year.

The economic growth of the United
States in 1985 substantially declined from

6.6% to 2.2%. This was brought about by

the slackening of both domestic demand

and net exports. The growth of domestic

demand plummeted from 8.5% to 2.8%,

primarily as a result of a significant decrease

in the growth of private investment from

17.6% to 7.4%. Meanwhile, the growth of

private consumption also declined from

4.4% to 3.3%, while government

consumption growth increased from 4.3%

to 6.0%. The smaller growth of net exports
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was in part affected by 3.0% decline in

export growth.

Despite expansionary fiscal policy, larger

budget deficit and dollar depreciation, the

inflation rate in the United States declined

from 4.3% to 3.5% owing to lower wage

increases and slackening world commodity

prices, particularly oil. In addition,

unemployment rate decreased from 7.5%

to 7.2% caused, among others, by the

increase of employment in automobile,

aircraft, and space industries and defence

sector.

Trade balance deficit rose by $ 10.2

billion reaching $ 124.3 billion in 1985.

Such a widening deficit was a result

of the increase in imports by $ 4.3 billion to

$ 338.3 billion. This increase was attributable

to higher import prices and volumes as a

consequence of the depreciation of the

dollar, while exports decreased by $ 5.9

billion to $ 214.0 billion, primarily due to

lower exports of agricultural products. In the

same period, services balance surplus

declined slightly from $ 6.7 billion to $ 6.6

billion. Hence, current account deficit

widened from $ 107.4 billion to $ 117.7

billion.

As was the case with the seven major

OECD countries, the economic growth of

other OECD countries (17 countries) also

declined from 3.3% to 2.9%. This decline

was influenced by a negative growth in the

current account of 2.1%. On the other

hand, the growth of domestic demand

increased from 2.3% to 3.0%. The highest

economic growth among those countries

was achieved by Australia (4.7%), whereas

the lowest was recorded by Ireland (-0.7%).

Inflation rate in those other OECD

member countries decreased from 6.3%

to 5.8% in 1985 as a result of the weakening

oil and other commodity prices.

Nevertheless, average inflation rate in those

countries was higher than that in the major

OECD countries. Inflation rate in those other

OECD countries showed a decline, except

for Australia, Ireland, New Zealand,

Switzerland, and Greece. The highest

inflation rate among those other OECD

member countries was recorded by Turkey

(45.0%) while the lowest was achieved by

the Netherlands (2.3%)

The rate of unemployment in those

other OECD countries increased

slightly to 11.6% compared with 11.5%

in 1984. High unemployment rates

occurred in Spain (21.9%), Ireland

(16.8%), and the Netherlands (14.4%),

whereas the low rates were recorded in

Switzerland (0.8%), Iceland (1.1%), and

Luxemburg (1.6%).

Economic growth of developed countries

in 1986 would be expected to improve

somewhat. Inflation rates, however, would

be expected to decline. Furthermore,

unemployment rate would be expected to

be at the same level as this year. The

assumptions behind these expectations

were, among others, declining trend in

interest rates and oil prices and more stable

exchange rates.
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2.2.2.2.2. Developing countriesDeveloping countriesDeveloping countriesDeveloping countriesDeveloping countries

The rate of economic growth in

developing countries in 1985 was less

favorable than the preceding year,

decreasing from 4.1% to 3.2%, which was

mainly due to the drop in export earnings

as a result of the slowdown of economic

growth in developed countries. The slower

growth rate occurred in most regions,

except for Latin America, which increased

from 3.1% to 3.8%, largely influenced by

strong pace of expansion in Brazil. The

highest growth among developing

countries in 1985 was recorded in Asia

region (6.1%), and the lowest occurred in

the Middle East (-1.6%).

The average inflation rate in the

developing countries rose from 37.4% to

39.3%. This increase was caused by less

effective credit and fiscal policies in

neutralizing price increase arising from the

deregulation of price control, reduction in

subsidies, and increase in public utility

charges. In addition, the high average

inflation rate in developing countries was

primarily attributable to the very high

inflation rates experienced in several Latin

America countries.

In 1985, the economic growth of

developing oil-exporting countries,
members of OPEC, declined from 0.7% to

-1.1 %. This slowdown in growth was mainly

due to the decline in oil exports from 14.8

mbd to 13.6 mbd. At the same time, oil

prices also declined by about 4.5%

compared with the average price in the

preceding year. In addition, the weakening

oil exports was also influenced by energy

conservation and fuel substitution policies

in the oil-importing countries. Inflation rate

decreased from 10.0% to 6.6%.

Trade balance surplus declined from

$ 54.9 billion to $ 53.0 billion due to the

decrease in exports which was higher than

the decrease in imports, namely by $ 16.2

billion and $ 14,3 billion, respectively. In

addition, services balance deficit decreased

from $ 64.9 billion to $ 58.5 billion. Current

account deficit decreased from $ 10.0 billion

to $ 5.5 billion.

In 1985, the economic growth of non-oil
exporting developing countries declined

from 5.2% to 4.6% due to the decline in

export earnings as a result of the weakening

prices of several primary commodities.

Economic growth, however, was still higher

than in the developing oil-exporting

countries. In the same period, the inflation

rate rose from 48.0% to 52.1%.

Trade balance deficit was wider than that

in the preceding year, namely from $ 6.0

billion to $ 12.8 billion. This deterioration was

not only caused by the increase in imports,

from $ 376.2 billion to $ 381.1 billion, but

also by the decrease in exports,

namely from $ 370.2 billion to $ 368.3

billion. Although services balance deficit

declined from $ 19.0 billion to $ 15.8 billion,

current account deficit increased from

$ 25.0 billion to $ 28.6 billion.

The economic growth of developing
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countries in 1986 would be expected to

remain the same as that in the preceding

year. This was based on the expectation that

prices of primary export commodities

would not improve; capital flows from

developed countries would, still be limited

which would, in turn, hamper capital

formation, the debt burden would be

heavier, and protectionism adopted by

developed countries would remain.

3.3.3.3.3. ASEAN countriesASEAN countriesASEAN countriesASEAN countriesASEAN countries

The economic growth of ASEAN countries

dropped slightly from 4.2% to 1.5% in 1985

due primarily to low growth in world trade

as well as weak primary commodity prices.

In the meantime, inflation rate declined

from 16.0% to 7.1%, influenced mainly by

the successful restraint of inflation in the

Philippines. Furthermore, decreasing food

and oil prices also influenced the lower

inflation rate in the ASEAN countries. The

highest inflation rate in the region was in

the Philippines (23.1%) and the lowest was

in Malaysia (0.3%).

The economy of Brunei Darussalam,
which is very highly dependent on oil and

gas, in 1985 rose only by 1.0% while in the

preceding year it rose by 1.3%. Meanwhile,

inflation rate decreased from 3.0% to 2.0%

mainly due to the decrease in food prices.

In 1985, the GDP of Malaysia   in real

terms decreased from 7.3% to 2.8% largely

due to the lower growth rate of household

consumption and private investment.

Inflation rate was successfully reduced from

3.9% to 0.3% which was influenced by the

tight fiscal policy and lower food prices.

The surplus in the balance of trade in

1985 showed an improvement by $ 0.9

billion to $ 3.7 billion caused by the decline

in imports which was higher than that of

exports, namely by $ 1.8 billion and $ 1.1

billion. Accordingly, imports and exports

stood at $ 11.6 billion and $ 15.3 billion,

respectively.

The decrease in imports was associated

with the reduction of projects with high

import contents. Meanwhile, the decrease

in exports was mainly influenced by the

decline in the prices as well as quantity of

agricultural commodities such as rubber,

sawn timber, and palm oil. Deficit in the

services balance decreased by $ 0.1 billion

to $ 4.4 billion. Consequently, the current

account deficit decreased from $ 1.7

billion to $ 0.7 billion.

The growth of the economy of the

Philippines in 1985 showed an

improvement from -5.5% to -1.9%. This

growth which remained negative was

mainly caused by the decrease in

government expenditures and export

earnings. Inflation rate declined from 50.3%

to 23.1% as a result of successful efforts to

curb inflation through monetary and fiscal

policies.

The deficit in the balance of trade, which

declined from $ 0.7 billion to $ 0.5 billion,

was attributable to the decrease in imports

which was larger than that in exports,
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namely by $ 1.0 billion and $ 0.8 billion.

Meanwhile, the balance of services showed

an improvement from a deficit of $ 0.6

billion to a surplus of $ 1.3 billion due to the

rescheduling of foreign debts. The current

account balance improved from a deficit

of $ 1.3 billion to a deficit of $ 0.8 billion.

The real GDP growth of Singapore in 1985

dropped significantly from 8.2% to —1.7%

due to the decrease in private and public

investments, especially in the construction

sector and shipping industry. Inflation rate

in 1985 which declined from 2.6% to 1.3%

was caused by the weakening purchasing

power and declining oil prices.

The balance of trade deficit decreased

by $ 1.1 bil l ion to $ 3.0 bil l ion. This

improvement was due to the decrease in

imports and exports by $ 2.2 billion to

$ 24.5 billion and by $ 1.2 billion to $ 21.5

billion, respectively. The decline in imports

was influenced by the decrease in

domestic demand, especially for raw

materials and manufactured goods, while

the decrease in exports was attributable to

the worsening of the economies of the

industrial countries. Although the balance

of services surplus decreased by $ 0.7

billion to $ 2.7 billion, the current account

deficit narrowed from $ 0.7 billion to $ 0.3

billion.

The real GDP growth of Thailand  in 1985

declined from 6.3% to 4.1% which was

influenced by the decline in growth of

domestic consumption and investment as

well as the deterioration in foreign demand.

In addition, inflation rate rose from 0.9% to

2.4%, which was associated with the 14.8%

devaluation of the baht in November 1984.

This slight increase in the inflation rate was

mainly caused by the government policies

to curb prices of important commodities

and the decline of food prices.

The balance of trade deficit decreased

by $ 0.6 billion to $ 1.3 billion, mainly due

to a decline in imports ($ 0.8 billion), which

was larger than that of exports ($ 0.2 billion).

Meanwhile, the balance of services surplus

remained unchanged, namely $ 0.8 billion.

The current account deficit decreased by

$ 1.6 billion to $ 0.5 billion.

BBBBB..... International MonetarInternational MonetarInternational MonetarInternational MonetarInternational Monetary Developmenty Developmenty Developmenty Developmenty Development

The international monetary situation in 1985

was characterized by the decrease in interest

rates in industrial countries, the depreciation

of the US dollar against currencies of other

major industrial countries, a heavier debt

burden of developing countries, and the

decrease in international liquidity.

The average nominal short-term and

long-term interest rates in major industrial

countries declined from 9.7% and 11.1%

to 8.4% and 9.9% in 1985, respectively.

Meanwhile, average real short-term and

long-term interest rates also declined from

6.1% and 7.5% to 5.2% and 6.7%,

respectively. The decline in nominal interest

rate was mainly due to the ease in

monetary policy in most major industrial

countries. In addition, there seemed to be

an expectation that the United States
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Government would further reduce the

federal budget deficit, which would

influence nominal interest rate to decline.

In 1985, the US dollar depreciated

against the currencies of most other major

industrial countries, among others, the

German mark (23.3%), the pound sterling

(21.9%), the French franc (23.4%), and the

Japanese yen (22.3%).1) The fall of the dollar

value was due to the effort of the United

States to reduce its trade balance deficit,

and this effort was supported by the United

Kingdom, Japan, the Federal Republic of

Germany, and France. In September 1985,

the five industrial countries agreed to

depreciate the value of the US dollar as a

step to increase world trade which would

push the world economic growth in the

coming years.

Outstanding debts of developing

countries in 1985 increased from $ 840.7

billion to $ 888.3 billion. This heavier debt

burden was reflected in the higher debt

service ratio (DSR) from 22.9% to 24.1%.

The heaviest debt burden was experienced

by 7 countries, i.e. Argentina, Brazil, Chile,

Mexico, Nigeria, the Philippines and

Venezuela, with an average DSR of 38%.

In 1985, international liquidity decreased

from SDR 438.9 billion to SDR 436.8 billion.

The largest decrease was experienced by

the developing countries in Asia and Latin

America, from SDR 52.7 billion and SDR

41.6 billion to SDR 47.0 billion and SDR 37.1

billion, respectively. The decrease in

international liquidity was registered in

developing countries, both in the non-oil

and oil-exporting countries from SDR 101.1

billion to SDR 92.0 billion and from SDR 69.6

billion to SDR 69.3 billion, respectively. On

the other hand, liquidity improvement was

achieved by industrial countries and African

1) Based on International Financial Statistics (IMF)
data from average figures December 1984 and
December 1985 (IFS, March 1985 and March
1986).
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developing countries, namely from SDR

252.0 billion and SDR 7.1 billion to SDR

254.8 billion and SDR 8.6 billion.

C.C.C.C.C. International Relations andInternational Relations andInternational Relations andInternational Relations andInternational Relations and

Regional CooperationRegional CooperationRegional CooperationRegional CooperationRegional Cooperation

11111.. International Monetary FundInternational Monetary FundInternational Monetary FundInternational Monetary FundInternational Monetary Fund

(IMF or the Fund)(IMF or the Fund)(IMF or the Fund)(IMF or the Fund)(IMF or the Fund)

In 1985/86, Indonesia’s transactions

with the Fund comprised repurchase

of Bufferstock Financing Facility (BFF) and

Compensatory Financing Facility (CFF), SDR

Designation Plan and Currency Budget,

purchase of SDR for charges payments,

and remuneration.

In the report ing year,  Indonesia

implemented early repurchase for BFF

and CFF amounting to SDR 264.7 billion.

Taking into considerat ion the

improvement in her foreign exchange

position until the third quarter 1985/86,

Indonesia was requested to participate

in the SDR Designation Plan and Currency

Budget program to the amount of SDR

49.8 million for the June - September

1985 and SDR 19.2 mi l l ion for the

October - December 1985 periods. The

actual amounts covered in the program

were SDR 26.7 million and SDR 15.0

mi l l ion, respect ively.  Furthermore,

Indonesia also paid CFF, BFF and SDR

allocation charges amounting to SDR

13.4 mi l l ion and SDR 18.6 mi l l ion,

respect ively.  In the report ing year,

Indonesia received remuneration to the

amount of SDR 2.49 million.

2.2.2.2.2. WWWWWorld Bank grouporld Bank grouporld Bank grouporld Bank grouporld Bank group

In the reporting year, the International

Bank for Reconstruction and Development

(IBRD) approved new loans to Indonesia

amounting to $ 1,103.1 million for the

financing of 13 projects in agriculture,

education, urban development, and public

health. The loans represented an increase

compared with the loans in the preceding

year, which amounted to $ 979.2 million

for 8 projects.

Up to the end of 1985/86, loans

approved by IBRD for Indonesia reached

$ 8,391.8 million, of which $ 4.097.0 million

(48.8%) was disbursed. The largest portion

of the amount disbursed (52.3%) was

utilized for agriculture, irrigation, and

electricity. At the end of the reporting year,

the outstanding loans amounted to

$ 3,491.2 million.

The maturity of the IBRD loans, depending

on the project, generally ranged from 7 to

30 years including a grace period of 3 to

10 years. The interest rate which for the

period of July to December 1985 was

9.89% p.a. was lowered to 8.50% p.a. for

the period of January to June 1986.

Since the end of 1980, for the second

time, Indonesia was no longer eligible for

soft loans from the International

Development Association (IDA).

Accordingly, at the end of 1985/86,

approved loans from IDA remained at

$ 943.5 million, used for the financing of

48 projects in agriculture, industr y,
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communication, electricity, and

improvement of villages. Of this amount,

$ 872.3 million (92.5%) was disbursed

and the outstanding loans at the end of

the reporting year amounted to $ 849.0

million.

The International Finance Corporation

(IFC) provided financial assistance to the

private sector in the forms of equities and

loans. At the end of the reporting year, the

accumulated financial assistance to

Indonesia amounted to $ 153.7 million

compared with $ 141.3 million in the

preceding year. Of this amount, $ 88.1

mill ion was owned by IFC and the

remainder was held by syndications. The

financial assistance was provided to 11

private companies in the forms of loans and

equities.

3.3.3.3.3. Asian Development Bank (ADB)Asian Development Bank (ADB)Asian Development Bank (ADB)Asian Development Bank (ADB)Asian Development Bank (ADB)

In the period of 1985/86, the amount of

loans approved by ADB for Indonesia

reached $ 500.7 million, originating from

Ordinary Resources, which was utilized for

9 projects in agriculture, irrigation, fishery,

horticulture, communication, and

education. Up to the end of 1985/86, the

total of committed loans reached

$ 3.454.0 million, of which $ 162.3 million

was from Special Funds for 23 projects, and

$ 3,291.7 million from Ordinary Resources

for 83 projects. Loans disbursed under

Special Funds amounted to $ 98.2 million

(60.5%), while loans disbursed under

Ordinary Resources amounted to $ 633.1

million (19.2%).

The maturity of loans from Ordinary

Resources ranged from 10 to 30 years,

including 2 to 7 years of grace period with

interest rates ranging from 7.4% to 11.0%

p.a. The maturity of loans from Special

Funds ranged from 24, to 30 years including

7 to 10 years of grace period, bearing no

interest but with a service fee of 1% p.a.

charged on the amount disbursed. Since

June 1979, Indonesia was no longer eligible

for concessional loans from the Special

Funds.

4.4.4.4.4. Islamic Development Bank (IDB)Islamic Development Bank (IDB)Islamic Development Bank (IDB)Islamic Development Bank (IDB)Islamic Development Bank (IDB)

Up to the end of 1985/86, the financial

assistance provided by IDB to Indonesia

amounted to ID 43.5 million2) consisting of

ID 15.0 million for loans, ID 16.8 million for

equity participation, ID 8.6 million for

leasing, and ID 3.1 million for installment

sale. Indonesia’s paid-in capital to IDB

amounted to ID 63.1 million and the

amount had been fully paid.

5.5.5.5.5. Inter-Governmental Group onInter-Governmental Group onInter-Governmental Group onInter-Governmental Group onInter-Governmental Group on

Indonesia (IGGI)Indonesia (IGGI)Indonesia (IGGI)Indonesia (IGGI)Indonesia (IGGI)

At the 28th meeting in Amsterdam on

June 4-5, 1985, it was agreed that the

amount of financial assistance to be made

available for Indonesia would be $ 2,405.8

million, consisting of assistance from donor

countries amounting to $ 512.4 million and

from multilateral financial institutions

amounting to $ 1,833.4 million. Up to the

end of the reporting year, total 1GGI loans

2 ) ID 1.00 (Islamic Dinar) = SDR 1.00
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that had been signed amounted to

$ 38,063.5 million, of which $ 25,411.8

million originated from donor countries and

$ 12,651.7 million from multilateral financial

institutions. The disbursed loans was

$ 24,253.2 million, consisting of $ 18,668.9

million from donor countries and $ 5,584.3

million from multilateral financial institutions.

6.6.6.6.6. Association of South East AsianAssociation of South East AsianAssociation of South East AsianAssociation of South East AsianAssociation of South East Asian

Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)

During the reporting year, cooperation

among ASEAN countries continued to

expand in the fields of trade, industry,

finance, and banking. In addition,

dialogues among ASEAN and several

industrial countries continued to be

expanded.

In order to improve trade among ASEAN

countries, the Committee on Trade and

Tourism (COTT) in its meetings held in April

and November 1985 discussed ASEAN

Preferential Tariff Quota Scheme and

Special Quota Scheme. Under Preferential

Tariff Quota Scheme, member countries

were expected to reduce tariffs for products

needed for their domestic industries which

had been excluded from the Preferential

Trading Arrangements (PTA). The Special

Quota Scheme was aimed at liberalizing

intraASEAN trade by providing special

concessions for such products from the

region.

In the field of industr y, the ASEAN

Committee on Industry, Mineral and Energy

(COIME) in its meetings in July and

December 1985 discussed the problems

relating to ASEAN Industrial Compensation

Scheme (AIC) and ASEAN Industrial Joint

Venture Scheme (AIJV). The meetings,

among others, decided to continue the

implementation of automotive industry

production package and extend the

validation of tariff preferences. In the case

of AIJV, the meetings decided to include

additional products for the joint project.

Among ASEAN industrial projects, the two

successful projects were the ASEAN Urea

Fertilizer Project in Aceh, Indonesia, which

started its production in 1984 and the ASEAN

Urea Project in Bintulu, Malaysia which

commenced production in 1985.

Meanwhile, the ASEAN Copper Fabrication

Project in the Philippines and ASEAN

Hepatitis B Vaccine Project in Singapore

have been delayed due to technical

problems. In the case of the ASEAN Rock

Salt Soda Ash Project in Thailand, the

feasibility of the project was still under

review.

In the field of finance and banking,

the ASEAN Committee on Finance and

Banking (COFAB) in its meeting in

Bangkok in January 1986, among others,

proposed to approach the Council of

Ministers of the EEC to enhance the

activities of European Investment Bank

in the ASEAN region, and to foster closer

cooperation between ASEAN and European

Community financial institutions.

Cooperation with the United States,

Australia, Canada, New Zealand and EEC
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continued to be expanded. In the dialogue

between ASEAN and the United States held

in Washington, DC in April 1985, ASEAN

expressed its concern about the negative

impact of the United States Trade and Tariff

Act on ASEAN - United States trade,

particularly the laws on dumping and

countervailing duties.

In the second meeting of the

ASEAN-Japan economic ministers in Tokyo

in June 1985, ASEAN urged the Japanese

Government to reduce tariff and non-tariff

barriers to facilitate the access of ASEAN

commodities exported to Japan.

During the First ASEAN - EEC Ministerial

Meeting on Economic Affairs in Bangkok in

October 1985, the ASEAN - EEC

Cooperation Agreement has been

extended for another two years beginning

October 1985. In addition, the ASEAN -

Canada Joint Cooperation Committee in

its meeting in Ottawa, Canada in October

1985, reviewed cooperation between the

two parties especially in agricultural and

human resources development.

At the ASEAN - New Zealand Dialogue

held in Bandar Seri Begawan, Brunei

Darussalam in December 1985, ASEAN

proposed joint studies in the fields of trade

and tourism. Meanwhile, the ASEAN -

Australia Forum held in Queensland,

Australia in February 1986 agreed to foster

trade by reducing barriers.
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AAAAA..... Balance of PBalance of PBalance of PBalance of PBalance of Payments Payments Payments Payments Payments Policyolicyolicyolicyolicy

1.1.1.1.1. GeneralGeneralGeneralGeneralGeneral

In the reporting year, Indonesia’s balance

of payments continued to encounter heavy

pressures as a result of falling world oil

prices, particularly since January 1986,

declining prices of several main export

commodities, slower world economic

growth, persistent protectionist measures in

several industrial countries, and weakening

US dollar against other major industrial

countries’ currencies. To lessen the impact

of these heavy pressures, the Government

took fundamental measures to strengthen

the competitiveness of export commodities

and other domestic products by tackling

the problems of high cost economy. In

addition, efforts undertaken in the past, such

as implementing a managed floating

exchange rate policy, boosting foreign

exchange earnings from both non-oil/LNG

and services sectors, economizing the

utilization of the foreign exchange, and

promoting foreign capital inflows,

continued to be pursued.

To promote domestic economic

activities, particularly to boost non-oil

exports, the Government took a

fundamental measure, i.e. the Presidential

Instruction (Instruksi Presiden or Inpres) No.

4, 1985, aimed at increasing efficiency by

expediting the flows of export, import, and

interisland trade. Since the enactment of

the Inpres, customs inspections on export

commodities were no longer carried out,

except on certain commodities. In addition,

to promote non-oil/LNG exports, the

Government established institutions

assigned, among others, to assist and

support the capability of Indonesian

exporters by providing technical assistance

and consultation services and also

established an agency of export guarantee.

As a follow up to the export policies taken

in the preceding years, the Government

took measures to improve trade

procedures, taxation, credits, and market

expansion activities. Under the Inpres No.

4, 1985, customs inspection previously

done by the Directorate General of

Customs and Excise was assigned to a

surveyor company appointed by the

Government. In addition, the Government

continued its efforts to support the

development of domestic industries, to

expedite the procurement of goods and

to be more selective in utilizing foreign

exchange. Moreover, as in the preceding

year, in the services sector, the Government

continued to increase foreign exchange

earnings and to economize on foreign

exchange expenditures.

In the field of capital flows, covering

official and private capitals, in 1985/86, the

Government continued to pursue steps

undertaken in the preceding years. In the

case of foreign borrowings, particularly

public debts, the Government continued

its prudent policy emphasizing on

concessional sources of funds and taking

VIIVIIVIIVIIVII. INDONESIA. INDONESIA. INDONESIA. INDONESIA. INDONESIA’S BALANCE OF P’S BALANCE OF P’S BALANCE OF P’S BALANCE OF P’S BALANCE OF PAAAAAYMENTSYMENTSYMENTSYMENTSYMENTS
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into consideration the capacity to repay. In

addition, to lessen the debt burden, in the

reporting year, the Government succeeded

in replacing some foreign borrowings with

the new concessional borrowings.

Furthermore, the Government continued to

pursue steps to promote foreign capital

investments, among others, by simplifying

the procedures to obtain operation permits.

2.2.2.2.2. FFFFForeign exchange system andoreign exchange system andoreign exchange system andoreign exchange system andoreign exchange system and

exchange rate policyexchange rate policyexchange rate policyexchange rate policyexchange rate policy

As in the preceding years, the

Government continued its free foreign

exchange system and pursued a managed

floating exchange rate policy. The system

proved to have contributed significantly in

sustaining economic development,

particularly in promoting investments,

exports, and domestic production. In

addition, the policy enabled the

Government to set a realistic exchange

rate.

By consistently pursuing the free foreign

exchange system and a managed floating

exchange rate policy, in the reporting year,

the Government was able to enhance the

competitiveness of the export commodities

in the international market as well as to

maintain an attractive business climate for

foreign investors, especially in promoting

domestic production.

3.3.3.3.3. Export policyExport policyExport policyExport policyExport policy

To increase foreign exchange earnings,

particularly from non-oil/LNG exports, in

compliance with the Inpres No. 4, 1985,

the customs inspections on export

commodities were no longer required. The

inspections would only be carried out if

there had been sufficient ground for

suspicion that goods in question would be

subject to export control and/or prohibition

and subject to export tax (Pajak Ekspor or

PE) and additional export tax (Pajak Ekspor
Tambahan or PET) which had not been fully

paid. For export goods enjoying the export

certificate facilities (Sertifikat Ekspor or SE),

inspections would be conducted at the

ports of unloading by surveyors appointed

by the Government and the SE payments

would then be completed based on those

inspections. I)

In the field of trade procedures, the

Government continued to improve

regulations relating to quality control on

export goods to increase export

competitiveness. Every commodity subject

to quality control would be required to fulfill

the trading standard and must receive a

quality certificate from the quality control

laboratory.2) In addition, to expedite exports

of coffee and to take advantage of the

1) —Presidential Instruction No. 4/1985, April 4, 1985.
—Minister of Finance Decree No. 335/KMK 01/
1985, April 11, 1985.
— Minister of Trade, Minister of Finance and
Governor of sank Indonesia Joint Decrees Nos.
657Kpb/IV/85; 330/KMK.05/85; 18/3/Kep/GBI, April
11, 1985.
— Bank Indonesia Circular Letter No. SE 18/2/ULN,
April 17, 1985.

2) —Minister of Trade Decree No. 872/Kp/VII/85, July
15, 1985.
— Directorate General of Foreign Trade Decree
No. 54/DAGLU/Kp/X/85, October 5, 1985.
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opportunities arising from the temporary

suspension of coffee export quota by

International Coffee Organization (ICO), for

the first time the Government implemented

a regulation relating to domestic quota for

the coffee year 1985/86 (October until

September) to every registered active

coffee exporter whose share would be

apportioned according to his previous

export performance both to the quota and

non-quota countries.3) The ICO quota

suspension took effects since February

1986, as a result of the high price of coffee

in the world market.

In March 1986, the Government

inaugurated a Joint Coordinating Marketing

Board (Badan Koordinasi Pemasaran
Bersama or BKPB) for the exports of mace

and nutmeg, which was originally

established by the Indonesian Nutmegs

Association (Asosiasi Pala Indonesia or

ASPIN). Under this arrangement, the

Government stipulated that any supply and

delivery contract on mace and nutmeg

abroad must be conducted through the

board.4)

Regarding taxation, the Government

altered the formula for calculation as well

as the procedures for collection, payments,

restitutions, and reporting PE and PET. In the

case of exports using letter of credit (L/C),

the PE and PET would be imposed on the

basis of a standard price (Harga Patokan
or HP) prevailing at the time the export draft

was negotiated, whereas for the exports

without L/C, the PE and PET would be

calculated on the basis of current standard

price, i.e. the price prevailing at the time

the export declaration form

(Pemberitahuan Ekspor Barang or PEB) was

registered at a foreign exchange bank and

the tax must be paid by the exporter to the

bank simultaneously. Moreover, for tax

collection on export goods not bearing HP,

the tax would be imposed on the basis of

free on board (f.o.b) price recorded in the

PEB. In addition, the tax collection on export

goods based upon consignment and

usance L/C would be carried out at the time

the foreign exchange bank received

payments from abroad or within the period

of 180 days after the PEB was registered at

the bank. Furthermore, the collections,

payments, restitutions, and reporting of the

PE and PET, previously carried out by the

Directorate General of Customs and Excise,

were subsequently carried out by the

foreign exchange bank appointed by the

exporter.5)

Associated with the decline in certain

export commodity prices, the Government

reduced the PE on crude coconut oil,

refined bleached deodorized stearin, crude

stearin, and palm kernel and its nucleus

from 5% to 0% and PET on crude palm oil

from 10% to 0%. The reduction of the PE

3) — Minister of Trade Decree No. 85/Kp/III/86, March
7, 1986.
— Directorate General of Foreign Trade Decree
No. 29/DAGLU/Kp/III/86, March 11, 1986.

4 ) Minister of Trade Decrees Nos. 107/Kp/III/86 and
l08/Kp/III/86, March 26, 1986.

5) — Minister of Finance Decree No. 418/KMK.011/
1985, April 25, 1985.
— Bank Indonesia Circular Letter No. SE 18/5/ULN,
April 27, 1985.
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and PET rates for those commodities was

applied to safeguard their markets.6)

In the field of credits, the Government

undertook measures to expand the

channels and the usage of export credits.

Since September 1985, export credit

facil it ies, previously granted only to

domestic enterprises and channelled

through private national foreign exchange

banks, could also be granted to foreign

capital investments (Penanaman Modal
Asing or PMA) and joint venture enterprises,

which were holders of Limited Exporter ’s

Identification Numbers (Angka Pengenal
Eksportir Terbatas or APET), and the facilities

could be channelled through all foreign

exchange banks.7) Furthermore, the

Government allowed foreign banks to

extend working capital credits used for the

production of export     commodities

throughout Indonesia.8)

To enhance the capability of exporters

and institutions supporting exports, the

Government established an Export Support

Board (Dewan Penunjang Eksportir DPE),

assigned to provide technical assistance

to improve Indonesia’s export marketing

and production management. The DPE was

also assigned to advise the Minister of Trade

regarding the non-oil/LNG export problems

requiring special attention.9) Moreover, with

the establishment of an export insurance

company, namely PT Asuransi Ekspor

Indonesia or PT ASEI in November 1985, the

task of providing export credit guarantee

and export insurance which had previously

been carried out by a credit insurance

company, namely PT Asuransi Kredit

Indonesia or PT Askrindo, was transferred to

PT ASEI.10)

To promote and expand foreign trade, in

the reporting year, the Government

established a guideline and procedures for

trade with the People’s Republic of China

(PRC). For this purpose, the general

regulation on exports remained in force.

However, the method of payments must be

carried out through sight L/C or ordinary

trade procedures conducted on cash basis

using convertible currencies.11)

4. Import policy4. Import policy4. Import policy4. Import policy4. Import policy

To promote industrial growth and

domestic production, to expedite the flows

of goods and to economize on foreign

exchange utilization, in the reporting year,

the Government continued to implement

the import policies adopted in the

preceding years. In addition; the

Government introduced a fundamental

6) Bank Indonesia Circular Letter No. SE 18/123/ULN/
PPDv, September 18, 1985.

7) Bank Indonesia Circular Letter No. SE 18/2/UKU,
September 5, 1985.

8) Minister of Finance Decree No. 765/KMK.01/1985,
September 5, 1985.

9) Minister of Trade Decree No 89/Kp/III/86, March
7, 1986.

10) Minister of Finance Decree No. 12/KMK. 011/86,
January 9, 1986.
— Presidential Instruction No. 9/1985, July 23,
1985.
— Minister of Trade Decree No. 990/Kp/X/85,
October 2, 1985.

11) — Presidential Instruction No. 9/1985, July 23,
1985.
— Minister of Trade Decree No. 990/Kp/X/85,
October 2, 1985.
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measure, namely the Inpres No. 4, 1985.

The Government also took steps to promote

and expand trade with the PRC.

Based on Inpres 4, 1985, imports of goods

to the Indonesian customs territory could

only be carried out if the shipment

documents were accompanied by Clean

Report on Findings (Laporan Kebenaran
Pemeriksaan or LKP) issued by Societe

Generale de Surveillance S.A. (SGS).

Accordingly, customs inspections on those

import commodities were no longer

needed. In the case of imported goods

entering Indonesia without the LKP, the

goods concerned must be reexported by

the importer at the latest 30 days after

arrival.12) The inspections by SGS were

required for both imports with and without

L/C. With regard to imports with L/C, the LKP

issued by SGS would be given to the

exporter abroad to be used and submitted

to a domestic foreign exchange bank via

a correspondent bank abroad. For imports

without L/C, the LKP must be submitted

directly to a domestic foreign exchange

bank appointed by the importer.13)

Furthermore, the Inpres 4, 1985 stipulated

that there were goods exempted from the

inspections by SGS at the place of

embarkation. Those goods were then

subject to the inspections by the Directorate

General of Customs and Excise.

Those-exempted goods consisted of trade

goods with a value of less than $ 5,000

(f.o.b), transferred personal belongings,

diplomatic goods, crude oil, imported

goods based on Article 23 of the Customs

Ordinance, militar y armaments and

equipments, and grants to the Government

of the Republic of Indonesia. In addition, if

importer of those exempted goods

demanded an SGS inspection, the

inspection would be conducted at the

expense of the Government of the Republic

of Indonesia. In such a case, the customs

inspections would no longer be required.14)

In case of an impending arrival of goods

in a port of destination, if the original LKP

had not been received, at the request of

the importer, the agent or representative

of SGS could issue a substitute LKP (Laporan
Kebenaran Pemeriksaan Impor Pengganti
or LKPIP) which would be regarded as a

replacement of the original.15)

To expedite the flows of imported goods

through the Bonded Warehouse Business

Territory (Wilayah Usaha Bonded Warehouse
or WUBW), the Government made

improvements on the trade procedures in

the WUBW of Pulau Batam industrial estate.

12) — Presidential Decree No. 4/1985, April 4, 1985.
— Minister of Trade, Minister of Finance and
Governor of Bank Indonesia Joint Decrees Nos.
656/Kpb/lV/85; 329/KMK 05/1985; 18/2/Kep/GBI,
April 11, 1985.

13) — Minister of Finance Decree No. 335/KMK.01/
85, April 11, 1985.
— Bank Indonesia Circular Letter No. SE 18/1/ULN,
April 17, 1985.

14) — Minister of Finance Decree No. 335/KMK.01/
85, April 11 , 1985.
— Bank Indonesia Circular Letter No. SE 18/1/ULN,
April 17, 1985.

15) Minister of Trade, Minister of Finance and Governor
of Bank Indonesia Joint Decrees Nos. 895/Kpb/
VIII/85; 688/KMK.01/85; and 18/9/Kep/GBI, August
1, 1985.
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Goods entering Pulau Batam from abroad

would not be considered as imports, hence

would not require an LKP. If the goods would

leave for Indonesian customs territory, the

general procedures on imports would be

applied, among others, the requirements

of inspections by SGS.16)

To accelerate the development of

domestic industries and to expedite the

supply of specific imported goods, the

Government streamlined the arrangement

concerning the appointment of approved

importers and the stipulation of items and

quantities allowed to be imported for goods

already produced domestically. In the

reporting year, the regulation was applied

to imports of newsprints, several chemical

products, raw material for plastic, cotton

fibers, pivot bearings and raw materials for

milk industry and milk products.l7)

To expedite import flows, in the reporting

year, the Government imposed a uniform

import duties applicable to all Indonesian

customs territories. Moreover, in

accordance with the enforcement of the

new Tax Laws, a value-added tax (Pajak
Pertambahan Nilai or PPN) and sales tax

on luxury goods (Pajak Penjualan atas

Barang Mewah or PPnBM) were imposed

on imported goods.l8)

Furthermore, in the reporting year, the

Government strengthened the procedures

of payments on import duties and other

taxes relating to imports. Based on those

regulations, an importer was allowed to

calculate his own import duties, PPN, PPnBM,

and income tax (Pajak Penghasilan or PPh)

by using the data covered in the LKP and

settle the payments with a foreign

exchange bank. It is worth noting that if the

price recorded in the invoice was lower than

the price indicated by the surveyor, the

calculation of import duties would be

based on the price stated by the surveyor

in the LKP. On the other hand, if the price

recorded in the invoices was found to be

higher than the price indicated by the

surveyor, then the calculation of import

duties would be based on the price stated

in the invoices.19)

Besides those regulations, the

Government continued to improve the

regulations on import duties, through full

reliefs, partial reliefs, and increased import

duties. Full and partial reliefs were granted

to imports of capital goods as well as

certain raw materials required to ensure

continued production and development of

domestic industries. Full reliefs were granted

to imports of kieserite, soybean meal,16) Minister of Trade, Minister of Finance, and Governor
of Bank Indonesia Joint Decress Nos. 972A/Kpb/
IX/85; 776/KMK.05/85; and 18/12/Kep/GBI,
September 10, 1985.

17) — Minister of Trade Decrees Nos. 994/Kp/X/85.
October 5, 1985; 1066/Kp/XII/85, December 5
1985; 70/Kp/II/86, February 18, 1986; and 80/Kp/
III/86, March 6, 1986.
— Directorate General of Foreign Trade Decree
No. 14/DAGLU/Kp/II/86, February 18, 1986.

18) Minister of Finance Decree No. 336/KMK.01/1985,
April 11, 1985.

19) — Presidential Instruction No. 4/1985, April 4, 1985.
— Bank Indonesia Circular Letter No. SE 18/1/ULN,
April 17, 1985.
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equipment for assembly industries,

machine equipments, piston machines,

and major spare parts of commercial

vehicles.20) Partial reliefs were granted to

imports of various items of paper and tire

cord.21) On the other hand, to enhance the

competitiveness of domestic products

against imported commodities, the

Government raised import duties on several

electronic products and alkyl benzene.22)

To ensure the success in direct trade

relations between Indonesia and the PRC,

the Government also established import

procedures with the PRC which, in principle,

were based on the general trade policy.

Based on these regulations, imports must

be conducted by using the procedures

normally applicable in opening L/C or other

trade procedures ordinarily used in

transactions by cash payments, using

convertible currencies. In this regard, for the

time being foreign exchange banks in

Indonesia were only permitted to have

non-depository correspondence relations

with PRC banks.23)

5. P5. P5. P5. P5. Policy on serolicy on serolicy on serolicy on serolicy on servicesvicesvicesvicesvices

As in the preceding years, the policy on

services continued to be directed towards

increasing foreign exchange earnings and

economizing on the use of foreign

exchange.

To boost foreign exchange earnings,

steps had been undertaken in the field of

tourism, such as opening direct flights to

tourist destination areas, expanding tourist

points of interest, improving hotel services

and tourist promotion, as well as continuing

cooperation between domestic and

foreign tourist agencies. In addition to a free

visa facility given to foreign tourists from 29

countries for two-month visit, in the reporting

year the Government also provided a free

visa facility for businessmen from those

countries for trade and business visits. The

facility was given, among others, to the

citizens of the United States, the United

Kingdom, the Netherlands, the Federal

Republic of Germany, Canada, Japan,

and ASEAN countries.24)

In regulating Indonesian labor force

overseas, in the reporting year, the

Government implemented measures

which provided more protection to the

workers and ensured that skilled labors sent

abroad would be able to meet the required

qualifications.25)

In the efforts to economize on the

util ization of foreign exchange, the

Government continued to improve

measures adopted in the preceding years,

among others, by using the national airline
20) Various Minister of Finance Decrees on full reliefs

on import duties, the last was No. 74/KMK.01/86
February 8, 1986.

21) Various Minister of Finance Decrees on partial
reliefs on import duties, the last was No. 96/KMK.
05/86, February 18, 1986.

22)  Various Minister of Finance Decrees on the
increase in import duties, the last was No. 87/
KMK.05/86, February 15, 1986.

23) Presidential Instruction No. 9/1985, July 23, 1985.

24) Minister of Justice Decree No. M.UM. 02.02-02,
January 10, 1986.

25) Minister of Manpower Decree No. Kep-03/Men/
1986, January 4, 1986.
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company, Garuda, for the transportation of

haj pilgrimage. The Government also

encouraged the utilization of national

airlines in sending labor force overseas.26)

6. P6. P6. P6. P6. Policy on capital flowsolicy on capital flowsolicy on capital flowsolicy on capital flowsolicy on capital flows

In 1985/86, the policy on capital flows

covering public and private capitals,

constituted a continuation of the policies

adopted in the preceding years. In the field

of foreign borrowings, especially public

debts, the Government continued to pursue

a prudent borrowing policy, free from

political ties, avoiding dependency on

foreign countries, as well as limiting the

future burden on balance of payments

while utilizing the loans in line with the

development plan.

To support  the development of

domest ic indust r ies,  to expand

employment opportuni t ies and to

enhance efficiency in funds utilization,

the Government consistently made

efforts to refrain from obtaining the

foreign loans which would compell the

country to purchase commodities from

creditor countries. In addition, import

commodities financed by foreign loans

were encouraged to be carried out in

kind. In order not to aggravate the future

debt payments, in the reporting year, the

ceiling on foreign export credits utilized

for development projects was set lower

than in the preceding year. I t  i s

noteworthy that the Government

succeeded in replacing several loans

with new concessional ones.

In line with the policies on private

capital flows adopted in the preceding

years,  in the report ing year, the

Government undertook measures to

promote PMA by sending delegations

abroad and by s impl i fy ing capital

investment procedures. With regard to

the simplification of the procedures to

obtain operation permits, since April

1985, proposal for new project

applications under PMA has to meet only

14 procedural requirements compared

with 25 in the preceding year.27)  In

addition, the Government provided the

opportunity for foreign investors engaged

in exports to obtain export credits at low

interest rates through foreign exchange

banks in Indonesia, and also provided

free visa facilities for the purpose of

business and trade in Indonesia.28)

It is worth noting that in the reporting year,

the Government also issued investment

priority list (Daftar Skala Prioritas or DSP) for

the period of 1985, which, among others,

specified the fields opened and closed for

PMA companies. Certain fields closed to

foreign investment might still be open

provided that all production would be

exported. 29)

26) Minister of Manpower Decree No. Kep-420/Men/
1985, April 24, 1985.

27) Chairman of the Investment Coordinating Board
Decree No. 10/SK/1985, April 27, 1985.

28) Bank Indonesia Circular Letter No. SE 18/2/UKU,
September 9, 1985.

29) Presidential Decree No. 55/1985, July 9, 1985.
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BBBBB..... Balance of PBalance of PBalance of PBalance of PBalance of Payments Developmentayments Developmentayments Developmentayments Developmentayments Development

1. General1. General1. General1. General1. General

Indonesia’s balance of payments

continued to encounter heavy pressures in

the reporting year. However, it still showed

satisfactory improvements as a result of

continued efforts undertaken by the

Government, especially in the field of

international trade and finance. These

satisfactory improvements were reflected

in the higher surplus in the balance of trade,

a reduction of the deficit in current account,

and a surplus in the overall balance.

In the reporting year, the balance of trade

recorded a surplus of $ 6,060 million or

increased by $ 586 million over the previous

year. Meanwhile, the deficit in the services

account, which in the preceding year had

declined, during 1985/86 increased by

$ 450 million to $ 7,892 million. As a result

of this development, the current account

recorded a deficit of $ 1,832 million

compared with a deficit of $ 1,968 million

in the preceding year. On the other hand,

the net capital inflows excluding reserves

declined from $ 2,726 million to $ 2,360

million. Accordingly, in 1985/86, the overall

balance of payments continued to show a

surplus of $ 30 million (Table 7.1).

2. Current Account2. Current Account2. Current Account2. Current Account2. Current Account

The deficit in the current account, which

in the last two years had recorded a

considerable decline, in the reporting year

continued to decline to $ 1,832 million. This

improvement was not only attributable to

increases in LNG and non-oil/LNG exports

by $ 252 mill ion and $ 268 mill ion,

respectively, but also to declines in the

imports of both oil/LNG and non-oil/LNG

companies by $ 323 million and $ 1,552

million, respectively.

2.1. Balance of trade2.1. Balance of trade2.1. Balance of trade2.1. Balance of trade2.1. Balance of trade

In the reporting year, the surplus in the

balance of trade continued to increase

considerably from $ 5,474 million to $ 6,060

million. This was largely attributed to a

considerable decline in imports due to

slowdown in the domestic economy which

was partly reflected in the declined

investment activities.

2.1.a2.1.a2.1.a2.1.a2.1.a. Exports. Exports. Exports. Exports. Exports

In the reporting year, total exports

declined by 6.5% to $ 18,612 million. This

was mainly due to a decline in oil/LNG

exports by 11.1% to $ 12,437 million

resulting from a decline in the oil exports

by 17.0% although the LNG exports

increased by 7.5%. On the other hand,

non-oil/LNG exports went up by 4.5%

reaching $ 6,175 million, which was due to

increases in several major export

commodities. As a result of this

development, in the reporting year, the

share of oil/LNG exports in total exports

declined from 70.3% to 66.8% while the

share of non- oil/LNG exports went up from

29.7% to 33.2%.



83



84



85



86

By country of destination, Japan was still

the largest buyer of Indonesia’s exports,

although its share declined from 47.2% to

46.0% of total exports. The United States

remained the second with a share of 24.5%

compared with 24.9% in the preceding

year. The share of exports to ASEAN countries

stood at 10.0% compared with 11.0% in

the preceding year, of which Singapore

held first place (80.7%), followed by the

Philippines (10.2%), Thailand (5.1%), and

Malaysia (4.0%), see Table VIII.

aaaaa.i.i.i.i.i. Oil/LNG exports. Oil/LNG exports. Oil/LNG exports. Oil/LNG exports. Oil/LNG exports

In 1985/86, efforts of the Organization of

Petroleum Exporting Countries (OPEC) to

reach oil price improvement through

production quotas were not achieved. This

was not only caused by the lack of discipline

on the part of member countries in limiting

production, but also by actions taken by

non-member countries, such as the United

Kingdom, Norway and Mexico, which

increased their productions, thus causing

world oil supply to remain higher than

demand.

The weakening oil prices, which had

occurred in the preceding year, continued

to prevail during 1985/86 and in the last

quarter of the reporting year declined even

more sharply. Uncertainties of the world

market prices made it difficult for OPEC

countries to set new official price. In the last

quarter of 1985/86, the official price fixed

by OPEC was far above the price in the

spot market, inducing OPEC countries to sell

their oil at price far below the official one.

In 1985/86, the value of oil/LNG exports

declined by $ 1,557 million to $ 12,437

million. This deterioration was mainly due

to a decrease in the export value of oil by

$ 1,809 million, while the export value of

LNG increased by $ 252 million.

Similarly, oil exports, which for the last

3 years had declined, in the reporting

year cont inued to decrease and

reached only $ 8,816 million. This was not

only caused by a decline in the average

export price from $ 29.18 per barrel in

the preceding year to $ 26.32 per barrel,

but also by a decline in the volume of

exports by 7.9% to 338.3 million barrels.

By country of destination, Japan and the

United States remained the major buyers

with a share of 49.1% and 32.0% of the

export value, respectively (Tables 7.2 and

7.3).

On the other hand, in the reporting year,

LNG export recorded an increase of 7.5%

reaching $ 3,621 million. This was due to

the increase in the average price from $

4.33 to $ 4.67 per MMBTU, which was closely

associated with the US dollar depreciation

against several major currencies, while

export volume remained constant at 776

million MMBTU (Table 7.4).

aaaaa. ii . Non-oil/LNG exports. ii . Non-oil/LNG exports. ii . Non-oil/LNG exports. ii . Non-oil/LNG exports. ii . Non-oil/LNG exports

Although protectionist measures imposed

by industrial countries continued to prevail

along with a sharp decline in the prices of

most of the Indonesia’s export

commodities, in the reporting year, the
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value of non-oil/LNG exports still recorded

an increase of 4.5% to $ 6,175 million. This

was due to the increase in volume of most

of the Indonesia’s export commodities as

a result of government efforts to promote

competitiveness of Indonesia’s export

commodities in the international market

through quality improvements, reduction in

export tax on several export commodities,

and expedition of the flows of exports

(Tables 7.5 and 7.6). It is noteworthy that for

the first time, in the reporting year, Indonesia

exported 378 thousand tons of rice at a

value of $ 59 million to, among others, Sierra

Leone, the Philippines, and Brazil.

By country of destination, the United

States and Japan remained the major

markets for the Indonesia’s non-oil/LNG

export commodities. In the reporting year,

the share of non-oil/LNG exports to those

countries were 19.4% and 17.0%,

respectively, compared with 20.8% and

18.9% in the preceding year. The share of

exports to ASEAN countries also recorded

a decline from 17.7% to 17.4%, while the

share to West European countries increased

from 15.6% to 18.0%. In addition, after the

opening of direct trade relation with the PRC

in July 1985, non-oil/ LNG exports to the PRC

in the reporting year reached 1.9% of the

total non-oil/LNG exports.

TimberTimberTimberTimberTimber

In the reporting year, the value of timber

exports, mostly in the forms of plywood and

sawn timber, still occupied first place

among the non-oil/LNG exports in terms of

value, representing 19.5% of the total

non-oil/LNG exports. The value of timber

exports increased by 3.3% reaching $

1,206 million, resulting from the increase in

the value of plywood and sawn timber by

20.8% and 8.1% reaching $ 841 million

and $ 346 million, respectively. This was

closely associated with the increase in the

volume of plywood as well as sawn timber

by 17.6% and 12.0% reaching 2,475

thousand tons and 2,003 thousand tons,

respectively. However, in the reporting year,

total volume of timber exports declined by
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10.9% as a consequence of the total

prohibition of the exports of logs since early

1985.

In 1984/85, both Japan and the United

States constituted the largest markets for

Indonesia’s timber exports, each with a

share of 17.7%. However, in the reporting

year, the United States held the first

position with a share of 23.9%, while

Japan shifted to the third position with a

share of 13.3%. Hongkong came

second, although its share declined from

16.6% to 16.5%. Other timber export

markets were Singapore (12.6%), Taiwan

(5.9%), the United Kingdom (4.3%), and

Italy (3.4%).

RubberRubberRubberRubberRubber

The value of rubber exports in 1985/86

registered a decline of 17.2% to $ 709

million which was due to a decrease in

pr ice by 19.5%, whi le the volume

registered an increase of 3.0% to 1,073

thousand tons. Rubber exports remained

in second position in the non-oil/LNG

exports, although its share in the reporting

year declined from 14.5% to 11.5% of

the total value of non-oil/LNG exports.

By country of destination, the United

States remained the largest market for

Indonesia’s rubber with a share of 47.1%,

followed by Singapore (21.5%). Other major

buyers were, among others, the Federal

Republic of Germany (4.1%), the Soviet

Union (3.9%), Japan (2.9%), and Canada

(2.9%).

CoffeeCoffeeCoffeeCoffeeCoffee

As a result of a long drought throughout

Brazil in 1985, the supply of Brazilian

coffee in the world market decreased

sharply, thereby increasing the coffee

price to over $ 1.40 per pound, which

constituted the maximum price limit

determined by International Coffee

Organization (ICO). Due to the increase

in coffee prices, ICO has suspended the

system of export quotas since February

19, 1986. Henceforth, the producing

member countr ies were f ree to

determine their export volume to ICO and

non-lCO member countries.

In regard to that development, in

1985/86 the value of Indonesia’s coffee

exports recorded a considerable increase

of 15.5% reaching $ 656 million. This was

brought about by a price increase of

21.9%, while the volume declined by 5.2%

to 292 thousand tons, which was partly due

to the limited quantity of coffee meeting

the standards for exports; Owing to the

significant increase in the value of coffee

exports, in the reporting year, coffee exports

remained in third position after rubber, with

a share of 10.6% in the total non-oil/LNG

export value.

By country of destination, in the reporting

year, the United States remained the largest

buyer of Indonesian coffee with a share of

28.2%, followed by Japan (20.2%). Other

major buyers were, among others, the

Federal Republic of Germany (5.6%) and

the Netherlands (4.4%).
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It should be added that in the reporting

year coffee exports to ICO member

countries reached 67.9% and the

remainder to non-ICO member countries.

TTTTTextilesextilesextilesextilesextiles

The export value of textiles, which in

1984/85 had held a share of 7.0% of total

non-oil/LNG exports, recorded a

considerable increase of 36.6% to $ 571

mill ion in 1985/86, bringing forth an

increase in its share to 9.2% of total

non-oil/LNG exports. This was mainly

attributed to a considerable increase in

textile exports to several Asian countries,

namely Singapore, Hongkong, and

Thailand, from $ 14 million, $ 7 million and

$ 9 million to $ 39 million, $ 38 million, and

$ 21 million, respectively. However, in the

reporting year, textile exports to the United

States rose only by $ 3 million reaching$

240 million compared with an increase of

$ 103 million in the preceding year. This

stagnant performance was closely

associated with the proposed act to restrict

textile imports known as the Jenkins’ Bill.

By country of destination, the largest

textile market remained the United States

with a share of 42.0%, although the share

constituted a decline compared with a

share of 56.7% in the preceding year. Other

export destinations were Singapore (6.8%),

Hongkong (6.6%), Japan (3.8%), and

Thailand (3.6%).

TinTinTinTinTin

The financial crisis faced by International

Tin Council (ITC) in October 1985, leading

to the cessation of the bufferstock

operation, brought about the suspension of

operation of the London Metal Exchange

and the Kuala Lumpur Tin Market. As a

consequence of these events, intervention

prices normally set by the ITC could not be

established and tin supply could not be

absorbed, thereby causing the price of tin

in the international market to drop from an

average of $ 12 thousand per metric ton

in October 1985 to an average of $ 7

thousand per metric ton in March 1986.

The fall of tin prices in the international

market, however, did not seriously affect

Indonesia’s tin exports in 1985/86, which

recorded a decline of only 1.6% to $ 248

million. It should be added that the volume

of tin exports increased by 4.5% reaching

23 thousand tons in the reporting year.

The share of tin exports in the value of

the non-oil/LNG exports declined from 4.3%

to 4.0%.

By country of destination, Singapore, the

Netherlands, and Italy were the major export

markets with a share of 55.8%, 22.9%, and

8.3%, respectively.

ShrimpShrimpShrimpShrimpShrimp

The value of shrimp exports, which had

experienced a decline in the preceding

year, recorded a considerable increase of

23.5% reaching $ 226 million in the

reporting year. This was caused by an

increase in volume by 18.2% to 52

thousand tons and an increase of 4.5% in
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export price. The share of shrimp in the value

of non-oil/LNG exports recorded an

increase from 3.1% to 3.7%, while the share

in the total exports of animal and produce

commodities hardly changed.

The largest market for shrimp exports was

Japan (87.3%), while other important

markets were Singapore (5.0%) and the

United States (1.3%).

AluminumAluminumAluminumAluminumAluminum

In the reporting year, the value of

aluminum exports recorded an increase of

7.2%, to $ 223 million. This was attributable

to an increase in volume by 43.1%,

whereas its price recorded a decline of

25.1%. In addition, the share of aluminum

in the value of non-oil/LNG exports recorded

a slight increase from 3.5% to 3.6%.

By country of destination, aluminum

exports were destined mainly to Japan

(81.6%). Other destinations were

Switzerland, the Netherlands, and

Singapore.

HandicraftsHandicraftsHandicraftsHandicraftsHandicrafts

In the reporting year, the value of

handicraft exports went up considerably by

59.5% reaching $ 185 million, mainly due

to an increase in export volume by 163.3%

to 79 thousand tons. The share of handicraft

exports in the value of non-oil/LNG exports

recorded an increase from 2.0% to 3.0%.

The handicraft markets, among others,

were Singapore (21.3%), Thailand (13.1%),

the Philippines (8.4%), Hongkong (8.0%),

and the United States (7.9%).

PPPPPalm oilalm oilalm oilalm oilalm oil

In 1985/86, the value of palm oil exports

registered a substantial increase of 78.9%

reaching $ 170 million. This was caused by

a considerable increase in the export

volume by 188% to 504 thousand tons, a

development which was closely related to

a reduction in the rate of PE and PET on

palm oil since July 1985, as well as a

reduction in the domestic consumption

related to an increase in the copra

production. The share of palm oil exports in

the value of non-oil/LNG exports increased

from 1.6% to 2.8%.

The main market for palm oil exports was

the Netherlands with a share of 47.0%

followed by the United Kingdom (14.1%),

the Federal Republic of Germany (12.0%),

and Italy (10.7%).

TTTTTeaeaeaeaea

In the reporting year, the value of tea

exports recorded a decline of 36.5% to

$ 134 million compared with an increase

of 35.3% in the preceding year. This was

caused by a drop in tea price by 43.3%,

while the export volume increased by

12.1% to 102 thousand tons. The decline

in the price of tea in the international market

was brought about not only by an increase

in the supply from several world major

producing countries (Bangladesh, Malawi,
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Tanzania, and Zimbabwe) but also by a

decline in tea demand from the world

major consumer, i.e. the United Kingdom.

In addition, its share in the value of non-oil/

LNG exports declined from 3.6% to 2.2%.

By country of destination, the export

markets for tea were, among others, the

United States (13.7%), Pakistan (12.9%), and

Egypt (12.4%).

Urea fertilizerUrea fertilizerUrea fertilizerUrea fertilizerUrea fertilizer

In 1985/86, the value of urea fertilizer

exports recorded a large increase of

248.4% reaching $ 108 million compared

with only $ 31 million in the preceding year.

This was due to the increase in the export

volume by 403.4% to 1,047 thousand tons,

whereas the average price decreased by

30.9%. The share of fertilizer in the value of

non-oil/LNG exports increased from 0.5%

to 1.7%.

The markets for fertilizer exports were the

PRC (24.8%), the Philippines (20.1%),

Malaysia (15.9%), and Thailand (8.5%).

Other major export commoditiesOther major export commoditiesOther major export commoditiesOther major export commoditiesOther major export commodities

Other major export commodities were,

among others, foodstuffs, nickel, copper,

pepper, rattan, tobacco, and electrical

appliances. In the reporting year, the value

of those commodities declined by 3.5%

to $ 697 million, bringing about a decrease

in their share in the value of non-oil/LNG

exports from 12.2% to 11.3%. This was due

to a decline in export volume of electrical

appliances by 66.4% and rattan by 16.7%.

On the other hand, the export value of

foodstuffs, nickel, tobacco and pepper

increased by 26.4%, 15.1%, 25.0%, and

24.2%, respectively. It should be noted that

in 1985/86 the export value of copper

remained at $ 133 million.

The decline in the value of rattan exports

was attributed to a decrease in its volume

and price by 8.9% and 8.4%, respectively.

Meanwhile, the export value of electrical

appliances registered a considerable

decrease of 66.4% to $ 45 million.

The increase in the value of foodstuff

exports was mainly attr ibuted to an

increase in volume by 21.6% to 1,418

thousand tons.

The increased export values of nickel,

tobacco and pepper were attributed to the

increases of prices by 20.6%, 36.9% and

69,0%, whereas the volume declined by

4.0%, 8.7%, and 26.5%, respectively. It

should be added that the large increase in

the price of pepper was brought about by

a diminishing supply of the Brazilian pepper

due to a long drought.

2.1.b2.1.b2.1.b2.1.b2.1.b. Imports. Imports. Imports. Imports. Imports

As was the case in the last two years, in

the reporting year imports recorded a

significant decrease by 13.0% to $ 12,552

million. Declines were recorded in imports

of both oil/LNG and non-oil/LNG companies

by 11.5% and 13.3% to $ 2,474 million and

$ 10,078 million, respectively (Table 7.7).
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The decline in the value of imports by oil/

LNG companies was caused by a decline

in imports by oil companies while imports by

LNG companies remained unchanged. In

the reporting year, imports by oil companies

declined by 12.4% to $ 2,282 million, mainly

caused by declines in imports of fuel oils and

Arabian Light Crude oil by 85.5% and 30.0%

to $ 32 million and $ 684 million, respectively.

In addition, imports by LNG companies

remained at the same level as the previous

year, namely $ 192 million.

By source of finance, the decline in

imports of non-oil/LNG companies in the

reporting year occurred in all areas of

imports, except for imports under PMA. The

largest drop in imports occurred in the

general foreign exchange imports from

$ 7,927 million to $ 6,760 million due to a

decline in program imports as well as

general imports. Program imports using

general foreign exchange which had

consistently declined in the three previous

consecutive years, in the reporting year,

continued to decline by 40.0% to $ 201

million due to the cessation of fertilizer and

rice imports. In addition, the decline in the

general imports, by 13.6% to $ 6,559

million, was closely related to the sluggish

investment activit ies and higher

consumption of domestic products.
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Imports financed by foreign aid, in the

reporting year also recorded a decline by

12.1% to $ 2,636 million, which occurred

in all areas. Food aid program imports

under PL-480 and project aid imports

declined by 22.4% and 11.8% to $ 38

million and $ 2,598 million, respectively. In

addition, food aid program import outside

PL-480 no longer existed in the reporting

year, while in the previous year it still stood

at $ 3 million.

Furthermore, total imports under foreign

capital inflows, which consisted of imports

by PMA companies and imports by state

and other private entities, still registered a

decline of 3.1% to $ 682 million in the

reporting year. This was due to the decline

in imports by state and other private entities

by 8.6% to $ 455 million. On the other hand,

imports under PMA went up from $ 206

million to $ 227 million.

Classified in terms of economic

categories, the share of raw material/

auxiliary imports in total imports, stood at

45.4%, continued to occupy the first rank.

The second rank was still held by imports of

capital goods, which in the reporting year

recorded a decline in share from 42.8% to

37.0%. The share of consumer goods

imports increased from 12.0% to 17.6%;

nonetheless, it still constituted the smallest

part in total imports (Table 7.8).

By country of origin, the largest portion of

imports still originated from Asian countries,

namely 53.1% compared with 54.7% in the

preceding year. Imports from the European

countries occupied the second rank and it

slightly increased from 19.9% to 20.1%,

while imports from the American continent

decreased slightly from 21.5% to 19.7%.

The share of imports from ASEAN countries

decreased to 7.7% compared with 13.4%

in the preceding year. Among industrial

countries, Japan and the United States still

had the largest shares, i.e. 27.3% and

15.8%, respectively, followed by the Federal

Republic of Germany (5.9%).
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With regard to ASEAN countries, imports

from Singapore still recorded the largest

share (87.1%) or slightly less than that in the

preceding year (89.9%). The share of

imports from Thailand and the Philippines

registered an increase of 5.0% and 3.5%,

respectively, compared with 3.7% and

0.8% in the preceding year. In addition,

imports from Malaysia decreased from

5.6% to 4.3%. It should be noted that until

the reporting year imports from Brunei

Darussalam have not shown a significant

amount (Table IX).

2.2. Ser2.2. Ser2.2. Ser2.2. Ser2.2. Services accountvices accountvices accountvices accountvices account

After experiencing a decline in the

preceding year, the services account

deficit recorded an increase of 6.0% to

$ 7,892 million. This was mainly attributable

to an increase in the services of oil/LNG

sector by 13.6% reaching $ 3,840 million

due to higher outlay of both oil and LNG

companies on services transactions by

16.3% and 8.6% to $ 2,530 million and

$ 1,310 million, respectively (Table 7.9). In

the oil sector, this higher services outlay

mainly occurred in Pertamina services

account. Meanwhile, higher services outlay

of LNG companies was closely related to

the increase in other services outlay.

In the reporting year, services payments

for the freight on imports in the non-oil/LNG

sector decreased by 14.2% to $ 1,108

million. This was closely related to a decline

in imports by non-oil/LNG companies. On

the other hand, the total services payments

outside the import transportation costs

increased by 6.3% to $ 2,944 million. This

increase was mainly attributable to the

higher investment income payments for the

interest on government debts by 16.8% to

$ 1,626 million.

 As was the case in the preceding years,

the services receipts from tourism continued

to demonstrate an increase of 15.7%

to $  553 mi l l ion. This was closely

associated with various government efforts

to develop tourist industr y through

improvements of infrastructures, facilities,

marketing, and tourist services. Furthermore,

the services revenues originating from

Indonesian labor force over seas

increased by 14.3% to $ 64 million.

3.3.3.3.3. Capital movements of theCapital movements of theCapital movements of theCapital movements of theCapital movements of the

non-monetarnon-monetarnon-monetarnon-monetarnon-monetary sectory sectory sectory sectory sector

In the reporting year, net inflows of the

non-monetary sector recorded a decline

from $ 2,726 million to $ 2,360 million. This

was brought about by a decline in official

capital net inflows by $ 439 million to

$ 1,788 million, while that of private capital

increased by $ 73 million to $ 572 million.

3.1. Official capital movements3.1. Official capital movements3.1. Official capital movements3.1. Official capital movements3.1. Official capital movements

The official capital inflows in the reporting

year continued to decline by 2.5% to

$ 3,432 million. This was in line with the

government efforts to conduct adjustments

on the expenditures on development

projects financed by foreign sources.

Moreover, repayments for principals of

government debts recorded an increase
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of 27.2% to $ 1,644 million; accordingly,

the net official capital inflows experienced

a decrease of 19.7% to $ 1,788 million.

3.1 .a3.1 .a3.1 .a3.1 .a3.1 .a. L. L. L. L. Loans and external assistanceoans and external assistanceoans and external assistanceoans and external assistanceoans and external assistance

In the reporting year, the amount of

borrowings and assistance received by the

Government, comprising loans under

Inter-Governmental Group on Indonesia

(IGGI) and non-lGGI, declined by $ 87

million to $ 3,432 million. The loans and

assistance received under IGGI decreased

from $ 3,189 million to $ 2,751 million, while

those from non-IGGI sources in creased

from $ 330 million to $ 681 million (Table

7.10). It should be added that these

borrowings did not include new

concessional borrowings used to replace

several previous borrowings.

Class i f ied in terms of lending

conditions, the foreign loans under the

category of concessional borrowings

(ODA) decreased from $ 1,523 million to

$ 1,417 mi l l ion, whi le those under

non-ODA increased slightly from $ 1,996

million to $ 2,015 million. It is noteworthy

that the largest portion of the ODA loans

under IGGI (97.2%) was in the form of

project aid and the remainder was in the

form of program aid. Furthermore, part

of the official inflows was in the form of

grants amounting to $ 100 million.
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3.1.b3.1.b3.1.b3.1.b3.1.b.  Debt repayments.  Debt repayments.  Debt repayments.  Debt repayments.  Debt repayments

The amortization of government foreign

borrowings increased by 27.2% to $ 1,644

million in the reporting year. Meanwhile,

interest payments on government debts,

increased by 16.8% to $ 1,626 million. As

a result of larger principal and interest

payments as well as smaller export receipts,

the Debt Service Ratio (DSR), defined as the

proportion of principal and interest

payments of official debts to export

receipts, increased from 13.5% to 17.6%.

3.1.c3.1.c3.1.c3.1.c3.1.c..... Disbursed and outstandingDisbursed and outstandingDisbursed and outstandingDisbursed and outstandingDisbursed and outstanding

external borrowingsexternal borrowingsexternal borrowingsexternal borrowingsexternal borrowings

At the end of March 1986, the

outstanding external debts consisting of

old and new debts increased by 29.1%

to $ 27,344 million. This was caused not

only by the weakening of the US dollar

against several other foreign currencies,

such as the Japanese yen, German mark,

the Netherlands guilder, and French franc,

but also by larger borrowings. It should be

noted that 57.0% of the government

foreign debts consisted of non-US dollar

currencies (Table 7.11).

Classified by source of credit, the largest

portion of new government debts (72.0%)

originated from IGGI. The IGGI borrowings

consisted of bilateral arrangements (73.9%)

and multilateral arrangements (26.1%)

originating from 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 of

non-IGGI borrowings (73.9%) was obtained

from international commercial banks and

foreign creditors, while the remainder was

obtained through bilateral arrangements.

Classified in terms of conditions, IGGI

borrowings under ODA and non-ODA terms

amounted to $ 11,474 million and $ 7,217

million, respectively. Meanwhile, non-lGGI

borrowings under ODA and non-ODA terms

amounted to $ 1,378 million and $ 5,900

million, respectively. Accordingly, the total

new official borrowings under ODA terms

amounted to $ 12,852 million and non-ODA

terms amounted to $ 13,117 million. It should

also be noted that foreign borrowings of

state-owned enterprises at the end of the

reporting year stood at $ 1,492 million.

3.2. P3.2. P3.2. P3.2. P3.2. Private capital movementsrivate capital movementsrivate capital movementsrivate capital movementsrivate capital movements

In the reporting year, net inflows of private

capital movements, comprising capital

inflows by government entities, PMA and

other private enterprises, increased by $ 73

million to $ 572 million. This was due to an

increase in net capital inflows by

government entities and PMA by $ 242 mil

lion and $ 54 million, respectively, whereas

net capital inflows by private enterprises

decreased by $ 223 million.

It should be noted that the higher capital

inflows by government entities was mainly

due to higher capital inflows by Pertamina

by $ 113 million, partly used to expand LNG

refineries at Arun.
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4. Monetar4. Monetar4. Monetar4. Monetar4. Monetary movementsy movementsy movementsy movementsy movements

As mentioned previously, in the reporting

year, Indonesia’s balance of payments

recorded a surplus of $ 30 million. With that

surplus, at end of March 1986, the official

foreign exchange reserves reached

$ 5,841 million or equivalent to 6.3 months

of non-oil/LNG imports.

Taking into account the foreign exchange

reserves held by foreign exchange banks,

which increased by 7.7% to $ 4,925 million,

at end of March 1986, the national foreign

exchange reserves amounted to $ 10,766

million or enough to finance non-oil/LNG

imports for 11.5 months.

5. Exchange rate development5. Exchange rate development5. Exchange rate development5. Exchange rate development5. Exchange rate development

As in the preceding years, the

development in rupiah exchange rate in

the reporting year was a reflection of the

government efforts to promote

competitiveness of export commodities

and to maintain public confidence in the

rupiah. Compared with those at the end of

March 1985, at the end of March 1986 the

exchange rates of rupiah depreciated by

2.09% against the US dollar, by 29.77%

against the Japanese yen, by 25.43%

against the Netherlands guilder, by 25.17%

against the German mark, by 24.79%

against the French franc, by 17.08%

against the British pound sterling, by 3.74%
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against the Singapore dollar, and by 2.81%

against the Australian dollar.

CCCCC..... IndonesiaIndonesiaIndonesiaIndonesiaIndonesia’s Balance of P’s Balance of P’s Balance of P’s Balance of P’s Balance of Payments forayments forayments forayments forayments for

1986/871986/871986/871986/871986/87

In 1986/87, Indonesia’s balance of

payments was projected to encounter

heavier pressures. This was based on the

assumption that the extremely low oil prices

at the end of 1985/86 would not yet show

a significant improvement. Furthermore,

other pressures, such as, weakening prices

of several primary commodities and

protectionist measures imposed by

developed countries would continue to

prevail.

As a result of those factors, foreign

exchange receipts originating from oil

exports would be projected to register a

considerable decline. On the other hand,

as a result of government efforts to continue

to encourage non-oil/LNG exports, the

value of non-oil/LNG exports in 1986/87

could be expected to register a slight

increase. In addition, due to a low rate of

domestic economic growth, import

payments would be expected to register a

marginal decline. Furthermore,

expenditures on services would be

expected to increase, mainly due to higher

interest payments on government debts.

Accordingly, the current account would be

expected to record a larger deficit

compared with that in 1985/86.

In addition, the government net capital

inflows as well as that of the private sector

would be expected to increase which

would enable the current account deficit

to be offset.
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PERCENTAGE OF EXPORTS BYPERCENTAGE OF EXPORTS BYPERCENTAGE OF EXPORTS BYPERCENTAGE OF EXPORTS BYPERCENTAGE OF EXPORTS BY

 COUNTRY OF DESTINATION COUNTRY OF DESTINATION COUNTRY OF DESTINATION COUNTRY OF DESTINATION COUNTRY OF DESTINATION
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PERCENTAGE OF IMPORTS BYPERCENTAGE OF IMPORTS BYPERCENTAGE OF IMPORTS BYPERCENTAGE OF IMPORTS BYPERCENTAGE OF IMPORTS BY

 COUNTRY OF ORIGIN COUNTRY OF ORIGIN COUNTRY OF ORIGIN COUNTRY OF ORIGIN COUNTRY OF ORIGIN
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UNIT PRICES OF SELECTEDUNIT PRICES OF SELECTEDUNIT PRICES OF SELECTEDUNIT PRICES OF SELECTEDUNIT PRICES OF SELECTED

EXPORT COMMODITIESEXPORT COMMODITIESEXPORT COMMODITIESEXPORT COMMODITIESEXPORT COMMODITIES
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FOREIGN TRADEFOREIGN TRADEFOREIGN TRADEFOREIGN TRADEFOREIGN TRADE
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AAAAA. National P. National P. National P. National P. National Productroductroductroductroduct

After showing signs of improvements in

the preceding year, the world economy in

1986 reverted to unfavorable

developments. This was reflected in the

lower economic growth rates of developed

countries which negatively affected the

economic growth of developing countries.

For the developing oil exporting countries,

the situation become more difficult due to

the declining oil prices.

Indonesia, as one of the oil exporting

countries, was not immune from the above

developments. In 1985, the Indonesian

economy; measured by Gross Domestic

Product (GDP) at 1983 constant prices,

showed a lower growth of 1.9% compared

with 6.1%1)  in the preceding year. This lower

growth rate was primarily caused by a

negative growth in mining sector

accompanied by decreased growth in

manufacturing and agricultural sectors

(Tables 8.1 and 8.2).

The value-added of mining sector which

in 1984 increased by 5.9%, in 1985

declined by 5.6%. This decrease was

mainly brought about by the deterioration

in crude oil production by 6.5% which was

closely related to the lower production

quota enforced by OPEC to surmount the

downward movement of prices.

In addition, earth gas and coal

production also registered lower growth,

which rose only by 3.9% and 37.5%,

respectively, compared with 28.2% and

123.3% in the preceding year.

The decline in the growth rate of

manufacturing sector from 15.6% to 5.9%

was mainly due to lower growth of

value-added of Liquefied Natural Gas (LNG)

and     refined oil products which decreased

from 42.7% and 74.2% to 4.9% and 8.9%,

respectively, while the non-oil/LNG

processing industries recorded an increase

similar to that in the preceding year (6.2%).

Several important products in non-oil/LNG

industrial sector, such as urea fertilizer,

cement, kretek cigarettes (clove cigarettes),

aircrafts and helicopters, registered

significant increases.

The growth rate of agricultural sector,

which in 1984 increased by 5.5%, in 1985

increased only by 3.4%. This was primarily

attributable to the declined production

growth of foodstuff subsector from 7.4% to

2.4% as a result of a lower growth of rice

production, namely 2.3% compared with

8.0% in the preceding year. It is noteworthy

that the value-added of all other subsectors

generally showed increases. The relatively

high increases occurred in plantation

subsector (8.2%) and fishery (4.6%) which

were, among others, attributable to higher

outputs of copra, oil palm, sugarcane,

cloves, and sea fishery. The forestr y

subsector which experienced a negative

VIIIVIIIVIIIVIIIVIII. PRODUCTION. PRODUCTION. PRODUCTION. PRODUCTION. PRODUCTION, PRICE AND INFRA, PRICE AND INFRA, PRICE AND INFRA, PRICE AND INFRA, PRICE AND INFRASTRUCTURESTRUCTURESTRUCTURESTRUCTURESTRUCTURE

1)  The revision of 5.8%.
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growth of 8.7% in the preceding year, in

1985 still recorded a negative growth of

3.6%

In addition to the three sectors mentioned

above, the growth in other sectors

registered an increase of 3.1% compared

with 4.3% in the preceding year. Sectors

recording higher growth were electricity,

gas, and water supply by 8.1%, public

administration and defense by 7.4%, and

services by 5.6%. On the other hand, the

value-added of wholesale and retail trade

sector, which in the preceding year

increased by 2.4%, experienced a

negative growth of 0.1% in 1985.

Classified into the two major categories

of oil/LNG and non-oil/LNG sectors, both

sectors in 1985 registered lower growth than

those in the preceding year. The non-oil/

LNG sector grew only by 3.5% compared

with 4.7% in the preceding year while the

oil/LNG sector recorded a negative growth

of 4.0% after increasing by 11.4% in the

preceding year. The negative growth of oil/

LNG sector was primarily due to the decline

of value-added of crude oil and earth gas

by 5.8% compared with an increase of

6.4% in 1984. In addition, the growth rate

of LNG and refined oil, as noted earlier, also

declined.

The share of each     sector in GDP

formation in 1985 showed a slight shift from

the preceding year (Table 8.3). Based on

the GDP at current prices, the share of

agricultural sector remained unchanged

(23.6%), mining sector declined from

18.3% to 16.2%, and manufacturing sector

rose from 12.9% to 13.5%. The shares of

other sectors recording increases were
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electricity, gas and water supply,

transportation and communication, public

administration and defense, and services.

Sectors recording decreases in their shares

were wholesale and retail trade,

construction; and banking and other

financial institutions.

From the expenditure side, lower

economic growth in 1985 was caused by

a decline in exports of 8.5% compared with

an increase of 2.8% in 1984. This

deterioration occurred in crude oil and

several other major export commodities. In

the meantime, LNG export still recorded an

increase (4.9%) which was not as large as

in the preceding year (41.5%). On the other

hand, the volume of total imports declined

by 5.5% compared with a decline of 15.8%

in 1984 (Table 8.5).

Private and government consumption in

1985 increased from 4.6% and 4.2% to

4.9% and 9.8%, respectively. This significant

increase in government consumption was

closely related to the higher expenditures
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on government employees. Meanwhile, in

1985, the gross domestic capital formation

still registered a negative growth of 4.3%

compared with a negative growth of 8.3%

in the preceding year, mainly attributable

to fewer government development

projects.

 As a consequence of the developments

in each of the components in the GDP

expenditures, the composition of GDP

showed a slight shift. Based on current

prices, the share of government

consumption and gross domestic capital

formation increased, while household

consumption, exports and imports

decreased (Table 8.6).

Despite the increase of the GDP in

1985 by 1.9%, if the effects of the terms

of trade were included in the calculation

of the GDP, the Gross Domestic Income

(GDY) increased only by 0.9% compared

with 5.8% in 1984. It is noteworthy that

the terms of t rade index in 1985

registered a decline of 4.1% compared

with a decline of 1.2% in the preceding

year. This deterioration was caused by the

increase in prices of import commodities

(5.4%) which was greater than the

increase in prices of export commodities

(1.1%), see Table 8.7.

GDP at current prices in 1985 reached Rp

96,066.4 billion. With a midyear population

of 163.4 million, GDP per capita in 1985 rose

by 7.3% reaching Rp 587,921.66. The real

GDP per capita (based on 1983 constant

prices) declined by 0.2% in 1985.

BBBBB..... PPPPPrice Developmentrice Developmentrice Developmentrice Developmentrice Development

Price development in the reporting year

remained relatively stable although the

increase was greater than that in the

preceding year. In 1985/86, the rate of

inflation as measured by Consumer Price

Index (CPI) recorded an increase of 5.66%

compared with 3.64% in the preceding

year (Table 8.8). The low inflation rate was

attributed to the adequate supply of

consumption goods and timely fiscal and

monetary policies.

Of the 5.66% price increase, 2.42%

originated from the price increase in

foodstuffs and the remainder from housing,

clothing, and miscellaneous groups. The

price of foodstuffs increased by 6.12%

compared with 1.77% in 1984/85 which

was mainly due to the increase in the price

of rice. The relatively high increase in price

of foodstuff group was recorded in the

subgroups of eggs, dairy products, and

spices.

In 1985/86, prices in housing and clothing

also increased from 3.58% and 2.72% to

6.36% and 3.38%, respectively, while prices

of miscellaneous items rose by less than

that in the preceding year, namely 4.95%

compared with 7.78%.

During 1985/86, the average monthly

price increase was 0.47%. The highest

increase occurred in April 1985 at 2.50%,

mainly attributed to the enforcement of the

Value-Added Tax (VAT). The relatively high

price increase was also registered in
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January 1986 (1.26%) due to the increase

in the price of rice. On the other hand, price

decreases occurred in July, August,

September 1985, and March 1986.

Price stability during 1985/86 was also

reflected in the behavior or Wholesale Price

Index (WPI) which increased by 4.96%

compared with 3.22% in the preceding

year. Looking at the components, the price

of agricultural products increased by

7.44%, mining by 6.77%, manufacturing

by 7.63%, import by 4.64%, and export by

2.27%. The slow increase of price index of

export commodities was, among others,

attributable to the declining prices of oil and

several other major export commodities.

In 1985/86, the prices of several export

commodities showed unfavorable

developments. The average prices in

Jakarta for RSS-1 rubber and BOP tea

decreased by 4.11% and 31.39% to

Rp 762.81 and Rp 1,175.00 per kg,
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respectively, while the prices in international

market decreased by 8.54% and 51.97%

to $ 0.40 per pound and £ 1.11 per kg,

respectively. On the other hand, the price

of Robusta coffee in Jakarta rose by 63.57%

to Rp 2,160.42 per kg, while the price in

the international market rose by 21.33% to

$ 1.75 per kg (Tables 8.9 and 8.10).

CCCCC. P. P. P. P. Populationopulationopulationopulationopulation

Government policy on population in the

reporting year constituted a continuation

and improvement of policies undertaken

in the preceding years.     These policies were

designed to deal with the main problems

faced in this area, namely the high

population growth rate which was not

accompanied by sufficient employment

opportunities, the imbalances in the age

structure, the concentration of population

in Jawa, and the skill of the population

which had still to be improved.

According to preliminary result of the

Survei Penduduk Antar Sensus or SUPAS (the

Intercensus Population Survey) held in

October 1985, the growth rate, the age

structure, and the spread of population

recorded significant improvements. The

Indonesia’s population in the period of

1980-1985 grew by 2.1% annually

compared with 2.3% in the period of 1971-

1980. Accordingly, at the end of 1985,

Indonesia’s population was projected to

reach 163.87 million. It is worth noting that

the age structure tended to be increasingly

balanced as reflected in the decline in

percentage of young population (up to the

age of 14) from 44.0% in 1971 to 40.9% in

1980, and 39.1% in 1985 (Table 8.11). In

addition, the change in the population

dispersion was apparently favorable. The

percentage of population in Jawa, which

was 63.8% in 1971 and 61.9% in 1980, in

1985 declined to 60.7% (Table 8.12). This

success was achieved, among others,

through transmigration and family planning

programs.

Despite the success in reducing

population growth, the large number of

population, along with its relatively high

growth rate, created persistently large

number and high growth of labor force. In

addition, the labor force which was
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generally less-experienced and unskilled

could not meet the existing employment

opportunities. The growth of employment

opportunities which could not

accommodate the additional labor force

in turn aggravated the unemployment

problem.

1. L1. L1. L1. L1. Labor forceabor forceabor forceabor forceabor force

The main problem faced in labor force

was to create employment opportunities.

With a growth rate of 2.8%, labor force

in 1985 was expected to increase by 1.8

million reaching 67.0 million.

To st imulate employment, the

Government continued to implement the

labor-intensive development program

such as the promotion of the informal

sector. To supervise this sector, the

Government established the so-called
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task force for the promotion of the

informal sector or Satuan Tugas
Pembinaan Sektor Informal2) which in its

first year of operation would give priority to

promote the petty traders. In addition, the efforts

to allocate labor force were carried out by

improving Antar Kerja Lokal or AKL (interlocal

work program) Antar Kerja Antar Daerah or

AKAD (interregional work program), and Antar
Kerja Antar Negara or AKAN (international work

program), and transmigration program. To

improve productivity of the labor force, the

Government continued to carr y out

professional training through work training

programs (Balai Latihan Kerja or BLK). Up to

the reporting year the BLK trained 112,911

workers.

The Manpower Bourse (Bursa Tenaga
Kerja or BTK) located at each district office

of the Ministry of Manpower participated in

expanding information on the supply of and

the demand for labor. In 1985, 845.8

thousand people were registered at the

manpower bourse as job seekers, of which
2) Minister of Manpower Decree No. Kep. 924/Men/

85, September 24, 1985.
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7.9% were graduates from universities and

69.5% were graduates from secondary

schools, while the vacancies were only

available for 103.9 thousand people. Of

this number, only 72.9 thousand people

(70.1%) were eligible, while the remainder

were not eligible to work, partly because

their skills were not appropriate to the needs

(Tables 8.13 and 8.14).

It could be noted that the regulation on

wages was designed to enable the

minimum wages to meet subsistent needs

and to reduce the gap between the highest

and the lowest levels of wages. In 1985,

the average of the highest and the lowest

wages recorded increases by 8.5% and

17.1%, respectively. Compared with the

price increase of 4.31%, both the average

of the lowest and the highest wages in real

terms registered significant increases (Table

8.15).

2.2.2.2.2. TTTTTransmigrationransmigrationransmigrationransmigrationransmigration

The government policy on transmigration

in the reporting year continued to be

directed towards achieving a better

dispersion of population, increasing income

of the transmigrants, and utilizing natural

resources available in the newly-settled

areas. To accelerate public welfare, since

the last two years, the scheme to develop

the transmigration settlements has been

partly l inked to the development of

plantation crops associated with the

smallholders ’ nucleus estate of the

spontaneous transmigration program

(PlR-Khusus).

Efforts to strengthen the development of

the transmigration settlement through

PIR-Khusus Program were carried out by

providing free housing and cultivation fields
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as well as high-priority credits with low

interest rate for the transmigrants. It could

be added that the Government continued

to provide information and guidance to

further encourage spontaneous

transmigration.

The transmigration program so far has

showed a favorable outcome. It was partly

reflected in the increase of the

transmigrants settled by 76.4% reaching

166.3 thousand families. Of this number,

86.7 thousand families were spontaneous

transmigrants, which implied an increase

of 83.3% over the preceding year (Table

8.16).

3. F3. F3. F3. F3. Family planningamily planningamily planningamily planningamily planning

In 1985, the government policy on family

planning (Keluarga Berencana or KB) which

was based on a theme of “small-happy

family” (Norma Keluarga Kecil Bahagia dan
Sejahtera or NKKBS) still constituted a

continuation and improvement of the

policies undertaken in the preceding years.

This policy was carried out, among others,

by enhancing the family planning

information services to young generation,

in an effort to develop the necessary

understanding, awareness, and attitude to

have small family.

To expand the family planning services,

the Government built family planning clinics

in subdistricts and villages. At the end of

the reporting year, the number of family

planning clinics increased by 7.5%

reaching 8,073. In line with the additional

family planning clinics, the number of new

KB members increased by 24.4% reaching

5.1 million people. It can be added that

the number of active KB members slightly

decreased to 15.3 million (Table 8.17).

DDDDD..... AgricultureAgricultureAgricultureAgricultureAgriculture

The policy in agricultural sector in the

reporting year continued to be aimed at

reaching self-sufficiency in food, enhancing

foreign exchange earnings, and creating

employment opportunities. These efforts

were carried out through intensification,

extensification, diversif ication and
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rehabilitation programs while taking into

account the need to conserve natural

resources and protect the environment.

In 1985, agricultural production still

recorded a favorable performance. Food

crop production in general increased

significantly, except for corn, cassava, and

mung beans. Plantation crop, except

pepper and tobacco, recorded increases.

This favorable development was also

registered in fishery and livestocks. By

contrast, forestry production which in the

preceding year increased significantly, in

1985 recorded a significant decline.

1. F1. F1. F1. F1. Food cropsood cropsood cropsood cropsood crops

In the reporting year, efforts to increase

food crop production, namely rice and

secondary crops, continued to be carried

out through intensification, extensification,

and crop diversification. Intensification was

implemented through mass intensification

program (Intensifikasi Massal or Inmas)

which was subsequently augmented by

special intensification program (Intensifikasi
Khusus or Insus). To increase land

productivity, the Government introduced

growth-hormones, especially applied to

paddy.

In 1985, the intensification program both

in terms of acreage and average output

showed favorable achievements.

The extensification program was carried

out through the opening of new rice fields

and tidal irrigated fields. In the reporting

year, new rice fields were expanded by 23

thousand ha reaching 236.7 thousand ha.

With respect to crop diversification, the

Government continued to increase the

production of secondary and horticulture

crops, such as soybean and garlic.

1.1. Rice1.1. Rice1.1. Rice1.1. Rice1.1. Rice

In 1985, the production of rice increased

by 2.3% to 26.5 million tons while the

demand for rice at that period was

expected to be 26.0 mill ion tons.
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Accordingly, self-sufficiency in rice

achieved in 1984 could still be maintained.

This increase in rice production was related

to the increase in average production per

ha by 1.5% to 2.7 tons and the expansion

of harvested areas by 0.7% to 9,831 ha

(Table 8.19).

To reduce the rate of rice losses,

estimated around 12% to 21%, the

treatment during the post-harvest period

was enhanced through the supervision

activities and the provision of facilities. These

efforts were, among others, carried out by

adding new supervisors, huskers, and rice

hullers. It may be noted that 400 units of

rice mills with the capacity of 1.4 million

tons were built in 1985. Consequently, in

the reporting year, the number of rice mill

units and milling capacity increased by

0.7% and 6.5%, respectively (Table 8.20).

1.2. Secondar1.2. Secondar1.2. Secondar1.2. Secondar1.2. Secondary cropsy cropsy cropsy cropsy crops

In 1985, the production of secondary

crops such as soybeans, sweet potatoes

and peanuts increased by 12.5%, 3.3%

and 1.3%, respectively. The favorable

increase in soybean production was

attributable to government policy of

encouraging the cultivation of soybeans to

meet increasing domestic demand. The

increase in sweet potato production was

mainly due to the expansion of harvested

areas, while the increase in peanut

production was closely associated with the

increase in the average production per ha.

In the meantime, the production of corn,

cassava and mung beans decreased by

13.8%, 0.7%, and 3.2%, respectively, due

to the decrease in harvested areas (Table

8.21).

To meet increasing domestic

consumption, in the reporting year, soybean

and corn were still imported, namely by

302.9 thousand tons and 49.3 thousand

tons, respectively.

2. Plantation crops2. Plantation crops2. Plantation crops2. Plantation crops2. Plantation crops

In the reporting year, government policy
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on plantation development continued to

emphasize on smallholders’ estates. Efforts

were consistently carried out through

intensification, extensification,

diversification, and rehabilitation. The

implementations were conducted by

applying the system of the smallholders’

plantation nucleus estate (Perusahaan Inti
Rakyat Perkebunan or PIP-Bun) with the

supervision by the so-called project

management unit (Unit Pelaksana Proyek
or UPP).

In 1985, the production of major

plantation crops, in general recorded

increases, except pepper and tobacco. It

is worth noting that in 1985 the plantation

areas reached 9,402 thousand ha,

consisting of 8,129 thousand ha of

smallholders’ estates, 788 thousand ha of

large government estates, and 485

thousand ha of large private estates.

2.1. Rubber2.1. Rubber2.1. Rubber2.1. Rubber2.1. Rubber

In 1985, rubber plantation areas covered

2.7 million ha, of which 81.0% were

smallholders’ estates and the remainder

were large government and private estates.

Of the 2.7 million ha, 23.0% was not yet in

production and 15.0% was no longer in

production.

Rubber production in 1985 recorded an
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increase of 2.6% amounting to 1,060

thousand tons, of which 722 thousand tons,

214 thousand tons and 124 thousand tons

were the outputs of smallholders) estates,

government estates, and private estates,

respectively.

In 1985, the output of crumb rubber

remained unchanged, namely 825

thousand tons, even though its share

declined to 77.8% in the total rubber output

(Table 8.22). Meanwhile, in the reporting

year, rubber exports rose by 3.0% reaching

1,073 thousand tons compared with the

preceding year.

2.2. Coconut2.2. Coconut2.2. Coconut2.2. Coconut2.2. Coconut

As a result of coconut rejuvenation

program using hybrid coconuts and

improved techniques of cultivation, copra

production in the last two years began to

show significant increases and a small

quantity could even be exported. The copra

production was produced from plantation

areas covering 3,012 ha, of which 98.0%

were smallholders’ estates. Of these areas,

27.0% was not yet in production and 7.0%

was no longer in production. In 1985, copra

production reached 1,800 thousand tons

or 2.9% above the production of the

preceding year. The export of copra in the

reporting year registered at 3 thousand tons.

2.3. Oil palm2.3. Oil palm2.3. Oil palm2.3. Oil palm2.3. Oil palm

Since the First Five-Year Development

Plan the output of palm oil has continued

to show increases. These increases were

due to the extensification and intensification

of planting areas as well as factory

rehabilitation. In 1985, the planting areas

of oil palm rose by 1.2% to 505 thousand

ha, most of which were large government

and private estates. Those areas were able

to produce 1,208 thousand tons of palm

oil and 261 thousand tons of palm kernels

or an increase of 5.3% and 5.7%,

respectively.

In 1985, the volume of exports of palm

oil rose by 188.0% to 504.0 thousand tons,

while its value increased by only 78.9%

which was attributed to the decrease in

average price of palm oil in the

international market (London) by 36.0% to

$ 412,3 per ton.

2.4. Sugarcane2.4. Sugarcane2.4. Sugarcane2.4. Sugarcane2.4. Sugarcane

To improve productivity of sugarcane

planting areas and farmers’ income, the

Government continued to implement the

smallholder sugarcane intensification

program (Tebu Rakyat Intensifikasi or TRI),

to build new sugar plants, and to expand
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the planting areas, especially outside Jawa.

In 1985, the acreage of sugarcane planting

areas rose by 1.0% to 385.1 thousand ha,

of which 200 thousand ha were areas under

TRI program. In the reporting year, several

new sugar plants, such as Kuala Madu in

Medan, Subang in West Jawa, Takalar in

South Sulawesi and Pleihari in South

Kalimantan started their productions.

In 1985, sugar production went up by

3.0% reaching 1,865 thousand tons, of

which 1,456 thousand tons were produced

by smallholders’ estates, 326 thousand tons

by government estates, and 83 thousand

tons by private estates.

2.5. T2.5. T2.5. T2.5. T2.5. Teaeaeaeaea

The efforts to increase tea output

continued to be carried out through the

expansion of areas, rejuvenation of crops,

and enhancement of supervision. In 1985,

the tea plantation areas increased by 9.4%

reaching 131.8 thousand ha. Of these

areas, 60.0% were managed by large

estates and the remainder by smallholders’

estates.

In 1985, the tea production reached 128

thousand tons or rose by 1.6% over the

preceding year. Most of the production

(78.0%) was produced by large estates, all

of which constituted black tea.

It is worth noting that in the reporting year,

tea exports, all of which constituted black

tea, increased by 12.1% amounting to 102

thousand tons.

2.6. Coffee2.6. Coffee2.6. Coffee2.6. Coffee2.6. Coffee

Most of the coffee planting areas (95.0%)

were cultivated by smallholders’ estates

while the remainder by government and

private estates. In 1985, coffee planting

areas in aggregate reached 870 thousand

ha, of which 25.0% was not yet in

production and 9.0% was no longer in

production.

In 1985, coffee production rose by 6.4%

reaching 335 thousand tons, most of which

(89.5%) was directed to export. In the

reporting year, the volume of coffee exports

decreased by 5.2% to 292 thousand tons,

while its value increased by 15.5% due to

the increase in the average prices by

21.9%.

The increase in prices was closely related

to the drop in coffee outputs of two major

coffee producers, namely Brazil and

Colombia, which led ICO to suspend the

system of coffee export quotas.

2.7. T2.7. T2.7. T2.7. T2.7. Tobaccoobaccoobaccoobaccoobacco

Most of tobacco production (97.0%) was

produced by smallholders’ estates and the

remainder by government and private

estates. In 1985, tobacco production

decreased by 1.8% to 106 thousand tons.

This decrease was mainly associated with

the decrease in planting areas by 1.0%

to 199 thousand ha. This decrease was

partly caused by a shift in cultivation

to other crops, such as soybeans and

garlic.
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Meanwhile, the volume of tobacco

exports declined by 8.3% to 21.1 thousand

tons due to increasing domestic

consumption of tobacco. To meet the

needs of domestic cigarette industries,

especially for Virginia tobacco, 18.8

thousand tons of tobacco was still imported

in 1985.

2.8. Spices2.8. Spices2.8. Spices2.8. Spices2.8. Spices

Major spices, consisting of pepper,

nutmeg and cloves, were mostly (98.0%)

cultivated by smallholders. In the reporting

year, the planting acreage of pepper

remained stable while those of nutmeg and

cloves recorded increases of 0.3% and

3.6%, respectively.

The pepper plantation areas, mostly

cultivated by smallholders, stood at 87.0

thousand ha, of which 1.9 thousand ha was

not yet in production and 2.2 thousand ha

was no longer in production. Of the

productive areas, the production of pepper

in 1985 remained unchanged. Exports of

pepper declined by 26.5% to 25 thousand

tons, although prices of pepper in the world

market increased substantially. The decline

of pepper exports was closely related to

the increase in domestic consumption.

In 1985, clove plantation stood at 633.3

thousand ha, of which 97.0% were

cultivated by smallholders and the

remainder by large estates. In 1985, the

output     of clove registered an increase of

18.4% to 51 thousand tons. To meet

domestic needs, 13.7 thousand tons of

Zanzibar clove was still imported.

In 1985, the output of nutmeg increased

by 5.6% reaching 19 thousand tons, while

its exports decreased by 12.4% to 7.8

thousand tons. To enhance the

competitiveness and to expedite the

marketing abroad, in March 1986, Asosiasi
Pala Indonesia or ASPIN (the Indonesian

Nutmeg Association) established a

marketing coordination board (Badan
Koordinasi Pemasaran) which would

engage in nutmeg marketing overseas.

3.3.3.3.3. LivestocksLivestocksLivestocksLivestocksLivestocks

To increase production and quality of

livestocks and products, in 1985, the

Government continued to carry out various

efforts, among o the r s,  th rough

intens i f icat ion and extens i f icat ion

programs. The intensification program

was conducted through diversification

of livestock (Panca Usaha Ternak), mass

super v i s ion  to  pou l t r y  bus iness

(Penyuluhan Massal Peternakan Ayam),
development of  smal lholder dai r y

farms and improvement of the poultry

husbandry under PIR Unggas scheme,

while the extensification program was

conducted through the expansion of

ranches outside Jawa.

Through those efforts, the livestock

populat ion in general registered a

significant increase (Table 8.23). In the

meant ime,  meat,  egg and mi l k

product ion, in 1985, increased by

8.9%, 5.1% and 7.3%, respectively.
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4.4.4.4.4. FFFFForestrorestrorestrorestrorestryyyyy

To promote the utilization of forest

products whi le at the same t ime

conserve forest resources, the

Government continued to exert efforts on

reforestat ion, afforestat ion, and

supervision on forest exploitations. In the

report ing year,  the acreage of

reforestation and afforestation declined

by 17.5 thousand ha and 110.6 thousand

ha, respect ively (Table 8.24).  The

supervision on forest exploitation was

carried out to ensure that companies

holding forest exploitation rights (Hak
Pengusahaan Hutan or HPH) would

implement their obligations as stipulated

in the agreement. In the reporting year,

the HPH holders increased by 5 to 531

holders while the exploitation areas

increased by 1.3% to 54.5 million ha.

In 1985, timber production declined by

12.6% to 24.3 million m3. In accordance

with the policy to prohibit exports of logs,

since 1985 all log outputs have been

processed domestically. In the reporting

year, exports of processed t imber

consisting of plywood and sawn timber

rose by 13.9% to 4.5 million tons. Exports

of other important forest products such

as rattan and resin declined by 14.2%

and 58.8%, respectively, while copal rose

by 52.5% (Table 8.25). The decline in

rattan and resin exports were in line with

the government policy to give priority to

the needs of domestic industries.
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5.5.5.5.5. FFFFFisherisherisherisherisheryyyyy

In 1985, efforts to increase fishery

production continued to be directed to

raise the income of farmers/fishermen and

foreign exchange earnings. These efforts

were carried out through motorizing

traditional fishing boats and improving

fishing techniques.

In 1985, fishery production increased by

5.0% amounting to 2,375 thousand tons,

mostly consisting of sea fishery (76.2%). The

production of sea fishery increased by 5.7%

to 1,810 thousand tons while that of inland

fishery increased by 3.1%. The slow

increase in inland fishery production was

due to some obstacles facing the

intensification of     shrimp and fish cultivation

(Intensifikasi Tambak or Intam), which was

in part brought about by the difficulties in

the procurement of seedlings.

In the meantime, in 1985, shrimp exports

which represented the most important

fisher y export commodity (80.0%)

increased by 29.5% to 57 thousand tons.

EEEEE. Mining. Mining. Mining. Mining. Mining

In the reporting year, government policy

on mining still constituted a continuation of

policies taken in the preceding years,

namely to increase mining output and to

diversify non-oil/LNG energy resources.

Therefore, exploration and exploitation

activities and improvement in mining

technology continued to be pursued.

As a result of these efforts, in the reporting

year, several mining products registered

increases such as natural gas, coal, copper,

and nickel, while products recording

decreases were oil and tin. The decrease

in oil production was closely related to the

reduction of OPEC production quota, while

the decrease in tin production was caused

by weakening tin prices in the international

market. The production of other mining

products such as bauxite declined due to

the weakening demand from Japan, the

only buyer of Indonesian bauxite.

1. Oil and earth gas1. Oil and earth gas1. Oil and earth gas1. Oil and earth gas1. Oil and earth gas

In the reporting year, government policy

on oil and earth gas continued to be aimed

at finding new deposits despite the

imposition of production quotas by OPEC.

In addition, to attract foreign investors to

explore, the Government revitalized the

Joint Venture Contract.

In 1985, the Joint Venture Contracts

signed increased by one, bringing the total

number of contracts to 11 agreements. The

Production Sharing Contracts went up by
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3, bringing the number of signed contracts

at the end of 1985 to 84, of which 24 had

reached the stage of production. The

number of explored wells, in 1985, was 217,

of which is operated under Pertamina, 190

under Production Sharing Contracts, and 12

under Contracts of Work.

Oil production in 1985/86 decreased by

3.8% to 487.7 million barrels, consisting of

435.6 million barrels of crude oil and 52.1

million barrels of condensate. Of the 487.7

million barrels, 453.7 million barrels were

under the Production Sharing Contract while

the remainder were under Pertamina and

Contract of Work.

The production and utilization of earth gas

in the last few years continued to increase.

In 1985/86, the production of earth gas

increased by 2.4% to 1,585.9 million MSCF.

Of this amount, 1,454.6 million MSCF could

be utilized, an increase of 2.5% over the

preceding year. The increase in earth gas

production and its utilization was closely

related

to the increase in demand for earth gas as

raw material for the production of LNG and

urea fertilizer, and also as fuel in cement

and steel industries.

2. Tin2. Tin2. Tin2. Tin2. Tin

Tin production in the reporting year

declined by 3.7% to 20.9 thousand tons

compared with a decline of 14.6% in the

preceding year. This decline was caused

by the weakening tin prices in the

international market.

To promote domestic consumption of tin

and to economize on foreign exchange,

in the reporting year, the Government
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completed the construction of a tin plate

factory in Cilegon with a production

capacity of 130 thousand tons p.a.

Accordingly, it is expected that the need

for tin plates, which was previously imported

at the value of $ 80 million per year, could

be supplied by domestic sources.

3. Coal3. Coal3. Coal3. Coal3. Coal

In line with the government policy on

diversification of non-oil/LNG energy

resources, efforts to increase coal

production were continued to be pursued,

among others, through the expansion of

Bukit Asam and Ombilin coal mines. In the

reporting year, coal production recorded

a significant increase of 23.9% reaching

1,487.5 thousand tons. Of this amount,

754.5 thousand tons were produced by

Ombilin coal mine (West Sumatra) and the

remainder by Bukit Asam coal mine (South

Sumatra). The increase of coal production

was caused by higher domestic demand

as reflected in the increasing needs of the

Steam-power Electrical Centre in Suralaya

(West Jawa) and several cement industries.

In the reporting year, several coal mines

managed by foreign contractors in South

Kalimantan were in the stage of production,

although they had not reached the stage

of commercial production.

4. Other mining products4. Other mining products4. Other mining products4. Other mining products4. Other mining products

Other important mining products were

copper, nickel, bauxite, gold, and silver. In

the reporting year, copper production

increased by 16.4% compared with an

increase of 0.3% in the preceding year. This

significant increase was mainly caused by

the improvement in copper prices in the world

market. In the reporting year, nickel-ore, ferro-

nickel and nickel-matte outputs, which were all

exported, rose by 4.3%, 2.1%, and 23.9%,

respectively. The substantial increase of

nickel-matte production was mainly due to

higher foreign demand as a result of a decline

in nickel supply in the world market.
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Bauxite production which in the

preceding year registered an increase of

19.9% in the reporting year, experienced

a decline of 29.4% due to a low demand

from Japan, the sole buyer of Indonesia’s

bauxite. In the meantime, gold production

increased by 16.7% primarily due to the

exploitation of a new mine at Lebong

Tandai (Bengkulu) and the increase in gold

mine output at Cikotok (West Jawa). Silver

production registered a decrease of 18.5%

attributed to the depletion of silver content

in the mines (Table 8.26).

FFFFF. Electric P. Electric P. Electric P. Electric P. Electric Powerowerowerowerower

As in the preceding years, in the reporting

year, government policy on electricity was

designed to increase the installed capacity

of electricity generating plants and to

expand the distribution networks.

In 1985, the expansion of electricity

generating plants increased the installed

capacity by 6.0%. This increase was closely

associated with the higher installed

capacity of steam (PLTU), diesel (PLTD) and

gas turbine (PLTG) electric power

generators.

In accordance with the above efforts, the

production of State Electric Company

(Perusahaan  Umum Listrik Negara or PLN),

in 1985, increased by 9.0%. Although

private electricity production channelled

through PLN decreased by 13.5%, total

electric power channelled through PLN

(both generated by PLN and non-PLN), in

1985, registered an increase of 7.2% (Table

8.28).

The increase in electricity production in

1985 augmented the services available to

the public. Hence, the number of villages

benefiting from electric power under the

so-called “Listrik Masuk Desa “ program rose

to 6,840 compared with 6,275 villages in

the preceding year.
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GGGGG. Manufacturing Industr. Manufacturing Industr. Manufacturing Industr. Manufacturing Industr. Manufacturing Industryyyyy

In the reporting year, government policy

on manufacturing industry represented a

continuation of previous policies, namely

to enhance the capacity to absorb

technology, to expand the links between

industrial and other sectors in the economy,

to increase the foreign exchange earnings,

to economize on its outlay, and to expand

the employment opportunities.

In order to improve the capacity to

absorb technology, the Government

established new basic metal, machinery

and equipment industries. To expand the

intersectoral linkages, to economize on

foreign exchange and to promote exports,

several ferti l izer, cement and paper

industries have also been built and

expanded. In addition, the expansion of

employment and business opportunities

was pursued through the supervision of

small-scale industries by small-scale industry

centers. The production of manufacturing

industry, in the reporting year, in general

recorded increases. Several products

registered significant increases, namely

fertilizer, cement, plywood, paper, kretek

cigarettes, and basic metal products. These

increases were due to higher domestic and

foreign demands. Four-wheel and

two-wheel motor vehicles as well as

electronic products, such as color TV and

automobile cassette radios, however,

continued to decline due to marketing

problems. It is worth noting that fuel oils and

liquefied natural gas (LNG) productions

which constituted important commodities

in manufacturing sector, recorded

increases although not as large as in the

preceding year (Table 8.29).

1. F1. F1. F1. F1. Fuel oilsuel oilsuel oilsuel oilsuel oils

As in the preceding year, the policy on

oil refinery industries continued to be aimed

at fulfilling the domestic consumption

requirements and reducing imports.

In the reporting year, production of fuel

oils went up by 2.7% reaching 131.4 million

barrels which was closely related to the

increase in oil refinery production capacity.

In the meantime, consumption of fuel oils

decreased by 1.1% to 154.8 million barrels

due to a decrease in the utilization of fuel

oils in manufacturing sector and higher

consumption of non-fuel oils.

2.2.2.2.2. Liquefied Natural Gas (LNG)Liquefied Natural Gas (LNG)Liquefied Natural Gas (LNG)Liquefied Natural Gas (LNG)Liquefied Natural Gas (LNG)

As in the preceding year, the Government

continued to enhance the production and

marketing of LNG. The LNG production in

the reporting year rose by 6.9% to 849.3

million MMBTU, while its export declined

by 0.2% to 776.1 million MMBTU. Of this

amount,  398.9  mi l l ion  MMBTU

cons t i tu ted the output  f rom A run

refinery and 377.2 million MMBTU from

Badak refinery.

3. Plywood and sawn timber3. Plywood and sawn timber3. Plywood and sawn timber3. Plywood and sawn timber3. Plywood and sawn timber

To increase the exports of processed

timber, the Government made efforts

to expand markets and to conduct
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qua l i t y  cont ro l . 3 ) The resu l t s  were

reflected in the increase of export volume

and the expansion of new markets, such as

Bahrain, the United Arab Emirat, and Syria.

In the reporting year, plywood production

rose by 11.0% to 4,715.0 thousand m3 and

sawn timber increased by 7.4% to 9,437.0

thousand m3. In the meantime, exports of

plywood and sawn timber also increased

by 17.0% and 12.0% to 2,475 thousand

tons and 2,003 thousand tons, respectively.

It should be noted that in the reporting year,

the production capacity of plywood

factories rose by 14.0% to 6,500 thousand

m3 (98 plants) and that of sawn timber

factories rose by 10.2% to 14,650 thousand

m3 (2,499 plants).

4.4.4.4.4. FFFFFertilizerertilizerertilizerertilizerertilizer

In accordance with the government

policy to continue the development of

manufacturing activities supporting the

agricultural sector, efforts to construct and

increase the capacities of urea and

non-urea fertilizer factories continued to be

executed. These efforts were reflected in

the completion of Iskandar Muda urea

fertilizer factory in Aceh and the capacity

expansion of non-urea petrochemical

fertilizer plant in Gresik.

In line with these efforts, the urea and

non-urea fertilizer production in the reporting

year increased by 23.3% and 14.4%

amounting to 3,588.8 thousand tons and

1,493.6 thousand tons, respectively. In the

meantime, exports of urea fertilizer in the

reporting year increased to 1,047 thousand

tons or rose by 403.4%.

The demand for non-urea fertilizers was

expected to steadily increase. Accordingly,

the Government agreed to expand the Z.A.

III Petrochemical factory in Gresik with the

production capacity of 200 thousand tons

p.a.

5. Cement5. Cement5. Cement5. Cement5. Cement

In l ine with the increase and

diversif ication of cement domestic

consumption, domestic demand for

cement was expected to increase steadily.

To meet domestic demand as well as to

promote exports, efforts to step up

production continued to be pursued

through the establishment of new plants

and the expansion of the existing factories.

In the reporting year, the expansion of

Tonasa III cement factory with a capacity

of 590 thousand tons per year was

completed. With the completion of this

factory, the national cement production

capacity increased by 4.5% amounting to

13,810 thousand tons p.a.

Cement production in the reporting year

rose by 11.4% reaching 9,817.4 thousand

tons. This increase was primarily due to the

operation of the new cement factory in

3)  — Minister of Trade Decree No 872/Kp/VII/85, July
15, 1985.
— Eoreign Trade Directorate General Decree No.
54/DAGLU/Kp/X/85, October 5, 1985.
—Joint Circular Letters of Director of
Standardization & Quality Control and Chairman
of Quality Examination Centre No. 337/STD-3/III/
86 and No. 12/P2MB/Kep/ED/1986, March 20,
1986.
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Cirebon, completed in the preceding year.

Exports of cement in the reporting year

increased rapidly by 85.1% to 955 thousand

tons. To meet the needs of certain types of

cement, however, imports were still required

which in the reporting year stood at 14.9

thousand tons. The construction of two

cement factories, each with a production

capacity of 1.5 million tons p.a., and the

expansion of PT Semen Padang III B with a

production capacity of 600 thousand tons

p.a. was still in the stage of completion.

6. P6. P6. P6. P6. Paperaperaperaperaper

In the reporting year, the production of

paper experienced an increase of 28.0%

reaching 515.2 thousand tons. This fairly

high increase of production was mainly

induced by the higher domestic demand.

Meanwhile, in 1985, 38.5 thousand tons

of paper, mostly comprising writing and

printing paper, could still be exported.

However, to fulfill the needs of craft, money,

cigarette, and long fibre pulp paper in

1985, 233.2 thousand tons of imported

paper was still required.

To meet the growing demand for certain

types of paper which partly had not been

produced domestically, a craft paper

factory in Aceh and a cigarette paper

factory in Kediri were planned to be

established.

7. T7. T7. T7. T7. Textilesextilesextilesextilesextiles

The textile industry in the reporting year

continued to face domestic as well as

overseas marketing problems. In domestic

market, demand for textiles was still weak

while exports continued to encounter

protectionist measures imposed by

importers such as the United States and

West European countries. To surmount these

problems, the Government continued to

encourage the restructuring of textile

industr y and diversification of export

markets. Due to these efforts, in the reporting

year, textile production rose by 2.6% to

2,464.0 mill ion meters and exports

increased by 29.5% to 111 thousand tons.

It could be noted that the market

diversification of textile exports were mainly

destined to Singapore, Hongkong, and

Thailand.

8. Motor vehicle tires8. Motor vehicle tires8. Motor vehicle tires8. Motor vehicle tires8. Motor vehicle tires

The production of four-wheel and

two-wheel motor vehicle tires in the

reporting year increased by 4.0% and

12.1% to 4,100.0 thousand and 2,500.0

thousand, respectively. These increases

were mainly caused by the increase in

domestic demand and successful efforts

in promoting exports.

In 1985, exports of four-wheel and

two-wheel motor vehicle tires increased

from 870.8 tons and 7.8 tons to 3,027.5

tons and 348.3 tons, respectively. In the

meantime, several specific types of tires,

such as aircraft and off-road military vehicle

tires, were still imported. It should be added

that through the successful efforts to export

tires to Egypt, Italy, USSR, as well as Australia
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and other Pacific countries, tire exports

would be expected to increase in the

coming years.

9. Salt9. Salt9. Salt9. Salt9. Salt

To upgrade the quality of salt as an effort

to improve public health, the Government

issued a new regulation in which all salt

production for household consumption was

required to have iodine content. In the

reporting year, the salt production increased

by 156.8% to 950.0 thousand tons. This high

increase was primarily due to the favorable

weather conditions during the salt

processing season. Accordingly, the needs

for salt for both households and industries

which were expected to be around 800

thousand tons, would have been fulfilled

by domestic production.

To improve the quality of salt for industries,

the state salt company, namely Perum

Garam, planned to modernize 4,010 ha

salt field in Sumenep, Madura. This

modernization project, which was a joint

cooperation between the Indonesian and

Dutch Governments, would be expected

to improve the production capacity to 250

thousand tons p.a.

10.10.10.10.10. Basic metalBasic metalBasic metalBasic metalBasic metal

The production of basic metal industry

as a whole registered an increase. Several

major basic metal products which

experienced significant increases were iron

bars (55.1%), sponge iron (41.4%), steel

wire (14.7%), and steel billet (11.2%). In

addition, several products such as steel

pipes and steel bars, which experienced

decreases in production in the preceding

year, increased by 7.9% and 3.4%,

respectively, in the reporting year.

To increase the market of basic metal

products, efforts to upgrade quality to meet

domestic as well as foreign standards

continued to be carried out. The results of

those efforts were reflected in the exports

of steel bars and sponge iron to India,

Japan, and Korea. Consistent with the

intention to develop basic metal industries,

in the reporting year, the construction of a

heavy-H profile steel factory and a steel

waste processing factory in Cilegon, West

Jawa, were completed.

The thin steel plate factory in Cilegon

planned to start its production in 1987 with

a capacity of 850 thousand tons p.a. It is

expected that with the completion of this

factory, the needs for thin steel plates, which

were still imported, would be met.

11.11.11.11.11. TTTTTransport vehicles and aircraftsransport vehicles and aircraftsransport vehicles and aircraftsransport vehicles and aircraftsransport vehicles and aircrafts

In the reporting year, the production of

four-wheel and two-wheel motor vehicle

industries still recorded declines as in the

preceding years. The production of

four-wheel vehicles declined by 9.0% to

139.8 thousand units and two-wheel

vehicles declined by 16.7% to 226.8

thousand units.

Unlike the motor vehicle industries, the

production of aircrafts showed a significant
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increase. The production of aircrafts rose

from 10 to 21 units and helicopters rose

from 30 to 43 units. With respect to

marketing, 8 countries have ordered

CN-212 and CN-235 aircrafts. To develop

the sophisticated technological knowhow

of less energy consuming aircrafts, Industri

Pesawat Terbang Nusantara or IPTN (the

Nusantara Aircraft Industry) conducted a

cooperation agreement with Boeing

Corporation and Messerschmitt Bolkow-

Blohm (MBB). It may be noted that the

production of other transportation means,

namely steel ship, declined by 28.0% to

23.6 thousand BRT.

12.12.12.12.12. Other manufacturing productsOther manufacturing productsOther manufacturing productsOther manufacturing productsOther manufacturing products

Other manufacturing products, such as

machineries and equipments, electrical

appliances, and kretek and white

cigarettes, were mainly directed to meet

domestic demand. In the reporting year,

the production of machineries and

equipments such as rice hullers, hand

tractors and equipments for spraying

insecticide registered increases of 55.0%,

37.7%, and 21.9% to 2.8 thousand, 2.6

thousand, and 229.5 thousand units,

respectively. In the meantime, the

production of sewing machines and diesel

engines decreased by 32.6% and 13.9%

to 170.5 thousand and 41.6 thousand units,

respectively.

The production of electrical appliances

which recorded increases were, among

others, light bulbs (61.7%), radios and radio

cassettes (19.5%), black and white

television sets (17.1%), refrigerators (25.1%)

and electric cords (11.5%), while color

television showed a decline of 28.8%.

The production of kretek cigarettes in

1985 increased by 13.6% to 78.4 billion

cigarettes. On the other hand, the

production of white cigarettes still registered

a decrease, namely 10.2% to 23.9 billion

cigarettes.

HHHHH. T. T. T. T. Transportationransportationransportationransportationransportation

To promote interisland trade and to

expedite foreign trade, in the reporting year,

the Government undertook a fundamental

measure in the form of Presidential

Instruction or Inpres No. 4, 1985. This Inpres

introduced simplification of procedures

regarding cargo flows and reduction of

transportation fee and cost at harbors. The

simplification of cargo flows, among others,

including the revocation of interisland bill

of lading (AVI), interisland fiscal letter, and

bill of lading. Measures to reduce the harbor

cost, among others, included the

reductions of cost at port of origin (Ongkos
Pelabuhan Pengiriman or OPP), cost at port

of destination (Ongkos Pelabuhan Tujuan or

OPT), loading and unloading costs, harbor

fees, pier fees, and guidance fees.

Furthermore, this policy also revoked

administration and services fees (Uang Kepil
dan Pungutan Pengurusan Penerimaan
Uang untuk Pekerjaan Kesyahbandaran or

PUK). To meet increasing demand for

transportation services, transportation

networks were also expanded. To boost the

flow of tourists, efforts to broaden air
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transportation networks overseas continued

to be pursued.

In the reporting year, the output of

transportation services in general increased.

Significant increases were recorded in the

services of pioneer shipping lines and

railway transportation, particularly cargoes.

1. L1. L1. L1. L1. Land transportationand transportationand transportationand transportationand transportation

To expedite the flows of cargoes and

passengers, in the reporting year, the

Government completed the construction

of 123 km of roads and 324 m of new

bridges. In addition, 13,733 km of roads

and 16,663 m of bridges were repaired.

The improvement of these infrastructures

was in line with the program for the

development of land transportation system.

In 1985, the number of buses, cargo

vehicles, passenger cars and motorcycles

went up by 25.7%, 4.3%, 4.8%, and 45.7%,

respectively (Table 8.30).

To expedite railway transportation

services, in the reporting year, 4,210 km of

railroad tracks and 439 bridges were
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repaired. Furthermore, 80 passenger

train-wagons and 20 electric/diesel trains

were  added and 318 passenger

t ra in -wagons  and 1 ,796 cargo

train-wagons were repaired. In the

reporting year, the output of railway

transportation services consisting of

cargo and passenger transportation

recorded increases, namely by 27.7%

and 3.8% to 6,980 thousand tons and

47.425 thousand persons, respectively

(Table 8.31).

Efforts to expand river, lake and ferry

t ranspor ta t ion  se r v ices  were

implemented through improving the

fac i l i t ies  o f  te rmina l s,  quays  and

through dredging the channels. In the

repor t ing year,  the  number  o f

passengers transported increased by

4.9%, while that of cargoes decreased

by 8.1% (Table 8.32).

2. Sea transportation2. Sea transportation2. Sea transportation2. Sea transportation2. Sea transportation

Following the implementation of the
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policy of scrapping vessels4) enforced

since 1984, the number of vessels in

several shipping lines declined in 1985. The

biggest decline occurred in the

ocean-going line by 27.1%, pioneer

shipping line by 8.0%, and interisland by

5.8%. The number of vessels in local

shipping line rose by 4.4% and traditional

shipping line declined by 0.8%.

As a reflection of the above situation, the

outputs of ocean-going and interisland

services declined by 32.0% and 11.1%,

respectively, while that of local shipping line

increased by 6.3%. On the other hand,

although the number of vessels decreased,

the services of pioneer and traditional

shipping lines increased by 81.0% and

11.2%, respectively (Table 8.33).

3. Air transportation3. Air transportation3. Air transportation3. Air transportation3. Air transportation

To enhance air transportation services, in

1985, the Government expanded

domestic as well as overseas flight networks.

These efforts were directed to meet the

increasing demand for air transportation

services and to encourage the flow of

foreign tourists to tourist destination areas.

The expansion of domestic flight networks

was carried out by connecting the

destination areas directly, by-passing the

Soekarno—Hatta airport as the transit

airport. In addition, the expansion of

networks overseas was conducted through

the cooperation between the national

airline company and overseas companies

which primarily dealt with the arrangements

of direct flights from and to Bali.

In 1985, the number of aircrafts used for

scheduled airlines was 198, consisting of

86 turbojet and 112 turboprop airplanes.

Compared with the preceding year, the

turboprop rose by 2.8% while the turbojet

remained unchanged (Table 8.34).

4) Minister of Communication Decree No. KM 57/
HK. 404/Phb- 84, March  29, 1984.
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In the reporting year, the capabilities of

several airports were upgraded which

henceforth could be landed by bigger

airplanes. Through these improvements, of

145 airports scattered throughout

Indonesia, 35 could be landed by turbo-

jet airplanes. The improvements also

enabled 13 pioneer airports to be landed

by the CN-235 and C-160 aircrafts while

the other 82 pioneer airports could only be

landed by Twin-Otter or similar aircrafts.

Since the operation of Soekarno—Hatta

airport in April 1985, the number of airports

that could be landed by Boeing-747

increased to four.

In 1985, the number of passengers

transported to overseas rose by 33.8%,

while domestic passengers declined by

1.8%. Cargoes transported domestically as

well as internationally increased by 9.4%

and 13.1%, respectively (Table 8.35).

IIIII..... TTTTTourismourismourismourismourism, P, P, P, P, Postal Serostal Serostal Serostal Serostal Services andvices andvices andvices andvices and

TTTTTelecommunicationelecommunicationelecommunicationelecommunicationelecommunication

In 1985, the policy on tourism, postal

services and telecommunication

continued to be improved to expedite

communication services, to enhance

foreign exchange earnings, and to expand

employment opportunities. Regarding the

telecommunication sector, a number of

laws and decrees have been enacted such

as the law to permit the participation of

Indonesia in the international

telecommunication conventions,5) the

Presidential Decree or Keputusan Presiden

on the consitution of Asia—Pasific

Telecommunity,6) and the Minister of

Tourism, Postal Services and Tele-

communication Decree on the utilization

of public sea-telecommunication

facilities.7)

With respect to the postal sector, to

encourage the private sector to participate

in the postal operation, the Government

issued a Minister of Tourism, Postal Services

and Telecommunication Decree

concerning mail services.8) Efforts to

develop tourism were also conducted

through the establishment of the national

tourism development board (Badan
Pengembangan Pariwisata Nasional or

BAPPARNAS)9) and the provision of free tourist

5) Act No. 11/1985, October 22, 1985.

6) Presidential Decree No. 12/1985, February 28,
1985.

7) Minister of Communication and Minister of Tourism,
Postal and Telecommunication Joint Decrees Nos.
KM 244/PT/307/PHB-85 and KM 99/HK 101/
MPPT-85, December 28, 1985.

8) Minister of Tourism, Postal and Telecommunication
Decree No. KM 56/HK 207/MPPT-85,     July 16, 1985

9) Minister of Tourism, Postal and Telecommunication
Decree No. KM 03/07 001/MPPT-85, January 12,
1985.
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visa facilities to more countries.10)  Postal and

telecommunication services have also

been undergoing expansion of networks

and infrastructures. Furthermore, the

enhancement of tourist services was carried

out through tourist development

campaigns and promotions.

1. T1. T1. T1. T1. Tourismourismourismourismourism

To boost tourism, the Government made

efforts to enhance marketing promotion

activities and to develop new products for

tourism. The marketing activities were

conducted in the major overseas markets,

such as Australia, Western - Europe, North

America and Japan through, among

others, the expansion of information,

exhibitions, and cultural performances. In

addition, the countries obtaining free tourist

visa facilities were added by one, i.e.

Liechtenstein. Therefore, since the

enforcement of the regulation granting free

visa in 1983, there have been 29 countries

obtaining this facility.

To facilitate transportation to tourist

destination areas, the national and foreign

airlines carried out cooperation concerning

the provision of direct tourist transportation

to destination areas. Furthermore, the

development of tourist products were

carried out through the development of

more point of interests apart from the tourist

destination areas, expansion of tourist

facilities, and establishment of the so-called

BAPPARNAS, which constituted as a

consultative forum in the field of tourism.

In 1985, the number of tourists visiting

Indonesia increased by 6.9% reaching

749.351 persons while the amount of

foreign exchange earnings increased by

1.1% to $ 525.3 million compared with that

in the preceding year. Based on the results

of the 1984/85 survey on foreign tourist

opinion and their spendings conducted by

Bank Indonesia and Central Bureau of

Statistics,11) the average spendings per

person per visit was $ 699.5 with an average

duration of staying of 12.7 days.

By country of origin, the number of tourists

from Australia (19.3%), Singapore (14.2%)

and Japan (14.0%) occupied the highest

ranks. In terms of foreign exchange earned,

however, tourists from Japan (15.0%),

Singapore (13.8%) and the United States

(11.7%) constituted the largest foreign

exchange contributors. Regarding the main

purpose of visit, vacation occupied the first

rank (73.7%) followed by business (12.9%)

and other purposes (13.4%).

To enhance the product of tourism, the

Government also developed point of

interests outside the 10 tourist destination

areas, namely in Aceh and South - East

Sulawesi. It could also be noted that the

number of hotels rose by 0.7% to 1,256

and the number of travel bureaus reached

452.

10) Minister of Justice Decree No. M 01.1Z.01.02,
January 16, 1985.

11 ) The survey was conducted in  August/September
1984 and from February 25 to March 8, 1985.
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2. P2. P2. P2. P2. Postal and postal account serostal and postal account serostal and postal account serostal and postal account serostal and postal account servicesvicesvicesvicesvices

As the follow up to the implementation

of Act No. 6/1984 on Postal Services, in

1985, the Government issued a regulation

on cargo and mail services licensing or

Peraturan Pelaksanaan Perij inan
Pengusahaan Jasa Titipan. In addition, to

enhance the postal and postal account

services to all remote areas in the country,

the Government continued to enhance the

implementation of the policy of centralizing

postal services in each subdistrict capital.

Until the end of 1985, the number of

subdistricts able to be served was 3,338

(94.5%), a rise of 2.4% compared with the

preceding year. It can be noted that

transmigration areas reached by postal

services rose by 38.1% to 518 locations.

In 1985, the number of post of fices

increased by 19.7% to 2,289 offices

consisting of 264 offices, 390 subsidiary

offices, and 1,635 auxiliary offices (Table

8.37). In line with the above development,

the services rendered recorded increases,

namely letters rose by 15.1%, postal

packages by 16.6%, postal drafts by

11.9%, and postal savings by 30.0% (Table

8.38).

To expedite international communica-

tion, in November 1985, the services of

Biofax International was established. For the

first stage, 3 post offices in the first postal

region, namely Jakarta, Jakarta Kota, and

Kebayoran participated in sending send

receiving news to and from 18 countries

which, among others, included Australia,

Japan, Singapore, the United Kingdom,

and the United States of America.

3.3.3.3.3. TTTTTelecommunicationelecommunicationelecommunicationelecommunicationelecommunication

To enhance the domestic and

international telecommunication services,

the Government confirmed the

participation of Indonesia in the

International Telecommunication

Convention. This convention, among others,

regulated the usage of Geostationer

Satelite Orbit (GSO) which was more

accessible to developing countries. In

addition, Indonesia also participated in the

Constitution of International Telecommunity
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whose goals were to promote and to

coordinate technical cooperation as well as

networks and telecommunication program

in Asia - Pacific region. Moreover, the

expansion of the utilization of communication

networks was executed through the

regulation of public telecommunication

system in sea navigation. This was carried out

through the cooperation between the Ministry

of Tourism, Postal Services and

Telecommunication and the Ministry of

Communication.

Telecommunication services in the

reporting year continued to be enhanced

through the addition of one unit of

International Central Gate in Medan, the

operation of a sea cable communication

system (Sistem Komunikasi Kabel Laut or

SKKL) between Medan and Penang, and

digital telecommunication system (Sistem
Telekomunikasi Digital or STD). The SKKL

connecting Australia, Indonesia, and

Singapore was still in progress. In the

meantime, the uti l ization of Palapa
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domestic satelite communication system

(Sistem Komunikasi Satelit Domestik or SKSD)

was enhanced through expanding earth

station to 132 stations or a rise of 8.2%.

Accordingly, the areas which could be

reached by Palapa Satelite

Communication System were expanded.

In 1985, the number of Telephone

Central Offices rose by 1.5% to 693 offices

and its capacity rose by 11.7% to 779,378

line units (Table 8.39). Furthermore, the

facility of long distance direct dialing

network (Sambungan Langsung Jarak Jauh
or SLJJ) increased by 1.9% reaching 108

cities in Indonesia and the international

direct dialing network (Sambungan
Langsung International or SLI) rose by 21.6%

covering 90 countries. Other telephone

network facilities, such as the long distance

telephone network (Sambungan Telepon
Jarak Jauh or STJJ) rose by 449.4% to 467

line units, public phone rose by 21% to

3,675 line units, motor vehicle telephone

network (Sambungan Telepon Kendaraan
Bermotor or STKB) rose by 15.9% to 2,029

line units, while there were 53,000 line units

of STD operated at the first stage. The telex

facilities also showed increases. The number

of the Central Telex (STX) went up by 3.5%

to 30 STX and its capacity increased by

7.8% to 13,790 line units. It could be noted

that the number of General Telex (Gentex)

offices rose by 17.4% to 202 offices and

telegraph offices rose by 2.8% to 659

offices.

In line with the increase in the telephone

network capacity, the telephone density

increased from 0.44 to 0.49 telephone

number per 100 people. In 1985, the

communication by telephone reached

2,000 subdistricts.

JJJJJ..... Domestic and FDomestic and FDomestic and FDomestic and FDomestic and Foreign Capitaloreign Capitaloreign Capitaloreign Capitaloreign Capital

InvestmentsInvestmentsInvestmentsInvestmentsInvestments

To encourage more domestic and

foreign capital investments (Penanaman
Modal Dalam Negeri or PMDN and

Penanaman Modal Asing or PMA), in the

reporting year, the Government continued

to simplify the approval procedures12) and

to enhance the promotion efforts. In the

new approval procedures, several general

requirements on capital investments were

revoked, which, among others, were the

decree on land appropriation (Surat
Keputusan Pencadangan Tanah) from the

local governor and the paid-up capital

receipt (Bukti Penyetoran Modal Sendiri).
The simplification procedures also covered

the revocation of several requirements on

special capital investments such as, the so-

called letter of permit to establish forestry

business or Surat Perijinan Pengusahaan
Hutan from the Ministry of Forestry regarding

the timber processing industry, the block

plan confirmation letter from the municipal

planning bureau regarding the office/real

estate/hotel business, and the confirmation

letter to conduct business or Hak Guna
Usaha regarding the agricultural and

plantation business. In addition, efforts to

encourage capital investments under

PMDN and PMA continued to be pursued.

12) Chairman of Capital Investment Coordination
Board Decree No. 10/SK/1985, April 27, 1985.
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To promote the foreign capital investments,

in the beginning of the reporting year

Indonesian embassies in major industrial

countries were also encouraged to

participate intensively.

Furthermore, the Government issued new

investment priority list13) (Daftar Skala Prioritas
or DSP). This DSP provided wider

opportunities to investors who produced

export commodities as well as smallscale

entrepreneurs and cooperatives. The new

DSP covered 1,463 business fields consisting

of 1,284 open fields and 179 closed fields

for new investments. Of the 1,284 fields, 863

fields .were only opened for investments

under PMDN and the remainder for the

investments apart from the PMA/PMDN

facilities. Of the 863 opened fields under

PMDN, 475 fields were also eligible for PMA.

1. Domestic capital investments1. Domestic capital investments1. Domestic capital investments1. Domestic capital investments1. Domestic capital investments

In 1985, the approved intended capital

investments under PMDN totalled 248

projects at a value of Rp 3,749.7 billion, an

increase of 78.6% over the intended

capital investments in the preceding year.

Increases of intended investments were

recorded in all fields of activities, mainly in

agricultural and services sectors by 255.2%

and 898.0%, respectively. Accordingly,

since the enactment of PMDN Bill in July

1968 until the end of 1985, the intended

PMDN approved by the Government

amounted to Rp 27,467.4 billion covering

3,798 projects.

Of the intended PMDN investments, most

were in manufacturing sector, followed by

agricultural and mining sectors. By number

of projects, the largest portion were invested

in manufacturing sector, followed by

forestry and agricultural sectors (Table 8.40).

By regional distribution, both in number

and value of the approved projects, the

largest portion were invested in West Jawa,

Jakarta, and East Jawa. With respect to

projects carried out outside Jawa, intended

PMDN investment projects in East

Kalimantan and North Sumatra were

considered large, both in terms of number

and value. (Table 8.41).

2 .2 .2 .2 .2 . Foreign capital investmentsForeign capital investmentsForeign capital investmentsForeign capital investmentsForeign capital investments

In 1985, the Government approved 49

new projects with intended PMA investments

of $ 933.8 million compared with 24

projects at a value of $ 1,252.6 million in

the preceding year. The smaller     intended

investment value was mainly caused by a

decline of capital investments in basic

metal industry which only reached $ 65.2

million compared with $ 594.5 million in

1984. In the meantime, the significant

increase in     the intended investments

occurred in chemical industr y and

construction sector by $ 316.4 million and

$ 173.1 million, respectively, compared with

$ 103.2 million and $ 22.2 million in the

preceding year.

Since the enactment of the 1967 PMA

Law until the end of 1985, the intended

investments under PMA approved by the13) Presidential Decree No. 55/1985,  July 9, 1985.
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Government reached $ 14,320.4 million

covering 759 projects. Of the intended

investment value, 73.2% was invested in

manufacturing, 11.9% in mining, and 4.5%

in agricultural, forestry, and fishery sectors

(Table 8.42).

By regional distribution, most of the

intended projects were located in Jakarta

(253 projects), followed by West Jawa (186

projects), and East Jawa (66 projects), see

Table 8.43.

By country of origin, the largest amount

of intended investments were originated

from Japan (27.2%) with a value of $

3,888.0 million, followed by the United

States (9.9%) and Hongkong (9.5%) with a

value of $ 1,411.0 million and $ 1,363.0

million, respectively (Table 8.44).

From June 1967 until the end of 1985,

the amount of PMA realized reached

$ 6,381.7 million or 44.6% of the total

intended investments. Of the realized

amount, 67.4% was invested in

manufacturing, 12.0% in mining and 6.6%

in forestry sectors (Table 8.45).

KKKKK. Cooperatives. Cooperatives. Cooperatives. Cooperatives. Cooperatives

In the reporting year, the policy on

cooperatives continued to be aimed at

enhancing the role and capability of

cooperatives in general and vil lage

cooperative units (KUD) in particular.

Accordingly, to enhance the role of

cooperatives, the Government provided

opportunities for foreign as well as domestic

investors to conduct business activities in

fields normally closed to them as long as

they cooperated with cooperatives.14) In the

14) Presidential Decree No. 55/1985, July 9, 1985.
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reporting year, the opportunity for KUDs to

participate in plantation subsector was

further strengthened by confirming the KUD

as the only institution designated to take

over gradually part of the duties previously

handled by the nucleus estates in PIP-Bun

scheme.15)

As a result of the supervision

implemented recently, in 1985, the number

of cooperatives increased by 6.3% to

28,103 units consisting of 6,979 KUD units

and 21,124 non-KUD units. In line with the

increased number of cooperatives, the

number of cooperative members also

increased by 23.8% to 20.3 mill ion

members consisting of 14.9 million KUD

members and 5.4 mill ion non-KUD

members. From the funds accumulated by

cooperatives, the total deposits of

cooperative members in aggregate

increased by 34.9% to Rp 178.1 billion and

the volume of business by 48.6% to

Rp 2,213.7 billion.

In the meantime, the role of KUD in

agricultural sector registered a significant

increase. In the reporting year, the number

of KUDs participating in the procurement

of paddy/rice for the national bufferstock

facil ity and the amount purchased

declined by 9.1% and 27.6% to 2,082 units

and 1,481.3 thousand tons, respectively.

The decline in the amount of rice

purchased by KUDs was primarily caused

by the improvement in paddy/rice prices

so that the farmers sold their yields directly

to the market. In step with the increase in

agricultural production, 2,434 KUDs

distributed 233.2 thousand tons of fertilizer

and 1,186 KUDs distributed 531.8 thousand

kg/liters of drugs.

Cooperatives also participated in the

efforts to encourage marketing activities of

smallholders ’ estate commodities,

livestocks, and handicraft industries. In 1985,

there were 206 KUD units which marketed

119.7 thousand tons of copra and 121 KUD

units which marketed 4.7 thousand tons of

cloves.

To encourage the smallholders’ livestock

activities, the cooperatives-intensively

participated in distributing the livestock

production facilities, equipments, food,

drugs, and the marketing of dairy products.

In 1985, the number and value of

cooperative business in the smallholders’

livestock sector rose by 4.3% and 6.2% to

536 units and Rp 92.7 billion, respectively.

In addition, the number of milk cows and

the amount of milk that could be managed

by the cooperative members in 1985

increased by 4.2% to 92.3 thousand castles

and 2.96.2 million liters. The favorable

increase in these livestocks was mainly

caused by the procurement of prime

breeds of milk cows from abroad for

cooperative cattle breeders.

To assist the smallholders’ activities in

handicraft and small-scale industr y,

cooperation among cooperatives as well

as between cooperatives and other

business entities regarding the procurement

of raw materials and marketing of their
15) Minister of Agriculture Decree No. 668/Kpts/KB 510/

10/1985, October 4, 1985.
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products were also enhanced. In 1985, the

number and value of cooperative

businesses which managed and

coordinated the handicraft workers

increased by 8.8% and 9.2% to 789 units

and Rp 240.8 billion, respectively.

Furthermore, cooperative’s activities in

distributing electricity to villages continued

to record a favorable improvement. The

number of cooperatives distributing

electricity to villages reached 516 units or

rose by 8.2% over the preceding year. Until

the end of the reporting year, the number

of cooperative members consuming

electricity reached 601,225 houses

spreading over 1,589 villages.

In the reporting year, credits channelled

through cooperatives, mainly in the form

of smallscale credits eligible for petty traders

or Kredit Candak Kulak (KCK), continued to

record increases both in terms of volume

and number of customers. The number of

KUDs which distributed the KCK increased

to 5,485 units while the amount of credits

and its customers rose by 22.6% and 8.3%

to Rp 204.6 bil l ion and 15.0 mill ion

customers, respectively.

At the end of 1985, loans provided by

banks to cooperatives in aggregate

amounted to Rp 292.0 billion consisting of

Rp 78.6 billion investment credits and

Rp 213.4 billion working capital credits. Those

credits were mainly extended to KUDs,

namely to the amount of Rp 241.7 billion

and to non-KUDs to the amount of Rp 50.3

billion. By economic sector, the largest por-

tion of the credits went to agricultural sector

(74.5%) while the remainder went to trade

(11.6%), manufacturing (4.8%), transporta-

tion (4.6%), and electricity, water, and gas

supply (3.8%) sectors.
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