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I. INTRODUCTION

A. General
A series of adjustment measures adopted
by the Government in the early 1980s
designed to cope with various challenges, both
internal and external, while simultaneously
laying a stronger foundation for development,
have shown favorable outcomes. The
adjustment measures have contributed to
increasing economic activities and stimulating
community participation in development,
thereby enabling the achievement of
sufficiently high economic growth in the past
few years. In 1989, the first year of the
implementation of the Fifth Five-year
Development Plan (Rencana Pembangunan
Lima Tahun V or Repelita V), the economy
recorded a respectable growth rate of 7.4%,
despite a slowdown in world economic growth.
Indonesia’s economic growth in 1989, which
surpassed the 5% annual average target of
the Repelita V, was primarily induced by the
expansion of non-oil/gas exports and
investment.
The achievement of high economic growth
was also accompanied by further improvements in economic structure as reflected in
the composition of exports, production, funds,
and government revenues. The improvement
in the structure of export was characterized
by a continued increase of non-oil/gas exports,
especially manufactured products, an expansion of the export markets, and further diversification of the types of export commodities.
The strengthened production structure was reflected, in a higher share of the manufacturing and services industry in total domestic
production, despite increases in the output
of other sectors. The improvement in the structure of funds was evidenced by the rapid in-

crease in the funds mobilized from the capital market. The enhanced structure of government revenue was reflected in the increasing share of non-oil/gas receipts. Furthermore,
the improvement in economic structure was
accompanied by continued self-sufficiency in
rice, first achieved in 1984.
Concurrent with the attainment of a high
rate of economic growth, the number of people
living below the poverty line declined
markedly. This achievement was closely
related to the further expansion of exports and
non-oil/gas industries, in addition to an
increase in rice production and agricultural
output in general. Furthermore, poverty
alleviation was attributable to various policies
adopted, inter alia, development expenditure
targeted at the poor and the provision of credits
on concessional terms for the economically
weak group. Nevertheless, the large number
of people living in poverty constitutes a
challenge to be coped with in the future.
In the past few years, the balance of payments developed favorably. These developments were mainly reflected in the steady
expansion of non-oil/gas exports, thereby reaffirming their importance in total exports. This
favorable outcome was due mainly to improvements in the competitiveness of
Indonesia’s products in the international and
domestic market that was supported, inter alia,
by the maintenance of a realistic exchange
rate. Furthermore, the Government -- in view
of the slight slackening of export growth recently — has continued the effort to further
promote non-oil/gas exports so as to restore
their rapid pace.
The attainment of high economic growth
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was also coupled with the maintenance of
monetary stability as reflected in the low
level of inflation (less than 6% annually in
the past two years) and a reasonable level
of interest rates. This was attributable to,
among other things, to the adoption of a
cautious monetary policy stance by
providing an appropriate increase in money
supply adequate to support investment and
production.
The improvements in Indonesia’s
economy were also attributable to the
deregulation measures in the areas of
money, finance, and banking adopted since
1983. Following the introduction of the
policy package of October 1988, the
banking sector recorded substantial
progress within a relatively brief period of
time. The number of banks (comprising
commercial banks, developments banks,
and savings banks) increased remarkably
from 111 banks in October 1988 to 151
banks at the end of March 1990, while the
number of offices went from 1,683 to 2,842.
During the same period, the number of rural
credit banks (bank perkreditan rakyat or
BPRs) rose from 7,706 to 7,820. The
expansion of the banking network was
followed by improvements in efficiency and
expansion of banking services through the
introduction of new banking products. In
line with these developments, savings
mobilized soared from Rp36.9 trillion at the
end of October 1988 to Rp59.2 trillion at
the end of March 1990 and bank lending
increased from Rp42.7 trillion to Rp 71.6
trillion. Furthermore, since the adoption of
the policy package of October 1988, interest
rates for deposits and lending showed a
downward trend. As was the case with the
banking sector, the capital market, which
constituted an alternative source of
investment funds, showed impressive
progress since the introduction of the

December 1988 policy package. This was
reflected, among other things, in the
substantial increase in the number of listed
companies and market capitalization.
The favorable developments in the
financial sector showed that the series of
policies pursued were successful in laying
a solid foundation for the development of
an efficient financial sector, capable of
supporting development. With a view to
further strengthening this foundation, on
January 29, 1990 the Government adopted
a policy package relating to credit. The
package outlined improvements in the
credit system by phasing out Bank Indonesia
liquidity credits (Kredit Likuiditas Bank
Indonesia or KLBI); continuing the banking
sector’s support for maintaining selfsufficiency in rice and achieving selfsufficiency in other foodstuffs; developing
cooperatives and promoting investment,
simplifying the interest rate structure so as
to allow reasonable rates; and securing the
availability of credit for small-scale
enterprises and cooperative units. The
policy package was also intended to promote
economic activities in Indonesia’s eastern
region, the potentials of which have not
been fully developed yet. Through this
policy, it is expected that monetary stability
could be maintained, savings mobilization
induced, and the role of banking in
supporting equitable developments
promoted.
B . Indonesia’
Indonesia’ss Economic
Developments in 1989/90
The growth rate of the Indonesian
economy rose from 5.7% in 1988 to 7.4%
in 1989, the highest rate of growth since
1982. On the expenditure side, the 1989
rate of growth was attributable to increased
domestic demand, especially investment
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and government consumption, and
persistently strong external demand,
especially continued increases in non-oil/
gas exports despite slow world growth in
recent years. On the production side, the
higher rate of economic growth was
attributable to better economic performance
of both the non-oil/gas and the oil/gas
sector, which increased by 8.2% and 4.1%
in 1989, respectively, compared with 7.4%
and -0.6% in 1988. The higher rate of
growth in the oil/gas sector stemmed from
an reversal in the growth of the oil/gas
mining subsector, from -3.5% to 4.8%.
By economic sector, the high growth rate
of Gross Domestic Product (GDP) in 1989
was buoyed by the growth of the
manufacturing sector and of the trade, hotel,
and restaurant sector. In addition, the higher
growth rate of the mining and quarrying
sector made marked contribution to the
achievement of the high GDP growth rate.
The manufacturing sector continued to
register a firm growth rate of 9.1%,
compared with 12.0% in the preceding year.
As in previous years, the growth rate in the
manufacturing sector was mainly due to
production of non-oil/gas export
commodities. Meanwhile, the trade, hotel,
and restaurant sector registered a higher
rate of growth, 10.0% compared with 9.1%
in the preceding year, attributable to a
higher rate of growth in the wholesale and
retail trade subsector. The rate of growth in
the mining and quarrying sector
significantly increased, from -2.9% in the
preceding year to 5.3%. In addition to
higher oil production, the increase in the
rate of growth of the mining and quarrying
sector was attributable to higher production
coal, copper, and tin. In the meantime, the
agricultural sector registered a persistently
high rate of growth, although it decreased
to 4.3% from 4.7% in the preceding year.

The lower rate of growth was mainly caused
by a decrease in the rate of growth of the
foodcrop subsector due to the lower
production of some non-rice foodcrop
commodities. It could be noted that in 1989
the rice production registered a markedly
higher rate of expansion than in the
preceding year.
In 1989/90, Indonesia’s balance of payments continued to face various pressures,
such as depressed prices of some primary
commodities, a deceleration in world economic growth, and continued protectionist
measures in some industrial countries. However, Indonesia’s balance of payments performed well, showing a lower current account deficit whose ratio to GDP shrunk from
2.2% to 1.7%. This was mainly brought
about by a continuous increase in non-oil/
gas exports, especially manufactured products. With this development, in the reporting year, the structure of Indonesia’s balance of payments became stronger.
Non-oil/gas exports increased by 18.9% in
1988/89 reaching $14,493 million. This
increase occurred as exports of manufactured
and mining products grew, respectively by
18.7% and 42.0%, while agricultural
commodities declined by 6.3%. With this
development, the share of manufactured
products in non-oil/gas exports remained the
highest, namely 82.4%, followed by
agricultural products having a share of 13.8%
and mining products of 3.8%. Meanwhile,
imports rose by 21.4% reaching $17,374
million, closely associated with increasing
activities of the domestic economy, especially
investment, and because of higher prices for
imported commodities. Furthermore, the
services account deficit widened by 9.3% to
$8,055 million due, among other things, to
increased import transportation costs and
persistently high debt service payments. The
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deficit in the current account decreased from
$1,859 million to $1,599 million.
In the reporting year, capital transactions
registered a surplus, but the surplus was
lower than that in the preceding year. This
was mainly caused by a decline in net
inflows of government capital, while net
inflows of private capital increased. It
should be added that, in the reporting year,
amortization payments on government
borrowing decreased as a result of the
strengthened value of the US dollar against
major world currencies, especially the yen.
In the reporting year, official foreign
exchange reserves at Bank Indonesia rose
by $248 million, raising official reserves to
$6,259 million as of the end of March 1990,
equivalent to 4.6 months of non-oil/gas
imports. Taking into account the reserves
at foreign exchange banks amounting to
$3,900 million as of the end of March 1990,
national foreign exchange reserves reached
$10,159 million, equivalent to 7.4 months
of non-oil/gas imports.

accelerated strongly, reaching 45.7% as
against 23.9% in the preceding year. This
acceleration occurred in both money supply
in the narrow sense (M1) and in quasi money,
47.6% and 44.8%, respectively. Meanwhile,
the rate of economic growth increased
significantly and the rate of inflation remained
controllable at a relatively low level (5.48%).
These developments reflected success in the
field of monetary policy which was directed
to meeting the increasing liquidity needs from
the strong acceleration in investment and
production activities, while maintaining price
stability.
Bank credit had a highly expansionary
effect on money supply. The increase was
reflected in the increase in claims on private
enterprises and individuals of Rp28,558
billion as compared to Rpl0,718 billion in the
previous year. In the meantime, the external
sector, the government finance, and other
sectors continued to have contractionary
effect on money supply.

In 1989/90, the Government continued
to maintain a realistic rupiah exchange rate
so as to keep Indonesia’s products
competitive, both in the international as well
as in the domestic markets, and to support
a business climate conducive to investment
activities. The rupiah exchange rate
depreciated against the US dollar (3.73%),
the German mark (13.66%), the British
pound sterling (1.26%), the French franc
(13.95%), the Dutch guilder (13.69%), and
the Singaporean dollar (7.51%). Meanwhile,
in the same period, the rupiah exchange
rate appreciated against the Japanese yen
(15.56%) and the Australian dollar (4.39%).

In the field of government finance, actual
revenue and expenditure in 1989/90 reached
Rp38,169 billion, which was 4.4% higher
than budgeted and 15.7% higher than the
outturn of the preceding year’s budget. Total
domestic revenue reached Rp28,740 billion
(75.3%) and development receipts reached
Rp9,429 billion (24.7%). Of the domestic
revenue, Rpll,252 billion (39.0%) originated
from oil/gas receipts and Rpl7,488 billion
(61.0%) from non-oil/gas receipts. The latter
receipts were 29.8% higher than last year’s
outturn. In the meantime, development
receipts decreased by 5.6% as against the
outturn in the preceding year, mainly due to
a reduction in foreign aid for local cost
financing.

In the monetary sector, the growth of broad
money or the domestic liquidity (M 2 ),

Actual development expenditures reached
Rpl3,834 billion, much of which was used to
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finance development programs in the general
economy (53.1%), regional development,
business, environment (17.8%), and
education and culture (13.3%). Meanwhile,
routine expenditures reached Rp24,331
billion, which was spent chiefly on personnel
expenditures, material expenditures, and
amortization and interest payments.
Bank credit rose by 53.8% reaching
Rp71,564 billion. By group of banks, the
highest increase in credit was recorded by
private national banks, namely 98.3%,
equivalent to Rpll,243 billion. Meanwhile,
credit extended by state banks rose by 40.7%
or Rpl2,319 billion, by foreign banks by
89.9% or Rpl,792 billion, and by regional
development banks (bank pembangunan
daerah or BPDs) by 46.5% or Rp576 billion.
By sector, bank credits to all sectors of the
economy increased. Credits to the trade sector
rose by 55.3% reaching Rp22,814 billion.
They were spent mainly on financing export
transactions, especially of manufactured
commodities and other services. Credits to the
manufacturing sector increased by 43.1%
reaching Rp22,449 billion, especially for
financing of textile, garment, and leather
industries; chemicals, oil, coal, rubber, and
plastic industries; and wood and wood
products. Meanwhile, credit to the agricultural
sector rose by 38.8%, reaching Rp5,982
billion, chiefly used to finance the
development of foodcrop and fishery
subsectors. Credit to the services sector, for
transportation, warehousing, communication,
electricity, gas, water, and construction, also
increased, by 56.3% to Rpll,862 billion.
In line with the efforts to reach a more
equitable distribution, credits extended to
small-scale businesses increased strongly.
Outstanding small-scale investment credits
(Kredit Investasi Kecil or KIK) reached

Rp749 billion, an increase of 75.4%
compared to 36.9% in the preceding year. In
the meantime, permanent working capital
credit (Kredit Modal Kerja Permanen or
KMKP) reached Rpl,947 billion, an increase
of 31.2% compared to 19.1% in the preceding
year. In addition, outstanding general rural
credit (Kredit Umum Pedesaan or Kupedes)
reached Rp938 billion, increasing by 54.5%
compared to a rise of 31.4% in the preceding
year.
Funds mobilization through banks
increased by 49.8% reaching Rp59,192
billion. Demand deposits continued to
increase remarkably, by 51.6% compared to
24.3% in the preceding year. Meanwhile, time
deposits continued to increase at a significant
rate, 37.3% compared with 28.2% in the
preceding year. The fastest rate of funds
mobilization occurred in the form of savings
deposits, namely by 176.2% compared to
35.4% in the year before.
The number of banks, comprising
commercial banks, development banks, and
savings banks, increased by 40 to 151 in the
reporting year. Meanwhile the number of bank
offices, comprising held offices, branch offices,
and auxiliary branch offices, increased by 978
to 2,842. In addition, the number of village
banks, paddy banks, petty- traders banks,
and rural fund and credit institutions increased
by 114 to 7,820. The development of the bank
office network, including BPRs, occurred in
all regions of the country.
C. Economic Prospects for 1990/91
After the difficult period of adjustment in
the 1980s, Indonesia is entering the decade
of the 1990s with an economic foundation that
is more efficient, stronger, and more
competitive. Nevertheless, in 1990/91
Indonesia will still be confronted with several
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challenges. The main challenges include
creating employment for the increasing labor
force, raising people’s income, alleviating
poverty, and reducing income gaps across
community groups and regions. In order to
cope with these challenges, various efforts are
to be undertaken and economic growth needs
to be maintained at a sufficiently high level,
especially by increasing investment and by
promoting the non-oil/gas sector. However,
Indonesia is faced with several constraints,
both external and internal.
On the external front, the main constraints
encountered include the deceleration in world
economic growth, high international interest
rates, persistent protectionist measures by
industrial countries, and the reformation of
economic systems in Eastern Europe. The
deceleration in economic growth following the
adoption of a tight monetary policy stance by
developed countries will bring about a decline
in import growth by those countries.
Furthermore, the tight monetary policy stance
will drive international interest rates upward
and this will adversely affect Indonesia with
its open economic system in the sense that it
might induce capital outflows and therefore
creates an upward pressure on domestic
interest rates. The reformation of economic
systems in Eastern Europe is expected to
intensify competition for Indonesia’s exporters
of manufactured products in the international
market and to reduce the availability of funds
for developing countries, both in the form of
private capital inflows and official loans.
On the other hand, the continued relocation
of industries from Japan and Newlyindustrialized Economies (NIEs), is expected
to lead to increasing foreign direct investment
in Indonesia. Other factors which may have
some bearings on Indonesia’s economic
performance include oil prices and exchange
rates of the world major currencies. On the

internal side, the main constraints come from
infrastructure and facilities, which have to
keep up with the pace of investment, and from
the availability of sufficient funds for
investment.
In view of the limitation of government
revenue, most of the investment funds are
expected to be mobilized from the private
sector. Moreover, the funds which are
mobilized from the private sector also help
support the maintenance of monetary stability.
It is worth noting that the constraints on the
internal side are more severe now that the
need to accelerate the pace of development
of Indonesia’s eastern region is better
understood.
Despite these various challenges and
constraints, non-oil/gas exports and
investment are still projected to perform
favorably in 1990/91. The increase in nonoil/gas exports will mainly result from the
expansion of private sector production
capacity, especially those that are exportoriented companies under foreign direct
investment (penanaman modal asing or PMA)
and domestic investment (penanaman modal
dalam negeri or PMDN) schemes. Investment
is also estimated to increase in line with
improvements in the business climate. This
is mainly accounted for by a further opening
of investment areas following the lifting of the
Priority List (Daftar Skala Prioritas or DSP)
which has been replaced by the Negative
Investment List (Daftar Negatif Investasi or
DNI) since May 1989.
On the basis of the above mentioned
developments, the money supply is projected
to increase due to the expansionary effects of
the foreign sector and of credit, despite the
contractionary effects of the government
sector. The expansionary effect of the
foreign sector originates from the surplus
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in the balance of payments and that of the
credit sector stems from higher economic
activities. The expansionary effect of the
credit sector will be smaller than in the
reporting year owing to the phasing out of
liquidity credit following the introduction
of’ the January 1990 policy package. The
contractionary effect of the government
sector was due to increases in oil and gas
and tax receipts.
Taking account of the high economic growth
in the past few years, the monetary policy
stance will continue to be cautious. This
implies increasing the money supply in line

with the need to finance productive activities
which will in turn promote growth while
maintaining monetary stability. Taking into
account the prospective developments
coupled with the determination on the part of
the Government to undertake cautious
macroeconomic management, a sufficiently
high rate of economic growth in a stable
monetary environment may be attained in
1990/91. The cautious macroeconomic
management will be conducive to economic
expansion given the prevailing constraints
such that monetary and balance of payments
stability can be maintained and a sustainable
rate of growth be achieved.
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II. MONET
AR
Y POLICY AND DEVELOPMENTS
MONETAR
ARY

A. Monetary Policy
The financial policy package of October
27, 1988 followed by its supplementary
regulations has had a positive impact on the
financial sector and fostered the
development of Indonesia’s economy as a
whole. The positive impact on the financial
sector was mainly reflected in the rapid
growth of funds mobilization, through banks
and the capital market, and in the
improvement of banking services along with
the expansion of banks’ operating network.
The coordination among financial policies
and other economic policies has promoted
a high rate of economic growth accompanied
by a low rate of inflation, strengthened the
external balance as reflected in the rapid
growth of non-oil/gas exports, and
encouraged investment and production.
While a low rate of inflation and external
balance were preserved during the
reporting year, monetary policy was
designed to meet the increasing demand for
liquidity stemming from the rapid growth in
investment and production. The
implementation of monetary policy was
marked by a rapid growth in the money
supply and in a declining trend in interest
rates without inducing pressures on inflation
and on the balance of payments, in the
context of a fast growing economy.
To further develop a strong and efficient
financial sector conducive to supporting the
objective of growth and equitable distribution,
the Government introduced new measures on
January 29, 1990 aimed at improving the
national credit system. Through these
measures, banks and nonbank financial

institutions (NBFIs) are encouraged to be more
self-reliant in mobilizing financial resources
from the public and channeling the mobilized
resources funds to productive sectors, while
gradually reducing their dependency on Bank
Indonesia liquidity credits (Kredit Likuiditas
Bank Indonesia or KLBI).
It is noteworthy that access to subsidized
liquidity credits fostered a rapid expansion
of bank credit, mainly to finance non-oil/gas
exports and small-scale businesses. However,
the increase in KLBI had a number of
drawbacks. The increase in liquidity credits
would not only be inflationary in nature, but
it also could induce foreign exchange
speculation. In addition, access to huge
amounts of liquidity credits reduced
incentives to mobilize funds from the public.
In consequence, the greater the possibility of
banks’ access to liquidity credits, the more
difficult it could be for Bank Indonesia to
implement effective monetary policy and, in
particular, to control inflation. Under the
January 29, 1990 package, liquidity credits
will only be made available for activities
which support cooperatives, investment, and
the achievement of self-sufficiency in food.
Apart from the above activities, bank credits
are expected to be financed by banks’ own
resources. Furthermore, to encourage the
development of small-scale businesses and
to foster the objective of equitable distribution,
all domestic banks are required to lend 20%
of their total credits to small-scale businesses.
B . Money Supply and Factors
Affecting Its Change
In the reporting year, monetary
developments were characterized by a rapid
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increase in money supply, in broad and in
narrow terms, accompanied by declining
rates of interest and price stability. These
rapid monetary developments took place for
the first time during the last ten years and
were characterized by a higher growth rate
of M1 as compared to that of M2. This was
partly explained by the increasing demand
for demand deposits which were closely
associated with buoyant economic activities.

increased to 64.9% compared with 56.3%
at the end of the preceding year, while the
share Of currency declined to 35.1% (Table
2.2).
In the meantime, the growth of M1 in real
terms increased by 39.8% compared with
11.4% in the preceding year (Table 2.3).

In 1989/90, domestic liquidity (M2),
comprising M1 and quasi money, increased
by 45.7%, reaching Rp64,367 billion
compared with 23.9% in the preceding year
(Table 2.1). The increase in M2 was
attributable to growth in M1 by 47.6% and
in quasi money by 44.8%. The high
increases in M1 and quasi money were not
only closely associated with the increase in
domestic income but also with the increase
in banking services, including the widening
network of bank offices and the attractive
savings schemes offered by banks. It should
be added that, in the preceding year, M1
rose only by 18.9% and quasi money by
26.6%. Taking into account the inflation
rate, real money supply during the reporting
year rose by 38.0% compared with 16.0%
in the preceding year (Table 2.3).

During the reporting year, the money
multiplier for M1 and M2 increased on
average to 1.9 and 5.9 from 1.6 and 4.6 in
1988/89. The increases were not only
caused by the reduction in the reserves
requirement ratio from 15% to 2% but also
by the change in public preferences in
holding money, which was reflected in a
lower ratio of currency to demand deposits
(C/D) and quasi money to demand deposits
(T/D). During the reporting year, C/D and
T/D declined to 0.66 and 3.39, respectively,
compared with 0.83 and 3.61 at the end of
1988/89. The declining ratios reflected the
buoyant business activities along with the
economic expansion. In addition, the
reduction of the reserve requirement
following the announcement of the October
27, 1988 policy package has also increased
banks’ ability to extend credits to the
business sector.

As in the preceding year, the increase in
M1 was mainly attributable to demand
deposits, which rose by 70.1% compared
with 25.1% in the preceding year, reaching
Rpl4,375 billion at the end of the reporting
year. This increase was mainly due to
demand deposits owned by private
enterprises and individuals which was
partly associated with the increase in
transactions and the attractive interest
earned from demand deposits. Meanwhile,
currency increased by 18.6% reaching
Rp7,780 billion. With the abovementioned
developments, the share of demand deposits

The domestic sector recorded a significant
expansionary effect on M1, while the external
sector recorded a contractionary effect. The
expansionary effect of the domestic sector
originated from the huge increase in bank
credits, whereas the government sector had a
contractionary effect. As shown in Table 2.4,
claims on entities, enterprises, and
individuals, which constituted an important
factor in the increase in net domestic assets,
had an expansionary effect of Rp29,667
billion compared with Rpl1.931 billion in the
year before. This expansionary effect was
mainly attributable to an increase in claims
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on private enterprises and individuals of
Rp28,558 billion compared with Rpl0,718
billion in the preceding year. The increase in
claims on private enterprises and individuals
was mainly attributable to higher financing
for working capital and investments.
In the reporting year, the government
sector recorded a contractionary effect of
Rp85 billion compared with Rpl20 billion
in the preceding year. The contractionary
effect in the last two years was mainly
attributable to the increase in tax revenues,
which was closely associated with intensive
and extensive efforts in tax collection,
despite the increase in routine and
development expenditures.
Quasi money rose by Rpl3,054 billion
compared with Rp6,124 billion in the
preceding year. The significant increase was
not only closely associated with the increase
in domestic income but also with the
increase in funds mobilization through the
banking sector. Meanwhile, net foreign
assets and net other items registered
contractionary effects, of Rp712 billion and
Rp8,670 billion, respectively.
C. Monetary Prospects for 1990/91
As a consequence of the successful
implementation of a series of policies
adopted in the last few years, Indonesia’s
economy in 1990/91 is expected to perform
favorably, as reflected in a high rate of
growth, albeit lower than that of the
preceding year. The favorable economic
prospect is closely associated not only with

a continued increase in the private sector
investment, but also with higher government
spending as reflected in the state budget.
In the external sector, the overall balance
of payments is expected to record a surplus
due to persistent efforts to promote non-oil/
gas exports and the improvement of oil
prices, albeit a slight weakening in the world
economy.
Based on the abovementioned
developments, the demand for domestic
liquidity is expected to remain high so that
the supply of M1 and M2 in 1990/91 is
expected to increase although not as much
as in the preceding year. Viewed from the
factors affecting money supply, the external
sector is expected to contribute an
expansionary effect in line with the
expected surplus in the balance of
payments. The government sector will have
a contractionary effect due to higher
government revenues, mainly from oil/gas
and taxes, as compared to the increased
government expenditures. Bank credit is
expected to contribute a significant
expansionary effect in line with the
improvement in economic activities.
However, the growth in bank credit will not
be as fast as that in the preceding year,
mainly owing to the withdrawal of liquidity
credits.
It should be noted that the inflation rate
will be kept low so as to support the
maintenance of interest rates at a level that
will encourage funds mobilization and
simultaneously maintain a positive investment
climate and prevent capital outflows.
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CHART 1
MONEY SUPPL
Y AND DOMESTIC LIQUIDITY
SUPPLY
(bilions of rupiah)
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CHART 2
FACTORS AFFECTING MONEY SUPPL
Y
SUPPLY
(bilions of rupiah)
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III. BANK CREDIT

A. Credit Policy
In 1989/90, credit policy continued to be
aimed at promoting productive, labor
intensive investment and non-oil/gas
exports, as well as developing the business
activities of the economically-weak group
and cooperatives. To this end, efforts were
made to encourage banks to extend credit
with funds mobilized from the public. As
was mentioned in Chapter II, through the
policy package of January 29, 1990, the
improvement of the credit system was aimed
at gradually phasing out the share of Bank
Indonesia liquidity credits ( Kredit
Likuiditas Bank Indonesia or KLBI), while
maintaining the role of banks in
encouraging self-sufficiency in food,
promoting cooperatives and investments,
and simplifying the interest rate structure
so that interest rate become more market
related. Moreover, the policy package was
aimed at ensuring the availability of credit
for small-scale businesses and cooperatives.
Through this policy, subsidized credit
schemes were reduced from twenty three to
only four. These four credit schemes consist of credit to farmers (Kredit Usaha Tani
or KUT), cooperatives, foodstock and sugar
procurement, and investment credit. The
rates charged to the end borrowers are to
be based on prevailing market rates.
To encourage self-sufficiency in food and
simultaneously promote farmers’ incomes,
credits under KUT scheme, which were previously available to finance the rice/
foodcrops intensification and the smallholder sugarcane intensification schemes
(Tebu Rakyat Intensifikasi or TRI), since
January 1990 were only made available to

finance the rice/foodcrops intensification
program with fully supported funds from
Bank Indonesia. In addition, credits under
the KUT scheme, which used to be extended
only by Bank Rakyat Indonesia, can now
be extended by other banks with the consent of Bank Indonesia. It is noteworthy that
the amount of credit under the KUT scheme
is now based on the real needs of farmers
whereas, according to the previous regulation, it was based on a fixed amount per
hectare. 1)
In accordance with the January 29, 1990
policy package, Bank Indonesia has adjusted the regulations on credits to cooperatives, to village, cooperative units
(Koperasi Unit Desa or KUD) and to members of primary cooperatives. These credits
are extended by handling banks with a 75%
share from Bank Indonesia. Credits to KUD
are to be extended not only to finance the
procurement of rice and foodcrops but also
to finance cloves and fertilizer whose floor
prices are determined by the Government.
In addition, credit to primary cooperatives
can be utilized to finance businesses other
than trade and services of the cooperative
members, which do not have access to KUT.
This credit is also aimed at financing the
TRI which used to be financed by KUT.
Credit ceilings to primary cooperative members are determined by the need and the
capacity of the members to pay back their
credits which is related to their savings, with
a maximum amount of Rp30 million. The
interest rates to cooperative members are
based on the prevailing market rates.

1) Bank Indonesia Circular Letter No. 22/2/UKK, January
29, 1990.
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Considering the importance of foodstocks
and sugar procurement by Bulog, credits
for these activities continue to be fully financed by Bank Indonesia. The discount
rate charged by Bank Indonesia is based
on money market securities (Surat Berharga
Pasar Uang or SBPU) rates, whereas the rate
charged to Bulog is based on the prevailing
market rate.2)
In view of limited sources of long-term
funds, KLBI continued to be provided to
accommodate part of the need for investment
credits. This regulation became effective in
February 1990 and such credits are to be
channeled through development banks and
development type of nonbank financial
institutions (NBFIs) to support the
investment activities in all sectors. KLBI are
also to be extended to finance plantation
estates through commercial and
development banks. In the meantime, KLBI
extended to finance house ownership are
channeled through banks/NBFIs assigned
by Bank Indonesia with a maximum credit
of Rp50 million per customer. In order to
foster investment activities in the eastern
part of Indonesia, KLBI will be provided on
concessional terms. The maturity for
investment credits in the eastern part of
Indonesia will be adjusted according to the
borrower’s needs, while those for western
part of Indonesia will only be available for
projects which requires credits with a
minimum maturity of five years. Maturity for
credits extended to the plantation sub-sector
is not restricted, either for eastern or western
part of Indonesia. The share of Bank
Indonesia financing for the projects in the
eastern part of Indonesia in 1990/91 is 50%
of the total credit, whereas the share
financing for the western part of Indonesia
2) Bank Indonesia Circular Letter No. 22/7/UKU, January
29, 1990.

would be only 40%. The rates on investment
credits are to be determined by banks and
NBFIs while the rates charged by Bank
Indonesia are related to the SBPUs’ rates.3)
Schemes other than the above four credits
schemes are classified as general credits
and would be financed by banks’ own
resources.
To foster the development of small-scale
businesses, starting February 1990, banks
were required to extend 20% of their total
credits to small-scale businesses. This 20%
share covers credits financed by banks’ own
funds, excluding the KLBI. This minimum
requirement should be completed by
individual banks, including rural credit banks
(bank perkreditan rakyat or BPR), within one
year after February 1990.4) This type of credit
is known as Kredit Usaha Kecil or KUK, i.e.,
credit provided to businesses with a maximum
total assets of Rp600 million, not including
the value of land and estates, and used for
the financing of productive business,
including the financing of the ownership of
houses of type 70 or smaller. The maximum
amount of this credit to each customer is
Rp200 million. Foreign banks and joint
venture banks, which have been required to
extend 50% of their total credits to the export
sector, are exempted from this requirement.
To broaden the channeling of KUK, banks
are encouraged to cooperate, either among
commercial banks or between commercial
banks and BPRs. To implement effectively
the target of extending this scheme to smallscale businesses, performance under this
scheme will be taken into account in rating
the soundness of the respective bank.

3) Bank Indonesia Circular Letter No. 22/6/UKU, January
29, 1990.
4) Bank Indonesia Circular Letter No. 22/4/UKK, January
29, 1990.
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In promoting the activities of international
and domestic trade and business in general, since April 1989 foreign exchange
banks and NBFIs are no longer subject to
ceilings on offshore borrowing as long as
those banks and NBFIs maintain their net
foreign exchange open position at 25% of
their own equity.5) To utilize effectively the
offshore borrowing, efforts could be made,
among other things, to channeling these
funds in the form of credits in foreign currency. The removal of this ceiling has enabled banks/NBFIs to extend more credits
in foreign currencies.6)
B. Credit Developments
In the reporting year, bank credits recorded a huge increase, Rp25,038 billion
or 53.8%, reaching Rp71,564 billion compared with 32.6% in 1988/89 (Table 3.1).
This increase occurred mainly in the manufacturing and trade sectors.
Credit extended by deposit money banks
(DMBs) rose by Rp25,930 billion or by 57.7%
compared with 33.7% in the preceding year.
Credit from state banks rose by Rpl2,319 billion or 40.7%, from private national commercial banks (bank umum swasta nasional or
BUSNs) by Rpll,243 billion or 98.3%, from
foreign banks by Rpl,792 billion or 89.9%,
and from regional development banks (bank
pembangunan daerah or BPDs) by Rp576
billion or 46.5%. Direct credits from Bank
Indonesia declined by Rp892 billion or 56.3%
compared with an increase of 8.2% in the preceding year. This decline was due mainly to a
shift of credits for State Savings Bank (Bank
Tabungan Negara or BTN) to liquidity credits
since BTN was classified as a DMB (Table 3.4).
5) Board of Directors of Bank Indonesia Decree No. 21/
80/KEP/DIR, March 25, 1989.
6) Bank Indonesia Circular Letter No. 22/1/UKU, April
29, 1989.

By economic sector, a major increase took
place in the manufacturing sector, i.e.
43.1%, reaching Rp22,449 billion, mainly
extended to finance textile and leather industries, chemical, oil, and other processing industries, as well as timber industry
and the processing of its products. Credit
extended to the trade sector rose by 55.3%
reaching Rp22,814 billion, which were
used to finance exports mainly of finished
products and to finance wholesale and retail trading. Credits to the mining and the
services sectors increased by 33.8% and
56.3%, reaching Rp519 billion and
Rpll,862 billion, respectively. Credit to the
agricultural sector increased rapidly by
38.8% reaching Rp5,982 billion and was
mainly utilized to develop the fishery and
foodcrop subsectors. The share of credit to
the trade sector played a major role (31.9%),
while the share of credits to the agricultural,
manufacturing, and services sectors were
8.4%, 31.4% and 16.6%, respectively.
Classified by credit use, working capital
credits rose by 62.3% reaching Rp55,141
billion compared with 33.1% in 1988/89.
Investment credits reached Rpl6,423 billion, rising by 31.0%, about the same percentage as that in the preceding year. Of
working capital credits, 38.8% were extended to the trade sector, 28.5% to the
manufacturing sector, 14.2% to the services
sector, and 4.1% to the agricultural sector.
Of investment credits, 40.9% were extended
to the manufacturing sector, 22.7% to the
agricultural sector, 24.6% to the services
sector, 8.6% to the trade sector, and 2.0%
to the mining sector (Table 3.2).
During the reporting year, credits to priority sectors extended by DMBs increased
by 74.2% reaching Rp20,142 billion compared with 41.0% in the preceding year. Of
this amount, working capital credits in-
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creased to Rpl6,059 billion, a rise of 79.7%
compared with 41.0% in 1988/89. This was
mainly associated with the increase in export credits. Investment credits to priority
sector reached Rp4,083 billion, an increase
of 55.4% compared with 41.0% in the preceding year. Regarding the non-priority sector, working capital and investment credits
increased by 53.8% and 46.4% to
Rp38,614 billion and Rpl2,117 billion, respectively. It should be noted that working
capital and investment credits in the preceding year increased only by 33.2% and
26.0%, respectively (Table 3.4).
At the end of the reporting year, outstanding credit under the small-scale investment
credit (Kredit Investasi Kecil or KIK) program stood at Rp749 billion, an increase of
75.4% compared with 36.9% in the preceding year. The value of the approved applications rose by 31.2% to Rpl,947 billion,
with the number of customers increasing by
7.0% to 334 thousand. Permanent working
capital credit ( Kredit Modal Kerja
Permanen or KMKP) outstanding reached

Rpl,784 billion, a rise of 58.3% compared
with 19.1% in 1988/89. The value of the
approved applications rose by 30.7% reaching Rp5,854 billion with the number of customers increasing by 4.2% to 2,491 thousand at the end of the reporting year. Outstanding general rural credit (Kredit Umum
Pedesaan or Kupedes) rose to Rp938 billion or a rise of 54.5% compared with
31.4% in the preceding year.
In addition to the types of credit to high
priority sectors extended by DMBs, there
are also other high priority credits which
are extended by NBFIs and KUDs. Credits
extended by NBFIs increased by 61.1% to
Rp593 billion including house ownership
credit (Kredit Pemilikan Rumah or KPR)
extended to middle income groups by PT
Papan Sejahtera. The amount of KPR extended by PT Papan Sejahtera reached
Rp236 billion, an increase of 24.2% with
16,542 customers. Small-scale credit channeled through KUDs to low income groups
and petty traders (Kredit Candak Kulak or
KCK) reached Rpl5 billion.
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IV
TION OF FUNDS
IV.. MOBILIZA
MOBILIZATION

A. Policy on Mobilization of Funds
In response to the increased financing
needs for production and investment, it has
become more important to intensify the
mobilization of funds from the public. The
Government, therefore, has improved a
number of stipulations contained in the
policy package of October 27, 1988 in
regard to savings mobilizations and taxes
on interest earned from time deposits,
certificates of deposits, and savings
deposits. These improvements were
designed to create an environment
conducive to encouraging banks to create
savings schemes, to promote their services
for depositors, to enhance efficiency, and
to treat all type of savings schemes equally.
To promote savings mobilization, banks
were encouraged to develop their own savings
schemes. In this context, during the reporting
year, the implementation of Tabanas and
Taska schemes were no longer regulated and
the guarantee on Tabanas and Taska by Bank
Indonesia was revoked.1) Through this new
regulation, savings mobilization is expected
to be further promoted. In line with this policy,
Bank Indonesia established a communication
forum known as Forum Komunikasi
Pendidikan Menabung (FKPM) with Bank
Indonesia as the coordinator. 2) Since the
establishment of FKPM, the coordinating and
supervisory council of the national savings
movement (Dewan Koordinasi dan Pembina
Gerakan Tabungan Nasional or Dekop GTN)
was dismissed while their educational program
was continued by FKPM.
1) Bank Indonesia Circular Letter No. 22/133/UPG,
December 1, 1989.
2) Bank Indonesia Grcular Letter No. 22/134/UPG,
December 1, 1989.

To enhance banks’ efficiency and to
promote the equal treatment of all banks,
through the December 1989 policy
package, time deposits mobilized by state
commercial banks and the State
Development Bank ( Bank Pembangunan
Indonesia or Bapindo) were no longer
guaranteed by Bank Indonesia.3)
To treat all types of savings schemes
equally, taxes which were previously
imposed according to the type of savings
schemes are now imposed on the basis of
the value of savings. To encourage the
public to save, especially small depositors,
taxes imposed on interest earned from time
deposits and certificates of deposits of those
small depositors were suspended. In this
regard, small depositors are defined as those
who own financial savings, either in the form
of time, savings, and certificates of deposits
in any bank or NBFI with a total value of no
more than Rp5 million.4)
To promote the development of the capital
market, and simultaneously encourage
capital inflows, the Government regulated
the purchases of stocks by foreign investors.
Foreign investors are allowed to purchase
up to 49% of stocks in the primary market
or up to 49% of stocks listed in the bourse
and over the counter. However, foreign
investors are not allowed to purchase stocks
issued by private banks until new
regulations for the banking sector is
introduced. 5)

3) Board of Directors of Bank Indonesia Decree No. 22/
65/KEP/DIR, December 1, 1989.
4) Bank Indonesia Circular Letter No. 22/132/UPG,
December 1, 1989.
5) Minister ot Finance Decree No. 1055/KMK.013/1989,
September 16, 1989.
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B. Banks’ Fund Developments
Funds mobilized through the banking
system, comprising demand, time, and
savings deposits, reached Rp59,192 billion
at the end of reporting year, a rise of 49.8%,
mainly due to growing savings deposits
(Table 4.1). With this development, the
share of savings deposits increased from
6.3% to 11.6%. The share of demand
deposits in total bank deposits rose from
26.7% to 27.0%, whereas that of time
deposits declined from 67.0% to 61.4%.
1. Demand deposits
Total demand deposits, comprising rupiah
and foreign currency deposits, rose by
51.6% reaching Rpl5,978 billion at the end
of the reporting year. Rupiah deposits rose
by 49.6%, whereas foreign currency
deposits increased by 64.1%. The increase
in demand deposits reflected higher
utilization of banking services which was
closely associated with a pick-up in business
activities.
1.1. Rupiah demand deposits
Rupiah demand deposits mobilized by
banks reached Rpl3,611 billion at the end
of reporting year, rising by 49.6% compared
with 26.6% in the preceding year. The
increase at state banks was 27.6%, at
private national banks 98.7%, at regional
development banks (BPDs) 38.2%, and at
foreign banks 102.3%. As a result of these
diverse movements, the share of rupiah
demand deposits mobilized by private
national banks and foreign banks increased
from 25.6% and 3.8% to 34.0% and 5.1%,
respectively. The share of rupiah demand
deposits mobilized by state banks and BPDs
declined from 61.7% and 8.9% to 52.7% and
8.2% at the end of March 1990 (Table 4.2).

1 . 2 . Foreign currency demand
deposits
During the reporting year, the rupiah
value of foreign currency demand deposits
increased by 64.1% to Rp2,367 billion,
mainly due to an increase of 301.5% at
private national banks, while those at foreign
and state banks increased by 53.9% and
30.2%, respectively. The share of foreign
currency demand deposits mobilized by
state banks and foreign banks declined from
56.2% and 34.3% to 44.6% and 32.2%,
respectively, whereas those of private
national banks rose from 9.5% to 23.2%
(Table 4.2).
2. T
ime deposits
Time
During the reporting year, time deposits
rose by 37.3% reaching Rp36,350 billion.
This increase occurred in both rupiah and
foreign currency time deposits.
2.1. Rupiah time deposits
Rupiah time deposits mobilized by banks
during the reporting year increased to
Rp28,028 billion, a rise of 33.6% compared
with 26.0% in the preceding year. The
increase occurred at all banks private
national banks by 56.0% to Rpll,539 billion,
state banks by 19.1% to Rpl4,878 billion,
BPDs by 60.1% to Rp442 billion, and
foreign banks by 43;4% to Rp 1,169 billion.
The share of rupiah time deposits in total
deposits mobilized by private national
banks, foreign banks, and BPDs increased
from 35.3%, 3.9%, and 1.3% to 41.2%,
4.2%, and 1.6%. The share of rupiah time
deposits mobilized by state banks declined
from 59.5% to 53.1% (Table 4.3).
By maturity, the largest increases were
recorded for 1-month, 6-month, and 12-
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month time deposits which rose by 27.9%,
78.2%, and 42.4%, respectively, whereas
those of 3-month and 24-month rose by only
8.3% and 5.1%. Viewed in terms of shares,
6-month and 12-month time deposits
increased from 14.4% and 34.4% to 19.2%
and 36.7%, respectively, whereas the share
of 3-month and 24-month time deposits
declined from 22.5% and 9.9% to 18.3%
and 7.8%, respectively (Table 4.4).
During the reporting year, weighted
average interest rates on rupiah time
deposits declined to 16.86% compared to
with 18.18% in the preceding year. Interest
rates at state banks declined from a range
of 15.50% - 19.50% to 14.00% - 15.75%,
those at private national banks declined
from a range of 17.00% - 22.50% to 13.00%
- 21.00%, and those at foreign banks from
15.00% - 21.00% to 14.00% - 16.75%
(Table 4.5). The decline in interest rates was

closely associated with the government
efforts to reduce interest rates through
lowering the rates on monetary instruments,
such as Bank Indonesia certificates
( Sertifikat Bank Indonesia or SBIs) and
money market securities ( Surat Berharga
Pasar Uang or SBPUs).
2.2. Foreign currency time deposits
During the reporting year, the rupiah
value of foreign currency time deposits rose
by 51.6% to Rp8,322 billion. This increase
took place at private national banks, state
banks, and foreign banks, with increases
of 87.3%, 40.3%, and 33.5%, respectively.
In terms of maturity, 1-month, 3-month, and
12-month time deposits increased by
110.5%, 21.1%, and 25.0%, respectively.
The share of 1-month time deposits, which
remained the largest, increased from 43.4%
to 60.2% at the end of 1989/90. It should
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be noted that although those of other maturities experienced increases, their shares
declined.

noted that the ONH constitutes savings of
prospective haj pilgrims to cover their
expenses in fulfilling the haj pilgrimage. In
1989/90, the ONH was fixed

3. Savings deposits
The outstanding amount of savings deposits reached Rp6,864 billion at the end the
reporting year, a remarkable increase of
176.2% compared with 35.4% in the preceding year (Table 4.6). The highest increase,
627.8%, was recorded at private national
banks. This tremendous increase was closely
associated with the liberalization granted to
banks that allowed them to offer diversified
new savings schemes.
In the reporting year, the outstanding
amount of Tabanas/Taska reached Rpl,892
billion, an increase of 14.9% compared with
17.4% in the preceding year, while the
number of savings accounts rose by 4.6%
reaching 20,250 thousand accounts. Other
types of savings deposits, including the haj
pilgrimage expense savings scheme
(Tabungan Ongkos Naik Haji or ONH), rose
rapidly. At the end of the reporting year, these
savings schemes reached Rp4,972 billion, a
substantial increase of 492.6% compared with
93.8% in the preceding year. It should be

at Rp5,150 thousand for each person, an
increase of 7.7% from the year before.6) In
the reporting year, ONH savings deposits increased by 16.3% to Rp278.4 billion for
54,067 prospective haj pilgrims compared
with Rp239.4 billion with 50,094 persons in
the preceding year.
C. Money Market
1. Interbank funds
During the reporting year, the amount of
interbank money market transactions
conducted through the Jakarta Clearing
House rose by 107.5% to Rp26,376 billion.
The average interest rate on interbank funds
showed a significantly declining trend,
namely from 15.0% in 1988/89 to 11.7% in
1989/90. The decline was recorded mainly
during the last quarter of the reporting year
(Table 4.7).

6) Presidential Decree No. 1 of 1989, January 5, 1989.

35

36

37

38

2. Certificates of deposit (CDs)
During the reporting year, CDs increased
by 8.6% to Rpl65 billion compared with a
decline of 31.5% in the preceding year
(Table 4.8). By group of banks, the increase
mainly came from those at state banks
(26.2%). In the meantime, the interest rates
on CDs declined from a range of 13.50% 22.80% per annum at the end of 1988/89
to 13.50% - 18.35% at the end of 1989/90
(Table 4.9).
3. Money market securities (SBPUs)
During the reporting year, Bank Indonesia made a limited purchase of SBPUs in
line with the prevailing monetary developments. The overliquid money market in the
first 9 months of the reporting year made
Bank Indonesia purchase only Rp369.1
billion of SBPUs. During the last three
months, due to the relatively tight money
market condition, Bank Indonesia increased its SBPUs purchases of Rp933.0
billion. Taking into account the repayment
of Rpl,049.4 billion, at the end of the reporting year, outstanding SBPUs stood at
Rp252.7 billion (Table 4.12). The discount
rate on 1-day and 1-month SBPUs declined
from 14.13% and 17.00% at the end of
1988/89 to 14.05% and 14.05% at the end
of 1989/90.
4. Bank Indonesia certificates
(SBIs)
During the reporting year, the auction of
Bank Indonesia certificates (Sertifikat Bank
Indonesia or SBIs) amounted to Rp49,317
billion compared with Rp35,629 billion in
the preceding year. This significant increase
was closely associated with the overliquid
market, owing to the maturing SBIs issued

after the October 1988 policy package
since May 1989. Taking into account maturing SBIs, outstanding SBIs at the end of
1989/90 recorded a slight decline to
Rp2,216 billion compared with Rp2,370
billion at the end of the preceding year
(Table 4.10).
The average discount rate on SBIs
recorded a declining trend. The discount
rate of 7-day SBIs declined from 13.75%
in early April of 1989 to 10.00% at the end
of 1989/90 whereas those of 1- month and
3-month SBIs declined by 16.75% and
16.50% to 13.13% and 13.94%,
respectively.
5 . Non-bank financial institution
(NBFI) papers
During the reporting year (up to February 1990), funds mobilized through the issuance of money market papers by NBFIs,
especially in the form of promissory notes,
recorded an increase of 34.9% to Rpl,990
billion compared with a rise of 14.5% in
the preceding year. The increase was mainly
due to an increased investment by enterprises in NBFI papers. Most of the papers
were issued by investment-type NBFIs.
D. Capital Market
During the reporting year, 60 new companies went public and 11 companies issued bonds; this brought the total to 85 companies issuing stocks and 22 companies
issuing bonds as of the end of 1989/90. The
total value of stocks that had been issued
at the bourse increased from Rp349.0 billion at the end of March 1989 to Rp5,583.9
billion at the end of March 1990, while that
of bonds rose from Rpl,100.7 billion to
Rpl,562.2 billion.
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The stocks traded in the secondary market amounted to 240,322 thousand shares
with a value of Rp2,693.8 billion, compared
with 18,666 thousand shares with a value
of Rpll2.9 billion in the preceding year.
In addition to trading stocks and bonds
through the capital market, PT Danareksa was
also authorized to issue share certificates and
fund certificates. In the reporting year, there
were 3 types of fund certificates issued totaling

8 million certificates with a total value of Rp80
billion. With these new additional fund
certificates, there were 9 types of fund certificates
totaling 13,689.8 thousand certificates in
circulation with a total value of Rpl36.9 billion
and 3 types of share certificates totaling
1,667.9 thousand certificates with a value of
Rp2.2 billion. In total, share certificates and
fund certificates in circulation at the end of
the reporting year stood at 15,357.7 thousand
certificates with a value of Rpl39.1 billion.
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V. BANKING AND OTHER FINANCIAL INSTITUTIONS

A. Banking
1. Banking sector policy
During the reporting year, banking sector
policy continued to be directed at
enhancing the role of banks in promoting
economic development. To this end, the
Government improved the regulations
regarding the opening of bank offices in
order to expand banks’ operational network.
The expansion of the banking network was
required to enhance banks’ services
conducive to supporting non-oil/gas exports,
investment activities, and the distribution
of development. Meanwhile, the State
Savings Bank (Bank Tabungan Negara or
BTN) was allowed to accept checking
deposits.1) To strengthen the soundness of
banks and non-bank financial institutions
(NBFIs), the Government improved the
regulations on legal lending limits regarding
credits extended to individuals and group
of borrowers.
When opening regional offices,
coordinator offices, special branch offices,
main branch offices, and branch offices,
national banks were required to obtain
licenses from the Ministry of Finance; such
licenses will be granted based on the
recomendation from Bank Indonesia. The
opening of lower level branches such as
sub-branch offices and cashier unit offices
within the same local clearing area is not
subject to such a requirement.2) Licenses

1) Board of Directors of Bank Indonesia Decree to Bank
Tabungan Negara No. 22/9/DIR/UPG, April 29, 1989.
2) Bank Indonesia Circular Letter No. 22/6/BPPP,
September 16, 1989.

are required for the opening of branch
offices of joint-venture banks and
subbranch offices of foreign banks. In
addition, joint-venture banks or their branch
offices and foreign banks’ sub- branches
which were generally allowed to operate in
seven major cities were also allowed to
operate in Batam Island. 3) Furthermore,
rural credit banks (bank perkreditan rakyat
or BPR) which obtained business license
before the October 27, 1988 policy package
and were domiciled outside the state capital,
provincial capital, and district capital were
allowed to open branch offices, cash-service
units, or other types of offices in the same
sub-district where the main office of BPR is
located without a license from the Minister
of Finance but are obligated to report to
Bank Indonesia.4) Those BPRs established
after the October 1988 package, domiciled
outside the state capital, provincial capital
and district capital, were also allowed to
open their branch offices outside their subdistrict area with a license from the Minister
of Finance.
As regard the improvement of legal
lending limits, the Government exempted
certain types of credits to which this
regulation was applied. The type of credits
now excluded are credits guaranteed by the
Government, high priority credits, and
syndicated loans to the extend that funds
originated from other banks.5)

3) Bank Indonesia Circular Letter No. 22/8/BPPP, January
29, 1990.
4) Bank Indonesia Circular Letter No. 22/7/BPPP,
November 14, 1990.
5) Bank Indonesia Circular Letters No. 21/18/BPPP,
March 26, 1989 and No. 22/2/BPPP, April 29, 1989.
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2. Banking developments
During the reporting year, there were
several bank mergers and changes in bank
status, namely a merger of 2 private national
commercial banks ( bank umum swasta
nasional or BUSNs) to 1 BUSN, a merger of
1 BPR, becoming a BUSN’s branch office,
a merger of 4 BPRs to 1 BUSN, and a
promotion of 6 BPRs to BUSNs. In addition,
41 new banks were established, comprising
29 BUSNs and 12 joint-venture banks. At
the end of the reporting year, the number of
commercial, development banks, and
savings banks was 151 compared with 111
at the end of March 1989.
The number of bank offices (head, branch,
and sub-branch offices) increased by 978
to 2,842 (Table 5.1). The number of
commercial banks increased from 79 to
119, comprised of 5 state banks, 91 BUSNs,
and 23 foreign/joint-venture banks. The
number of commercial bank offices (head,
branch, and sub-branch offices) increased
from 1,493 to 2,392. The increase occurred
for state banks, BUSNs, and foreign/jointventure banks. The number of state
commercial bank offices increased by 74,
BUSNs by 816, and foreign/joint-venture
banks by 19. At the end of March 1990,
the number of state commercial bank offices
totalled 892, BUSNs 1,460, and foreign/
joint-venture banks 40. In addition to foreign
bank offices there were 66 foreign banks’
representative offices. It should be noted
that there were 29 state commercial bank
offices and 7 BUSN offices overseas.
At the end of the reporting year, the
number of development banks remained
unchanged at 29, consisting of 1 state
development bank ( Bank Pembangunan
Indonesia or Bapindo), 27 regional
development banks ( bank pembangunan

daerah or BPDs), and 1 private development
bank. The number of branch offices of
Bapindo and BPDs increased by 2 and 57,
respectively, whereas those of the private
development bank reduced by 1, bringing
the total number of offices of Bapindo, BPDs,
and the private development bank to 26,
326, and 5.
In the reporting year, the number of
savings banks remained unchanged at 3,
with 1 state savings bank (BTN) and 2
private savings banks. The number of BTN
branch offices increased by 4 and those of
private savings banks’ branch offices by 7,
so that the total number of state and private
savings bank offices were 22 and 71,
respectively. The number of BPRs
increased from 7,706 to 7,820. This was
attributable to the establishment of 139
BPRs despite the revocation of the operation
permits of 25 BPRs.
The activities of deposit money banks
(DMBs) with regard to total assets, credit
extended, and fund mobilized continued to
show a favorable performance. In the
reporting year, total assets rose by 42.6%
to Rpl03,271 billion, outstanding credits
rose by 52.3% to Rp74,729 billion, and
mobilized funds rose by 54.5% to Rp71,033
billion (Table 5.2).
Based on total assets, the relative
importance of private national banks and
foreign banks increased, whereas those of
state banks and BPDs declined. With
respect to credits extended, the shares of
private national banks and BPDs increased,
whereas those of other group of banks
decreased. With regard to the amount of
funds mobilized, the shares of private
national banks and BPDs increased,
whereas those of state banks and foreign
banks decreased (Table 5.3).
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During the reporting year, the total amount
of rupiah reserves of all banks stood at
Rp2,447.8 billion or 5.3% of the total
mobilized funds. The highest percentage
was maintained by BPDs, namely at 11.1%,
followed by state banks at 6.3%, foreign
banks at 4.0%, and BUSNs at 3.7%. The
maintenance of banks reserves above the
required reserves that occurred during the
reporting year reflected the cautious attitude
of banks (Table 5.4).
To improve demand deposits transactions
and enhance banks’ services to the public,
1 state bank branch office was designated
as a local clearing house, bringing the total
number of local clearing houses to 36.
Efforts to promote BPDs continued to be
conducted by providing technical
assistance. The technical assistance was
provided by Indonesian Banking
Development
Institute
( Lembaga
Pengembangan Perbankan Indonesia or
LPPI) in the form of implementation of an
operational manual. This kind of technical
assistance was given to 7 BPDs (of
Bengkulu, Jambi, Aceh, South Kalimantan,
Central Kalimantan, East Kalimantan, and
Yogyakarta).

B. Other Financial Institutions
During the reporting year, efforts to
promote the development of other financial
institutions continued to be conducted.
Other financial institutions include NBFIs,
insurance companies, financing companies,
and pawnshops.
1 . Non-bank financial institutions
(NBFIs)
Towards the end of the reporting year, the
number of NBFIs remained unchanged at 14,
comprised of 9 investment finance NBFIs, 3
development finance NBFIs, and 2 of others.
Total investment and funds mobilized by
NBFIs performed favorably. Investment
increased by 32.1% to Rp3,787 billion. The
mobilized funds, mainly originating from
issued securities, rose by 31.5% to Rp3,803
billion (Tables 5.5 and 5.6).
During the reporting year, total assets of
investment finance NBFIs increased by
33.4% to Rp2,717 billion. Investment by
these institutions rose by 28.1% to Rp2,514
billion, most of which was carried out by
purchasing corporate securities. At the same
time, mobilized funds increased by 28.1% to
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Rp2,519 billion, mainly obtained from the
issuance of money market securities. As was
the case with investment finance NBFIs,
development finance NBFIs and other NBFIs
also performed favorably. Total assets of these
two types of NBFIs surged by 41.8% to
Rpl,417 billion, whereas investment
increased by 40.8% to Rpl,273 billion, mainly
through extending credits and purchasing
securities. A rapid increase was also registered
in the mobilization of funds, which rose by
38.9% to Rpl,283 billion, mainly from credit
obtained and securities issued.
2. Insurance companies
In 1988, insurance companies performed
well, as reflected in the increase of their total
assets, premium mobilized, and investment.
Total assets reached Rp3,906 billion,

13.0% higher than in the year before. Gross
premium receipts in 1988 was Rpl,645
billion, 9.0% higher than in the preceding
year. Investment also increased by 21.8%
to Rp3,091 billion, while claims in 1988
stood at Rpl,024 billion or 16.1% higher
than in the year before (Table 5.7).
PT Asuransi Kredit Indonesia (PT
Askrindo), one of the indemnity insurance
companies, functions primarily to provide
insurance for small-scale investment credits,
permanent working capital credits and
working capital credit up to Rp75 million.
Insurance coverage by PT Askrindo in 1989
amounted to Rp2,641.0 billion, 106 5%
higher than in 1988. Premiums totalled
Rp95.5 billion, 94.1% higher than in the year
before, while claims declined by 15.6% to
Rp52.0 billion.
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PT Asuransi Ekspor Indonesia (PT Asei),
established in November 1985, provides
export insurance and export credit
guarantees. In 1989/90, its export insurance
coverage, premiums, and claims were
Rpl23.0 billion, Rp0.5 billion, and Rp0.2
billion, respectively. At the same time, its
export guarantee coverage, premiums, and
claims were Rpl0,883.9 billion, Rp74.9
billion, and Rp95.1 billion, respectively.
Another financial institution engaged in
indemnity insurance is the state corporation for the financial development of cooperatives (Perusahaan Umum Pengembangan
Keuangan Koperasi or Perum PKK), with
the main task of covering risks on credits
extended by banks to cooperatives. In
1989/90, Perum PKK insured Rp523 billion of bank loans to cooperatives amounting to Rp569 billion. The maximum premium charged on this type of guarantee remained 2% of the guaranteed credit value.

mobilize funds from the public by issuing
demand, time and savings deposits or
promissory notes. However, they are allowed
to issue promissory notes as a guarantee for
credits from banks. A financing company
must be established as a limited liability
company or cooperative. In addition,
domestic
financing companies are allowed to
establish joint-venture companies with a
maximum foreign, share of 85% of the paidup capital. Financing activities include
leasing, venture capital, securities traders,
factoring companies, credit card business,
and consumer financing.
A financing company is also allowed to
engage in the operations of more than one
type of financing companies after adjusting
its capital adequacy. In addition, banks and
NBFIs that meet certain requirements are
allowed to engage in one or more financing
activities.

3. Financing companies
A financing company is a company which
provides funds for financing capital goods.
A financing company is not supposed to

At the end of 1989/1990, the number of
financing companies was 102, each of which
could undertake more than one type of
financing. By type of financing, there were
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101 companies engaged in leasing, 14 in
factoring, 21 in venture capital, 15 in credit
card business, and 28 in consumer credit.
Leasing companies included 1 state
company, 65 private national companies,
and 35 joint-venture companies. In 1989,
total assets of the leasing industry rose by
41.4% to Rp3,093.4 billion. The increase
was attributable to bouyant business
activities, as reflected in the business
contracts signed by the leasing industry
which increased from Rpl,682.2 billion in
1988 to Rp2,700.7 billion in 1989.
4. Pawnshops
The
activities
of
pawnshops
(Perusahaan Jawatan Pegadaian or Perjan
Pegadaian) are intended to provide loans

to persons with low income facing financial
difficulties. As in the previous year, the
maximum loan extended to each borrower
was increased, from Rp300,000.00 to
Rp500,000.00 with monthly interest rates
of 3.0% or 4.0% and a maximum maturity
of 6 months.
In 1989, the number of pawnshop offices
throughout Indonesia increased by 5 to 488
offices. The activities of these institutions
continued to rise, as indicated in the amount
of loans and repayments, totalling,
respectively, Rp383 billion and Rp375
billion, increases of 7.3% and 7.5% over
the preceding year. Following these
movements, outstanding loans went up by
Rp8 billion to Rp98 billion at the end of
December 1989 (Table 5.8).
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VI. GOVERNMENT FINANCE

A. General
The implementation of the government
budget for the fiscal year 1989/90, which
constituted the first budget for the Fifth FiveYear Development Plan ( Rencana
Pembangunan Lima Tahun V or Repelita V),
continued to be based on the trilogy principles
of development and the dynamic balanced
budget policy. During the reporting year,
continued efforts to reduce the dependence
on oil/gas as a source of fiscal revenue were
made through the intensification and
extensification of tax efforts. In addition to tax
revenue, efforts were also made to raise nontax revenue by improving the efficiency,
productivity, management, and operation of
state-owned enterprises and by intensifying
non-tax revenue from state agencies.
Concurrent with the improvement in domestic
economic condition and the increase in nonoil/gas revenues, total domestic revenues rose
rapidly such that the relative size of foreign
aid, especially in the form of special
assistance, declined during the reporting year.
On the expenditure side, the
implementation of the budget continued to be
based on the principle of inducing greater
efficiency in resource use. Routine
expenditures were directed to promote
honest, disciplined, and effective public
administration through a more efficient
allocation of resources. Efficiency was gained
through improving the qualifications of
personnel, improving the implementation of
payment control systems in material
expenditures, and gradually eliminating
budget subsidies. Meanwhile, development
expenditures were directed more selectively
towards high priority development projects,

taking into account the distribution of regional
projects and the viability of projects at the
local level.
The government budget for 1989/90 was
fixed at a balance of Rp36,575 billion, 26.3%
higher than the budget of the year before
(Table 6.1). The realized budget for 1989/90
stood at Rp38,169 billion, 4.4% higher than
the budgeted amount or 15.7% higher than
the realization in the preceding year. On the
revenue side, the increase was attributable to
domestic revenue originating mainly from the
oil/gas sector that was, in turn, due to the
higher price of Indonesia’s oil on the world
market (i.e., $17.85/barrel as compared with
the targeted oil price of $14.0/barrel). On the
expenditure side the higher outturn was
attributable to the increase in routine
expenditure, owing to the increased salaries
of civil servants, army personnel, and retirees
that were raised by 15% in April 1989 and
10% in January 1990. The increase in salaries
was aimed at promoting the welfare of
government officers. In addition, due to the
increase of crude oil prices in the world market
during 1989/90, 2.9% of routine expenditure
was allocated to subsidize fuel oil. It should
be noted that the fuel oil subsidy had
previously not been included in the
government budget. Taking into account the
1989/90 inflation rate of 5.48%, actual
receipts and expenditures, in real terms,
recorded an increase of 10.2% compared with
15.8% in the preceding year.
In the reporting year, government savings,
representing the difference between domestic
revenue and routine expenditure, reached
Rp4,409 billion, an increase of 94.7% from
the preceding year.
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B. Government Revenue
Revenue In the reporting year, the outturn
of government revenue, comprised of
domestic and development revenue, reached
Rp38,169 billion, or 4.4% higher than the
budgeted amount and 15.7% higher from the
outturn of the preceding year (Table 6.2).
Domestic revenue reached Rp28,740 billion
or 13.8% higher than budgeted and 24.9%
higher than the outturn of the year before.
Meanwhile, development receipts, comprised
of program and project aid, reached Rp9,429
billion, 16.7% lower than targeted and 5.6%
lower than the outturn in the preceding year.
Oil/gas receipts reached Rpll,252 billion
or 42.4% higher than budgeted and 18.1%
higher than the outturn of the preceding
year. This increase was mainly attributable
to unexpected higher oil prices in the world
market.

The outturn of non-oil/gas receipts,
originating mainly from taxes, reached
Rpl5,426 billion, 3.5% higher than budgeted
and 29.5% higher than the outturn of the
preceding year. This increase was not only
due to an improvement in the domestic
economy, but also to successful tax reform
policy. Enhanced collection efforts were
achieved, among other things, through more
intensive guidance and information on
taxation provided by tax officers in cooperation
with mass media. In addition, efforts were also
made to enhance services to tax payers
through the improvement in tax
administration. It should be noted that the
share of domestic revenue from the non-oil/
gas sector, which in 1988/89 stood at 58.6%
of total domestic revenue, increased to 60.8%
during the reporting year.
Taxes which recorded increases were the
income tax (Pajak Penghasilan or PPh), the
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value-added tax (VAT), the sales tax on
luxurious goods (Pajak Penjualan atas Barang
Mewah or PPnBM), import duties and export
duties. Meanwhile, excise duties, land and
building taxes (Pajak Bumi dan Bangunan or
PBB), and others, i.e., stamp duties and
auction duties, recorded a lower outturn than
budgeted.
During the reporting year, actual income
tax collection reached Rp5,488 billion,
10.9% higher than budgeted and 39.0%
higher than the outturn in the preceding
year. This increase was not only attributable
to the improvement of the economy, but also
to the increased number of taxpayers and
public conscientiousness in paying taxes.
To alleviate the tax burden on the poor, the
minimum income tax exemption was raised
from Rp2,880 thousand to Rp4,320
thousand for a family of five.
The outturn for VAT and PPnBM reached
Rp5,837 billion, slightly higher than
budgeted and 29.6% higher than the outturn
in the preceding year. The higher outturn of
VAT was partly brought about by the
improvement in the economy; the broadened
tax base, as reflected in the imposition of a
sales tax on services transactions (except for
13 types of services); and by the escalated
tariff on PPnBM. The total outturn of import
duties, excise duties, export duties, land and
building taxes, and other taxes reached
Rp4,101 billion, 0.7% lower than budgeted,
but 18.8% higher than the outturn of the
preceding year. The highest increase, 11.7%,
occurred for import duties. This was due to
an increase in imports as domestic economic
activities improved.
Non-tax revenue, comprising dividends
surrendered by state enterprises, forest
retribution, forest exploitation retribution, and
others, reached Rp2,062 billion, slightly

higher than budgeted and 31.4% higher than
the outturn in the preceding year. This was
mainly due to the higher amount of dividends
paid by state enterprises because of the
improvement in their management.
Development revenue reached Rp9,429
billion, 16.7% lower than budgeted and 5.6%
less than the outturn of the preceding year.
Development revenue comprised Rpll billion of
food aid, Rp996 billion of local cost financing,
and Rp8,422 billion of project aid. The lower
outturn of development revenues was in line with
government policy of reducing the share of
external sources, mainly special assistance.
C. Government Expenditure
In the reporting year, actual government
expenditure, comprising routine and
development expenditure, reached Rp38,165
billion, 4.3% higher than budgeted and 15.7%
higher than the outturn of the preceding year
(Table 6.3).
Routine expenditure, comprising outlays on
personnel, materials, subsidies to local
governments, debt amortization and interest
payments, and others, reached Rp24,331
billion, 3.8% higher than budgeted and 17.3%
higher than the outturn of the preceding year.
Personnel expenditure reached Rp6,201
billion, 3.9% higher than budgeted and 24.1%
higher than the outturn of the preceding year.
Material expenditure reached Rpl,702 billion,
15.2% higher than budgeted, mainly due to the
increase in operational cost of government offices.
Meanwhile, subsidies to local governments
amounted to Rp3,566 billion or slightly lower
than budgeted. This expenditure was allocated
to finance routine administration of the local
government, salaries to Inpres primary-school
teachers, nurses and paramedics, and district
and village chiefs. The outturn of amortization
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and interest payments amounted to Rpll,939
billion, 2.4% lower than budgeted. This lower
outturn was mainly attributable to the unexpected
appreciation of US dollar towards several world
major currencies, particularly the yen. It should
be noted that most of the debt repayment was in
terms of non-US-dollar currencies. Other routine
expenditure, which consisted of fuel oil subsidies,
cost of official administration, arrears of telephone
and public utilities bills, reached Rp923 billion.
This was 439.8% higher than budgeted and
240.6% higher than the outturn of last year. This
increase was mainly due to unbudgeted
expenditure for fuel oil subsidies of Rp706
billion.
In the reporting year, development
expenditure reached Rpl3,834 billion, 5.4%
higher than budgeted and 12.9% higher than
the outturn of the preceding year. Development
expenditures were mainly utilized to finance
infrastructure conducive to promoting
development objectives. These expenditures
comprised Rp5,412 billion (39.1%) of local cost
financing and Rp8,422 billion (60.9%) of project
aid,; their outturn increased respectively by
25.8% and 5.9% over the preceding year. Local
cost financing was allocated to finance ministries/
government institutions (46.4%), regional
development (31.7%), and others (21.9%).
Regional development expenditures reached
Rpl,719 billion, 2.3% lower than budgeted but
15.3% higher than the outturn of the preceding
year. These expenditures were aimed at
promoting the capacity of each province in
achieving a more equitable distribution of
development either through Inpres program or
through the sources obtained from land and
building taxes.
Most of the development expenditure were
utilized to finance development programs in the
economic sector (53.1%), regional development,
business, environment (17.8%), and education
and culture (13.3%). The outturn in the economic

sector reached Rp7,347 billion and was mainly
utilized to finance telecommunication and
tourism (40.9%), agriculture and irrigation
(27.9%), mining and energy (19.3%) (Table 6.4).
Expenditure for agriculture and irrigation were
mainly used to finance the promotion of
foodcrops, fishery, plantation estates, and
operation/maintenance of irrigation. These were
all aimed at achieving the sustainable selfsufficiency in food.
D . Government Budget for Fiscal Y
ear
Year
1990/91
The government budget for the fiscal year
1990/91, constituting the second budget for
Repelita V, was fixed at a balanced amount of
Rp42,873 billion or 12.3% higher than the
outturn of the preceding year. Domestic revenue
was fixed at Rp31,584 billion or 9.9% higher
than the outturn of the preceding year, comprising
Rpl0,783 billion of oil/gas revenue and
Rp20,801 billion of non-oil/gas revenue.
Development receipts were fixed at Rpll,289
billion, comprising Rp34 billion of pure program
aid, Rp2,851 billion local cost financing aid, and
Rp8,404 billion of project aid. Routine
expenditures were fixed at Rp26,648 billion or
9.5% higher than the outturn of the preceding
year of which most were utilized for the
amortization payments on foreign borrowing
(Rpl2,739 billion).
Based on these budget figures, government
savings are expected to be Rp4,936 billion or
12.0% higher than the outturn of the preceding
year. Development expenditure were fixed at Rp
16,225 billion or 17.3% higher than the outturn
of 1989/90. The allocation of development
expenditures was mainly directed at building the
basic infrastructure that is needed for the
development of the economy, human resources,
basic public services, operation and
maintenance of infrastructure, and programs
aiming to eliminate poverty.
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VII. WORLD ECONOMIC AND INTERNA
TIONAL MONET
AR
Y
INTERNATIONAL
MONETAR
ARY
DEVELOPMENTS, INTERNA
TIONAL RELA
TIONS,
INTERNATIONAL
RELATIONS,
AND REGIONAL COOPERA
TION
COOPERATION
A. W
orld Economic Developments
World
The world economy showed a less favorable
performance in 1989 than in the preceding
year as reflected in the moderation of
economic growth of both industrial and
developing countries and in the deceleration
in the growth of trade volume. The
developments were also characterized by an
acceleration of inflation rates and an increase
in interest rates. World economic
developments were also characterized by the
substantial external imbalances, especially
among several major industrial countries,
persistent protectionist measures by a number
of industrial countries, lower net flows of
financial resources to developing countries,
a severe debt burden in certain developing
countries, and a deterioration in the prices of
non-oil primary commodities in the world
market.
World economic growth slowed down to
3.0% in 1989, following an expansion of
4.1% in 1988. The slowdown was mainly
associated with a deceleration in the
economic growth of industrial countries due
to the implementation of tight monetary
policy as reflected in an increase in interest
rates in most industrial countries. This policy
was intended to curb the inflation rate and
prevent excess liquidity in view of nearly
full capacity utilization. In some countries,
this policy was also supported by tight fiscal
policy aimed at curtailing budget deficits.
The slowdown in the world economic growth
brought about some adverse impacts on the
exports of developing countries which in
turn affected unfavorably the economic
growth of those countries.

The inflation rate, as measured by the
consumer price index, in both industrial and
developing countries showed an increase
as against that of the previous year. The
higher inflation rates in the industrial
countries were accounted for mainly by
increases in the prices of oil and foodstuffs,
and in some countries, such as Japan and
the Federal Republic of Germany (FRG),
were also due to an increase in the indirect
tax rates, especially taxes on consumer
goods. In the developing countries, the
inflation rate continued to hike, with a large
degree of variation across regions. The high
inflation rate in the developing countries
were mainly associated with increases in the
inflation rate of heavily indebted countries,
such as Argentina, Brazil, Peru, and
Yugoslavia with inflation rates of more than
1,000%. In most industrial countries, the
growth in employment creation - - especially
in the services sector - - outstripped the
growth of the labor force.
In 1989, international trade performed
less favorably than in the preceding year
as reflected in a decline in trade volume
from 9.1% to 7.3%. Prices of most non-oil
primary commodities and manufactured
products declined respectively by 0.3% and
0.4%, whereas oil price went up by 21.4%.
Hence, the terms of trade of developing
countries improved and, conversely, that of
industrial countries deteriorated.
With a view to accelerating economic
growth through promoting freer trade,
starting from December 1989 the General
Agreement on Tariffs and Trade (GATT)
launched the Trade Policy Review
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Mechanism (TPRM) aimed at evaluating
periodically trade policy and practices of
the contracting parties. During the reporting
year, three contracting parties were
reviewed, namely the United States,
Australia, and Marocco. It may be added
that Indonesia is scheduled to be reviewed
in December 1990.
1. Developed countries
Economic growth of OECD countries, measured by real GNP or GDP, slipped from
4.4% to 3.6% in 1989. Growth in the seven

major industrial countries went down from
4.6% to 3.5% with the highest rate recorded
in Japan (4.9%) and the lowest in the United
Kingdom (2.3%).
On average, the inflation rate in the OECD
countries rose from 3.3% to 4.3%. This was
accounted for by rises in oil prices and
groups of foodstuff, as well as indirect taxes
imposed in certain countries. In the seven
major industrial countries, the inflation rate
increased from 2.8% to 3.8% with the highest rate recorded in Italy (6.0%) and the
lowest in Japan (1.7%) .
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In general, the unemployment rate in the
industrial countries declined from 6.9% to
6.4%. In the seven major OECD countries,
it went down from 6.2% to 5.7%, while in
other OECD countries from 9.4% to 8.9%.
In 1989, international trade of the OECD
countries was characterized by a
deterioration in their terms of trade and a
deceleration in the growth rate of trade
volume. The deterioration in the terms of
trade was primarily related to an average
oil price increase of 21.4%, whereas the
deceleration in the growth rate of trade
volume was accounted for by the weak
growth of exports and imports in OECD
countries. In total, the trade account of the
seven major industrial countries showed a
shrank from a surplus of $9.2 billion to a
deficit of $3.3 billion and the current
account deficit widened from $42.0 billion
to $59.6 billion. Despite this overall
deterioration, progress was recorded in
reducing imbalances in some countries as
reflected in the smaller deficit of the US on
one hand and the smaller surpluses of Japan
and the FRG on the other. The US trade
deficit decreased by $14.0 billion to $113.2
billion, while the trade surpluses of Japan
and the FRG declined by $18.1 billion and
$0.5 billion to $76.9 billion and $78.5
billion, respectively. The US current
account deficit also decreased, by $21.9
billion to $103.7 billion, while Japan’s
current account surplus decreased by $22.4
billion to $57.2 billion. However, the current
account surplus of the FRG registered an
increase of $4.2 billion to $52.7 billion.
Economic growth in the United States
slowed down to 3.0% in 1989 compared
with 4.4% in the preceding year. The
slowdown was a result of a decrease in the
growth of the domestic demand from 3.3%
to 2.4% and in net foreign demand from

35.5% to 29.5%. The deceleration in
domestic demand was accounted for by
lower growth of gross investment and private
consumption from 5.8% and 3.4% to 1.6%
and 2.7%, respectively. The growth of
government consumption rose from 0.4% to
2.7%. The decrease in net foreign demand
was brought about by a lower growth of the
export volume of goods and services from
17.6% to 11.2% which was closely related
to stronger dollar exchange rates against,
most major currencies. Import volume
growth of goods and services went down from
6.8% to 6.1%
The inflation rate increased from 3.9% to
4.4% due to higher prices of foodstuffs
following a long drought in 1988 and an
increase in oil prices. Meanwhile, the
unemployment rate decreased from 5.5%
to 5.3%, despite slower economic growth.
The US trade deficit narrowed from
$127.2 billion to $113.2 billion as a result
of export growth that was higher than that
of imports. Exports rose by $42.6 billion to
$361.9 billion, whereas imports rose by only
$28.6 billion to $475.1 billion. The low
import growth was accounted for by lower
demand for consumer imports. The services
account went up by $7.9 billion, resulting
in a $9.5 billion surplus. The deficit in the
current account, therefore, dropped by
$21.9 billion to $103.7 billion.
Economic growth in Japan declined from
5.7% to 4.9% in 1989 due to weaker
domestic demand of 5.9% compared with
7.6% in the previous year. The weak
domestic demand was reflected in the lower
growth of gross domestic investment, private
consumption, and government consumption
from 12.6%, 5.1%, and 2.2% to 10.9%,
3.5%, and 2.1%, respectively. On the other
hand, an increase in net foreign demand
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occurred as a result of higher growth of the
export volume of goods and services
compared with the import volume. The
growth rate of export volume of goods and
services accelerated from 8.6% to 15.4%,
while that of import volume rose from 20.7%
to 21.4%.
In 1989, the inflation rate went up from 0.1% to 1.7%. The lower yen exchange rate
against the US dollar, imposition of a
consumption tax, and rises in oil prices and
wage rates were the main contributors to the
high rate. Meanwhile, the unemployment rate
registered a slight decline from 2.5% to 2.3%
as a result of an expansion in employment,
especially in the services sector.
The surplus in the trade account dropped
by $18.1 billion to $76.9 billion due to a
larger increase in imports relative to that in
exports. Imports went up from $27.9 billion
to $192.7 billion, whereas exports increased
only by $9.8 billion to $269.6 billion. The
high import increase was closely related to
higher oil prices, domestic demand, and
consumption goods, such as cars and
electronic products, the production of which
was relocated abroad. The services account
deficit widened from $ 15.4 billion to $19.7
billion, partly as a result of an increase in
overseas tourism. The surplus on the current
account, therefore, narrowed from $79.6
billion to $57.2 billion.
Economic growth in the Federal Republic
of Germany (FRO) was 4.0% in 1989, as
against 3.6% in 1988. The increase was
brought about by an acceleration in net
foreign demand from 1.2% to 42.7%, while
the growth of the domestic demand went
down from 3.7% to 2.8%. The growth in the
export volume of goods and services rose
from 5.8% to 10.4%, higher than the
increase in growth of the import volume of

goods and services which rose from 6.3%
to 7.3%. The weak domestic demand was
reflected in the declines in growth of the
government consumption and private
consumption, respectively, from 2.2% and
2.7% to -0.8% and 1.7%. Preparation for
the unification of East and West Germany
aroused expectations of improved domestic
markets and investment needs, which
resulted in increases in government as well
as private investment. Consequently, growth
in gross investment accelerated from 5.9%
to 7.2%.
The inflation rate in 1989 reached 3.1%,
compared with 1.2% in the preceding year.
The high rate was mainly attributable to increases in oil prices, prices of certain
groups of foodstuff, and indirect taxes, including customs duties. The unemployment
rate fell from 6.1% to 5.5% due to an employment expansion in the manufacturing
sector.
The FRG surplus in the trade balance
narrowed to $78.5 billion compared with
$79.0 billion in the previous year. This was
the result of an increase in imports of $17.8
billion to $247.8 billion, whereas exports
rose by $17.3 billion to $326.3 billion.
Taking into account the $4.7 billion
decrease in the trade services deficit, the
current account surplus widened from
$48.5 billion to $52.7 billion.
Economic growth in France slowed down
from 3.8% to 3.7% in 1989. The slowdown
was brought about by the weakening growth
of the domestic demand from 4.0% to 3.2%,
following the deceleration in gross
investment from 8.6% to 5.6%. This low
figure in gross investment was a result of
lower private investment in the housing
sector, which grew by 1.8% compared with
4.6% in the previous year. Net foreign
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demand showed an upward reversal from
-12% to 19% as the growth of the export
volume of goods and services rose, while
the growth of the import volume of goods
and services declined. The acceleration in
export volume from 8.3% to 11.0% was a
result of improved competitiveness of
French products in international markets,
which was related, among other things, to
lower production costs and the depreciation
of its currency.
In 1989, the inflation rate went up to
3.3% compared with 2.7% in the previous
year as a result of higher prices of oil and
groups of foodstuff and weaker exchange
rate of franc. The unemployment rate went
down from 10.0% to 9.5%. The trade deficit
widened by $2.4 billion to $10.7 billion,
resulting from an increase in imports of
$14.1 billion to $182.5 billion, while exports
increased by $11.7 billion to $171.8 billion.
The surplus in the services account reached
$7.1 billion, compared with $4.9 billion in
1988. The deficit in the current account,
therefore, widened to $3.6 billion from $3.4
billion.
Economic growth in Italy decelerated from
4.2% to 3.2% in 1989. The decline was
accounted for by weaker growth of domestic
demand, 3.3% compared with 4.7% in the
previous year, while the growth of the net
foreign demand increased from -19.2% to
-6.9%. The weakening domestic demand
occurred in government consumption, gross
investment, and private consumption. The
improved net foreign demand was related
to an acceleration in the export volume of
goods and services from 4.8% to 10.1%
compared with the import volume which
accelerated from 6.9% to 9.6%. The increase
in real exports of goods and services stemmed
mainly from the weaker lira.

The inflation rate reached 6.0% in 1989
compared with 5.3% in the previous year.
The rise was brought about, partly, by higher
rates of value added tax and wages and lower
subsidies for health and industry. The
unemployment rate remained virtually
unchanged from the previous year, i.e.,
12.1%.
The trade balance deficit rose from $1.2
billion to $2.0 billion, as reflected in an
import increase of $13.7 billion to $142.3
billion and an export increase of $12.9
billion to $140.3 billion. Taking into
account the $4.7 billion increase in the
services account deficit to $9.6 billion, the
current account deficit widened from $6.1
billion to $11.6 billion.
Economic growth in the United Kingdom
dropped from 4.5% to 2.3% in 1989 as a
result of lower domestic demand compared
with net foreign demand. The decline in
growth of the domestic demand from 4.4%
to 3.2% was brought about by a reduction
in the growth of investment and private
consumption, from 13.7% and 7.0% to
4.8% and 3.8%, respectively. The decrease
in growth of the gross investment mainly
occurred in the housing sector, the growth
of which fell from 10.3% to 6.2%. On the
other hand, higher net foreign demand was
reflected in an acceleration in the growth of
export volume of goods and services from
0.7% to 4.1% and a deceleration in the
growth of import volume from 12.6% to
7.1%.
The inflation rate in 1989 rose from
4.8% to 5.5% which was mainly due to
rises in wage rates and import prices following the depreciation of the pound sterling. The unemployment rate was down
from 8.2% to 6.2%.
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The deficit in the trade account increased
by $1.0 billion to $37.9 billion as a result of
an $8.6 billion increase in imports to $189.2
billion, whereas exports increased by $7.6
billion to $151.3 billion. The lower growth of
the export volume was primarily brought about
by a drop in the production of oil following a
production interruption of the Piper Alpha oil
field since the previous year. The surplus in
the services account declined from $10.3
billion to $3.9 billion, resulting in an increase
in the current account deficit from $26.6
billion to $34.0 billion.
In Canada, economic growth fell from
5.0% to 2.9% in 1989 as a result of a
decrease in the growth rate of domestic
demand from 5.8% to 5.5% and in the
growth of net foreign demand from -39.9%
to -72.7%. The weakening domestic
demand occurred in gross investment,
private consumption, and government
consumption. The deceleration in gross
investment followed lower growth of private
investment in the non-housing sector which
slowed from 18.9% to 8.2%. The low net
foreign demand was accounted for by the
decrease in the growth of export volume of
goods and services from 9.5% to -0.9%
despite a deceleration in growth of the
import volume from 13.9% to 7.2%. The
decrease in exports was mainly brought
about by a lower export volume of cars to
the US as the Canadian dollar was
increasingly stronger against the US dollar,
in addition to a decline in exports of wheat
due to a poor harvest.
The inflation rate rose from 3.7% to 4.6%,
largely as a result of increase in oil prices
and wage rates, as well as high prices for
certain foodstuffs. The unemployment rate
was 7.5%, slightly less than the previous
year’s 7.8% owing to the lower growth rate
in the labor force.

In 1989, the trade surplus decreased to
$5.1 billion as against $8.8 billion in 1988.
The lower surplus was due to a $10.0 import
increase to $115.9 billion, while exports
increased by $6.3 billion to $121.0 billion.
The increase in imports mostly occurred in
capital goods. Taking into account the
services account deficit which rose by $4.5
billion to $21.7 billion, the current account
deficit increased by $8.2 billion to $16.6
billion.
Economic growth in other OECD countries (17 countries) increased from 3.4% in
1988 to 3.8% in 1989. The highest growth
was recorded in Portugal (5.4%), while the
lowest was in Iceland (-3.8%).
The inflation rate in other OECD countries accelerated to 7.7%, compared with
6.6% in 1988. The highest rate occurred in
Spain (17.3%) and the lowest in Switzerland
(0.6%). The unemployment rate declined to
8.9%, compared with 9.4% in 1988.
In 1990, economic growth is projected to
slow down slightly since most countries are
likely to continue the adoption of a tight monetary policy stance aimed at controlling inflation, and because of the higher oil prices since
August 1990. The substantial budget deficit
of the US and external imbalances among
major industrial countries are likely continue
to persist during the year. The inflation rate is
expected to slow down with the adoption of
tight monetary policies. The unemployment
rate in developed countries is expected to
remain unchanged.
2. Developing countries
In 1989, the developing countries were
still confronted by unfavorable external
conditions, such as the slowing down of
world trade growth, increasing international
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interest rates, and the weakening prices of
non-oil commodities. In addition, some
countries remained overwhelmed by their
debt burden.
As a consequence, economic growth
declined from 4.2% to 3.0%. By region, the
highest growth was recorded in Asia (5.0%)
and the lowest in Europe (-1.1%).
The average inflation rate rose from 70.6%
to 104.6% as a result of very high inflation
rates in those countries with heavy debt
burden, where the government budget
deficit was quite substantial. The highest
inflation rate was recorded in Latin America
(538.2%) and the lowest in Asia (11.7%).
The economic growth of oil-exporting
developing countries went up from 2.9% to
3.4% due to a higher daily average oil
production, which rose from 21.6 million
barrels to 23.6 billion barrels. The inflation
rate dropped from 33.7% to 19.0%. The
surplus in the trade balance increased by
$22.6 billion to $53.9 billion as a result of

higher increases in exports relative to that
of imports. Exports rose by $30.0 billion to
$179.4 billion, while imports increased by
$7.8 billion to $125.9 billion. The services
account deficit rose by $7.9 billion to $59.9
billion. Hence, the current account deficit
decreased from $20.7 billion to $6.0 billion.
Economic growth in non-oil exporting
developing countries in 1989 declined from
4.8% to 2.9%, owing mainly to decreases
in the prices of non-oil export commodities.
The inflation rate rose from 88.3% to
149.5%. The trade balance deteriorated
from a surplus of $7.7 billion to a deficit of
$6.7 billion, due primarily to higher imports
following higher oil prices. Taking into
account the services account deficit which
widened by $2.2 billion to $3.2 billion, the
current account reversed from a $6.7 billion
surplus to a $9.8 billion deficit.
Economic growth in the newly
industrialized economies (NIEs), namely
Hongkong, South Korea, Singapore, and
Taiwan, fell to 5.5% in 1989 compared with
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9.5% in the previous year. The decrease was
a result of lower export volume, stemming
mainly from the weakening competitiveness
of their commodities in the international
market as a result of the appreciation of their
currencies and a higher inflation rate. The
inflation rate rose from 4.7% to 5.4% due
to an increase in wages. The surplus in the
trade account declined by $4.6 billion to
$17.6 billion, due to a higher increase in
imports than that in exports. Imports rose
by $37.3 billion to $232.3 billion, while
exports rose by $32.7 billion to $249.9
billion. The surplus in the services account
decreased by $1.9 billion to $3.7 billion,
resulting in a $6.5 billion drop in the
current account surplus to $21.3 billion.
In 1990, economic growth in the
developing countries is expected to be
higher than that in the previous year,
brought about by structural adjustments
taken to boost exports and control inflation.
However, developing countries are likely
to continue to be confronted with some
external constraints, such as the slowdown
in the growth of world trade, high interest
rates, the low prices of non-oil commodities,
and persistent protectionist measures
against exports of developing countries.
Considering the adjustment measures that
have been adopted, the inflation rate in
1990 is expected to decline slightly.
3. ASEAN countries
Economic growth in the ASEAN countries
slipped to 7.2% compared with 7.5% in the
previous year. However, this growth was
higher than in other regions. Lower
economic growth occurred in Thailand,
Singapore, Malaysia, and the Philippines
in response to the tight monetary policy
stance adopted by those countries.
Indonesia and Brunei Darussalam

experienced higher growth. The highest
growth in the ASEAN region was recorded
in Thailand (10.8%) and the lowest was in
Brunei Darussalam (3.5%).
The inflation rate stood at 6.2% in 1989,
compared with 5.2% in the previous year.
This was brought about by rises in wage rates
and domestic demand. The highest inflation
rate was registered in the Philippines (10.8%)
and the lowest in Singapore (2.4%).
Indonesia and Brunei Darussalam
improved their current account balances,
whereas the reverse happened in the
Philippines and Thailand. Meanwhile,
Malaysia’s current account slipped from a
surplus to a deficit (Table 7.4).
B. International Monetary
Developments
Developments In 1989, international
monetary developments were characterized
by higher nominal interest rates in
industrial countries, strengthening the US
dollar against most major currencies, the
continued heavy debt burden of developing
countries, and an expansion of international
liquidity.
Short-term nominal interest rates in the
major industrial countries rose from 7.2% to
8.7% in 1989. Rates rose in the UK from
10.3% to 11.5%, in the US from 7.7% to 9.1%,
in the FRG from 4.2% to 7.1%, and in Japan
from 4.4% to 5.3%. The increase was
attributable largely to the adoption of a tight
monetary policy stance by most major
industrial countries in order to contain
inflation. Long-term nominal interest rates in
major industrial countries also increased, from
8.0% to 8.1%. Increases occurred in the UK,
the FRG, and Japan, respectively, from 9.2%,
6.5%, and 4.8% to 10.2%, 7.0%, and 5.1%.
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The US dollar appreciated against most
major currencies: 8.6% against the British
pound sterling, 7.6% against the Japanese
yen, 7.1% against the French franc, 7.0%
against the German mark, and 5.4% against
the Italian lira. The rise was accounted for
by higher domestic interest rates and expectations of economic improvements in the
US, as reflected in the lower deficit in the
US’s trade balance.
In 1989, the developing countries
continued to be confronted with a heavy
debt burden, though the stock of debt
decreased slightly from $1,216.4 billion in
1988 to $1,213.5 billion. The decrease
occurred in all regions of developing
countries except Asia and the Middle East.
Following increases in export earnings of
developing countries which were supported
by higher oil prices, the ratio of total debt
to total exports declined from 141.9% to
127.5% The debt service ratio (DSR) slipped
from 19.0% to 16.1%. For some countries,
the foreign debt remained a heavy burden
despite efforts to alleviate it through
rescheduling and through reducing debt
and debt service payments.
International liquidity increased from
SDR574.7 billion to SDR619.0 billion in
1989. The increase occurred in both
industrial and developing countries. Among
the industrial countries, higher international
reserves were recorded, inter alia, in the US
from SDR36.5 billion to SDR57.5 billion,
Italy from SDR28.1 billion to SDR37.9
billion, and the FRG from SDR46.8 billion
to SDR49.5 billion. Foreign exchange
reserves in Japan and the UK decreased
from SDR72.7 billion and SDR33.4 billion
to SDR64.7 billion and SDR27.1 billion,
respectively. In developing countries,
increases occurred in Asia, the Middle East,
and Africa with the highest increase

achieved by countries in Asia, from
SDR112.1 billion to SDR120.8 billion.
International reserves of non-oil developing
countries rose from SDR150.6 billion to
SDR165.3 billion, whereas those of oilexporting developing countries increased
from SDR43.0 billion to SDR43.9 billion.
C . International Relations and
Regional Cooperation
1. International Monetary Fund
(IMF)
In the reporting year, two main issues were
intensively discussed in the IMF meetings,
namely the 9th increase in quotas and efforts
to overcome member countries’ financial
arrears to the IMF.
The 9th IMF quota increase, especially
the size of increase, has been discussed
since 1988. In general, developing
countries expected a sufficiently high
increase to make the IMF more capable of
playing its role in assisting developing
countries. On the other hand, developed
countries generally expected a quota
increase that was not too high and
emphasized more on the IMF’s role as a
catalyst in stimulating the flow of funds from
other sources to developing countries. Up
to the end of the reporting year, the
discussion on the 9th IMF quota increase
showed a preference to reach an agreement
and, if realized, Indonesia’s quota was
expected to rise.
In discussions of the efforts to overcome
the member countries’ financial arrears, it
was noted that the arrears reduced the IMF’s
liquidity and increased the burden on other
member countries in the form of higher
charges on IMF facilities and lower
remuneration. In this connection, a number
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of member countries suggested that heavier
sanctions be imposed on a country in
arrears, for example by the suspension of
voting rights in various IMF fore. In addition,
it was suggested arrears should be linked
to the quota increase, namely that a country
in arrears should fulfill its obligations before
becoming eligible for the quota increase.
Outstanding IMF assistance received by
Indonesia at the end of March 1990 totaled
SDR462.9 million, comprising the
drawdown of the Compensatory Financing
Facility (CFF) in 1987. In addition, in the
reporting year, Indonesia also received
remuneration on its foreign exchange
reserves at the IMF and interest on SDRs,
amounting to SDR0.7 million. For facilities
received from the IMF, the CFF and
allocation of SDRs, Indonesia paid charges
of SDR61.1 million in the reporting year.
2. W
orld Bank group
World
The World Bank’s main activity is to
provide long-term loans for developing
countries to finance their development in
various sectors, including the promotion of
the private sector. In recent years, World
Bank loans have emphasized environmental
preservation and poverty alleviation. World
Bank assistance to member countries is
channeled through the International Bank
for Reconstruction and Development
(IBRD), the International Development
Association (IDA), and the International
Finance Corporation (IFC).
In the reporting year, the IBRD approved
new loans to Indonesia in the amount of
$2,805.3 million compared to $1,039.9
million in the preceding year. This amount
provided financing for 12 projects, among
others, in transportation, education, private
sector development, industry, agriculture)

health, electricity, .and energy. Up to the
end of 1989/90, the total of approved loans
amounted to $14,533.4 million. At the same
time, withdrawn loans amounted to $9,324.1
million (64.1%), most of which was used for
the sectors of electricity, irrigation,
communication, agriculture, and rural
development. At the end of the reporting
year, the outstanding amount of IBRD loans
to Indonesia was $7,456.5 million.
The interest rate on IBRD loans, which
was 7.65% p.a. in the period of January July 1989 and 7.25% p.a. in the period of
July - December 1989, was raised to 7.75%
in the period of January - July 1990. On
the other hand, since June 29, 1989, the
IBRD has reduced its commitment fee from
0.75% to 0.25%.
Total IDA loans approved for Indonesia
as of the end of the reporting year remained
unchanged at $943.5 million. Of the total,
$901.6 million (95.6%) had been
disbursed, while outstanding loans
amounted to $852.0 million at the end of
the reporting year. Those loans were not
subject to interest, but an administration fee
of 0.75% was charged on the disbursed
amount. It is noteworthy that since 1980
Indonesia has been classified as being not
eligible for assistance from IDA, because
Indonesia has been considered capable of
obtaining semi-concessional loans from
other sources.
The IFC provides financial assistance to
the private sector in the form of loans and
equities. Up to the end of the reporting year,
the IFC approved financial assistance for
Indonesia amounting to $227.0 million,
comprising $188.5 million in loans and
$38.5 million in equity. Of the total, $63.7
million originated from IFC’s funds and the
remainder from syndicated loans. This
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assistance was provided to 19 private
companies dealing with manufacturing,
finance, and tourism.
With the entry of Vanuatu and Fiji in the
Multilateral Investment Guarantee Agency
(MIGA), those countries belonging to the
same constituency as Indonesia were
Bangladesh, Fiji, the Republic of Korea, Sri
Lanka, Vanuatu, and West Samoa. In the
reporting year, MIGA approved guarantees
on noncommercial risks for 3 private
companies, in Chile, Ghana, and Indonesia,
respectively. The Indonesian company
obtaining MIGA guarantee approval dealt
with copper, silver, and gold mining and the
guarantee amounted to $50 million with a
period of 20 years.
3. Asian Development Bank (ADB)
In 1989/90, the ADB approved loans to
Indonesia amounting to $772.3 million. Of
this amount, $667.3 million originated from
Ordinary Resources and $105.0 million
from the Asian Development Fund.
Therefore, up to the end of the reporting
year, the total amount of loans approved by
the ADB reached $5,701.5 million for 133
projects, comprised funds from the Asian
Development Fund of $482.4 million and
from Ordinary Resources of $5,219.1
million. Out of the total approved loans,
$2,750 million (56.4%) had been
disbursed. In the reporting year, loan
disbursements showed a significant increase
to $711.2 million, compared to $530.0
million in the preceding year. Meanwhile,
at the end of the reporting year, outstanding
ADB loans to Indonesia amounted to
$2,189.5 million.
The interest rate on loans originating from
the Ordinary Resources, which was 6.42%
in the period of January - June 1989 and

reduced to 6.37% in the period of July December 1989, has been reduced again
to 6.33% since January 1990. A
commitment fee of 0.75% was charged on
undisbursed loans. As for the loans from
the Asian Development Fund, the maturity
ranged from 35 to 40 years with a 7 to 10
year grace period. These loans were not
subject to interest charges but carried an
administration fee of 1.0% p.a. of the
disbursed amount.
In line with the efforts to assist the
development of private sector, together with
other private financial institutions, the ADB
established the Asian Finance and Investment
Corporation Ltd. (AFIC). The ADB placed an
equity of $35 million in this corporation,
intended to assist the institution in mobilizing
and channeling funds for the development of
the private sector. AFIC is an independent
private institution in charge, among other
things, of providing loans, equities,
underwriting, leasing, and guarantees, as well
as consultating services to private companies
in Asian-Pacific countries.
4. Islamic Development Bank (IDB)
Up to the end of 1989/90, approved IDB
financial assistance to Indonesia amounted
to ID34.95 million,1) comprising equities of
ID16.84 million, loans of ID15.0 million, and
installment sales of ID3.1 million. Of the total,
ID20.46 million (58.5%) has been disbursed,
comprising ID11.5 million for equity
participation and ID8.9 million for loans.
With a view to promoting trade among
countries under Longer Term Trade Financing
Scheme (LTTFS), in the reporting year IDB
approved its portion in financing LTTFS’s

1) ID1.00 (Islamic diner) - SDR1.00.
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facilities. A project costing up to ID3 million
would be fully financed by IDB, while that
over ID3 million would be financed up to
80%. In participating in LTTFS, Indonesia has
appointed a state bank as the national agency.
-Governmental Group on
5 . Inter
Inter-Governmental
In
donesia (IGGI)
Indonesia
In the 32nd IGGI meeting held in The
Hague on June 13 - 14, 1989, it was agreed
that financial assistance amounting to
$4,685.8 , million would be made available
for Indonesia, comprising bilateral
assistance of $2,520.3 million - this
included special assistance consisting of
program aid and local cost at the amount of
$1,855.1 million - and multilateral
assistance, among others from IBRD, ADB,
and UNDP, at a total amount of $2,165.5
million. Up to the end of the reporting year,
total approvals of IGGI loans amounted to
$58,906.6 million, of which $39,439.3
million was in the form of bilateral loans
and $19,467.3 million in multilateral loans.
Based on the loan terms, $37,288.7
million of the approved loans constituted
Official Development Assistance (ODA) and
$21,617.9 million non-ODA. Of the
approved amount, $45,422.7 million has
been disbursed, comprising bilateral loans
of $32,302.8 million and multilateral loans
of $13,119.9 million. As of the end of the
reporting year, outstanding IGGI loans
stood at $31,430.3 million.
Besides approving the abovementioned
loans for Indonesia, the IGGI meeting also
supported the Government’s efforts in
promoting the private sector, environmental
conservation, poverty alleviation, and
equitable income distribution, as well as
state enterprise’s efficiency and a cautious
foreign loan policy.

6 . Association of South East Asian
Nations (ASEAN)
In the reporting year, ASEAN countries’
cooperation in the areas of industry and
trade continued to be expanded. In addition, dialogues between ASEAN and some
industrial countries intensified.
In the area of industry, the ASEAN
Committee on Industry, Minerals, and
Energy (COIME) met in Baguio City, the
Philippines in June 1989 and approved
criteria for projects jointly financed under
ASEAN Minerals Cooperation Plan (AMCP).
The AMCP emphasizes projects in
downstream industries.
With the objective of promoting
cooperation among member countries in the
area of trade, ASEAN economic ministers
approved the addition of 335 commodities
to the 1989 Preferential Trade Arrangement
(PTA), with a Margin of Preference (MOP)
of 25%. With this addition, the 1989 PTA
included a total of 14,801 commodities,
2,848 of which obtained a higher MOP. In
1990, 500 new commodities would be
added to the PTA program with a higher
MOP for 3,544 commodities.
To promote the cooperation with
industrial countries, ASEAN continued to
hold dialogues with developed countries,
among others, Australia and Japan as well
as one of the NIEs, the Republic of Korea.
Those dialogues were on the promotion of
cooperation in the areas of trade,
investment, infrastructure development,
and technology transfer. In the ASEANAustralia Dialogue, held in Perth, Australia,
in May 1989 it was agreed to continue the
second phase of ASEAN Australia
Economic Cooperation Program (AAECP)
with a fund of A$35 million and a period of
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5 years starting on July 1, 1989. This fund
was set up to finance the promotion of trade
and investment as well as development
projects in the area of science and food
technology,
biotechnology,
microelectronics, maritime, and energy. At the
11th ASEAN Japan Forum held in Manila,
the Philippines in October 1989, ASEAN
expected Japan to promote its economy’s
openness to international trade and to
expand its GSP facility, as well as to give a
higher reduction of tariffs on ASEAN
countries’ exported commodities. To further
promote the trade relation between those
two sides, in the meeting, Japan’s suggestion
was agreed to organize a trade expert
meeting to prepare the next ASEAN-Japan

Forum and to allow participants from the
private sector to join in.
In the cooperation with the Republic of
Korea, in August 1989 ASEAN held for the
first time a dialogue on the promotion of
cooperation with the country. The dialogue
was the follow-up of the ASEAN Ministers
of Foreign Affairs Agreement reached in
Bandar Seri Begawan, Brunei Darussalam
in July 1989 about the South Korean
Minister of Foreign Affairs’ proposal on the
development of sectoral cooperation in the
areas of trade, investment, and tourism as
well as on expanded cooperation in the
transfer of technology and development of
manpower.
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VIII. INDONESIA
’S BALANCE OF P
AYMENTS
INDONESIA’S
PA

A. Balance of Payments Policy
1. General
Economic policies stance of the
Government in the reporting year was a
continuation of past policies which
concurrently proved to have a positive impact
on the balance of payments. These policies
were primarily aimed at promoting non-oil/
gas exports and investment in order to expand
the production of non-oil/gas export
commodities, thereby gradually reducing the
economy’s dependency on oil/gas exports.
Several steps were taken, including further
reducing trade regulations to promote
production efficiency which, in turn, will
increase non-oil/gas exports. Regarding the
exchange rate policy, the Government
continued to pursue a managed floating
exchange rate policy to maintain the
competitiveness of export commodities in
international markets as well as domestic
products against imported goods. With respect
to capital flows, the Government maintained
its prudent borrowing policy and gave wider
opportunities to the private sector.
2. Exchange rate policy
While continuously adhering to a free
foreign exchange system and a managed
floating exchange rate policy, in the reporting
year, Bank Indonesia also adopted a new
policy aimed at further developing the foreign
exchange market. This policy was designed
to improve the existing systems and
procedures for foreign exchange transactions1)
by directing banks to meet their foreign
1) Board of Directors of Bank Indonesia Decree No. 22/
45/KEP/DIR, September 16, 1989.

exchange needs through foreign exchange
markets without the direct involvement of
Bank Indonesia. As a result, it is expected
that price movements in foreign exchange
markets will play an essential role in
determining the appropriate exchange rate.
With the new regulations, foreign exchange
selling by banks originating from exports,
swaps and re-swaps and foreign currency bill
transactions are carried out in the morning
by using an indicative rate. If necessary,
however Bank Indonesia may still intervene
in the market to influence the exchange rate.
To facilitate the banks’ needs including those
related to the net open position, in the
afternoon Bank Indonesia is ready to buy or
sell foreign exchange, at a rate determined
by Bank Indonesia, based on market
developments.
3. Export policy
In order to promote non-oil/gas exports,
during 1989/90, the Government improved
policies covering trade regulations, taxation,
credit, and institutional aspects.
Regarding trade regulations, in October,
1989, the special permit for exporting coffee
(Surat Persetujuan Ekspor Kopi or SPEK),
which formerly allowed coffee shipments from
certain provinces only, was changed to allow
shipments from all provinces in Indonesia.2)
This was related to the suspension of coffee
export quotas by the International Coffee
Organization (ICO). A wider opportunity was
also given to exporters by removing the
requirement for an export license for pepper
2) - Minister of Trade Decree No. 265/Kp/X/89, October
21, 1989.
- Director General of Foreign Trade Decree No.695/
DAGLU/Kp/X/89, October 23, 1989.
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in November 1989.3) To expand marketing of
dried cassava outside the European
Community (EC), the Government set quotas
for dried cassava exports to the EC. Quotas
were given to registered exporters on the basis
of their capability to export to non-EC
countries.4) Basically, the quota is two times
the capability to export to non-EC countries.
Regarding taxation, the Government raised
the export tax and the additional export tax
on sawn timber and processed timber (KGKO),
with amounts varying from $250/M3 to
$2,400/m3 depending on the type of timber
products; This was aimed at promoting the
export of manufactured wood products and
the growth of downstream wood processing
industries. The lowest FOB price of KGKO
export was fixed at $250/m3 plus the related
export tax levied upon the KGKO.5)
In the area of credit, the Government
gradually removed the interest rates subsidies
on export credits for both primary and
nonprimary commodities. In May, 1989,
interest rates on export credits were raised to
between 14% and 14.5%.6) With the issuance
of the January 1990 policy package,
subsidized export credits were removed
completely.7) The policy had two objectives,
first, to improve the competitiveness of export

3) - Minister of Trade Decrees Nos. 224/Kp/VIII/89, August 24,
1989 and 271/Kp/XI/89, November 1, 1989.
- Director for the Export of Agricultural and Forestry Product
Cable No. 2350/Ditekssil tanhut-l/Kwt/XI/89, November 1,
1989.
4) Minister of Trade Decree No. 272/Kp/XI/89, November 1,
1989.
5) - Minister of Finance Decrees Nos. 1134 and 1134a/
KMK.013/89, October 13, 1989 and No. 1208/KMK.013/
89, October 30, 1989.
- Minister of Trade Decree No. 252/A/Kp/X/89, October 10,
1989.
- Director General of Foreign Trade Circular Letter No. Eks.
102/DAGLU/0707/89, October 30, 1989.
6) - Board of Directors of Bank Indonesia Decree
No 22/9/KEP/DIR, May 2, 1989.
- Bank Indonesia Circular Letters Nos. 22/2/UKU and No.
22/3/UKU, May 2, 1989.
7) Board of Directors of Bank Indonesia Decree No. 22/81/
KEP/DIR, January 29, 1990.

commodities and second, to conform to the
agreement on the GATT code on subsidies
and countervailing duties reached in March
1985, which was aimed at gradually removing
export subsidies.
As regards institutional development, a
marketing board for sawn and processed
timber was established to avoid unhealthy
competition among exporters of sawn and
processed timber.8) It is worth noting that the
Government allowed the opening of joint venture
banks or their branch offices and subbranch
offices of foreign banks on Batam Island to
promote non-oil/gas exports, since the region was
considered to have a large export potential.9)
4. Import policy
To promote efficiency in domestic production
and investment, the Government improved
policies related to imports administration,
taxation, and the use of new import documents.
To smooth the supply of corn for domestic
industries, the Government removed the
import regulation on corn.10) Formerly, the
Logistical Agency (BULOG) was the sole
importer of corn.
In taxation, the Government took steps in
extending, changing, and fixing import duties
and additional import duties on certain
imported goods.11) These steps were intended
to promote the growth of domestic
manufacture. In addition, the promote
8) Minister of Trade No. 62/Kp/IV/89, April 3, 1989.
9) Bank Indonesia Circular Letter No. 22/8/BPPP, January 29,
1990.
10) Minister of Trade Decree No. 242/Kp/IX/89, September 22,
1989.
11) Minister of Finance Decrees Nos. 340/KMK.05/1989, April
10,1989, 356/KMK.00/1989, April 13, 1989, 841/KMK.05/
1989, August 1, 1989, 867/KMK.00/1989, August 7, 1989,
1039/KMK.00/1989, September 8, 1989, 1071/KMK.00/
1989, September 25, 1989, 1270/KMK.05/1989, November
20, 1989, 1403/KMK.00/1989, December 21, 1989, 4/
KMK.00/1990, January 3, 1990 and 371/KMK.00/1990,
March 21, 1990.
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education, the Government will bear the
burden of the value added tax payment for
imported text books, holy books, and books
on religion.12)
Since April 1, 1990, the import document
(Pemberitahuan Pemasukan Barang Untuk
Dipakai or PPUD) has been replaced by
another import document (Pemberitahuan
Impor Untuk Dipakai or PIUD) in order to
improve the flow of documents and goods, to
obtain complete, accurate, and timely import
data, and to adjust import documents to
international standards. 13) In addition, to
conform consistently with the Harmonized
Commodity Description and Coding System
(HS) and to support the development of
domestic manufacturing, adjustments were
also made to the classification of certain goods
in the 1989 Guide on Rates of Import
Duties.14)
5. Policy on services
In the reporting year, to increase foreign
exchange earnings and economize on the use
of foreign exchange, the Government took
measures in the area of tourism and adopted
stipulations related to foreign workers.
In an effort to encourage the growth and
development of tourism the Government is
promoting the tourism sector by declaring the
year 1991 as Visit Indonesia Year,
programming a tourism campaign on a nation
wide basis, 15) establishing an Indonesian
12) Presidential Decree No. 2 of 1990, January 4, 1990.
13) - Minister of Finance of Decree No. 7/KMK.05/1990 January
3, 1990.
- Bank Indonesia Circular Letter No. 22/71/ULN, March
14, 1990.
- Director General of Customs and Excise Circular Letter No.
SE-07/BC/1990, January 29, 1990.
14) Minister of Finance Decrees Nos. 434/KMK.04/1989, May
2, 1989, 827/KMK.05/1989, July 26, 1989, 1249/KMK.01/
1989, November 14, 1989, 1291/KMK.05/1989, November
28, 1989 and 89/KMK.05/1990, January 23, 1990.
15) Presidential Instruction No. 3 of 1989, April 4, 1989.

Cooperation Board for Tourism (Yayasan
Badan Kerjasama Pariwisata), carrying out
Special Promotional Tours (Widya Wisata
Pengenalan) , and disseminating information
on tourism. In addition, the Government
created two additional tourism points of
interest ( daerah tujuan wisata or DTWs),
namely Lampung and West Kalimantan and
established Bintan Island as another visa-free
entrance for foreign tourists.
In the field of manpower, the Government
regulated the number, permits, and requirements for employing foreigners.16)
6. Policy on capital flows
As in previous years, foreign funds were
still needed to maintain Indonesia’s development efforts, as they could not be fully
financed by domestic funds. Foreign funds
consisted of official borrowing, borrowing by
state enterprises and private borrowers, and
foreign direct investment.
In 1989/90, Indonesia continued to
maintain its prudent policy on foreign
borrowing by giving priority to soft-term,
untied borrowing, considering the capacity
to repay, and using the funds for projects in
accordance with the Development Plan. The
Government, therefore, made efforts to
acquire special assistance which was on soft
terms, convertible to rupiah, and quickdisbursing. Such assistance was intended
for balance of payments purposes and for
easing constraints on Rupiah funds for
financing government projects In addition,
to ease the future debt burden, the
Government continued to limit the use of
“export credit facilities”, which are less
concessional and in general, requiring the
16) Minister of Manpower Decree No. INS.07/MEN/89,
July 31, 1989.
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borrower to import goods from the creditor
country. Moreover, the use of commercial
borrowing was also reduced gradually. It is
the intention of the Government to always
repay the debt on schedule.

commercial banks, the Indonesian
Development Bank, and regional
development banks which have the status
of foreign exchange banks were allowed to
borrow offshore.22)

Regarding private capital flows, in the
field of direct investment, the Government
replaced the Priority List ( Daftar Skala
Prioritas or DSP) with the Negative List
(Daftar Negatif Investor or DNI) to facilitate
the choice of business fields and to give
wider business opportunities.17)

B . Balance of Payments Developments

To create a more attractive investment
climate for foreign direct investment
( penanaman modal asing or PMA), the
minimum investment was lowered to
$250.000. 18) Requirements for domestic
share ownership in establishing PMA
companies with private entrepot were made
identical to those for PMA companies
located in bonded zones that export 100%
of their products.19) Foreign investors may
own all shares of PMA companies if the
companies are located in the bonded zone
of Batam Island and exporting 100% of their
products. However, five years after the
beginning of commercial production, at least
5% of the shares must be sold to Indonesian
partners.20) To accelerate industrial growth
aimed at meeting domestic as well as foreign
demand, the Government permitted PMA
companies to invest in and manage
industrial estates.21)
In order to increase the inflow of foreign
funds and develop the role of banks, state

17) Presdintial Decree No. 21 of 1989, May 5, 1989.
18) Chairman of Investment Coordinating Board Decree No. 9/
SK/1989, May 5, 1989.
19) Chairman of Investment Coordinating Board Decree No. 8/
SK/1989, May 5, 1989.
20) Chairman of Investment Coordinating Board Decree No. 16/
SK/1989, October 24, 1989.
21) Presidential Decree No. 53 of 1989, October 27, 1989.

1. General
In the reporting year, Indonesia’s balance
of payments recorded more favorable
developments despite various pressures, such
as sluggish world economic growth, a drop in
the price of several primary commodities, and
the enactment of the additional protectionist
measures in several industrial countries.
These developments were reflected by a lower
current account deficit as well as a reduction
in the ratio of the current account deficit to
Gross Domestic Product (GDP). The lower
current account deficit was primarily the result
of an increase in non-oil/gas exports,
especially manufactured goods. This was a
result of the adjustment and deregulation
measures taken by the Government in recent
years which improved competitiveness and
diversified export commodities as well as
expanded export markets. An increase in oil
prices and foreign exchange earnings from
tourism also contributed to the improved
current account.
The capital account remained in surplus,
although the surplus decreased as a result
of lower net government capital inflows. Net
private capital inflows, however, registered
an increase. Foreign debt repayments by
the Government decreased since the US
dollar appreciated against several major
currencies, especially the yen.
22) - Minister of Finance Decree No. 417/KMK.013/1989 May
1, 1989.
- Bank Indonesia Circular Letter No. 22/4/ULN May 1,
1989.
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With these developments, the official
foreign exchange reserves of Bank
Indonesia increased by $248 million,
reaching $6,259 million at the end of March
1990, equivalent to 4.6 months of non-oil/
gas imports. Taking into account foreign
exchange reserves held by foreign exchange
banks amounting to $3,900 million at the
end of March 1990, Indonesia’s total foreign
exchange reserves reached $10,159
million, equivalent to 7.4 months of nonoil/gas imports.
2. Current account
The current account deficit during
1989/90 was $1,599 million a decreased
of $260 million compared with the
previous year. This was a result of an
increase in the surplus on the trade account
of $943 million to $6,456 million, while the
deficit on the services account rose by $683
million to $8,055 million. The ratio of the
current account deficit to GDP fell to 1.7%
compared with 2.2% in the previous year.
By sector, the non-oil/gas current account
recorded a deficit of $5,510 million
compared with $4,919 million in the
previous year, whereas the oil/gas current
account registered a surplus of $3,911
million, an increase of $851 million.

2.1. Exports
In the reporting year, total exports increased
by $4,006 million or 20.2% compared with
the previous year, reaching $23,830 million.
Non-oil/gas exports increased by $2,309
million, to $14,493 million, and oil/gas exports
by $1,697 million, to $9,337 million. The
developments showed that despite the 22.2%
increase in oil/gas exports and the 18.9%
increase in non-oil/gas exports, the share of
non-oil/gas exports in total exports (more than
60%) remained larger than the share of oil/
gas exports. Exports of manufactured products
accounted for the largest share of total exports
(Table 8.2).
By country of destination, Japan and the
United States were the most important markets
for Indonesian exports, with shares of 42.1%
and 15.4% respectively, in the total export
value. Following were the ASEAN countries
(10.9%) and the European Community (EC)
(10.6%). Among the ASEAN countries,
Singapore had the biggest share (75.8%),
followed by Malaysia (9.3%), Thailand (8.8%),
and the Philippines (6.1%) (Table VIII).
2.1.a. Non-oil/gas exports
During 1989/90, the value of non-oil/gas
exports rose by 18.9% to $14,493 million.
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Increases were recorded for manufacturing
products (18.7%) and mining products
(42.0%). Agricultural commodities, however,
recorded a slight decrease of 6.3%, due to
lower prices in world markets (Table 8.1).
The share of manufactured products in
non-oil/gas exports, therefore, increased to
82.4% from 80.0% in the previous year. This
reflects improvements in the competitiveness as well as diversification in the types
and markets of export commodities. The
share of agricultural products (13.8%) remained important despite a slight decrease
from the previous year (16.9%). The share
of mining products grew from 3.1% to 3.8%
due to price increases of several mining
products, such as tin and copper (Table
8.2).
A number of non-oil/gas commodities
registered an increase in export value,
including, timber, textiles, and steel, while
rubber, shrimp, and coffee decreased
(Tables 8.4 and 8.5).

T imber
In 1989/90, exports of timber, comprising
mainly timber products such as plywood, sawn
timber, and other processed timber, remained
the main foreign exchange source with a
23.8% share in non-oil/gas exports. The
export value reached $3,453 million, an
increase of 18.9% as a result of an increase
in export volume of 27.5%. The export volume
of plywood and other processed timber
increased by 51.6% and 36.6%, respectively,
sawn timber decreased by 17.0%. This was the
result of a higher export tax on sawn timber which
become effective in November 1989. However,
the export value of sawn timber increased by
1.4% as a result of higher export price.
By country of destination, Japan and the
US were the largest buyers of Indonesian
timber exports with a share of 36.9% and
10.9%, respectively. Other important buyers
were Singapore (6.5%), South Korea (6.4%).
By region, the share of exports to ASEAN
countries was 12.7% and the EC was 8.1%.
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Textiles
Textiles remained the second largest nonoil/gas export with a share of 15.0%. The
export value rose by 38.1% to $2,171
million as a result of a 40.8% increase in
garments and a 34.3% increase in other
textile products such as fabrics, yarns, and
batik. Exports to quota and nonquota
countries increased, by 38.2% and 38.0%
respectively. Exports to quota countries
included textiles which were not under the
quota category.
Indonesia’s most important markets for
textiles were the US (36.3%), Singapore
(9.4%), and Japan (5.0%). The shares of the
EC and ASEAN countries were 27.4% and
12.6%, respectively.
Rubber
Rubber remained the third largest nonoil/gas export with a share of 6.6%. The
export value of natural rubber dropped by
22.6% to $951 million on account of 22.4%
and 0.3% drops in price and export volume,
respectively. Lower demand in world
markets was the primary cause of the fall in
rubber prices. It is worth noting that
Indonesia’s natural rubber exports mainly
consisted of crumb rubber.

dropped in the last months of the reporting
year by 34.0%. The export volume,
however, increased by 43.9% compared
with the previous year.
The main market for Indonesian shrimp
was Japan (72.6%). Other important markets were the US (9.1%), Singapore (5.4%),
and Hong Kong (2.6%).
Coffee
The share of coffee in non-oil/gas exports fell from 4.7% to 3.1% and its rank
fell from fourth to the fifth. After increasing in the previous year, the export value
dropped by 22.2% to $448 million in
1989/90, since the failure in setting up
an international quota system caused a
large increase in supply and a substantial drop in the price by in 36.5%. The
export volume, however, rose by 22.6%
to 396 thousand tons. Exports to nonquota countries (non-ICO members) fell
from 156 thousand tons to 145 thousand
tons, causing their share to drop from
48.3% to 36.6%.

By country of destination, 46.1% of
natural rubber was exported to the US,
22.8% to Singapore, and 4.0% to Japan.

By country of destination, Japan and the
Federal Republic of Germany (FRO) were
the biggest importers with a share of 18.8%
and 13.8%, respectively. Other important
countries were the Netherlands (8.9%),
Algeria (8.9%), the US (5.8%), and South
Korea (3.8%). The share of coffee exports
to the EC countries was 32.3%.

Shrimp

Steel

Shrimp exports ranked fourth in non-oil/
gas exports with a share of 3.5%. Compared
with the previous year, the export value
decreased by 5.0% to $514 million.
Because of a large increase in the supply
of shrimp to the world market, the price

The share of steel was 3.0% in non-oil/gas
exports and occupied the sixth rank. The
export value reached $433 million and rose
by 36.6% compared with the previous year.
The rise was due to an increase in the volume
of steel exports and a higher unit value.
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Indonesia’s biggest markets were Japan
and South Korea with shares of 36.2% and
9.2%. The share of steel exports to ASEAN
countries was 15.3%.
Nickel
The share of nickel was 2.6% in non-oil/
gas exports. In the reporting year, the export
value reached $373 million, a decrease of
14.8% compared with the previous year.
This decrease was the result of lower prices
caused by higher international supply. The
export volume; however, rose by 23.0% to
1,958 thousand tons.
Japan was the main buyer of Indonesia’s
nickel with a share of 97.5%. Other buyers
were Australia (1.5%) and the Netherlands
(1.7%).
Copper
In the reporting year, the share of copper
reached 2.2% in non-oil/gas exports and
ranked eighth. The export value rose by
34.9% from the previous year to $321 million.
The rise in the export value was due to a higher
price in international markets as a result of a
decline in supply. This condition was related
to problems in the production process in the
main producing countries such as Peru,
Zambia, and Papua New Guinea. Indonesia’s
export volume rose by 7.2% to 341 thousand
tons, corresponding to an increased in the
domestic production. Important markets for
copper exports were Japan (73.6%), South
Korea (10.3%), and the People’s Republic of
China (5.5%).

sixth to ninth rank. Palm oil exports decreased
by 10.9% to $279 million, due to a 23.5%
drop in the price as a consequence of overproduction by the main producer, Malaysia.
The export volume increased by 16.7% to 942
thousand tons.
The main buyers of Indonesia’s palm oil
were the Netherlands (57.1%), India (4.7%),
and Iraq (2.6%). The share of palm oil
exports to the EC was 84.2%.
Aluminum
The position of aluminum exports shifted
from the seventh to the tenth rank in
Indonesia’s non-oil/gas exports with a share
of 1.8%. In 1989/90, the export value
decreased by 11.3% to $267 million as a
result of a significant drop in price by
33.3%. The export volume, however, rose
by 33.3% to 165 thousand tons, since there
were no interruptions in the shipments to
Japan, while the price drop was caused by
higher supply of aluminum in the world
market.
As in previous years, the largest buyer of
aluminum was Japan (96.5%). Another
important buyer was Malaysia (2.1%).
Handicrafts
In the reporting year, the share of handicraft exports in non-oil/gas export was 1.7%.
The export value of handicrafts increased
substantially by 35.9% to $250 million. This
was attributable to improved quality and
more varieties of handicrafts, especially the
more refined ones.

Palm oil
The share of palm oil in non-oil/gas exports
was 1.9% and its importance shifted from the

Important markets for handicrafts were
Singapore (32.2%), Hong Kong (25.8%),
and the US (7.4%).
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Rattan products
The share of rattan products in total nonoil/gas exports was 1.6%. The main rattan
products, consisting of rattan mat, lampit and
furniture (92.2%), reached a remarkable
increase of 85.5% to $230 million. This was
a result of volume as well as price increases
of 78.4% and 4.0%, respectively. Exports of
rattan furniture in the reporting year jumped
by 122.8% to $127 million, while lampit
exports rose by 66.7% to $85 million. The
increase in rattan product exports was closely
related to the prohibition of exports of raw and
semi-processed rattan.
By country of destination, Japan was the
largest buyer (60.5%). Other important buyers
were the US (12.6%) and the Netherlands
(3.3%). The share of export to the EC was 14.5%.
Paper
The share of paper in non-oil/gas exports
was 1.5% and ranked thirteenth. Exports
which consist of pulp and printing paper increased by 44.4% to $221 million. The increase was a result of higher volume and
prices of 36.7% and 5.7%, respectively. The
increase of export volume corresponded with
an increase in domestic production.
Important export markets were Singapore
(13.7%), Hong Kong (9.6%), and Malaysia
(8.8%).
Ti n
In 1989/90, the share of tin export
recorded a slight increase to 1.5% of total
non-oil/gas exports. The value of tin exports
rose by 29.1% to $213 million as a result of
a 19.2% price increase to $8,000 per ton
and an 8.3% volume increase to 26

thousand tons. The increase was made
possible by the success of the Association
of Tin Producing Countries (ATPC) in
coordinating
international
supply.
Indonesia’s quota for tin was increased from
29 thousand tons to 31.5 thousand tons in
the reporting year.
The main countries of destination were
Singapore and the Netherlands with a share
of 82.3% and 12.2%, respectively.
Te a
In 1989/90, the share of tea exports
decreased slightly to 1.2% in non-oil/gas
exports. However, the export value rose by
29.4% to $176 million as a result of a 23.8%
price increase and a 4.6% volume increase.
This was closely related to lower exports by
the main tea producers, namely India and
Sri Lanka. In addition, the demand from
several countries such as the Soviet Union,
Pakistan, and Egypt rose.
The main markets for Indonesian tea were
the Soviet Union (30.8%), Pakistan (10.5%),
the US (9.2%), and Egypt (6.8%). The share
of the EC was 16.9%.
Other major export commodities
Other major export commodities consisted
of footwear, electrical appliances, cement,
foodstuffs, fertilizer, glassware, gold, pepper
and tobacco; their total export value
increased by 7.6% to $1,537 million.
Export value increased significantly for
footwear (137.3%), electrical appliances
(63.2%), and cement (48.8%). Large
increase in export volume were recorded for
footwear (135.0%), electrical appliances
(20.0%), cement (23.3%), and fertilizer
(45.9%).
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Other major export commodities which
were recorded a decrease in export value
were foodstuff (3.4%), glassware (13.0%),
gold (32.5%), and pepper (34.7%). These
decreases were mainly caused by lower
prices.
The value of other export commodities
increased significantly (106.0%) to $2,122
million. These commodities comprised,
among others, metal products, electrical
machineries, mechanical equipments,
optical and photographic instruments,
plastic products, chemical products,
cosmetics, rubber products, and ceramics.

The average price of Indonesian crude
oil exports grew from $15.07 to $17.90 per
barrel, while the average price of petroleum
products rose from $14.17 to $18.13 per
barrel. The average price increase was the
result of higher international demand and
a more stable supply of oil by OPEC. The
rise in oil export volume was primarily the
result of higher production of crude oil. The
export volume of petroleum products shrank
as a result of lower production.
By country of destination, Japan and the
US remained the largest markets with a
share of 60.2% and 21.5%, respectively
(Table 8.6).

2.1.b. Oil/gas exports
During 1989/90 the value of oil/gas
exports rose by 22.2% to $ 9,337 million.
This was due to price and volume increases
of both gas and oil. Exports of oil,
comprising crude oil and petroleum
products, rose by 25.6% to $6,288 million,
while exports of gas, comprising liquefied
natural gas (LNG) and liquefied petroleum
gas (LPG), increased, by 11.7% and 98.4%
to $2,801 million and $248 million
respectively.

To control oil prices through production
restraint, the June 1989 meeting of OPEC
members decided to increase the
production quota from 18.5 million barrels
to 19.5 million barrels per day, with the
reference price of $18.00 per barrel for ALC
type. The decision was effective for the
second semester of 1989. In the September
1989 meeting, the production quota was
raised again to 20.5 million barrels per day,
and the decision was implemented in the
same month. The production quota was
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increased further to 22.00 million barrel per
day, at the December 1989 meeting. In
accord with the September 1989 agreement
the reference price remained the same, at
$18.00 per barrel and the decision was
effective for the first semester of 1990.
To follow price movements in international
markets more closely, in April 1989, a new
formula for calculating oil prices was
introduced to replace the Government
Selling Price (GSP), namely the Indonesian
Crude Price (ICP). Under the new formula,
Indonesia’s crude price is calculated by
linking the prices of five types of crude oil
sold in the spot markets, namely Sumatran
Light Crude/SLC (Indonesia), Tapis
(Malaysia), Gippsland (Australia), Oman
crude (Oman), and Dubai crude (United
Arab Emirates). With the new formula,
Indonesia’s oil price is determined in the
middle of every month.
The export value of LNG recorded an
increase of 11.7% to $2,801 million as a
result of a rise in prices from $2.65 to $2.90
per MMBTU as well as in export volume.
The LNG price increase was closely linked
to the rise in oil prices, since the LNG price
is connected to the price of crude oil.
Increases in the export volume resulted from

an increase in LNG shipments mainly to
Japan. In March 1990, there was an
inaugural shipment to Taiwan from a new
train in Badak refinery, East Kalimantan.
With this additional train, there are 11 trains
in Indonesia, (6 in Arun and 5 in Badak),
with a total production capacity of 1,104.6
million MMBTU per year.
LPG exports accelerated by 100.5% to
$248 million mainly as a result of a
significant increase in export volume of 78.5
%. The export volume totalled 2.414 million
tons. The increase was related to the
realization of LPG export contracts with
Japan from the LPG special refineries in
Badak and Arun.
2.2. Imports
During 1989/90, imports grew by 21.4% to
$17,374 million. Non-oil/gas imports
increased by 21.3% to $14,845 million and
oil/gas imports by oil/gas increased by 22.0%
to $2,529 million. Imports by other than oil/
gas companies, covering general imports,
increased, whereas imports financed by
foreign aid decreased (Table 8.8). The rise in
non-oil/gas imports was related to the increase
in domestic economic activities as well as
price increases for several imported goods.
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The rise in oil/gas imports was mainly recorded for crude oil and fuel by 63.5% to
$914.0 million as a result of price increases.
Classified by economic category, the
share of raw/auxiliary materials, which
constituted the largest part of total imports,
decreased slightly from 74.3% to 70.6%
(Table 8.9). Raw/auxiliary materials for
industry made up the largest share. The
share of capital goods, consisting mostly of
passenger cars and transport equipments,
increased from 22.0% to 24.6%. The share
of consumption goods, mainly foods and
beverages, rose from 3.7% to 4.8%.
By country of origin, Japan and the US
were the main suppliers with a share of
23.3% and 12.7%, respectively, whereas the
shares of the EC and ASEAN countries were
16.2% and 9.8% in total imports. Among
ASEAN countries, Singapore recorded the
biggest share (64.7%), followed by Malaysia
(22.0%), Thailand (9.8%), and the
Philippines (3.5%) (see Table IX).
2.3. Services account
During 1989/90, the deficit in the
services account widened by 9.3% to

$8,055 million, covering the service
transactions of non-oil/gas as well as oil/gas
companies. The deficit in the non-oil/gas
services account rose by 6.0% to $5,158
millions as a result of a 21.2% increase in
freight costs to $1,633 million. Payments
on investment income reached $2,920
million as interest payments on Indonesia’s
foreign debt remained high. Foreign
exchange earnings from tourism increased
by 13.9% to $1,630 million, primarily due
to the Government promotional efforts.
Payments for service transactions by oil/gas
companies rose by 15.5% to $2,897 million
as the result of higher oil production and
new LNG train expansion. Earnings from
tanker rents jumped from $31.1 million to
$169.2 million.
3. Capital movements in the nonmonetary sector
In 1989/90, net capital inflows of the nonmonetary sector decreased by $209 million
to $2,405 million. This was mainly due to a
reduction in net inflows of official capital
from $2,825 million to $1,830 million, while
net inflows of private capital improved substantially from a deficit of $211 million to a
surplus of $575 million.
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3.1. Official capital movements
Official capital inflows decreased by
16.3% to $5,516 million as a result of a
substantial decrease in borrowing from
export credit facilities. In addition,
amortization payments on government debt
decreased from $3,763 million to $3,686
million. Total net official capital inflows were
$1,830 million or $995 million less than
the previous year.
3.1.a. Disbursements of borrowings
and external assistances
In the reporting year, disbursements of
borrowings and external assistance from
IGGI and non-IGGI members dropped by
$1,072 million to $5,516 million.
Disbursements and external assistance from
IGGI members decreased by 14.6% to

$4,668 million compared with $5,468
million in 1988/89. The lower figure
reflected $420 million less borrowing from
export credit facilities; which amounted to
$585 million. This was in line with the
Government’s policy to limit the use of
export credit facilities.
Disbursements of special assistance also
declined from $2,049 million to $1,807
million.
Special assistance was provided, among
others by OECF, Japan ($565 million), Exim
Bank of Japan ($474 million), the World
Bank ($350 million) and ADB ($269
million). Disbursements in the form of grants
totaled $171 million.
Disbursements of borrowings and external
assistances from non-IGGI members
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decreased by 24.3% to $848 million due to
a reduction in ODA borrowing from $135
million to $30 million (Table 8.11).
3.1.b. Debt repayments
Amortization on official foreign debt
decreased by 2.1% from $3,763 million
to $3,686 million. The decrease was
accounted for by the appreciation of the
US dollar against other major currencies,
especially the Japanese yen. Including
interest payments, total foreign debt
service payments decreased from $6,328
million to $6,202 million. The debt
service ratio (DSR), defined as the ratio
of principal and interest payments on
official debt to merchandise export
receipts, decreased from 31.9% to 26.0%
as a result of lower debt service payments
and increased export earnings. Taking
into account exports of services, the DSR
dropped from 28.9% in the previous year
to 23.7%.

3.1.c. Outstanding external debt
At the end of March 1990, outstanding
external government debt was $40,354
million, a decrease of $166 million
compared to the end of March 1989. The
decrease was accounted for by the
appreciation of the US dollar against
several major currencies, especially the
Japanese yen. The government’s external
debt is primarily denominated in the US
dollar (42.8%) and the Japanese yen
(38.0%).
With respect to the sources of credit, the
largest share (77.9%) of new government
debt originated from the IGGI donors, the
remaining originated from non-IGGI donor.
Borrowing from IGGI members comprised
bilateral arrangements ($20,480 million), in
particular from Japan, the US, and
Germany, and multilateral institutions
($10,951 million), mainly the World Bank
and ADB. The largest portion of non-IGGI
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debt (66.5%) is from international
commercial banks.

enterprises by the end of March 1990
amounted to $712 million (Table 8.12).

Classified with respect to terms of
borrowings, debts under ODA and nonODA terms amounted to $24,704 million
(61.2%) and $ 15.650 million respectively.
Debt under ODA terms comprising program
aid, special assistance, and project aid
amounted to $2,485 million, $2,647
millions, and $19,572 million, respectively.
Debt under non-ODA terms consisted of
special assistance, mainly from the Exim
Bank of Japan amounting to $1.697 million,
export credit facilities amounting to 8,089
million, and commercial borrowings
amounting to $5,864 million, respectively.
Outstanding foreign borrowings of state

3.2. Private capital movements
The net inflow of private capital
comprising capital flows of PMA companies,
state-owned enterprises, and other private
companies, increased substantially from a
deficit of $211 million to a surplus of $575
million. This was mainly the result of
increasing capital inflows by PMA
companies and other private companies,
amounting to $2,466 million. The increase
in capital inflows was closely related to a
series of government measures to encourage
foreign direct investment in Indonesia.
Higher capital inflows by other private
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companies were mainly the result of
increasing purchases of stocks by foreign
investors in the capital market and
increasing capital inflows from foreign
investors in establishing joint-venture
banks. However, capital inflows brought in
by state-owned enterprises dropped to $289
million due to the completion of several LNG
and LPG refinery projects.
Private capital outflows consisting of
direct investment abroad and debt
repayment by private companies as well as
state enterprises decreased to $2,180
million because of lower investment abroad
by national private companies compared
with the previous year.
4. Monetary movements
During 1989/90, the current account
registered a $1,599 million deficit, while
capital transactions registered a $2,405
million surplus. Total foreign exchange
reserves at Bank Indonesia increased by
$248 million compared with the $677
million deficit in the previous year.
By the end of March 1990, official foreign
exchange reserves amounted to $6,259
million, which was sufficient to finance 4.6
months of non-oil/gas imports. Including the
foreign exchange reserves held by foreign
exchange banks amounting to $3,900
million at the end of March 1990, national
foreign exchange reserves reached $10,159
million or equivalent of 7.4 months of nonoil/gas imports.
5. Exchange rate developments
The development of the rupiah exchange
rate compared with the average inflation
differential between Indonesia and its major
trading partners showed that the real

effective exchange rate could be
maintained. Indonesia’s export commodities,
therefore, were competitive enough to boost
non-oil/gas exports.
Compared with the rates at the end of March
1989, the rupiah exchange rate at the end of
March 1990, depreciated by 3.73% against
the US dollar, by 13.66% against the
Deutsche mark, by 1.26% against the British
pound sterling, by 13.95% against the
French franc, by 13.69% against the
Netherlands guilder, arid by 7.51% against
the Singapore dollar, and appreciated by
15.56% against the Japanese yen and by
4.39% against the Australian dollar.
C . Indonesia’
Indonesia’ss Balance of Payments
Prospects for 1990/91
In 1990/91, Indonesia’s balance of
payments is still expected to face external
challenges such as slower world economic
growth, fluctuations in international oil
prices, and domestic constraints such as
infrastructure and capacity constraints.
However, considering the success of the
government’s past policies and its ongoing
commitment to the deregulation process, the
prospects for Indonesia’s balance of
payments in 1990/91 remain favorable.
Exports in general are expected to grow,
especially export of non-oil/gas commodities
in particular manufactured commodities, in
line with the Government’s efforts to
continuously encourage non-oil/gas exports
through various deregulation measures.
Endeavor to develop production in the private
sector, especially by non-oil/gas exportoriented PMA/PMDN companies, is expected
to boost non-oil/gas exports further. However,
considering the above constraints and lower
commodity prices, the growth of non-oil/gas
exports is expected to slow down.
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In spite of the unpredictable fluctuations
in oil prices, oil exports are expected to
remain the same compared with the previous
year. This will be made possible through
continued attempts by OPEC to control oil
prices. It is estimated that oil production of
non-OPEC oil producing countries will not
be increasing. Gas exports are expected to
rise as a result of attempts to develop
markets as well as LNG and LPG
production.

which will increase foreign exchange
earnings from tourism. However, the services
account is still expected to record a large
deficit, due to the higher cost of freight on
imports, as imports are increasing and higher
interest payments on government debt.
Considering the development in exports,
imports, and services, the deficit in the
1990/91 current account is expected to
narrow compared with this year.

In general, it is expected that imports will
continue to rise, as domestic economic
activities are growing. This import growth is
closely related to higher imports in capital
goods and raw/auxiliary materials for the
production of export commodities. Import
increases also reflect the Government’s
attempts to improve various regulations in
trade procedures and taxation related to
imports in order to accelerate the production
of export commodities. The 1990/91 trade
account will be in surplus, roughly equal to
that of previous year.

Official capital inflows in 1990/91 are
expected to decrease since debt repayments
are expected to increase as a result of a rise
in the amount of mature debts, whereas
capital inflows will remain at approximately
the same level. The disbursement of special
assistance will not exceed the amount
disbursed this year, since it is temporary
and the commitments are decreasing. Net
private capital inflows are expected to
increase in line with government policies
to further develop the role of the private
sector by creating a more attractive
investment climate for investors.

In the services sector, the Government will
continue it efforts to increase foreign
exchange earnings, among others, through
the Visit Indonesia Year 1991 program,

Based on the above projections,
Indonesia’s overall balance of payments
in 1990/91 is expected to register a
surplus.
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A. National Product
Due to a series of fundamental adjustment
measures undertaken by the Government
in the last few years, which have positively
affected business activity, the Indonesian
economy performed remarkably in 1989.
Economic growth registered the highest rate
since 1982. The driving force behind the
high rate in 1989 was the acceleration in
non-oil/gas exports and the increase in
investment, particularly domestic investment
( penanaman modal dalam negeri or PMDN),
foreign direct investment (penanaman modal
asing or PMA). Moreover, in line with
improvements in terms of trade, Gross
Domestic Income (GDY) in 1989 showed a
higher increase than in the preceding year.
The rate of economic growth, measured
by Gross Domestic Product (GDP) at 1983
constant market prices, rose to 7.4% in 1989
compared with 5.7% in the preceding year.
From the production side, the high rate in
1989 was mainly due to the growth of the
manufacturing sector and the trade, hotel,
and restaurant sector. At the same time, the
improved growth rate of the mining and
quarrying sector significantly contributed to
the high economic growth in 1989. Of the
overall growth rate of 7.4%, 22.4%
originated from the manufacturing sector,
21.3% from the trade, hotel, and restaurant
sector, 12.4% from the agricultural sector,
11.3% from the mining and quarrying sector,
and 32.6% from other sectors (Table 9.1).
The manufacturing sector grew by 9.1%
1989 compared with 12.0% in the
preceding year. As was the case in the last
few years, the high growth rate of the

manufacturing sector mainly occurred in the
non-oil/gas manufacturing industries, which
grew by 11.6%, while oil/gas industries grew
by only 1.7%, as compared with 12.8% and
9.7%, respectively, in the preceding year.
The trade, hotel, and restaurant sector,
which in 1988 grew by 9.1%, in 1989
recorded a higher growth of 10.1%. The rise
was due to the increase in the growth of the
wholesale and retail trade subsector, from
8.6% to 10.5%, that was closely related to
the development of other sectors, especially
the manufacturing, the agricultural, and the
mining and quarrying sectors. On the other
hand, the hotel and restaurant subsector
experienced a deceleration in its growth,
from 11.5.% in the preceding year to 7.7%
in 1989, despite the rise in the number of
foreign tourists visiting Indonesia of 25.0%
as compared with 22.7% in the preceding
year.
In 1989, the agricultural sector continued
to show a high growth rate of 4.3% as
compared with 4.7% in the preceding year.
The slight decrease was mainly due to the
lower growth rates of the foodcrop subsector,
from 4.5% to 3.6%, and the fishery
subsector, from 5.8% to 4.5%. The decrease
in the growth rate of the foodcrop subsector
resulted from decreases in the production
of several non-rice crops. It should be noted
that the production of rice rose significantly,
7.3% compared with 4.0% in the preceding
year.
The mining and quarrying sector that in
1988 experienced a negative growth rate of
2.9%, in 1989 recorded a growth rate of
5.3%. The improved performance was
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mainly caused by the increase in the
production of oil of 4.6%, as compared with
a decrease of 4.1% in the preceding year.
In addition, the rise in the growth rate of
the mining and quarrying sector was also
due to higher production of several major
mining products, such as coal, copper, gold,
and tin.
Higher rates of growth were recorded in
sectors other than the four sectors
mentioned above. A remarkable rise was
recorded in the banking and other financial
intermediaries sector, from 2.5% to 14.3%,
and in the transportation and
communication sector, from 5.5% to 8.7%.
The surging growth in the banking and other
financial intermediaries sector was mainly
caused by the more dynamic banking
activity resulting from the October 27, 1988
policy package and its subsequent
measures.
Based on the oil/gas and non-oil/gas classification, the oil/gas sector recorded an
increase in its growth, from -0.6% to 4.1%,
while that of the non-oil/gas sector rose from
7.4% to 8.2%. The increase in the growth
of the oil/gas sector was due to the increase
in the growth of the oil/gas mining subsector,
from -3.5% to 4.8%. However, the growth
of the oil and LNG refinery subsectors
dropped, respectively, from 4.6% and
11.2% to 0.9% and 2.0%.
From the expenditure side, the
remarkable growth of the economy in 1989
was mainly due to an increase in domestic
demand resulting from rises in gross
domestic
capital
formation
and
consumption, particularly government
consumption. The growth also resulted from
a significant increase in the exports of goods
and services. Of the growth rate of 7.4%,
45.6% originated from gross domestic

capital formation, 44.6% from consumption,
24.8% from exports, and 2.1% from a
change in stocks. In addition, the negative
contribution of imports in economic growth
in 1989 reached 17.1% (Table 9.4).
Gross domestic capital formation in 1989
grew by 13.4% compared with 11.5% in the
preceding year. The rise was associated with
a series of government policies conducive
to investment. In the meantime,
consumption rose by 5.1%, compared with
4.4% in the preceding year, due to rises in
government consumption, from 7.6% to
10.5%, and household consumption, from
3.9% to 4.2%. The rise in household
consumption was closely related to the
increase in real income. The rise in
government consumption was due to an
increase in routine expenditures, for
material as well as personnel purposes.
Exports of goods and services in 1989 rose
by 7.1% compared with 1.1% in the
preceding year. The acceleration was closely
associated with government policies to
promote exports, especially non-oil/gas
exports. It may be noted that imports grew by
7.7% compared with - 18.7% in the preceding
year. The acceleration was due in part to the
more dynamic domestic economy, in line with
the enactment of several import policies (Table
9.6). GDP at current prices in 1989 reached
Rpl66,329.5 billion. Based on a mid-year
population of 177,362.5 thousand, GDP per
capita in 1989 rose by 14.8% reaching
Rp937.8 thousand.
After experiencing a decline of 16.3% in
1988, the terms of trade in 1989 improved
marginally by 0.1%, as the import deflator
increased by 14.4% while export prices rose
by 14.6%. Consequently, the rate of growth
of GDY was identical to the GDP growth in
1989, namely 7.4% (Table 9.7).
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1. Agriculture

1.1. Food crops

Agricultural policies in the reporting year
continued to be aimed at promoting
production of agricultural goods as well as
their quality and diversity in order to
maintain self-sufficiency in rice and achieve
self-sufficiency in other food crops, to meet
the domestic demand for industrial raw
materials, to raise foreign exchange earnings
as well as farmers’ income and their living
standard, to promote employment
opportunities, and to support regional
development. Those efforts were undertaken
through diversification, intensification,
extensification, and rehabilitation programs
while taking into account conservation of
natural resources and preservation of the
environment, as well as the customs of local
inhabitants. Furthermore, to raise farmers’
income and to increase food crop
production, the Government raised the floor
prices of paddy; secondary crops, and cane
sugar. 1) Nevertheless, the agricultural sector
still faced obstacles, such as small holdings
of cultivation area, a high rate of land
conversion from agricultural to nonagricultural purposes, and high rates of
post-harvest losses.

In the foodcrop subsector, diversification,
extensification, and intensification efforts
continued to be carried out in the reporting
year.

In 1989, the agricultural sector continued
to develop favorably. Although the foodcrop
subsector experienced a slowdown in its
growth, rice and livestock production
accelerated. Commodities other than rice
which recorded high increases in
production were milk, cloves, tea, and
cassava, whereas a significant drop in
production was recorded for logs (Table 9.8).

1) - Presidential Instruction No. 7/1989, October 25, 1989.
- Minister of Finance Decree No. 837/KMK.013/1989
July 31, 1989.
- Minister of Finance Decree No. 391/KMK.013/1990.
March 29, 1990.

Diversification efforts were executed
through increasing the variety of
commodities being produced as well as the
processing, from preharvest to post-harvest
of individual agricultural products and their
wastes. The practice of mixed farming and
alternate planting continued, along with
diversifying secondary crops, especially in
dry areas and areas dependent on rain-water
for irrigation.
Extensification efforts were made through
the opening of new rice fields in connection
with the transmigration program and
increasing the intensity of planting. In
1989, the opening of new rice fields covered
an area of 5 thousand hectares. The
intensity of planting was increased through
efforts to encourage the utilization of
sleeping land (sleeping land program) by
providing post-harvest equipment and
operational supervision. Up to August
1989, 30 thousand hectares of sleeping land
were successfully brought under the
program.
Intensification programs continued to be
promoted, both in quality and coverage. In
1989, the harvested area under
intensification programs increased by 5.2%
to 8.713 thousand hectares of which 2,300
thousand hectares were under the general
intensification program, 4,171 thousand
hectares under the special intensification
program (Intensifikasi khusus or Insus), and
2,242 thousand hectares under the super
insus program (Supra Insus). Moreover,
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improvements in technology have enabled
intensification programs for secondary crops
to be implemented in dry areas. However,
several problems in food crop promotion
remained, among others, the persistent
threats from plant pests and diseases and
the high rate of post-harvest losses,
especially paddy.

Rice production in 1989 rose remarkably
reaching 30,414 thousand tons, an increase
of 7.3% compared with 4.0% in the
preceding year. The high production of rice
was attributable to increases in harvested
areas and average rice production per
hectare, respectively by 3.9% and 3.2%
(Table 9.9). The increase in harvested areas,
among others, resulted from the increase in
harvest intensity, especially in Jawa, and
the expansion of rice fields outside Jawa.
Meanwhile, the increase in rice productivity
was related to the success in implementing
the Supra Insus program, reaching 26%
more than the targeted areas. Owing to the
high rice production, the domestic demand
for rice in the reporting year, which was
estimated at 28,891 thousand tons, could
be fulfilled.
Furthermore, to raise farmers’ income and

to increase rice production, on January 1,
1990 the Government raised the floor price
of dry paddy ( gabah kering giling ) from
Rp250.00 to Rp270.00 per kg. 2)

Secondary crops for which increases in
production were recorded in 1989 were
cassava, peanuts, and soybeans. An
increase of 10.5 % in the production of
cassava was mainly caused by the increase
in harvested areas closely related to the
transmigration program. Production of
peanuts and soybeans, which rose by 4.4%
and 2.4%, respectively, was mainly
attributable to the rise in productivity (Table
9.10). Secondary crops experiencing
decreases in production were corn, sweet
potatoes, and mung beans, by 6.6%, 1.5%,
and 6.3%, respectively. The fall was due to
the decrease in harvested areas resulting
from competition with paddy. To raise
farmers’ income and to increase secondary
crop production, on January 1, 1990 the
Government raised the floor prices of corn
and soybeans, respectively from Rpl40.00
and Rp370.00 to Rpl55.00 and Rp400.00
per kg. 3)
2) Presidential Instruction No. 7/1989, October 25, 1989.
3) Presidential Instruction No. 7/1989, October 25, 1989.
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1.2. Cash crops
In the reporting year, the government
policy for promoting cash crops continued
to be aimed at increasing exports, as well
as meeting domestic demand, especially for
manufacturing purposes. Efforts such as
increasing plant productivity and processing
efficiency, as well as conducting guidance,
were undertaken by focusing on the
development of smallholders’ estates. The
implementation was done through
smallholder nucleus estate (Perusahaan Inti
Rakyat Perkebunan or PIRBun),
development service unit (Unit Pelayanan
Pengembangan or UPP), self-supporting,

and large estate schemes. Problems
encountered in promoting cash crops were,
among others, small ownership of cultivation
area, insufficient post-harvest treatment,
and market uncertainty.
In 1989, plantation areas rose by 3.7% to
11,255 thousand hectares, of which 9,639
thousand hectares were smallholders’ estates,
702 thousand hectares were private estates,
and 914 thousand hectares were government
estates. Cash crops recording significant
increases in production in 1989 were cloves,
tea, coffee, pepper, rubber, and canesugar,
while those experiencing decreases were
tobacco, nutmeg, and copra (Table 9.8).
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Rubber production in 1989 increased by
6.8% to 1,256 thousand tons. The increase
was in line with a rise of 4.5% in productive
areas of rubber plantation reaching 1,934
thousand hectares. Rubber plantation areas
that were not yet in production registered
757 thousand hectares and those that were
no longer in production 420 thousand
hectares. Rubber, which was largely (72%)
produced by smallholders’ estates, was
mainly planted in North Sumatera, South
Sumatera, and Jambi. Exports of rubber in
1989 were mainly directed to the United
States of America and Singapore.
Copra, which was mostly produced by
smallholders’ estates, in 1989 experienced
a decrease in its production, of 2.5% to
2,085 thousand tons. The decrease was
attributable to the implementation of
rejuvenation activity. The areas of coconut
plantation rose by 2.3% to 3,317 thousand
hectares, of which 874 thousand hectares
were not yet in production and 225
thousand hectares were no longer in
production. Most of copra production was
domestically consumed and mainly planted
in North Sulawesi, Riau, and East Jawa.
In 1989, the production of palm oil
increased by 4.4% reaching 1,879
thousand tons, mostly produced by large
estates. The increase was attributable to an
increase in the productive areas of palm oil,
of 10.2% to 981 thousand hectares, of which
311 thousand hectares were smallholders’
estates, 407 thousand hectares were state
estates, and 263 thousand hectares were
private estates. Of the oil palm areas, mainly
in North Sumatera, Riau, and Aceh, 494
thousand hectares were not yet in
production and 10 thousand hectares were
no longer in production. Exports of palm
oil in 1989 recorded an increase.

The production of cane sugar in 1989
rose by 6.7% to 2,047 thousand tons, mostly
produced in East Jawa, Central Jawa,
Lampung, and West Jawa. Efforts to increase
sugar production, as well as to raise farmers’
income, continued to be conducted through
the smallholders’ sugar cane intensification
program (Tebu Rakyat Intensifikasi or TRI),
the rehabilitation of sugar mills, and the
expansion of sugarcane estates on dry land.
In 1989, sugarcane areas were enlarged by
1.7% to 356 thousand hectares, of which
190 thousand hectares were under the TRI
program. There were 67 sugarmills at the
end of 1989 with a milling capacity of 181
thousand tons of sugarcane per day. It
should be noted that the planting of
sugarcane in dry land is actually a way to
enhance land productivity, while
maintaining self-sufficiency in rice by giving
priority to paddy to be planted in well
irrigated land.
To raise farmers’ income and increase the
production of cane sugar, the Government
raised the floor price of cane sugar from
Rp51,425.00 to Rp60,000.00 per quintal
on July 31, 1989 and to Rp65,000.00 per
quintal on March 29, 1990.4) In addition,
to meet the growing domestic demand for
sugar, in 1989 Indonesia imported sugar
from other countries.
In 1989, tea production surged by 11.7%
reaching 153 thousand tons. The increase
was closely related to the remarkable
increase in the production of smallholders’
estates (69.2%) and the increase in
productive areas. Tea plantation areas rose
by 8.7% reaching 137 thousand hectares,

4) Minister of Finance Decrees No. 837/KMK.013/1989,
July 31, 1989 and No. 391/KMK.013/1990, March
29, 1990.
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of which 57 thousand hectares were
cultivated by smallholders’ estates, 55
thousand hectares by government estates,
and 25 thousand hectares by private estates.
From the area of 137 thousand hectares,
24 thousand hectares were not yet in
production and 17 thousand hectares were
no longer in production. Tea was mainly
cultivated in West Jawa, North Sumatera,
Central Jawa, and East Jawa. It maybe
added, most of tea production was exported,
especially to the Union of Soviet Socialist
Republic and Pakistan. Exports of tea
increased significantly in 1989.
The production of coffee, mostly (93%)
produced by smallholders’ estates, rose by
9.6% in 1989 to 423 thousand tons. The
rise was closely associated with the
successful achievement of rejuvenation
activities in previous years and continuing
guidance to farmers. The main coffee variety
produced was robusta, planted mainly in
Lampung, South Sumatera, and Bengkulu.
In 1989, the area of coffee plantations,
which was mostly (95%) smallholders’
estates, went up by 1.5% reaching 1,023
thousand hectares. Of this area, 213
thousand hectares were not yet in
production and 98 thousand hectares were
no longer in production. Indonesia’s exports
of coffee in 1989 registered an increase.

be added that in order to meet domestic
demand for cigarettes, Indonesia in 1989
still imported certain types of tobacco from
abroad.

Major spices, including pepper, nutmeg,
and cloves were mostly produced by
smallholders’ estates. In 1989, the
production of pepper went up by 7.1%
reaching 60 thousand tons. This was closely
related to the increase in the production
area of pepper of 4.6% to 115 thousand
hectares. The production of nutmeg
experienced a decrease of 6.7%. The
unfavorable development of nutmeg
production was closely associated with the
drop of its price in 1981 up to 1985,
discouraging farmers from taking good care
of their farms. The production of cloves rose
sharply by 18.0% to 72 thousand tons,
chiefly due to improved market conditions;
the price of cloves in 1989 surged to a level
above the floor price of Rp6,500.00 per kg.
Most pepper and nutmeg production was
destined for exports, while cloves were
intended to meet the domestic demand for
consumption. In 1989, exports of pepper
experienced a decrease, while those of
nutmeg recorded an increase. Indonesia is
the major producing country for nutmeg
(75%).
1.3. Livestock

Tobacco production in 1989 decreased
significantly by 8.6% to 106 thousand tons
which was due, among others, to the shifting
from planting tobacco toward other crops,
such as vegetables. Tobacco was mostly
(98%) cultivated by smallholders’ estates
with main producing areas in East Jawa,
Central Jawa, West Nusa Tenggara, and
North Sumatera. In 1989, the area for
tobacco planting was 237 thousand
hectares. Exports of tobacco went down as
compared with the preceding year. It may

In the reporting year, government policy
in the livestock subsector continued to be
directed towards increasing livestock
population and its products in order to meet
domestic and foreign demand, while
reducing imports. Intensification programs
for smallholders’ farms continued to be
carried out, along with extensification
through promoting private investment and
diversification through merging livestock
farming with other agricultural activities.
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Efforts to promote cattle breeding
continued to be undertaken through PIR
program. Improved chicken breeding,
which aimed at meeting domestic and
foreign demand, was conducted, inter alia,
through improving the quality of domestic
chicken for broilers through cross breeding.
Cooperative and PIR schemes were used to
promote milch cow farming. Furthermore,
the promotion of other livestock was merged
with other agricultural activity. In
implementation, the Government continued
to overcome obstacles encountered in
promoting livestock, namely lack of
awareness and knowledge of the farmers
about livestock health, expensive fodder and
medicines, and inadequate post-harvest
treatment.
In 1989, the production of meat, eggs,
and milk increased, respectively by 7.6%,
4.7%, and 23.0%, reaching 1,008 thousand
tons, 464 thousand tons, and 326 million
liters (Table 9.8). The remarkable increase
in the production of milk was associated
with government policies on the importation

of milch cows and supervision on
smallholders’ farms that was linked to the
efforts to promote milk processing
industries. Moreover, fresh milk markets
expanded as the Government lowered the
ratio of fresh milk absorbed domestically to
the maximum amount of basic materials of
milk imported by a dairy enterprise. This
ratio was fixed at 10.7.5)
The population of livestock rose (Table
9.11) with significant increases recorded for
broilers, pigs, and layers, respectively of
25.7%, 8.8%, and 7.2%. The substantial
increase in the population of broilers was
closely related to the growing demand from
abroad, particularly from the Far East and
Japan which had encouraged private
investors to conduct businesses in chicken
farming. The increase in the population of
pigs was related, to the increased demand
from Singapore. Furthermore, the increase
in the population of layers was actually the
5) Minister of Trade Decree No. 250/Kp/X/89, October 2,
1989.
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result of the Government’s attempts to
provide nutritious food for the people and
assessing the possibility of exporting chicks.
In 1989, exports of day old chicks (DOC)
were directed to Singapore, the Philippines,
and Malaysia.
1.4. Forestry
Policies in the forestry subsector in the
reporting year continued to be directed
towards increasing production to meet
industrial demand by optimizing the
utilization of productive forest, improving
forest management, and encouraging
efficient use of forest products. These
attempts were carried out by taking into
consideration the need to preserve tropical
natural forest. To foster the conservation of
natural forests, the Government restricted
logging activities in natural forests and
enhancing the efficiency in the processing
of forest products. On July 1, 1989, the
Reforestation Guarantee Fund was replaced
with Reforestation Fund and the amount
charged was raised from $4.00 to $7.00 per
m3 of logs being cut.6) The Reforestation
Fund is collected from Forest Exploitation
Rights (Hak Pengusahaan Hutan or HPH)
holders and prioritized to be used for
reforesting the areas beyond the HPH
exploration areas, establishing Industrial
Forest estates (Hutan Tanaman Industri or
HTI), and rehabilitating critical areas. The
establishment of HTI continued to be
promoted, especially with trees for fiber and
timber purposes, such as pine, sengon, and
rubber trees. It is worth noting that the
development of wood industry, was directed
to Irian Jaya where the utilization of logging
potential was still low. To overcome problems
faced in exploiting the forest, such as the

6) Presidential Decree No. 31/1989, June 27, 1989.

failure to fulfill obligations fixed for HPH or
other forest exploitation rights holders, the
Government adjusted the sanction for such
violations to suit recent developments in
forest exploitation activities. 7)
In 1989, 120 thousand hectares of HTI
were established and the number of HPH
holders rose from 545 to 574 while
exploration areas increased from 57 million
hectares to 59 million hectares. Moreover, to
maximize the utilization of the potential of the
forests in relation to the development of the
national economy, the Government
determined the requirements under which the
exploitation rights (MPH) can be extended,
inter alia, the necessity of having a wood
processing industry or holding the shares of
such industry.8)
Log production in 1989 decreased by
30.5% to 19,789 thousand m3. The decrease
reflected the success of the Government in
restricting the production of logs as an effort
to preserve natural forests.
Other forest products potentially generating
foreign exchange were rattan, tengkawang,
charcoal, resin, and copal. To optimize the
utilization of forests and to maintain the
sustainable production of rattan through a
well- planned cultivation management, the
Government determined requirements for
obtaining HPH for rattan, as well as the
holders’ obligations and prohibitions.9)
1.5. Fishery
In the reporting year, government policy
in the fishery subsector continued to be
7) Minister of Forestry Decree No. 493/Kpts-II/1989
September 19, 1989.
8) Minister of Forestry Decree No. 245/Kpts-II/1989, May
24, 1989.
9) Ministry of Forestry Decree No. 148/Kpts-II/1989, April
4, 1989.
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aimed at increasing production to meet the
demand for food, improve nutrition, and
promote exports. Inland-fishery production
increased through improving technology
and management and rehabilitating
brackish fishponds. Sea-fishery production
rose aided by improving guidance and
constructing/rehabilitating fishing ports. In
1989, the Government declared 13 seaports
to be fishing ports as well as exporting ports
for economic exclusive zones. Furthermore,
cooperatives and private businesses were
encouraged to play a role in integrating
production activities, in processing, and in
marketing of fish and fish products.
Problems faced in the fishery subsector
were, among others, the underutilization of
fishery resources, the cost of fish food, and
inadequate post-harvest treatment.
In 1989, fishery production rose by 5.0%
reaching 3,026 thousand tons, of which
75.1% was sea-fishery products (Table 9.8).
The rise was mainly attributable to the
increase in the production of inland fisheries
(6.0%), as there was an increase in the
production of brackishwater, pond, and rice
field fishery.
Shrimp and tuna/skipjack again
constituted the major export commodities
of the fishery subsector in 1989 with a share
of 55.3% in volume and 76.8% in value.
Exports of shrimp kept increasing as the
implementation of the smallholders’ nucleus
shrimp pond cultivation scheme (Tambak
Inti Rakyat) and shrimp pond intensification
scheme (Intensifikasi Tambak) continued to
be improved in addition to the fact that
Indonesia’s coastal areas are suitable for
cultivating shrimp. Exports of frozen or fresh
tuna/skipjack also continued to increase and
were mostly sold to Japan.

2. Mining and Energy
2.1. Mining
Government policies on mining in the
reporting year continued to be directed
towards increasing mining production, as
well as improving the processing of mining
products to optimize the utilization of
mineral resources for national development.
To these ends, in the reporting year the
Government introduced a policy on oil and
natural gas which postponed the payment
of value-added tax so as to encourage
exploration for oil/gas resources. Meanwhile,
in non-oil/gas mining, the Government
continued to promote the use of coal as an
alternative to fuel oil.
Mining production rose in the reporting
year. Oil production recorded a significant
increase after experiencing decreases in the
last few years. The increase was related to
the improvement of oil prices in the world
market. Moreover, production of natural gas
rose significantly as a result of the increase
in the utilization of natural gas for producing
LNG and LPG to fulfill the growing demand,
particularly from Japan. Other products in
the mining subsector, namely tin, coal,
copper, nickel ore, ferro-nickel, nickel
matte, bauxite, gold, and silver all recorded
increases in their production.
Oil and natural gas
Government policies in the reporting year
continued to be directed towards promoting
exploitation and exploration activities in
order to seek new wells for the purpose of
maintaining and increasing the production
of oil and natural gas which continue to play
an important role in the development of the

118

Indonesian economy. In this connection,
the Government provided incentives for
contractors by postponing the payment of
value-added taxes on services related to
exploration and exploitation of oil, natural
gas, and geothermal energy until the
commencement of production.10)
In 1989/90, 10 new oil agreements were
signed consisting of 8 Production Sharing
Agreements and 2 Joint-venture
Agreements. With the additional contracts,
at the end of 1989/90, the total number of
Production Sharing Agreements and Jointventure Agreements were 102 and 17,
respectively. Exploration activities in the
reporting year succeeded in discovering 96
wells, of which 14 were drilled by Pertamina,
10) Minister of Finance Decree No. 572/KMK.01/1989,
May 25, 1989.

1 by a Contract of Work contractor, and 81
by Production Sharing contractors. Of 81
wells drilled by Production Sharing
contractors, 48 were drilled off-shore.
In 1989/90, oil production increased by
3.7% reaching 515.3 million barrels,
consisting of 450.9 million barrels of crude
oil and 64.4 million barrels of condensate.
Out of the total oil production, 473.3 million
barrels were produced by Production
Sharing contractors, 25.6 million barrels by
Pertamina, and 16.4 million barrels by
Contract of Work contractors. The increase
in oil production was related in part to the
favorable oil prices in the world market.
Natural gas production in the last few
years increased. In the reporting year,
natural gas production rose significantly by
6.6% reaching 2,011.6 million MSCF, of
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which 1,697.4 million MSCF were produced
by Production Sharing contractors, 253.2
million MSCF by Pertamina, and the
remainder (61.0 million MSCF) by Contract
of Work contractors. It may be added that
the rise was closely related to the increased
production of LNG and LPG as well as the
increased domestic use of natural gas as
inputs for producing fertilizer and steel.
Ti n
Tin production in the reporting year
increased by 4.3% to 31.8 thousand tons
compared with 11.7% in the preceding year.
The deceleration was affected by the
continuous drop in tin prices in the
international market since July 1989, which
was attributable to the abundant world stock
of tin, reaching 36 thousand tons, and the
large supply from Brazil.
It is worth noting that in an effort to
improve and stabilize tin prices in the
international market and to reduce world
stocks to around 20 thousand tons, on
March 1, 1990 the ATPC determined that
within the next 10 months the total export
quota would be 84.2 thousand tons,
implying a reduction of 5.1% per year. Of
these 84.2 thousand tons, 24.9 thousand
tons would be from Indonesia. Indonesia’s
previous export quota was 31.5 thousand
tons for a 12 month period.
Coal
To diversify energy sources, the
Government encouraged the domestic use
of coal as a non-oil energy source. In this
connection, the Government made an effort
to increase the production of coal by
gradually increasing the production
capacity of Bukit Asam and Ombilin coal

mines and by encouraging the exploration
of new mines by private national and foreign
contractors.
In the reporting year, coal production
recorded a remarkable increase of 69.2%
reaching 8,756.3 thousand tons. Of this
amount, 4,134.5 thousand tons were
produced by Bukit Asam and Ombilin coal
mines, 3,095.8 thousand tons by Contract
of Work contractors in East Kalimantan and
South Sumatera, and 1,526.0 thousand tons
by community mines. At the same time,
domestic demand for coal rose significantly
by 58.4% reaching 3,445.8 thousand tons
and exports also registered favorable
increases. The increase in domestic
consumption was mainly caused by the
increased use of coal as an energy source
in the cement industry and steam-powered
electricity generating plants (Pembangkit
Listrik Tenaga Uap or PLTUs).
Other mining products
Other important mining products
comprised copper, nickel, bauxite, gold,
and silver. In the reporting year, the
production of concentrated copper rose by
9.0% reaching 329.9 thousand tons. The
rise was partly associated with the increase
in demand and improvements in copper
prices in the international market.
Nickel ore production in the reporting year
increased by 6.3% to 1,946.2 thousand
tons. In the meantime, ferro- nickel and
nickel matte produced from processing the
nickel ore recorded increases in their
production by 4.2% and 0.3%, to 5.0
thousand tons and 30.0 thousand tons,
respectively. The higher production of
nickel was mainly associated with the
increase in overseas demand.
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The production of bauxite, in the reporting
year sharply increased, by 93,4%, reaching
994.2 thousand tons, as compared with a
decrease of 21.4% in the preceding year.
The increase in bauxite production was
caused not only by the growing demand
from Japan -- the dominant buyer of
Indonesian bauxite -- but also by efforts to
expand the market in the United States of
America.
The production of gold and silver in the
reporting year went up by 26.9% and 11.0%,
to 6,466.2 kg and 71,689.0 kg, respectively.
The higher production of gold was related to
the increased production of gold mines in
Cikotok (West Jawa), Lebong Tandai
(Bengkulu), and Tembagapura (Irian Jaya) by
26.6%, 17.8%, and 16.5%, respectively.
2.2 Electric power
In the reporting year, government policies
on electric power continued to be directed
towards promoting economic activity and
enhancing the public welfare. In this
connection, the Government continued to
build the needed infrastructure to satisfy the
demand for electricity.
To meet the increasing demand for
electricity in the coming years resulting from
the growing industrial sector, the
Government continued to promote the
construction of electricity generating plants
and extended distribution networks. In
1989/90, several electricity generating
plants were completed, such as the steampowered electricity generating plant
(Pembangkit Listrik Tenaga Uap or PLTU)
of Suralaya unit 4 with an installed
capacities of 400 MW and of Belawan unit
3 and 4 with installed capacities of 130 MW
each, the hydro-powered electricity
generating plant (Pembangkit Listrik Tenaga

Air or PLTA) of Mrica unit 3 with an installed
capacity of 61.5 MW, and diesel-powered
electricity generating plant (Pembangkit
Listrik Tenaga Disel or PLTD) of Ujung
Pandang with an installed capacity of 25
MW. In total, the installed capacity of
electricity generating plants in 1989/90
rose by 6.6% to 9.089 MW (Table 9.13). In
addition, on April 1, 1989 the State Electric
Company (PLN) increased the base tariff for
electricity by an average of Rp23.16 reaching
Rpll5.81 per KWH on average. The increase
was neccesary to accommodate all operational
expenses, part of the expansion costs, and
debt repayments.11)
The production of electricity in 1989/90
increased significantly, by 15.4% reaching
29,567 million KWH. The increase was
attributable to the increase in the production
of PLN, of 15.2% reaching 28,731 million
KWH. Meanwhile, electricity produced by
non-PLN, which is distributed by PLN, rose
by 23.5% reaching 836 million KWH (Table
9.14).
It is worth noting that to use fuel oil
efficiently in electricity generating plants, in
the reporting year the Government started the
construction of the so-called steam/gas
powered electricity generating plant
(Pembangkit Listrik Terpadu Tenaga Gas dan
Uap or PLTGU) in Gresik (East Jawa) and
Belawan (North Sumatera) with installed
capacities of 500 MW and 720 MW,
respectively. These PLTGUs were expected to
be in production by 1992/93. It may be added
that by the end of 1989/90, the number of
villages benefitting from electricity services
continued to increase reaching 20,612
villages or 33.5% of all villages throughout
Indonesia.
11) Board of Directors of State Electric Company Decree
No. 11/Dir/89, March 27, 1939.
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3. Manufacturing
In the reporting year, the development of
the manufacturing sector continued to be
based on previous policies by giving priority
to the development of competitive industries
and those that can make use of and improve
their comparative advantage either in
natural resources, labor, or technology.
Moreover, the development of the
manufacturing sector continued to be aimed
at promoting regional development.
With a view to promoting the development
of competitive industries, the Government
made efforts to identify and analyze the
types of industries which have the potential
to be exported, among others those which
use agricultural, forestry, sea, and mining
products, by trying to find out the most
compatible technology, and those which are
labor-intensive, such as textile and
electronic industries, as well as those which
assemble certain products and require
many man-hours in processing.

Smallscale industry activities are industrial
activities with maximum total assets of Rp600
million, excluding houses and land in use,
and must be owned by Indonesian citizens.
Licensing authority for smallscale industry
businesses with total assets of Rp50 million
up to Rp600 million was given to the chief of
the regional office of the Ministry of Industry
and for those with total assets of Rp5 million
up to Rp50 million was given to the chief of
the district (kabupaten) office of the Ministry
of Industry; while for those with maximum total assets of Rp5 million such a license is not
required.
Benefitting from various efforts undertaken so far, the output of the manufacturing industry developed favorably. Significant increases were recorded, inter alia, for
cement, paper, and textiles. Moreover, a
remarkable increase was experienced by the
LPG processing industry while the output
of oil refining industry and LNG processing
industry continued to register increases.
Fuel oils

Furthermore, the Government introduced
a regulation on establishing industrial zones.
According to the regulation, the establishment
of industrial zones may be undertaken not
only by state and local government
enterprises, but also by cooperatives, private
national and PMA enterprises, and joint
ventures of those enterprises as long as they
comply with the licensing requirements and
the technical standards of an industrial zone.12)
To promote the development of local industries, the Government simplified the licensing procedure for smallscale industries.13)
12) - Presidential Dccree No. 53/1989, October 27, 1989.
- Minister of Industry Decree No. 291/M/SK/10/1989,
October 28, 1989.
13) Minister of Industry Decree No. 13/M/SK-I/1990, March
14, 1990.

Government policies on the oil refining
industry continued to be directed towards
satisfying the rapidly growing domestic consumption of fuel oils and increasing the
value added of oil processing, as well as
foreign exchange earnings. To increase national refinery production capacity, the Government made an effort to establish new
refineries which are more export-oriented
and intend to process Indonesian oil. In this
connection, a fuel oil refinery in Balongan,
West Jawa with an installed capacity of 125
thousand barrels day per day was under
construction in the reporting year.
In 1989, the production of fuel oils rose
by 8.1% reaching 171.5 million barrels.
Much of this rise was accounted for by the
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increase in domestic demand for fuel oils
of 6.5% reaching 178.9 million barrels. It
may be added that the increase in fuel oil
consumption occurred mainly in the
manufacturing sector (20.5%) and
transportation (40.8%).

In this connection, the Government
continued to increase the utilization of the
production capacity of LPG processing units
and oil refineries, and constructed new LPG
processing units/refineries in cooperation
with the private sector.

Liquefied natural gas (LNG)

In line with the aforementioned efforts,
production of LPG in 1989/90 jumped by
150% reaching 2,576.9 thousand tons. As a
result of increased domestic economic activity
and of efforts to diversify energy sources, the
domestic use of LPG increased favorably. In
1989/90, domestic consumption of LPG
surged by 21.2%, reaching 285 thousand
tons. The surge took place mainly in the
manufacturing and tourism sectors, as well
as in households.

In line with the growing overseas demand
for Indonesia’s LNG, the Government
continued its effort to further increase the
production of LNG from natural gas. To this
end, in the reporting year the construction
of train E of the LNG processing unit in
Bontang, East Kalimantan, with an installed
capacity of 2.3 million tons (119.0 million
MMBTU) per year, was completed.
Consequently, at the end of the reporting
year the total production capacity of LNG
processing units (consisting of 11 trains)
reached 1,104.6 million MMBTU, of which
571.8 million MMBTU originated from the
Arun plant and the remainder from the
Badak plant, Bontang.
In 1989/90, the production of LNG rose by
3.1 % to 1,000.7 million MMBTU, of which
678.3 million MMBTU were produced by the
Arun plant and the remainder by the Badak
plant. It may be added that to satisfy the
growing demand for LNG from Japan and
South Korea, in the reporting year, train F in
Bontang was under construction with an
installed capacity of 119.0 million MMBTU
per year. The construction is expected to be
completed by 1994.
Liquefied petroleum gas (LPG)
In the last few years, the LPG processing
industry has been developed rapidly, in line
with the success of the Government in
expanding the LPG market, particularly
abroad.

In the reporting year there were 11 LPG
processing units/refineries in Indonesia with
a production capacity of 3.3 million tons per
year. The largest production took place in LPG
processing units in Arun which exported all
of its production to Japan and South Korea.
Plywood and sawn timber
Policy with regard to timber industry in the
reporting year continued to be directed
towards promoting down-stream industries,
increasing exports of wooden finished goods,
and expanding employment opportunities,
while taking into account conservation of
forests and the optimal utilization of forest
products. In this connection, in 1989/90 the
Government raised the export tax and/or the
additional export tax on sawn timber and
certain types of timber products and set the
lowest export prices for several types of sawn
timber and timber products.14)
14) - Minister of Finance Decree No. 1134/KMK.013/1989,
October 10, 1989.
- Minister of Trade Decree No. 252A/Kp/X/89; October
10, 1989.
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In 1989/90, the output of plywood and
sawn timber rose by 10.8% and 5.2%,
respectively, reaching 7,691.5 thousand
cubic meters and 10,853.8 thousand cubic
meters. The increase in the output of
plywood was mainly caused by strong
foreign demand, particularly from Japan,
while that of sawn timber was closely related
to the growing domestic demand, especially
for the purpose of construction.
Fertilizer
Government policies on the fertilizer
industry continued to be directed towards
satisfying the rising domestic demand for
fertilizer. To assure the sufficient supply
of fertilizer not yet domestically
produced, the Government fixed the
purchasing price of subsidized
potassium-chloride fertilizer and its
payment procedure. 15)
In the reporting year, production of
urea and non-urea fertilizer rose
respectively by 8.2% and 5.6% reaching
4,596 thousand tons and 1,850 thousand
tons. The increases were partly resulted
from the rising domestic demand for
fertilizer.
It may be added that to enlarge the
national production capacity of fertilizer,
the Government made an effort to
encourage the expansion of fertilizer
plants in cooperation with private parties.
In this connection, in the reporting year,
5 fertilizer plants were in the process of
being expanded and established, bringing
the additional installed capacity to 2.8
million tons per year which was expected
to be completed in 1993.
15) Minister of Finance Decrce No. 1240/KMK.013/1989,
November 14, 1989.

Cement
In line with the increasing domestic
demand for cement, in the reporting year
government policies continued to be
directed towards optimizing the utilization
of cement production capacity and
encouraging the expansion of existing
plants, as well as the establishment of new
plants, particularly by private parties. In
response to the increased cost of production
and distribution, on March 10, 1990 the
Government raised the standard local price
( Harga Pedoman Setempat or HPS) for
cement throughout Indonesia.16)
The output of cement in 1989/90 rose
significantly, 18.3%, reaching 15,636
thousand tons. The increase was closely
related to the growing domestic
consumption of cement of 10.0%, reaching
11.4 million tons. Meanwhile, exports of
cement in the reporting year recorded a
remarkable increase of 20.7% reaching 4.0
million tons.
It is worth noting that at the end of the
reporting year there were 10 cement
manufacturing plants with an installed
capacity of 17.4 million tons. Four plants
were in the process of expansion with a total
additional capacity of 5.2 million tons which
was expected to be completed in 1992/93.
Paper
In line with government policy to promote
the development of competitive industries,
policies for the paper industry were aimed
at promoting and further utilizing the
comparative advantage of Indonesia’s paper
industry, either through establishing
16) Minister of Trade Decree No. 70/Kp/III/90, March 10,
1990.

125

industrial forest estates to assure an optimum
supply of raw materials, or through
constructing new manufacturing plants for
pulp and certain types of paper with an
exports potential. To support the development
of pulp and paper industries and
simultaneously encourage the establishment
of industrial timber estates while preserve the
forest and the environment, in the reporting
year the Government introduced a policy
regarding the allocation of forest areas to be
utilized by pulp and paper industries. 17)
Meanwhile, in the reporting year 2 paper
plants in Cibinong and Tangerang (West Jawa)
which respectively produced newsprint and
wrapping paper were in the process of
expansion, each with additional capacities of
100 thousand tons and 110 thousand tons.
Paper production in 1989/90 rose by
19.4% reaching 1,132.6 thousand tons.
The increase was closely related to the
relatively high increase in domestic paper
consumption which reached 26%,
particularly in industrial paper (56.0%),
reaching 1,075 thousand tons. Exports of
paper in 1989/90 reached 313 thousand
tons, mostly writing and printing paper.

In the reporting year, 192 textile and
textile product manufacturing plants, mostly
located in West Jawa and Jakarta, were
completed. Of these 192 plants, 4 were fibre
plants, 20 engaged in spinning, 48 in
weaving, 29 in knitting, 75 in garments, and
16 in embroidery and textile finishing.
In line with this favorable development,
in the reporting year the production of
textile and weaving yarn increased by
28.3% and 26.7% reaching 4,493.6 million
meters and 3,437.5 thousand bales,
respectively. These increases were mainly
caused by the sharp increase in exports of
textiles and textile products.
Motor vehicle tires
Due to the growing overseas demand for
motor vehicle tires and the improved
domestic motor-vehicle-tire industry, the
production of motor vehicle tires recorded
increases in 1989/90. The production of
automobile and motorcycle tires increased
by 15.3% and 12.7%, reaching 7,376.8
thousand and 5,489.8 thousand units,
respectively, and their exports also recorded
significant increases.

Textiles
In the reporting year, the textile industry
showed a favorable development due to the
success of the textile industry in
restructuring machineries, management,
and marketing procedures, as well as in
diversifying overseas market. The
diversification effort was supported, inter
alia, by the government policy of enhancing
the competitiveness of Indonesia’s textiles
despite the persistence of protectionist
measures.
17) Minister of Forestry Instruction No. 279/Kpts-II/1989,
June 5, 1989.

To satisfy the growing demand for motor
vehicle tires, especially from abroad, in the
reporting year several manufacturing plants
for motorcycle tires were expanded bringing
about a sharp increase in the total installed
capacity of motorcycle tires from 5.9 million
to 10.2 million units per year. Meanwhile,
the total installed capacity of automobile tire
industry reached 8.5 million units per year.
Basic metals
Policy to promote the basic metal industry
in the reporting year continued to be
directed towards promoting the development
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of basic metal industries, from up-stream to
downstream, to fulfill the domestic demand
for basic metals and to support the
development of other industries. In order
to foster the growth of down-stream
industries using basic metals as an input,
in the reporting year the Government
reduced the import duty on stainless steel
wire rod that has not yet been produced
domestically. 18)
In the reporting year, basic metal
production developed rapidly, mainly
resulting from the increase in the domestic
use of basic metal, especially in the
construction and oil mining sectors. Basic
metals experiencing remarkable increases
were sponge iron (46.4%), concrete steel
bar (30.9%) and steel ingot (27.6%) (Table
9.15).
To meet the domestic demand for inputs
in the iron steel industry, in the reporting
year a sponge iron manufacturing plant in
Cilegon (West Jawa) was expanded by an
additional capacity of 800 thousand tons
and that in Gresik (East Jawa) was
established with an installed capacity of 1
million tons per year.
Transportation

vehicles

In the reporting year, the motor vehicle
industry developed favorably. The
production of four-wheeled and two-wheeled
motor vehicles rose by 6.2% and 8.1%,
respectively, reaching 177 thousand units
and 281 thousand units. These increases
resulted from the increased domestic
demand, especially for commercial cars and
motorcycles.

18) Minister of Finance Dccree No. 4/KMK.00/1990.
January 3, 1990.

In 1989/90, the production of aircrafts
increased by 2 to 7 units and that of
helicopters decreased by 8 to 5 units. It may
be added that in 1989/90, PT Industri
Pesawat Terbang Nusantara (IPTN), in
cooperation with two foreign aircraft
manufacturers, agreed to provide several
aircraft components for the consortium of
European aircraft manufacturers. The
cooperation as an offset deal in the
purchase of aircrafts by PT Garuda
Indonesia will last for 20 years. The
production of other transportation vehicles,
such as steel vessels, recorded an increase
of 25.3% to 21.8 thousand BRT.
Other manufacturing products
In the reporting year, production of other
manufacturing products developed
favorably, partly as a result of rising
overseas demand. Remarkable increases in
production were recorded for hand tractors,
hullers, and television sets of 126.7%,
53.3%, and 52.6%, respectively reaching
5,645 units, 1,272 units, and 796.6
thousand
units.
Other
products
experiencing significant increases were
light bulbs/TL bulbs, diesel engines, radios
and radio cassette recorders, and
refrigerators (Table 9.15).
4 . Transportation, tourism, postal
ser
vices, and telecommunication
services,
4.1. T
ransportation
Transportation
The policy for the transportation sector
in the reporting year continued to be aimed
at satisfying the demand for services in
order to expedite the flow of passengers,
cargo, and information. To enhance the
quality and smoothness of services, the
Government made some adjustments on the
tariff of domestic transportation. In the field
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of land transportation, government efforts
were mainly directed towards establishing
road-network systems conducive to
achieving a more equitable distribution of
development, as well as efficient and farreaching domestic mobility. In sea
transportation, the role and capability of
national shipping were enhanced to
promote trade. In air transportation, the
Government extended flight networks and
the frequency of air services.
In the reporting year, both the number of
vehicles and the production of
transportation services increased. The
highest increase in the number of vehicles
was recorded in road transportation while
the largest increase in production was
experienced by ocean-going transportation.
4.1.a. Land transportation
Policies regarding land transportation were
aimed at promoting efficient land
transportation and an integrated roadnetwork system, taking into account the
location of production centers. To facilitate
the provision of land transportation, in the
reporting year the Government adjusted
tariffs.19)
In 1989/90, 3,613.9 km of new roads
were completed, of which 242.7 km were
toll roads and 16,611.5 m were new bridges.
In addition, 325,911 km of roads and
174,862 m of bridges were maintained and
upgraded. The number of buses, cargo
vehicles, passenger cars, and motorcycles
increased by 68.5%, 54.3%, 53.8%, and
59.9%, respectively (Table 9.16).

19) Minister of Communication Decrees No. KM 16, March
14, 1989; No. KM 32, July 3, 1989; and No. KM 39,
August 9, 1989.

In the reporting year, passengers and
cargo transported by trains rose by 2.7%
and 13.0%, respectively. Passengers, cargo,
and vehicles transported by river, lake, and
ferry transportation also recorded increases
respectively by 1.2% to 42,058 thousand
passengers, 1.7% to 10,920 thousand tons
cargo, and by 3.3% to 3,169 thousand
vehicles.
4.1.b. Sea transportation
Efforts to enhance the role and capability
of national shipping to facilitate trade were
carried out through improving the
infrastructure and increasing the number
of sea transportation means. To this end, in
the reporting year harbor facilities were
added and upgraded and shipping routes
as well as entrances to harbors were
dredged. Furthermore, to improve sea
transportation services, the Government
adjusted some tariffs in 1989.20)
In the reporting year, the number of
vessels in the local shipping fleet increased
from 1,018 to 1,097, while the number of
traditional shipping vessels decreased from
3,740 to 3,721. Meanwhile, the number of
oceangoing vessels, inter-island vessels, and
“pioneer sailing services” vessels remained
unchanged. The output of sea transportation,
except that of traditional shipping, recorded
increases. Significant increases were
experienced by “pioneer sailing services”
(29,6%), ocean-going shipping (23.0%), and
local shipping (15.9%), reaching
respectively 35 thousand tons, 21,983
thousand tons, and 3,784 thousand tons.

20) Minister of Communication Decrees Nos. KM 24, June
5, 1989; KM 35, July 24, 1989; and KM 61, October
16, 1989.
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4.1.c. Air transportation
Developments in the field of air
transportation in 1989/90 were aimed at
expediting the flow of passengers, cargo, and
information. To improve and smoothen air
transportation services, in 1989 the
Government adjusted the tariffs on domestic
flights.21) Moreover, to promote tourism, the
Government in cooperation with Japan and
the Netherlands decided to increase the
frequency of and extend air services, between
Indonesia and those countries. In this regard,
an air service connecting Denpasar and
Nagoya was initiated with the frequency of
three times a week; the frequency of flights
connecting Jakarta and Amsterdam was
increased from 4 times to 8 times a week.
In the reporting year, scheduled airlines
operated 182 aircrafts as compared with 175
in the preceding year. The output of domestic
flight, both passenger and cargo, recorded
increases of 6.8% and 1.3% reaching 7,405
21) Minister of Communication Decree No. KM. 62, October
16, 1989.

thousand persons and 78 thousand tons,
respectively. Meanwhile, passengers and
cargo transported by overseas flight rose by
10.1% and 16.9% reaching 2,080 thousand
persons and 76 thousand tons, respectively.
4 . 2 . Tourism, postal services, and
telecommunication
Policies in the field of tourism, postal
services, and telecommunication in 1989
continued to be aimed at enhancing the
quality of services, expediting communication
services, increasing foreign exchange
earnings, and promoting employment
opportunities and business activity. To these
ends, in the field of tourism the Government
introduced stipulations aimed at attracting
foreign tourists by increasing the number of
tourist ports of entry, promoting Indonesia’s
tourist points of interest, and enhancing
tourist services. As a result, the number of
foreign tourist visiting Indonesia increased.
In the field of postal services and
telecommunication, the Government adopted
policies to promote postal services and to
deregulate the telecommunication sector.
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4.2.a. T
ourism
Tourism
The promotion of tourism for the purpose
of increasing foreign exchange earnings
continued to be carried out by encouraging
foreign tourists to visit Indonesia. In this
connection, on April 1, 1989 the
Government determined Bintan island to be
another visa-free seaport, increasing their
total number to 12, while the number of
visa-free airports remained unchanged at
12 Moreover, in the reporting year the
number of designated tourist points of
interest rose by 2 to 19 with the inclusion
of Lampung and West Kalimantan. To
encourage the arrival of and improve the
services for foreign tourists, the Government
increased its promotion activities by
declaring the year 1991 as Visit Indonesia
Year, 22) establishing the Indonesian
Cooperation Board for Tourism, offering
special promotional tours, organizing a
tourism awareness campaign, 23) and by
disseminating information on tourism.
To improve services, hotels and
restaurant were rated. The number of star-

22) Presidential Instruction No. 3/1989, April 4, 1989.
23) Minister of Tourism, Post, and Telecommunication
Decree No. KM 52/MM 601/MMPT-89, April 17, 1989.

rated hotels rose to 402 with 31,093 rooms
while unstar-rated hotel increased to 4,364
with 74,616 rooms. The occupation rate of
star-rated hotel increased from 62.0% to
63.3%. Furthermore, the number of rated
restaurants was 111, consisting of 2 Goldentray rated, 52 Silver-tray rated, and 57
Bronze-tray rated. It may be added that in
1989 there were 838 gift shops in 22
provinces meeting the requirements of the
Directorate General of Tourism.
In 1989, the number of foreign tourists
visiting Indonesia increased by 25.0%
reaching 1,625,965 persons (Table 9.19).
The countries of origin of most of the tourists
were Singapore, Japan, Australia, Malaysia,
the United States, and the United Kingdom.
Meanwhile, the number of travel agencies
rose from 751 to 892.
4.2.b. Postal and postal account ser
ser-vices
In 1989, the promotion of postal and
postal account services continued to be
directed towards enhancing the capability,
efficiency, and reliability of postal and
postal account services while enlarging
coverage to villages, transmigration areas,
and other remote areas, In 1989, the State
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Postal and Postal Account Services
Company (Perum Pos dan Giro) agreed to
cooperate with the State Telecommunication
Company (Perum Telekomunikasi) and PT
(Persero) Indosat to provide birofax services
covering 17 cities.24) In addition, new types
of postal services were introduced, namely
electronic postal drafts (Weseltron) covering
22 cities, express mail to certain cities (pos
patas ) covering 13 cities, and special
delivery drafts ( wesel pos kilat khusus )
provided by 100 post offices throughout
Indonesia.
To enlarge the coverage of postal and
postal account services, the construction of
3 post offices, 86 subsidiary post offices,
and 245 auxiliary post offices were
completed in 1989, bringing the total
number to 325, 656, and 2,317 offices,
respectively (Table 9.20). In 1989, the
number of sub-districts and transmigration
areas reached by postal services increased
by 14 and 40, reaching respectively 3,601
sub-districts and 844 transmigration areas.
Hence, all sub-districts and transmigration
areas throughout Indonesia have been
reached by postal services.
Furthermore,
the
coverage
of
international special delivery mail or
Express Mail Service (EMS) provided by
20 transmitting post offices increased to 33
countries. Postal traveler’s checks
introduced in December 1988 have been
accepted in 100 cities.

(27.7%) and drafts (12.8%); those
experiencing decreases were letters
(25.3%) and parcels (18.3%) (Table 9.21).
4.2.c.

T
elecommunications
Telecommunications

Government
policy
on
telecommunications continued to be aimed at
expanding the network and enhancing the
efficiency, diversity, and capacity of
telecommunication services. In this
connection, to provide a strong legal basis
for national telecommunications and keep
up with the development of technology, on
April 1, 1989 the Government replaced Act
No. 5/1964 by act No. 3/1989. According
to the new act, telecommunication services
may be carried out by certain state
institutions, individuals, or legal entities.
Basic telecommunication services have to
be provided in cooperation with Perumtel
or PT (Persero) Indosat (this is not required
for nonbasic services), while a production
sharing scheme should be followed in
establishing the infrastructure. Moreover,
the Government introduced a regulation on
the national motor-vehicle telephone
network ( Sambungan Telepon Kendaraan
Bermotor or STKB ) . 25) To improve the
services to the community and to fulfill the
growing demand for telecommunication
services, cooperatives, state enterprises,
and private national enterprises are allowed
to conduct limited telecommunication
services by setting up telecommunication
stalls (warung telekomunikasi or wartel) in
cooperation with Perumtel.26)

In 1989, postal and postal account
services recording increases were savings
(102.2%), postal accounts and checks

In 1989, telecommunication networks
and connections were expanded by

24) Agreement on Cooperation between Perum
Telekomunikasi, PT (Persero) Indosat, and Perum Pos
den Giro No. 29/Ks 010/UTA-00/1989, No. 091/GMS/
OP.060/1989, and No.29/A/Dirutpos/1989, September
29, 1989.

25) Minister of Tourism, Post, and Telecommunication
Decree No. KM.94/PB-103/MPPT-89, July 18, 1989.
26) Minister of Tourism, Post, and Telecommunication
Decree No. KM.101/PT-102/MPPT-89, August 1, 1989.
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increasing the number of central telephone
exchanges by 27 to 746, of which 266 were
automatic central telephone exchanges and
480 were manual exchanges, thereby raising
the total capacity by 12.4% to 1,118,175
line units (Table 9.22). Of this capacity,
77.2% or 863,814 line units were in
operation in March 1990; the number of
public telephones rose by 2.2% to 6.748
line units, the long-distance telephone
network (Sambungan Telepon Jarak Jauh
or STJJ) rose by 7.1% to 785 line units, and
STKB rose by 18.6% to 15,452 line units.
As a result, the telephone density improved
to 207 persons per line unit. Furthermore,
central telex remained unchanged, namely
36 ctx while the capacity increased by 2.3%
to 17,700 line units, of which 14,880 line
units were in operation. The coverage of the
long-distance direct dialing network
(Sambungan Langsung Jarak Jauh or SLJJ)
expanded by 18 cities reaching 147 cities.
It may be added that the number of earth
stations, as supporting facilities for
telecommunication through satelite,
reached 130 at the end of 1989.
The number of countries covered by the
international direct dialing network
(Sambungan Langsung International or SLI)
increased from 138 to 147 countries, those
covered by birofax services rose from 36 to
40 countries, and those covered by the
package data communication network
(Sambungan Komunikasi Data Paket or
SKDP) increased from 26 to 35 countries at
the end of 1989.
B. Investment
Following a series of policy measures
taken in the previous years, the Government
continued its efforts to boost investment by
widening the choice of business fields open
for new investment, giving wider opportu-

nities to the private sector in developing
industrial zones, and providing various facilities, especially to PMA (foreign direct
investment) companies.
In order to widen the choice of business
fields for prospective investors, the Government replaced the Priority List with the
Negative List. The list includes 75 business
fields closed to PMA firms and 55 fields
closed to PMDN (domestic investment) firms
and non-PMA/PMDN firms. In addition,
there were 35 fields reserved for small-scale
entrepreneurs. 27) With the Negative List,
prospective investors need to pay attention
only to the closed fields. Previously, with
the Priority List they had to pay attention
not only to the closed fields, but also to the
opened ones listed in the Priority List. If
the field was not in the list, they had to ask
for a special license from Capital Investment Coordinating Board ( Badan
Koordinasi Penanaman Modal or BKPM).
To give wider opportunities to the private
sector in developing industrial zones, the
management of industrial zones, which was
formerly only carried out by state and local
government enterprises, was opened for
PMA and PMDN companies, cooperatives,
and joint ventures among those
companies. 28)
To promote the growth of PMA companies,
the Government started to lower the
required minimum investment and national
share ownership for PMA companies that
meet certain conditions. The minimum
investment, which was formerly fixed at $1
million, was lowered to $250 thousand for
PMA companies which are, among other
things, labor intensive, support export
27) Presidential Decree No. 21/1989, May 5, 1989.
28) Presidential Decree No. 53/1989, October 27, 1989.

135

136

137

138

139

140

activity, and do not compete with existing
investments. 29) PMA companies may be
established with minimum national share
ownership of 5% without necessarily
capitalizing their national shares on
condition that they exports 100% of their
products and are located in bonded zones
or having their own entrepots. On
establishing a PMA company intended to
export 100% of its products and located in
the bonded zone of Batam Island, 100% of
its shares may be owned by foreigners, of
which a minimum of 5% have to be sold to
Indonesian partners within a period of 5
years of commercial production. 30)
Moreover, PMA companies which sell a
minimum of 20% of their shares in capital
markets as “saham atas nama” so that 45%
of the shares are owned by the Government
and/or national private companies will be
treated as PMDN companies, or freed from
the obligation to raise the national share
ownership to a minimum of 51%.31)
1. Foreign Direct Investment (PMA)
In 1989, approved foreign investment
(outside oil, gas, and financial companies)
reached $4,718.8 million, covering 294
projects compared with $4,434.4 million
covering 145 projects in the preceding year.
Most of the approved investment was
intended for the manufacturing sector; thus,
the amount reached $4,246.1 million
compared with $3,827.9 million in 1988.
Most of those Rp4,246.1 million were
intended for the chemical/pharmaceutical
and textiles industries, amounting to
$2,512.4 million and $581.1 million,

29) Chairman of Capital Investment Coordinating Board
Decree No. 09/SK/1989. May 5, 1989.
30) Chairman of Capital Investment Coordinating Board
Decree No. 16/SK/1989, October 24, 1989.
31) Chairman of Capital Investment Coordinating Board
Decree No. 08/SK/1989, May 5, 1989.

respectively. Other significant investment
took place in the agriculture, forestry, and
fishery sector as well as other services,
reaching respectively $173.1 million and
$114.8 million compared with $79.7 million
and $42.8 million in the previous year. By
country of origin, approved investment in
1989 originated mostly from Japan ($768.7
million), Hongkong ($406.8 million), and
the United States ($348.0 million).
Since the enactment of the Foreign Direct
Investment Law in 1967 up to the end of
1989, approved investment amounted to
$28,442.7 million, covering 1,362 projects.
Out of the total amount, 75.0% was intended
for the manufacturing sector, 10.3% for the
mining sector, 4.2% for the hotel business,
4.1% for the agriculture, forestry, and
fishery sector and 6.4% for other sectors
(Table 9.23). By region, most of the
approved projects are located in West Jawa,
Jakarta, and East Jawa. By value, the largest
amounts are invested in West Jawa, Jakarta,
and North Sumatera. It may be noted that a
large number of projects as well as amount
of investment are intended for Central Java,
Riau, and South Sumatera (Table 9.24). By
country of origin, most of the approved
investment originated from Japan, $7,231.8
million (25.4%), Hongkong $2,742.6
million (9.6%), and the United States
$2,027.4 million (7.1%) (Table 9.25) .
2. Domestic Investment (PMDN)
Approved domestic investment in 1989
increased to Rpl9,593.9 billion, covering
863 projects compared with Rpl4,915.9
billion covering 845 projects in the previous
year. Most approvals were intended for the
manufacturing sector, reaching Rpl2,933.7
billion compared with Rp9,746.9 billion in
1988. The largest part of investment in the
manufacturing sector intended for the
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chemical/pharmaceutical
industry,
amounting to Rp4,051.1 billion, and the
textile industry, amounting to Rp3,562.9
billion. Other significant investment took
place in the agriculture, forestry, and fishery
sector and the hotel business, at a value of
Rp3,667.6 billion and Rpl,265.3 billion,
respectively, compared with Rp3,184.4
billion and Rp537.0 billion in 1988.
Since the enactment of PMDN Law in July
1968, up to the end of 1989, PMDN
approvals ammounted to Rp83,123.0
billion, covering 5,801 projects. By sector,
approved investment value and projects
largely went to manufacturing and
agriculture, forestry, and fishery sectors
(Table 9.26). By region, the largest shares
of approved projects and investment value
were located in West Jawa, Jakarta, and East
Jawa. In addition, a large number of projects
as well as value of investment were located
in Central Jawa, Riau, and North Sumatera.
(Table 9.27).
C. Prices
Inflation as measured by Consumer Price
Index (CPI) composite of 17 cities registered
a 5.48% increase in the reporting year
compared with a 6.55% increase in the
previous year (Table 9.28). The lower
inflation rate was attributable to the
monetary policy stance of the Government
and an effort to provide and distribute
consumption goods sufficiently. Monetary
policy was aimed at meeting the growing
demand for liquidity due to fast growing
production activity. The rate of inflation was
related, among other things, to adjustments
of major commodities and electricity prices.
On the basis of groups of goods, prices of
foodstuffs experienced a lower increase,
namely 5.54% compared with 9.30% in the

preceding year. Prices of other groups, namely
housing, clothing, and miscellaneous goods
and services increased by 6.19%, 4.97%, and
4.58%, respectively, compared with 5.34%,
3.69%, and 3.65% in the previous year. According to the share of each group in the total
CPI, of the 5.48% overall inflation rate, foodstuffs constituted 2.37%, housing 1.73%,
miscellaneous goods and services 0.93%, and
clothing 0.45%.
The lower increase in food prices was
accounted for in part by lower prices of spices,
cooking oil and fat, and preserved fish of
-4.76%, -4.63%, and -1.63% respectively
compared with 20.43%, 12.93%, and 17.16%
in the previous year. Meanwhile, high price
increases were recorded for non-alcoholic
drinks (11.29%) and other ready food
(11.09%) compared with 7.56% and 10.60%
in the preceding year. Cereals and their
products, which account for the biggest share
in the foodstuff group, registered a lower price
increase (3.74%) compared with 5.24% in the
previous year. The slowdown was affected by
a significant increase in rice production of
7.3% compared with 4.0% in the previous
year. In the housing group, high price rises
were recorded for household equipment
(9.03%) and rent and dwelling costs (7.51%).
Significant price rises in the clothing group
were recorded for childrens’ wear (7.37%) and
mens’ wear (6.12%). Moreover, in the
miscellaneous group, high price rises were
registered for tobacco and alcoholic drinks
(9.45%) and education (8.28%).
The average monthly price increase in the
reporting year was 0.46% compared with
0.55% in the preceding year. The highest
increase was registered in April 1989
(1.57%), mainly caused by Idul Fitri (The
Feast Day celebrating the end of Moslem’s
fasting period) and the rise in electricity rate.
High price increases were also recorded in
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January 1990 (0.91%) and February 1990
(0.99%). The high price rise in January
1990 was closely related to an increase in
the floor price for paddy while that in
February 1990 was mainly caused by the
rise in cement prices.
As another indicator used to measure
price developments, the Wholesale Price
Index (WPI) in the reporting year recorded
an average increase of 7.14% or slightly
lower than the 7.69% recorded in the
previous year. The lower figure was caused
by lower price increases in the agricultural
sector (7.78%), mining and quarrying sector
(8.90%), manufacturing sector (5.66%), and
exports (5.51%) compared with 12.84%,
8.96%, 9.66%, and 5.83%, respectively, in
the previous year. On the other hand, prices
of imported goods showed a higher price
increase (10.24% ) compared with 4.40%
in 1988/1989 (Table 9.29). Prices of certain
non-oil/gas export commodities in domestic
market recorded decreases, i.e. robusta
coffee (-34.33%), black pepper (-22.55%),
and RSS-1 rubber (- 20.78%), while prices
of plywood experienced an increase of
8.62% (Table 9.30).

family planning program and encourage the
society to postpone marital age and firstborn delivery. To reach a better distribution
of the population and the labor force,
continued efforts
were made through the transmigration
program, the interregional work program
(Antar Kerja Antar Daerah or AKAD), more
balanced regional, rural, and urban
development, and improvement of
transportation and communication
infrastructures. To improve the quality of
life, the Government continued to improve
the health service and education of the
people and the skill of the labor force.
Furthermore, to cope with the inadequate
employment opportunities, the Government
continued to encourage production
activities which are labor intensive, to
support rural development programs, and
to guide and supervise the informal sector.
To make use of domestic as well as foreign
labor markets, the Government continued
to disseminate information on labor markets
and to employ them through several
programs.
1. Labor force

D. Population
In the reporting year, the high rate of
population growth, imbalances in regional
distribution, relatively low quality of life and
workers’ welfare, and inadequate employment
opportunities remained the main problems in
the area of population. Total population at the
end of 1989 was estimated to have reached
179.1 million, an increase of 2.0%.
To resolve these problems, the
Government continued efforts that had been
carried out in the previous year. To cope
with the high rate of population growth, the
Government continued to implement the

In the reporting year, labor problems were
the rapid growth of the labor force relative to
the expansion in employment, relatively low
productivity and skill levels, the unequal
regional and sectoral distribution, and
inadequate protection and welfare of workers.
Efforts to expand employment opportunities
were made through rural development
programs and supervision of the informal
sector development. Rural development
programs covered the new system of laborintensive projects (Proyek-proyek Padat Karya
Gaya Baru or PPKGB), development aids to
districts, and reforestation and afforestation
programs. Supervision of the informal sector
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continued to be improved in cooperation
with local government through advice on
business location, capitalization, quality of
production, and marketing.
To enhance workers’ skill levels and
productivity, the Government continued to
provide work training programs ( Balai
Latihan Kerja or BLK), training for skilled
workers (Program Bimbingan Kerja Tenaga
Kerja Terdidik or BKTKT), total quality
control programs ( Program-program
Pengendalian Mutu Terpadu or PMT), and
the promotion of quality control circles
(Gugus Kendali Mutu or GKM). To improve
the placement, distribution, and utilization
of the labor force, the Government
enhanced the functioning of the labor
market through the interlocal work program,
AKAD, and the international work program.
To promote the welfare of workers, the
Government introduced a regulation on
minimum wages which was to some extent
only being suggested. 32) Protection for
workers was intensified by extending the
32) Minister ot Manpower Decree No. PER-05/MEN/1989,
May 25, 1989.

coverage of and clients under the insurance
program for workers (Asuransi Tenaga Kerja
or ASTEK) and by promoting safe and
healthy working conditions ( Keselamatan
dan Kesehatan Kerja or K3), such as clean
and healthy working environment and
improved workers’ nourishment.
The labor force in 1989 was estimated to
have reached 76.1 million, an increase of
2.1%. Total employment was estimated to
be 73.9 million, an increase of 1.9% over
the preceding year.
In 1989, registered job seekers in the
manpower bourse totalled 1,143.2 thousand
persons, of which 7.4% graduated from
universities, 54.0% from senior high
schools, 15.6% from junior high schools,
17.4% from elementary schools, and 5.6%
were elementary school drop-outs and
illiterates. At the same time, the number of
available positions offered amounted to
239.8 thousand, of which only 145.3
thousand or 60.6% of the vacancies were
filled as compared with 70.6% in the
previous year (Tables 9.31 and 9.32). This
unfulfilled demand was partly due to low
skill levels of the job seekers.
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In line with the Government’s efforts to
improve the welfare of workers, the average
minimum wage in 1989 rose by 10.9% (Table
9.33). Taking into account the inflation rate,
the average minimum wage measured in real
terms rose by 5.0%.
2. T
ransmigration
Transmigration
The policy on transmigration in the reporting
year was aimed, among other things, at
promoting the transmigrants’ quality of life,
bolstering regional development, enhancing
the utilization of natural resources and the
environment, and strengthening national
integrity. To improve the quality of life of
the transmigrants, efforts such as enhancing
the education and health supervision were
undertaken in addition to supervision of
production, processing, and marketing of
agricultural products, and on institutional
aspects of rural economy. To encourage the
implementation of the spontaneous
transmigration program, the Government
continued to improve the transmigration
scheme and its implementation and
management through the use of more
capable manpower.

In the reporting year, 26.533 families
migrated, consisting of 10,558 families under
the official transmigration program and
15,975 families under the spontaneous
transmigration program (Table 9.34). Most
migrant were destined to Riau and Bengkulu,
in line with the development of plantation
business in those areas. The implementation
of the official transmigration program is linked
to the efforts at promoting foodcrop
cultivation, while the spontaneous
transmigration program is associated with the
development of plantation estates and service
sector businesses.
3. Family planning
In the reporting year, the policy on family
planning ( Keluarga Berencana or KB)
continued to be directed toward enhancing
the well-being of mother and child and
encouraging small families through birth
control. To this end, the Government
continued to extend the scope of the family
planning program and improve the
supervision of participants, while raising
public consciousness of the program. The
extension of the programs’s scope was carried
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out by encouraging young couples and men to
actively participate in the program. The
improvement of the supervision to participants
was aimed at encouraging more continuous
participation. To improve public consciousness
of the program, the Government encouraged
active participation of professional, business, and
social organizations in the program. Courses on
demography and family planning for the younger
generation were promoted through formal and
non-formal education.
In the reporting year, the number of KB
clinics recorded a 3.0% increase to 9,674
clinics. The number of new and active KB
participants recorded decreases of 21.0% and
1.3%, respectively, to 4.3 million and 18.5
million (Table 9.35).
E. Cooperatives
In the reporting year, the promotion of
cooperatives was continued by improving
previous policies regarding cooperatives’
institutional supervision and their operation. More
attention was given to village cooperative units
(Koperasi Unit Desa or KUDs) and other primary
cooperatives. Institutional supervision was
implemented to develop mechanism to optimally
support the operations of cooperatives, especially
the quality of their operations, in order to stimulate
the emergence of self-supporting KUDs/other
primary cooperatives. The promotion of the
operation of cooperatives continued to be directed
towards strengthening the role and improving the
ability of cooperatives to conduct business.
In the reporting year, the Government required
state enterprises to supervise the economicallyweak groups and cooperatives in an effort to
effectively and efficiently enhance their ability
and business potential.33) The supervision was
33) Minister of Finance Decree No. 1232/KMK.013/1989,
November 11, 1989.

expected, among others, to provide assistance
for cooperatives in enhancing their managerial
skills, production techniques, working capital,
and marketing. To provide cooperatives with wider
operational opportunities, cooperatives were
allowed to establish industrial zones.34)
Furthermore, in order to fulfill the demand from
cooperative members and the general public for
housing, the Directorate General of Cooperative
Operational Supervision in cooperation with the
State Savings Bank (Bank Tabungan Negara or
BTN) agreed to supervise and encourage
cooperatives/KUDs to procure houses using the
real property ownership credits of BTN (Kredit
Pemilikan Rumah/Kredit Pemilikan Kapling
Siap Bangun BTN or KPR/KPKSB-BTN).35)
According to the agreement, cooperatives
satisfying certain requirements were allowed to
become developers, coordinators of debtors who
are members of the cooperatives, debtors who
lease the real estate to their members, and
guarantors for members who receive the credits.
In line with the efforts to promote the operational
aspects of cooperatives, cooperatives were
allowed to own shares of private enterprises.36)
Policies on institutional aspects in 1989 resulted
in an increase number of cooperatives and their
members (Table 9.36). It is worth noting that at
the end of 1989 the number of self-supporting
KUDs reached 544, scattered in all provinces,
with 1.4 million members.
Furthermore, as a result of policies on
operational developments, total assets of
cooperatives in 1989 recorded a sharp increase
of 61.6% and the role of KUDs in supporting
economic activities in villages also developed
favorably (Table 9.37).
34) Presidential Decree No. 53/1989, November 1, 1989.
35) Director General of Cooperative Operational Supervision and
Board of Directors of BTN Joint Decrees No. 14/SKB/BUK/I/
1990 and No. 01/SKB/DIR/I/1990, January 10, 1990.
36) Coordinating Minister of Economics and Development
Supervision Circular Letter No.SE-05/M.EKUIN/1990,
March 12, 1990.
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