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FOREWORD

Presenting an annual report is one of Bank Indonesia’s tasks as the monetary authority as stipulated in
Article 46 of the Act No. 13 of 1968 on the Central Bank. The annual report is expected to provide
comprehensive and accurate information to the public regarding monetary and economic developments as
well as the policies adopted by the Government, especially the monetary authority, during the fiscal year
1991/92. In this regard, Bank Indonesia keeps on improving its annual report so as to provide the public
with the best account possible of recent monetary and economic developments. In the Annual Report for
1991/92, efforts have been made to improve its coverage and presentation, including the format of tables
and graphs.

We still clearly bear in mind that upon entering the reporting year 1991/92, we were confronted with
various challenges and problems arising from international as well as domestic events. The unfavorable
external developments, particularly slow growth of the world economy and international trade, hampered
our efforts to promote domestic industries, especially those oriented for exports. The prospect was made
less promising by the emergence of a tendency toward regionalism, such as the establishment of the Single
European Market, North American Free Trade Agreement, and similar developments in other regions,
thereby intensifying the challenges in promoting exports due to its trade-diverting tendency. Another serious
problem on the external front was the ebb in the flow of funds to the developing countries due to the
increased funding needs of developed countries, including those that were formerly suppliers of funds to
developing countries, as well as the new demand for investment capital from the former centrally-planned
economies.

On the domestic front, the overheated economy brought on by strong growth in domestic demand in the
past two years impeded efforts to promote sustainable economic growth. We will recall that up to the end of
1990/91, the inflation rate accelerated, the current account deficit, especially that of non-oil sector, widened,
the external debt burden intensified, and speculative activities picked up. Such a situation obviously needs
to be addressed immediately; otherwise, it would endanger economic stability and undermine long-run
economic development. We are grateful that the stabilization efforts undertaken since mid-1990 have
succeeded in dampening these adverse trends without sacrificing too much in terms of economic growth.
In 1991, Indonesia’s economy still recorded a sufficiently high real GDP growth of 6.6% although it slackened
slightly from 7.5% and 7.1% in the past two years.

As we all know, in the efforts to coot down the economy since 1990/91, the Government adopted a
cautious monetary policy by raising the discount rates on monetary instruments and considerably reducing
the level of Bank Indonesia’s liquidity credits. In 1990/91 the policy did not succeed significantly in
slowing down the growth of domestic demand, as reflected in the high demand for bank credit in spite of
the high lending rates. This was due in part to the expectation of the public that the high inflation rate,
especially with regard to final prices, would exceed the cost of borrowing. Concurrently, amid the intensifying
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competition, activities of banks were designed to expand their respective market shares. This led to excessive
lending that lacked sufficient selectivity. Hence, in spite of tight monetary policy, the banks continued to
expand their lending rapidly by borrowing offshore.

To cope with excessive credit expansion, the Government adopted stronger measures in 1991. On the
domestic front, in March 1991 most of public enterprises’ deposits with banks were converted to Bank
Indonesia Certificate (SBI). On the external front, access of national banks to external borrowings was
reduced. This was carried out by lowering ceilings on waps of individual banks, raising three-month swap
premium, reducing swap transaction with Bank Indonesia, which was temporarily limited to approved
investment, and tightening the regulation on bank’s net open foreign exchange position. Along with those
measures, the Government also decided to coordinate all foreign borrowings on commercial terms. In
coordinating the borrowings, a ceiling was imposed on those for the financing of government-related projects.
In addition, a number of major projects were rescheduled.

Furthermore, measures were adopted by Bank Indonesia in February 1991 to promote the soundness
of banks. The measures include the requirements with regard to capital adequacy ratio (CAR), which is to
be met in stages, loan-to-deposit ratio (LDR), and provision of reserves for writing off claims on the basis of
assessment on assets. Furthermore, an improvement was also made on the banks’ monthly reporting system
in order to obtain more accurate and timely information on financial performance of individual banks.
Under these measures, banks’ perceptions on lending began to change and the weaknesses of the banking
sector’s asset portfolio were revealed, thereby urging banks to be more cautious in assessing credit proposals.

The tightening measures brought about a marked slowdown in the growth of money supply and credit
during the reporting year. Bank credit expansion slowed down sharply from 53.8% in 1989/90 and 40.3%
in 1990/91 to 16.1% in 1991/92. In line with this development, the growth of broad money (M2) decelerated
to 24.2% from 26.0% in the previous year. In addition to the slowdown in credit expansion, the deceleration
was also attributable to the sterilization of the expansion in foreign assets through the sales of SBIs. Monetary
policy, which was supported by conservative fiscal policy, had helped curb the growth of domestic demand
to 3.4% as against 12.2% in the preceding year. The inflation rate was contained at a level of 9. 78%, only
slightly higher than that of the preceding year (9.11%). The slight rise in the inflation rate was brought
about by the adjustments in the prices of fuel oils, electricity, transportation, and drinking water as well as
the announcement of a higher floor price for rice and the adverse effects of drought on agricultural output.

On the external side, during 1991/92 Indonesia’s balance of payments showed a sustainable development.
The overall balance recorded a surplus of $1.0 billion resulting from net capital inflows that were higher
than the current account deficit. Hence, foreign exchange reserves with Bank Indonesia reached a level of
$10.5 billion at the end of 1991/92, a rise of 10.3% from the preceding year. Taking account of the foreign
exchange reserves held by banks, national reserves amounted to $12.0 billion at the end of 1991/92.
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A favorable development during 1991/92 was the buoyant increase in non-oil export earnings of 23.6%,
which reached a level of $19.0 billion, compared to a rise of 6.1 % in the preceding year. The robust
growth, bolstered mainly by the strong performance of manufactured products, was achieved amid
unfavorable trends in the world economy and international trade. This success was reflective of the increased
competitiveness of our exports, the emergence of new products as the investment activities of previous
years bore fruit, and a decline in domestic demand. On the import side, during 1991/ 92 import value rose
7.7% to $24.8 billion. Of this amount, non-oil imports rose 11.4% to $21.7 billion, which was well below
the 31.0% in the previous year. This was in line with the policy to cool down the economy. Strong growth in
exports coupled with a slowdown in imports brought about a deceleration in the growth of current account
deficit, albeit still at a high level of $4.4 billion. The substantial deficit stemmed mainly from deterioration
in Indonesia’s term of higher interest payments on the foreign debt and freight charges on imported goods.

With the above developments, it is evident that the efforts to cool down the economy has contributed to
harnessing the factors that generated the overheating. We are aware, however, that the high interest rates
resulting from the efforts and the slackening of credit expansion have put severe pressures on economic
activities. On the one hand, such developments were in line with the objective of cooling down the economy.
On the other hand, the prolonged pressure on the business activities would reduce investment and hamper
economic growth in the coming years. In addition, this situation would undermine the business sector’s
confidence in the stability of our economy. Keeping this in mind and in view of the success in the efforts to
cool down the economy as mentioned earlier, the monetary authority has started to lessen the tightness of
monetary policy since April 1991 and tried to lower interest rate. These measures are expected to encourage
bank lendings. These efforts have been carried out by lowering the interest rates on SBI and SBPU several
times since April 1991, the resumption of Bank Indonesia’s purchases of SBPUSs issued by banks, and the
concession accorded to banks tolerating a temporary decrease in their respective capitals to a level below
the minimum required, as long as the capital adequacy requirement at the specified dates is fulfilled.

Banks responded favorably to the efforts to tower interest rates as reflected in the decline of interest
rates on time deposits from around 25% in April 1991 to 20% in March 1992. Although still much too
high, lending rates have also declined. However, it appears that efforts to boost lending activities may take
a little longer to bearfruits in view of the overcautious attitude of banks in extending credits. Thus far, banks
have shown their preference for investing their excess liquidity in SBISs in spite of the several cuts made in
the discount rates on SBIs. As mentioned earlier, this has contributed to weak growth in lending and the
money supply, which did not fully reflect the efforts of the monetary authority during the reporting year.

We are confident that with the efforts to continually improve domestic liquidity, in 1992/93 the economy
will perform better. A further drop in interest rates and an increase in bank lending to their normal levels
are expected. This expectation is based on the fact that an increasing number of bank will complete their
process of consolidation as necessitated by the new banking requlations. The promulgation of Banking Act
0f 1991 in the reporting year has also provided a strong supervisory and operational basis for banks in the

viii



coming years. This act provides greater room and flexibility in the ownership as well as the operation of
banks, but also calls for greater responsibility on the part of the owners and management. In the presence
of the more comprehensive and progressive legislation, our banking industry is expected to develop on a
sounder basis, thereby enhancing their capability in supporting economic development.

At the macro level, with the support of stronger world economic recovery as well as sound domestic
policies, the external as well as internal imbalances in our economy will be reduced. Hence, the constraints
we currently encounter in promoting economic growth will be gradually eased. For 1992, economic growth
is projected to be not much different from that achieved in 1991 (6.6%), although it might be lower due to
the lagged effect of the slowdown in investment in the preceding year. However, given the improvements in
the factors affecting economic activities, there is a stronger basis for more rapid growth in the coming years.

Finally, I wish to express my appreciation of the contribution and cooperation provided by all parties,
especially the relevant ministries and government institutions as well as the banking and private sectors,
which have enabled the successful completion of this report. Hopefully, this will be a useful addition to the
documentation of the Indonesian economy.

Jakarta, September 1992

¢ O
.

Prof. Dr. Adrianus Mooy
Governor, Bank Indonesia



INDONESIA'S ECONOMY IN 1991/92

International Environment

During fiscal year 1991/92 (ending March 31,
1992), Indonesia’s economy was confronted with
adverse external environment. The world economy,
which recorded a growth rate of 2.2% in 1990,
contracted by 0.2% in 1991. Economic activity
contracted not only in Eastern European countries
and the republics of former USSR, but also in
several major industrial countries, in particular the
United States, the United Kingdom, and Canada.
At the same time, growth in other industrial
countries, including Japan, decelerated. On
average, the industrial countries grew by only 0.8%
in 1991 compared to 2.5% in the preceding year.
The developing countries, excluding Eastern
European countries and the republics of former
USSR, also experienced an economic slowdown
due in large part to weakness in the Middle East.
In contrast, the developing countries in Asia were
resilient, maintaining their status as the most rapid
growing economies in the world.

The marked deceleration in the growth of
domestic demand, especially in the industrial
countries, dampened growth in world trade. In
1991, the growth of world trade volume slowed
down to 2.4% against 3.8% in the preceding year.
During the same period, growth in imports of the
industrial countries decelerated from 4.3% to
2.2%. Following the slowdown in world economic
and trade growth, commodity prices in the
international market deteriorated. Of particular
importance to Indonesia, oil prices declined by
17.0% in 1991 compared to a rise of 28.3% in
1990. In addition to the weakening demand, the

decline in oil prices was also attributable to the
increased production by the Gulf countries
following the end of the Gulf war. After a decline of
7.8% in 1990, the index of nonfuel export prices
declined by an additional 4.5% in 1991.

The unfavorable world economic environment
was also reflected in the developments of Indonesia’s
main trading partners. The growth in demand by
Indonesia’s main trading partners weakened
markedly, slowing, from 3.7% in 1990 to 1.8% in
1991. Correspondingly, the growth of total import
volume as well as non-oil commodities also
decelerated, from 6.5% and 6.9% in 1990 to 2.2%
and 2.6% in 1991, respectively. In contrast, export
prices of Indonesia’s main trading partners rose by
3.4% in 1991 as compared with a rise of only 0.8%
in 1990. These unfavorable developments
contributed to a deterioration in Indonesia’s terms
of trade of 8.1% following a strengthening of 15.4%
in the preceding year.

Another significant external factor during the
fiscal year was the increasingly limited funds for
investment available in international capital
markets. This was closely related to the low growth
of savings in countries which have recently provided
surplus funds as a result of substantial public sector
deficits run in a number of industrial countries as
well as the decline in private sector savings
associated with a demographic change in many
industrial countries. Furthermore, the financial
consolidation taking place in Japan’s private sector
coupled with the weakening stock prices also
constrained the supply of funds available in
international capital markets. On the other hand,



the developing countries’ needs for external
financing grew substantially. This was due to a
marked increase in the current account deficit of
those countries (which more than tripled during
1991) as a result of an acceleration in import growth
coupled with weakening exports and worsening
terms of trade.

Despite the unfavorable external environments,
several developing countries benefited from the
relocation of industries from new developed
countries, such as Japan and new industrial
economies (NIEs). The relocation was prompted,
inter alia, by the significant rise in wages and the
appreciation of their currencies which led to the
decline in the comparative advantage of many of
their export products. The relocation of industries
contributed significantly in promoting investment
and non-oil exports of many developing countries,
including Indonesia.

Economic Problems and Policies
Problems

In addition to the unfavorable international
environment, Indonesia was also confronted with
an overheated economy in 1991/92. This
phenomenon started to emerge in 1989/90 as
domestic demand for goods and services increased
rapidly and substantially exceeded the expansion
in domestic supply. This situation led to an
acceleration of inflation reaching nearly a
double-digit rate in 1990/91 and a sharp rise in
the current account deficit.

Overheating was an inevitable side effect of the
deregulation and other supporting measures
introduced by the Government since the Policy

Package of October 1988, which boosted domestic
demand, especially investment.

The policy package, designed to expand the
supply of banking services, brought rapid growth
in the number of banks and range of services they
provided. It also lowered the required reserve from
15% to 2% thus enabling banks to increase lending
substantially. The rapid expansion in bank lending,
coupled with increasing amount of capital inflows,
contributed to a sharp increase in domestic
demand.

The persistently high rate of inflation have posed
a threat to the sustain ability of development efforts.
This could have also retarded the promotion of
equitable distribution of income and caused a
worsening in the country’s external imbalances due
to a loss of competitiveness. In addition, the high
inflation rate could have created a business climate
that was not conducive for productive economic
activities and ultimately could have compromised
national political stability. Hence, controlling
inflation was the major policy concern of the
Government during that period.

The rapid growth of domestic demand also
boosted the growth of imports of goods and services
as well as depressing export growth, thus widening
current account deficit. The ratio of current account
deficit to gross domestic product rose significantly,
especially in the past two years. In 1989, the ratio
stood at 1.4%, but rose to 3.0% in 1990 and went
up further to 3.8% in 1991. Of particular concern
was that a major portion of the deficit was financed
by foreign commercial loans.

In the past two years, offshore borrowing by the
private sector, including public enterprises, rose



markedly due to the increasing need for funds to
finance the booming investment activity. Scarcity
of domestic funds and the relatively high domestic
interest rate as a consequence of the ensuring
stabilization measures made offshore borrowing
even more attractive. In addition, the policy adopted
in 1989 to remove the ceiling on foreign borrowing
and allow the state and private foreign exchange
banks to acquire funds offshore also contributed to
the increase in commercial borrowing activities. If
left uncontrolled, the increased borrowing activities
would have given rise to a serious balance of
payments problem and adversely affected
Indonesia’s credit-standing in international
financial markets.

Since a major portion of the foreign commercial
borrowings was short term at relatively high rates
of interest, these borrowings may have caused a
mismatch to the extent they were extended for
financing long-term investment. This was further
aggravated by the tendency of banks to finance a
number of large-scale investment projects with long
gestation periods. Furthermore, the high interest
rate on the financing of investment activities that
do not generate foreign exchange in the short-term
would place an increasing burden in servicing
external debts as reflected by rising debt service
ratio (DSR).

Monetary and Fiscal Policies

To cool down the overheated economy, the
Government in mid 1990 adopted tight monetary
policy supported by conservative fiscal policy. The
tight monetary policy resulted in the steady decline
in the growth of broad money (M2). The conservative
fiscal policy was implemented through controls on
spending which entailed the establishment of a

special development budget reserves. Despite the
smaller contribution to the development budget
reserve (Rpl.5 trillion) in 1991/92 than that in the
preceding year, fiscal policy had a contractionary
impact on the growth of domestic demand. As
mentioned earlier, government expenditure in
1991/92 was only slightly higher than in 1990/91
and even smaller in real terms.

Prudent monetary and fiscal policies have
brought about a marked slowdown in the growth
rate of domestic demand, thereby relieving further
pressures on the inflation rate and the balance of
payments. The psychological impact of the
monetary policy, however, put upward pressure on
domestic interest rates, which reached 27% for time
deposit in March 1991. As a result, real interest
rate were exceptionally high which in turn may have
dampened domestic economic activities. First, it
encouraged the private sector to seek funds offshore
where interest rates were lower. This, in turn, posed
a problem for the balance of payments. Second,
the interest burden born by enterprises not only
increased production costs but also increased the
risk of bad debt, which in turn compromised the
soundness of the banking system. Hence, allowing
such a condition to prevail over an extended period
would inevitably undermine the sustain ability of
Indonesia’s development.

In view of the concern over the high interest
rates and the success in slowing down growth in
domestic demand, the monetary authority began
to relax the monetary conditions and took steps to
lower domestic interest rates. This was implemented
by allowing a greater flexibility in controlling bank
liquidity and gradually lowering the discount rate
of monetary instruments. The flexibility in
controlling bank liquidity was carried out, inter alia,



through a resumption of the formerly suspended
purchase of money market securities (SBPUS),
including SBPUs of 1 year maturity, from banks
experiencing tight liquidity. Furthermore, Bank
Indonesia also guaranteed the purchase of SBPUs
from banks that experienced liquidity problems
resulting from lowering their interest rates on time
deposits.

Banking Policy

With a view to relaxing the tight monetary stance
and encouraging banks to extend loans at a
sufficiently low interest rate, Bank Indonesia
provided greater flexibility to banks by allowing their
capital adequacy ratio (CAR) to decline to 4.25%
after reaching 5% at the end of March 1992 without
affecting the assessment of their respective
soundness, provided that the target ratio of 7% is
achieved at the end of 1992/93. As noted, banks
had been required to comply with a new prudential
regulation announced in the policy package of
February 1991, of which CAR and loan to deposit
ratio (LDR) were the major elements. The
fulfillment of CAR was defined to be 5% by the
end of March 1992, 7% by the end of March 1993,
and 8% by the end of December 1993. This
requirement has been considered most essential to
the soundness of banking system.

External Borrowing Policy

To maintain a sound external debt management,
particularly as regards commercial borrowing
activities which continued to surge intensify during
the 1991/92, in September 1991 the Government
formed a committee to coordinate the management
of foreign commercial borrowing (PKLN). Policies
introduced by the PKLN include the imposition of

a ceiling on external commercial borrowings to
finance projects with involvement of the
Government, of state-owned enterprises, and the
introduction of procedures for coordinating the
entry of the public enter prices and commercial
banks to offshore financial markets. These
measures are designed to keep the amount of
foreign commercial borrowings in line with the
nation’s capacity to repay.

In addition to the measures on foreign
commercial borrowings, Bank Indonesia itself took
fresh steps related to swap arrangements, the net
open foreign exchange position of banks, and the
provision of foreign exchange credit. Under the new
regulation introduced in November 1991, Bank
Indonesia provides two types of swaps, namely the
liquidity swap and the investment swap. Liquidity
swaps are initiated by Bank Indonesia while the
investment swaps are initiated by foreign exchange
banks. The new swap arrangements are aimed at
reducing the access of banks to Bank Indonesia’s
swap facility for liquidity purposes and at the same
time promoting the development of an interbank
foreign exchange market and attracting long-term
capital inflows. The improvement in the
deregulation of net open foreign exchange position
involves the restriction of net difference between
off balance sheet assets and liabilities to a maximum
of 20% of a bank’s capital. This measure was
intended to prevent excessive growth of the
banks’ foreign liabilities and to encourage them
to operate prudentially. With respect to lending
operations, banks are now required to allocate
80% of their credits denominated in foreign
exchange to non-oil/gas export financing.
Furthermore, it was stipulated that the amount
of short-term external borrowings shall not exceed
30% of a bank’s capital.



Exchange Rate Policy

In 1991/92, the Government continued to adopt
a more flexible approach to exchange rate
management focusing primarily on fluctuations in
the cross rates of Indonesia’s main trading partners.
This was intended to maintain the competitiveness
of Indonesia’s productive structure. The need for
maintaining a competitive exchange rate became
more urgent in view of stiffer competition in the
international market. During 1991/92, in nominal
terms the rupiah depreciated by 4.2% against the
US dollar as compared to 5.4% in the preceding
year.

Investment and Trade Policies

The Government also attempted to enhance the
efficiency and productivity of various business
sectors as well as to improve the distribution of goods
and services, with the introduction of measures in
June 1991 to deregulate further the areas of
industry, investment, and trade. The measures
included:

- areduction of import duties and the surcharges
on import duties;

- simplification of trade licensing procedures on
various commodities (especially raw materials,
auxiliary goods, and commercial vehicles);

- streamlining of investment negative list; and,

- simplification of investment requirements.

Furthermore, during 1991/92 additional
measures were adopted by the Government, aimed
at promoting the private sector’s initiative through
the creation of a climate that is more conducive to
investment at both the national and regional level.
The measures included:

- the simplification of procedures in the

procurement of capital goods by companies
operating under the foreign direct investment
scheme (PMA) and domestic investment scheme
(PMDN);

- the employment of foreign workers by PMA and
PMDN companies operating in Indonesia’s
eastern region;

- the provision of greater opportunities for the
development of small-scale enterprises and
cooperatives; and,

- the participation of the private sector in the
supply of telecommunication services,
electricity, and drinking water.

Furthermore, to expedite the flow of exports,
the Government decided to take over the authority
for the physical inspection of export and import
commodities which had previously been delegated
to a private superintending company. In addition,
export commodities (with the exception of particular
products) were no longer subject to physical
inspection in sea ports.

Economic Developments
Economic Growth

The measures adopted by the Government since
mid 1990 slowed growth in domestic demand,
which was the main impetus of economic growth
in the preceding year. In addition, drought
conditions during 1991 significantly reduced the
growth of agricultural output. Nevertheless, those
unfavorable factors were partly offset by the rapid
growth in the exports of goods and services despite
the unfavorable international environment. As a
result, economic growth rate remained relatively
high albeit lower than that of the preceding year. In
1991, the economy grew by 6.6% as against 7.5%
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in 1989 and 7.1% in 1990. In spite of the
deceleration, the growth was higher than that of the
average growth of ASEAN countries, of 6.1%.

As mentioned earlier, on the demand side, the
main catalyst of economic growth shifted from
domestic to foreign demand as reflected in the
buoyant growth of exports of goods and services in
1991. The growth of domestic demand slackened
from 12.2% to 3.4%, whereas exports, which
recorded growth of only 0.5% in 1990, rose rapidly
at 24.3% in 1991. Non- oil/gas exports recorded
impressive growth, especially manufactured
products and minerals. These developments were
attributable to expanded capacity resulting from
strong investment in the preceding year as well as
a slowdown in domestic demand, which increased
the availability of the exportable goods. The
slowdown in domestic demand was due to slower
growth in both consumption and investment. The
growth of consumption decelerated from 8.8% to
7.5% as reflected mainly in the household
consumption due, inter alia, to the high interest rate

and the decline in consumer credit. On the other
hand, the growth of government consumption
accelerated from 3.2% to 7.2% mainly stemming
from increase in the salaries of civil servant salaries.

A marked deceleration was recorded in gross
fixed capital formation, namely from 19.6% to
2.0%. In addition to the deceleration in realized
investment, there was a decline in total value of
approval of the planned investments in 1991/92,
especially those under the PMDN scheme. The
value of approvals of the planned investment under
the PMDN scheme fell by 31.4% to a level of Rp41.

Table 1.1
Macroeconomic Indicators
1989 ‘ 1990 ‘ 1991
Changes (%)
Gross Domestic Product 7.5 71 6.6
By expenditure
Consumption 5.1 8.8 7.5
Household 42 9.9 7.5
Government 10.5 3.2 7.2
Gross domestic capital
formation 134 19.6 2.0
Exports of goods and service 10.4 0.5 24.3
Imports of goods and service 13.4 23.1 13.6
By sector
Agriculture 3.3 2.0 1.3
Mining and quarrying 4.9 5.0 9.3
Manufacturing 9.2 12.2 9.8
Construction 11.8 13.5 10.9
Other services 6.2 5.0 5.3
Non-oil/gas 8.2 7.5 6.2
Oil/gas 4.1 5.4 8.2
Gross Domestic Income 6.6 116 3.6
Term of trade Index 0.1 154 8.1
1989/90 1990/91 1991/92
Price
Consumer price index 5.48 9.11 9.78
Wholesale price index 7.84 | 10.31 3.85
Percent
Ratios
Current account deficit/GDP -1.4 -3 -3.8
Debt Service Ratio 33.0 28.9 29.0
Foreign exchange reserves as
percent of non-oil imports
(months) 4.6 5.4 5.3




1 trillion to the previous year. Planned investment
under the PMA scheme, however, remained
virtually unchanged at a level of $8.8 billion. The
decline in actual and planned investment in 1991
was closely related to high domestic interest rates,
the coordination of external borrowings by the
Government aimed at cooling down the economy,
and the constraints coming from infrastructures
such as electricity, transportation, and
telecommunication as well as an inadequate pool
of skilled workers.

On the supply side, the main thrust of economic
growth was the expansion of output of sectors
oriented for international market. Although showing
a sign of leveling off, the manufacturing sector
recorded a sufficiently high growth of 9.8% in 1991
against 12.2% in the preceding year. Growth was
bolstered by manufactured products oriented for
exports, such as foot wear, textiles, and plywood.
The construction sector registered a growth rate of
10.9% as compared to 13.5% in the previous year
stemming mainly from strong activities in highway
construction and properties. Following a severe
drought, the growth of the agricultural sector
dropped from 2.0% to 1.3%, owing mainly to a
contraction in the output of paddy rice. Other
services sector grew slightly higher, namely 5.3%
as against 5.0% in the preceding year. Mining and
quarrying sector grew at a faster pace of 9.3% in
1991 compared with 5.0% in the previous year
which was mainly supported by a rise in natural
gas production. It is worth noting that in 1991
manufacturing replaced agriculture as the largest
sector.

As mentioned earlier, unfavorable international
developments and the deterioration in the price of
primary commodities have led to a worsening of
Indonesia’s terms of trade. This deterioration keep

growth of gross domestic income lower than that of
gross domestic product (GDP). The growth of gross
domestic income drastically declined to 3.6% in
1991, as against 11.6% in the previous year. In
real terms, the growth of national income remained
virtually unchanged at a rate around 7.1%, but in
nominal terms growth declined from 18.1% in 1990
t0 15.9% in 1991.

Savings-Investment

In line with the slowdown in the growth of
national income, gross national savings grew slowetr,

Table 1.2

Savings-Investment Gap

1989 | 1990 & 1991

Trillions of rupiah
Public savings 5.7 9.9 12.3
Government investment 9.5 7.2 13.6
Deficit (-)/surplus (+) -3.8 2.7 -1.3
Private savings 37.7 426 42.7
Private investment 362 512 50.0
Deficit (-)/surplus (+) 15 -8.6 7.3
Gross national savings 434 525 55.0
Investment 457  58.4 63.6
Current account 2.3 -5.9 -8.6
Current account
(billion $) -1.3 -3.2 -4.4
Exchange rate (Rp/$) 1,770.0 1,843.0 |1,954.0
Gross Domestic Product 167.2 1969 | 227.2
(% GDP)
Public savings 34 5.0 5.4
Goverment investment 5.7 3.7 6.0
Deficit (-)/surplus (+) -2.3 14 -0.6
Private savings 225 | 216 18.8
Private investment 217 | 26.0 22.0
Deficit (-)/surplus (+) 09 | -44 -3.2
Gross national savings 26.0 | 26.7 24.2
Investment 273 | 29.7 28.0
Current account deficit -14 -3.0 -3.8



declining from 21.0% in 1990 t0 4.8% in 1991. A
large part of this decline was mainly accounted for
by a sharp drop in the growth of government
savings, from 73.7% in 1990 to 24.2% in 1991,
whereas private savings fell from 13.0% to 0.2%
over the same period. The decline in the growth of
government savings was related to the significant
increase in government consumption, mainly due
to the rise in salaries of civil servants while the lower
growth of private savings was attributed to the slower
growth of national income. With these
developments, the share of gross national savings
as a percentage of gross national product declined
slightly, from 26.7% to 24.2%.

In line with the slower growth in gross national
savings, the growth of investment slowed down
markedly from 27.8% to 8.9%. Despite this marked
slowdown, the growth of investment exceeded that
of savings, thereby widening the savings-investment
gap. This widening gap was financed by external
sources as reflected in the higher current account
deficit which was equal to 3.8% of the GDP in 1991
as against 3.0% in the preceding year.

Inflation

The easing of domestic demand pressures was
not immediately reflected in a declining rate of
inflation during 1991/92. This was due, inter alia,
to the upward adjustments made in a number of
administered prices (e.g. fuel oils, transportation,
electricity, and drinking water in several cities) and
the adverse effect of drought on the supply of
agricultural commodities. It is judged that
inflationary expectations responded sluggishly and
thus impact of easing domestic demand pressures
on domestic inflation occurred with a time lag. The
inflation rate as measured by the consumer price
index (CPI) stood at a high level of 9.78% in
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1991/92, up from 9.11% a year earlier. Despite
this high rate, inflation trended downward as shown
in the cumulative inflation figure for the second
semester of 3.36% which was well below the 6.42%
recorded in the first semester. The inflation rate was
even lower (on the same basis, measured in terms
of wholesale price index), at 3.85% compared with
10.31% a year earlier, due mainly to a decline in
the export price index of 7.93%.

Money Supply

The slowdown in the growth of domestic
demand was achieved through the tightening of
monetary conditions. Money supply in broad terms
(M2) grew by 24.2% in 1991/92 which represented
a slight decline from 26.0% in the earlier year. It
should be noted, however, that the average growth
rate was well below the figure of 24.2%. The high
growth rate recorded between March 1991 and
March 1992 was mainly attributable to a sharp drop
in the growth of M2 in March 1991, following the
conversion of a substantial amount of time deposits
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of public enterprises to Bank Indonesia Certificates
(SBIs). Taking into account the period preceding
and following March, it appeared that M2 grew at a
much slower pace. In February 1992, for example,
M2 grew by only 17.7%. This was due to a
deceleration in the growth of quasi money to 27.7%
in 1991/92 as compared with 36.3% in the
preceding year. In contrast with M2, the growth of
narrow money (M1) accelerated by 15.9% in
1991/92 as against 6.4% in the earlier year.

The main factor affecting the slowdown in M2
growth was a marked deceleration in the growth of
bank credits from 53.8% in 1989/90 and 40.3%
in 1990/91 to only 16.1% in 1991/92. The
deceleration in bank credits was attributable to a
number of factors, mainly a more prudent policy of
credit extended by banks in line with effort to
comply with the requirements stipulated in the
Policy Package of February 1991. Caution among
banks concerning lending operations led banks to
engage more actively in money market transactions,
such as buying SBls.

In addition to implementing prudent monetary
policy, efforts to curb domestic demand was also
supported by conservative fiscal policy. During the
reporting year, government expenditures rose only
by 5.1% in nominal terms as compared to 29.6%
in the preceding year. Adjusted for the inflation rate
of 9.78%, the contribution of government
expenditures to aggregate demand declined by
4.7% in real terms. Conservative fiscal policy was
also reflected in the establishment of the
development budget reserves of Rpl.5 trillion. This
surplus was intended to compensate for the possible
inadequacy of funds to finance development
expenditure in the future in case revenues fell short

Table 1.3
Monetary and Financial Indicators
1989/90| 1990/91 | 1991/92
Changes (%)
Monetary and banking sector
M2 45.7 260 242
M1 476 6.4 15.9
Quasi money 448 363 217
Bank funds 49.8 309 235
Bank credits 53.8 40.3 16.1
Percent
Interest rate on SBI 11.3 22.8 19.8
Interest rate on deposit
3 month 16.2 242 | 213
Interest rate on credit
Working capital 20.2 26.7| 25.0
Investment 18.8 23.2 19.4
Ratio of credits to funds 119.7] 1286 120.9
Trillions of rupiah
Public sector
Revenue 38.2 495 | 520
Expenditure 38.2 495 | 520
Public savings 1) 44 9.5 114
Development budget reserves - 2.0 1.5
Ratio of public savings to
development fund (%) 319 | . 491 522
Ratio of public savings to
GDP (%) 2.6 4.8 5.0

1) Public savings is the balance between domestic revenue
and routine expenditure.




of the budget target. In spite of a sharp decline
(15.1%) in government revenues from oil and gas,
following the weakening of prices in the international
market, the surplus of Rpl.5 trillion was achievable
as a result of the substantial increase in non-oil/
gas tax revenues of 22.0%. Hence, non-oil and gas
revenues, especially direct taxes, constituted a
major portion of the government revenues. The ratio
of tax revenues to GDP rose to 10.6% in 1991/92,
up from 10.0% in the preceding year. Furthermore,
the ratio of tax revenues to total revenues rose to
46.3% as compared with 39.9% a year earlier. With
a view to promoting (ax revenues, the Government
improved the collection effort regulations governing
income taxes, the value added tax, the sales tax on
luxury goods, and the building and land tax.

With respect to expenditures, a substantial
increase was recorded in development outlays, of
11.9% in the reporting year, in line with the efforts
to address infrastructure needs and promote
regional development (especially through the
implementation of projects under Presidential
Instruction (Inpres). Routine expenditures, however,
increased by only 0.8%, of which the largest
increase took place in personnel expenditure and
material expenditure, of 14.9% and 29.7%,
respectively. This increase was attributable to a rise
in civil servants’ salaries of 15% and outlays for
operation and maintenance.

Balance of Payments

Government efforts to ease domestic demand
pressures had a favorable impact on the balance of
payments. This was reflected in the buoyant growth
of non-oil exports coupled with a marked slowdown
in the growth of imports. However, due to the
deterioration in the prices of a number of primary
commodities, especially nil, and the strenghtening
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of import prices, the current account deficit
widened to $4.4 billion in 1991/92 as against $3.7
billion in the preceding year. Though smaller than
the preceding year, the capital account surplus
exceeded the current account deficit and, hence,
the overall balance recorded a surplus. In line with
these developments, official foreign exchange
reserves held by Bank Indonesia increased by $981
million bringing the total to $10.5 billion, which

Table 1.4
Balance of Payments

1989/90 | 1990/91 | 1991/92
Billions of $

Current account -1.6 -3.7 44

Exports f.0.b. 23.8 28.1 29.7

Imports f.o.b. -17.4 -23.0 -24.8

Services (net) -8.1 -8.9 -9.3

Capital account 2.4 6.8 5.6
Official transfer and

capital (net) 1.8 0.9 14

Private capital 0.6 5.9 4.1

Monetary movement -0.2 -3.3 -1.0

10



was adequate to finance 5.3 month worth of non-oil
and gas imports (¢ & f).

A noticeable development in the pattern of
trade during the year under report was a respectable
increase in the value of non-oil and gas exports
coupled with a significant decline in the value of
oil and gas exports following the weakening of oil
prices in the international market. Non-oil and gas
exports reached a level of $19.0 billion, a rise of
23.6% in 1991192. This increase was well above
that of the preceding year, only 6.1%, and was
bolstered by a strong expansion of manufactured
products of 31.4% compared to 8.0% in the same
period one year earlier. The value of oil exports fell
by 14.7% as the average oil prices decreased from
$22.5 to $18.3 per barrel in 1991/92. Along with
the weakening price of oil, prices of liquefied
natural gas (LNG) and liquefied petroleum gas
(LPG) also declined, yielding a lower value of gas
exports of $3.8 billion compared to $4.7 billion a
year earlier.

Total import value was up only by 7.7% in
1991/92 compared to 32.5% in the same period
ayear earlier. This development was brought about
by the easing domestic demand pressures partly
supported by the rescheduling of a number of
mega-projects. The deficit in the services account
widened slightly, by $407 million reaching a level
of $9.3 billion. This slight increase was attributable
to the slowdown in the growth of spending on freight
cost, a contraction in interest payments on public
debts, and an increase in foreign exchange earning
from tourism.

The decline in net public and private capital
inflows, from $6.8 billion to $5.6 billion, was in
line with the slackening domestic investment
including the rescheduling of several

mega-projects. Public borrowings increased from
$924 million to $1,418 million and the private
borrowings decreased from $5.9 billion in
1990/91 to $4.1 billion during the year under
report. This decrease mainly occurred in non-PMA
companies.

Economic Outlook for 1992/93

In 1992/93, the Indonesian economy will
continue to encounter challenges and opportunities
from changing domestic and international
conditions. On the external front, world economic
activity is expected to bring about mixed impacts
on the domestic economy for several reasons. First,
despite the projected improvements of world
economy, economic activity in Japan, which is one
of Indonesia’s main trading partners, is expected
to moderate. Second, prices of primary
commodities, especially non-oil, is estimated to
increase slightly; however, oil prices are projected
to remain virtually unchanged. Finally, although
the industrial relocation from Japan and other newly
industrialized economies (NIEs) is expected to
continue, its impact on investment in Indonesia will
depend largely on the efforts to maintain its
competitiveness against other recipient countries,
especially in Asia.

With respect to domestic conditions, the
slackened growth in credit and money supply
during the reporting year and the high interest rate
(despite a declining tendency during the reporting
year) are expected to have a significant adverse
impact on domestic economic activities during
1992/93. This is due to the lagged effect between
the developments in the financial sector and its
impact on the real sector. Hence, during 1992/93
the monetary authority will continue to relax the
previous tight monetary policy by providing a greater
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flexibility in its control of liquidity expansion and
by pursuing efforts to lower interest rates to a more
reasonable level. On the fiscal front, as reflected in
the 1992/93 government budget, the Government
will maintain a conservative stance. This will
provide a greater room for the monetary authority
to maneuver in reducing the tightness of monetary
conditions. The Government will also continue to
raise domestic revenue, especially from taxes, while
the share of development revenue originating from
external borrowing will be reduced. On the
expenditure side, priority will be placed on
development expenditure with the objective of
expanding infrastructure so as to promote
investment.

During 1992/93, along with a greater flexibility
in monetary policy stance, the development of
monetary aggregates are estimated to be contained
within the target ranges. Money supply, both M2
and M1, will expand within a range which supports
sustainable economic growth without exerting
excessive pressures on the inflation rate and
balance of payments. Although banks will continue
the process of consolidation in order to comply with
the new regulation on bank operations, especially
CAR and LDR, their burden will be eased
somewhat thereby enabling banks to extend loans.
As a result of the relaxation of the monetary policy

coupled with the confidence of the community
concerning the stability of rupiah, the entire
structure of interest rates will likely continue to
decline in 1992/93.

In 1992, Indonesia’s economy is estimated to
record a sufficiently high growth rate above the
average rate targeted in the Fifth Five-Year
Development Plan (Repelita V). In addition to a
more conducive monetary environment, the
favorable outlook for GDP growth is also based on
the forecast of improved weather condition. The
projected increase in the supply of agricultural
goods, especially rice, will likely help mitigate
inflationary pressures. The inflation rate, which
nearly reached double-digits in each of the past
two years, is projected to decelerate markedly during
1992/93.

The current account deficit, which trended
upward in the past two years, is estimated to narrow
in 1992/93 stemming from a stronger trade balance.
The deregulation measures, which have been and
will be adopted by the Government in the areas of
investment and trade, should support high growth
of exports. Meanwhile, efforts to coordinate
foreign borrowings should help lessen an
excessive pressure on the balance of payments
in the future.
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MONETARY DEVELOPMENTS

Beginning mid-1990, the Government
embarked on a tight money policy, which was
complemented by conservative fiscal policy, to cool
down an overheated economy. Domestic demand
was rising rapidly, the inflation rate approaching
double digits, and the current account deficit
widening. This situation was the outgrowth from
the introduction of a series of deregulation measures
over the last few years to boost the private sector,
especially the October 1988 Policy Package. The
growing macroeconomic imbalances left
unchecked would have not only undermined
business confidence regarding economic stability
but would have also endangered the nation’s
economic development. Tight monetary policy was
executed by reducing the amount of Bank Indonesia
liquidity credit (Kredit Likuiditas Bank Indonesia
or KLBI) and increasing SBI’s discount rate or
cut-off rate (COR) by a five-percentage points in
mid-1990. Further actions were taken in March
1991 when the Government converted a substantial
amount of time deposits held by state enterprises
to SBIs. These steps successfully slowed monetary
expansion, but required a sharp rise in interest rates
on time deposits and loans.

With the February 1992 Policy Package, the
Government has taken an important step which is
necessary for the banking system to compete
internationally. This package is an extension of the
October 1988 package, emphasizing the
importance of prudential aspects of bank
management while providing expanded
opportunities to establish newbanks and expand
the services offered by banks. The new package,
especially the stipulation dealing with the capital
adequacy ratio (CAR) and loan to deposit ratio

(LDR), has led banks to consolidate in order to
strengthen their financial structure, management,
strategy, and operations in line with the prudential
principles set forth. The banking community has
contributed to the cooling down process by
refraining from expanding lending activities. This
in turn has led to sluggish growth of credit and
liquidity while driving up interest rates.

At first, the increase of the domestic interest
rates was needed to control the excessive domestic
demand. More recently, however, interest rates
have risen too high reducing domestic investment.
Higher interest rates have boosted production costs,
which could increase the level of bad debts held
by the banking system if this situation persists. As
the international interest rates were moving down,
the differential between the domestic and
international interest rates widened in nominal and
real terms. This differential encouraged the private
sector to increase commercial foreign borrowings
substantially, which, in turn, through a rising level
of debt-servicing obligations will burden the
country’s balance of payments.

To avoid this potentially serious situation, the
monetary authority has loosened policy in large part
by buying SBPU and reducing the SBI discount
rates. Early in the reporting year, the SBI COR was
reduced to between 18.00% and 21.50% per year.
Afterward, it was gradually reduced to the 16.87%-
20.00% range at the end of the reporting year. These
efforts have successfully driven down domestic
interest rates. The average interest rate on
three-month time deposits, for example, went down
from 24.35% at the end of March 1991 to 20.19%
at the end of the reporting year.
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Money Supply

The gradual relaxation of monetary policy has
improved the reserve position of the banking sector.
However, domestic liquidity recorded a sharp
decrease as banks attempted to meet CAR and
LDR requirements and adopted a more cautious
lending policy.

The growth of broad money (M2) comprising
currency, demand deposit, and quasi money fell
from 45.7% in 1989/90 and 26.0% in 1990/91 to
24.2% in 1991/92. A more pronounced decline in
M2 growth is apparent if annual growth in the
months before and after March 1992 are substituted.
The higher rate of M2 growth between March 1991
to March 1992 was related to the sharp decline of
M2 in March 1991 as a result of the conversion of a
substantial amount of public enterprises’ deposits
to SBIs. This led to a sharp fall in the quasi money
component of M2 and thus, total M2. The annual
growth of M2 between February 1991 and February
1992 was 17.0%.

In the preceding year broad money (M2)
recorded an expansion of Rpl9.7 trillion. The
majority of this expansion, Rp16.2 trillion, was
related to the rise in domestic assets, while the
remaining Rp3.5 trillion was related to the increase
in net foreign assets. The expansion of domestic
assets came mainly from the expansion in claims
on private enterprises and individuals in the amount
of Rpl9.6 trillion. As in previous years, net claims
on state enterprises/agencies and net claims on
private enterprises and individuals, mostly
originating from bank lending, were the main
sources of money supply expansion. Credit
expansion slowed to 16.1% in 1991/92 compared
with a 53.8% increase in 1989/90 and a 40.3%
increase in 1990/91. This was a result of the tight

monetary policy beginning in mid-1990 in addition
to the consolidation among banks to meet new
prudential and supervisory requirements. In
addition, the control imposed by the coordination
of commercial foreign borrowings also contributed
to the deceleration in monetary aggregates.

The government sector had a significant
contractionary impact on the money supply as
reflected in the Rp2.4 trillion increase in the net
surplus of the central government with the monetary
system. The central government surplus resulted
from the surplus in the state budget (Anggaran
Pendapatan dan Belanja Negara or APBN) as well
as the off budget surplus as government earnings
rose sharply. This was in line with the conservative
stance of fiscal policy and was clearly reflected in
the rise in the development budget reserve
(Cadangan Anggaran Pembangunan or CAP). The
CAP was aimed at cooling down the economy as
well as ensuring the availability of development
funds in the future.
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Other net domestic assets had a contractionary
impact of Rp2.5 trillion on the money supply, mainly
originating from the effort by banks to increase capital
in order to meet the CAR requirement.

The change in net foreign assets had an
expansionary impact on the money supply in
1991/92, rising by Rp3.5 trillion compared to
Rp2.2 trillion in the preceding year. The impact
was particularly apparent in the last two quarters

Table 2.1
Factors Affecting Money Supply

Changes End of
period
1990/91 | 1991/92 | 1991/92
Trillions of rupiah
M2 Broad money) 16.8 19.7 | 100.8
M1 (Narrow money) 14 3.7 213
Currency 12 2.0 11.0
Demand deposit 0.2 17 16.3
Quasi money 153 16.0 735
Time and savings deposits in rupiah 9 114 53.3
Time deposits in foreign currency 6.3 4.6 20.2
Determinants
Foreign assets (net) 2.2 3.5 23.6
Bank Indonesia 9.8 6.0 26.7
Deposit money banks 16 2.6 3.1
Claims on central government (net) 48 -24 -15.1
Claims on government institutions and
enterprises -1.5 15 8.8
Claims on private enterprises and
individuals 31.3 196 | 1213
Others -10.4 -2.5 -37.9
Memorandum items 1) 1989/90 | 1990/91 | 1991/92
Ratios
M1/GDP 013 | 0.12 0.12
M2/GDP 039 | 041 0.44
Quasi money/GDP 0.25 0.29 0.32
C/D 054 | 0.62 0.68
T/D 294 | 396 451
Multiplier
M1 212 2.14 1.87
M2 6.16 7.37 6.89

1) Outstanding at end of period, except GDP during the calendar year.

of 1991/92 as a result of balance of payments
surplus resulting from increased capital inflow
received by private sector enterprises which was
mostly in the form of commercial foreign
borrowings. On the other hand, foreign capital
inflows by deposit money banks declined
significantly reflecting the success of the
Government’s effort to curtail commercial foreign
borrowings.

The decline in M2 growth was related to the
slowdown in quasi money. Growth in quasi money,
which covers savings and time deposits, slowed to
27.7% in 1991/92 compared to a 44.8% rise in
1989/90 and a 36.3% increase in 1990/91. The
ratio of M2 to GDP, however, increased from 38.5%
in 1989/90 and 41.2% in 1990/91 to 44.4% in
1991/92. This reflects the process of financial
deepening in the Indonesian economy.

Growth in narrow money (M1), accelerated to
15.9% in 1991192 compared to an increase of 6.4%
in 1990/91. Acceleration occurred in both
components of M1, namely currency and demand
deposits, which rose by 22.1% and 12.0%
respectively. This situation can be traced to the
decline in interest rates on savings and time deposits
as well as a tendency to raise interest rates on
demand deposits. Currency increased, particularly
in March 1992, due to the closing of fiscal year
and the coming of the Idul Fitri celebration. The
activities relating to the Idul Fitri celebration always
boost the public’s transactions demand for money
which are mostly settled in currency.

The money multiplier for M2 rose significantly,
from an average of 6.97 in 1990/91 to 8.03 in
1991/92, while that of M1 recorded a smaller rise.
These developments were attributable to the
deregulation of October 1988 which triggered a
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Table 2.2
Money Supply
End Currency Demand | Quasi Ml M2
period deposits
Changes (%)
1987/88 3.5 15.9 35.6 9.8 25.2
1988/89 11.7 25.1 26.6 18.9 23.9
1989/90 18.6 70.1 44.8 47.6 45.7
1990/91 16.0 1.2 36.3 6.4 26.0
1991/92 22.1 12.0 21.7 15.9 24.2
I -2.2 8.5 9.7 44 8.2
II 2.3 6.3 6.9 4.9 6.3
I 3.6 1.3 7.7 2.1 6.1
1\Y% 18.0 4.1 1.0 3.7 1.8

rapid expansion in the number and service network
of banks. Despite a marked deceleration in the
reporting year, the expansion of banks’ service
networks to the outlying regions over the past few
years has led to an increased monetization of the
economy.

One of the objectives in the series of
deregulation in banking and monetary sector is
to stimulate the process of financial deepening.
Financial depth can be measured by a ratio of
financial assets to gross domestic product (GDP).
Since money supply is the main component of
financial assets, financial depth can also be
measured by the ratio of money supply in broad
term (M2) and GDP. This ratio shows the level of
monetization in the economy.

Financial deepening has a strategic role in
supporting sustainable economic growth and
building a strong network for the transmission of
monetary policy. It also shows how effective a
financial system is, especially the banking sector,
in mobilizing and allocating funds to most

On average, growth in domestic liquidity
remained low despite the increase in money
multiplier during the reporting year. This was
due to the relatively slow growth of reserve money
despite the cautious relaxation of monetary policy
through a reduction in the discount rate on SBIs
which was aimed at lowering domestic interest
rates: The increase in reserve money, which
occurred in the last week of March 1992, was
designed to meet the liquidity needs of banks.
During that week, reserve money increased
substantially. The increase, however, was of a
temporary nature and declined in early April
1992. Excluding the jump of reserve money
in the last week of March,1992, reserve money
increased by only 8.4% during the reporting
year.

productive and efficient users in the private
sector. As is widely recognized, the financial
sector, including banks, plays the important role
of financial intermediary and limits, evaluates,
and distributes financial risks. Financial
deepening generally leads to lower transactions
costs, an optimum distribution of risks and better
investment choices. Thus, financial deepening
encourages economic efficiency and is in line
with economic development.

In a number of ASEAN countries, such as
Indonesia, Singapore, Malaysia, Philippines, and
Thailand financial deepening occurred following
the liberalization or deregulation of the financial
system. Prior to the deregulation, the financial
system in these countries was marked with
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excessive regulations that inhibited financial
deepening. These regulations, covering interest
rate decisions by the monetary authority, credit
ceilings, high minimum reserve requirements,
and others, brought about slow development of
the money/capital markets.

In its development process, Indonesia had
experienced financial shallowing which was
caused by heavy dependence on the government
sector, especially in the 1970s. Financial
shallowing was a result of heavy pressures on
the financial sector, marked by excessive
regulation of the financial sector, unrealistic
exchange rates, and other regulations mentioned
earlier. These regulations tended to have a
negative impact on real interest rates, especially
when inflation rate was high and uncontrollable.
This condition discouraged savings and resulted
in an inefficient allocation of funds, retarding the
proper development of the banking sector and
causing financial dependence on the government
and central bank.

The negative impact of financial shallowing
between 1970 and the early 1980s was not
severe due to the oil boom. However, with the
world economic recession in early 1980, followed
by the decline in oil/gas price and domestic
economic problems in Indonesia, the negative
impacts of financial shallowing and heavy
reliance on oil/gas earnings on balanced
economic development were felt more
significantly. To strengthen this development, the
government has introduced a number of
deregulation measures in financial sectors since
1 June, 1983. These measures have an essential
impact on banking system development, and

consequently led to financial deepening. The
strategy is basically designed to improve the
operation of the financial sector by removing the
credit ceilings and giving freedom to banks to
decide interest rates on deposits and loans. The
policy helped boost savings, which increased by
215% in the period of June 1983-June 1988 or
at an annual average rate of 25.8%. During the
same period, bank credit also rose remarkably
by 177% or at annual rate of growth of 22.6%.
The level of monetization, measured by the ratio
of M2/GDP also increased, from 10.7% to 17.7%
during 19711982. Since the introduction of
deregulation measures in June 1983, the M2/
GDP ratio rose 27.2% in 1987.

Despite successful achievements of the June
1983 deregulation, there were structural
deficiencies obstructing sustainable growth of
financial activities. The weaknesses was reflected
in the lack of non-bank financial institutions,
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limited banking services, low efficiency, and the
deterioration of bank balance sheets. To improve
the situation, on October 27, 1988 the
Government took two fundamental steps by
promoting the expansion of the banking services
network throughout the country. In addition,
banks were also encouraged to develop new
products to mobilize savings.

The positive impact of these measures was
respected in the improvement of public’s
confidence in banks which led to a significant
increase in savings mobilized by banks and an
increased number of bank offices in Indonesia.
Savings mobilization reached Rp95.1 billion by
the end of 1991 compared with Rpl2.3 trillion in
1983, an annual average growth of 31.0%. The
number of bank offices, which was recorded at
1,518 in 1983, increased to 1,728 in 1988 and
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jumped to 4,247 in 1991. Bank assets also
significantly rose from Rpl7.2 trillion in 1982 to
Rp169.5 trillion in 1990. Credit extended by
banks reached Rpll3.6 trillion in 1991 or
increased annually by 30.3% from Rpll.5 trillion
in 1982. This rapid financial deepening can be
seen more clearly by using the ratio of M2/GDP.
In 1987 the ratio of M2/ GDP was 27.2%, in
1988 it increased to 38.5%, and in 1991 it
reached 44.4%.

Despite the rapid increase in recent years,
the level of financial deepening in Indonesia is
low compared with industrialized countries as
well as other Asean countries. In the United
States, M2/GNP is about 61.2%, Germany
65.4%, and in Japan 115.5%, Singapore more
than 95%, Malaysia more than 70%, and
Thailand more than 70%. The high monetization
in these countries is in line with the development
of money market, especially secondary financial
markets.

Financial deepening is also closely related
to the implementation of monetary policy. Prior
to 1 June 1983 deregulation, monetary control
was exercised directly by determining credit
ceilings, interest rate, and liquidity credits. Since
1 June 1983, monetary control is exercised
indirectly through the control of reserve money.
The impact of reserve money on monetary
aggregate is very much influenced by the
development of domestic money market. In this
regard, the development of money market plays
an important role in supporting effective
monetary control. There is still ample scope for
promoting the process of financial deepening in
Indonesia.
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As previously mentioned, since the beginning
of the reporting year the monetary authority has
taken steps to lower interest rates through the
reduction of discount rates on monetary instruments
and allowing greater flexibility in controlling the
reserve money. These measures had an impact on
the development of the money market and interest
rates. A more marked decline in interest rates has
been observed since the end of second quarter of
1991/92. Meanwhile, the money market has been
stable as reflected by the level of transactions and
interest rates on the interbank lendings.

Interest rate

After recording sharp increases in the preceding
year, the discount rates on SBIs and SBPUs
were lowered in stages so as to reach their normal
levels in 1991/92. The discount rate on SBIs was
cut in April (the largest), July, December, and the
latest cut occurred in March 1992 bringing the
seven-day rate to between 16.99% at the end of
the reporting year compared to 20.17% in the
preceding year. The discount rate on SBPUs was
cut from 24.83% at the end of March 1991 to
20.97% in April 1991, to 19.00% in May 1991
and to 18.50% at the end of the reporting year.

Despite efforts on the part of monetary authori-
ties to lower interest rates, domestic interest rates
have failed to reach the levels originally anticipated.
However, a more marked decline in interbank
rates was recorded. The weighted average of in-
terbank rates declined during the first quarter of
1991/92, reaching a level of 17.61% in April 1991
from 26.99% in the preceding month and declined
further to 11.66% in June. From the second quar-

Table 2.3
Discount Rates on SBI and SBPU 1)

Period SBI SBPU
Percent
1990/91

I 15.41

1I 15.73

111 17.45 -
v 20.17 24.83

1991/92

April 18.39 20.97
May 18.00 19.00
June 17.97 19.00
July 17.72 -
August 17.38 18.88
September 17.38 18.88
October 17.38 18.88
November 17.38 18.88
December 17.37 18.75
January 17.00 18.50
February 17.00 18.50
March 16.99 18.50

1) 7-day rates.

ter through the end of the reporting year, the inter-
bank rates stabilized at an average of 12.62%.
These developments were closely related to the
increase in the liquidity preference of banks as a
part of the process of consolidation to meet the pru-
dential requirements. Furthermore, the relatively
stable interbank rate was also attributable to the
availability of Discount Facility | through the re-
purchase agreement introduced in February 1991.

Interest rates on time deposits, both short-
and long-term, declined modestly in line with the
cut in the discount rates on SBIs and SBPUs. The
average interest rates on one and three-month
rupiah time deposits declined, from 24.07%
and 24.35% in 1990/91 to 19.38% and 20.19% at
the end of the reporting year, respectively. Over the
same period, interest rates on 12-month and
24-month deposits decreased from 22.85% and
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22.25% t0 20.50% and 20.25%, respectively. The
relatively small decline in the long-term interest
rates reflected uncertainty among investors as to
the direction of interest rates in the long run. There
was also a tendency among banks to pursue
longer-term funding.

During the reporting year, interest rates on
foreign currency time deposits offered by
banks declined in response to a marked decrease
in interest rates abroad. For example, the three-
month London Interbank Offered Rate (LIBOR)
fell from 6.38% in April 1991 to 4.38% in March
1992. Foreign banks lowered rates on deposits first
which was subsequently followed by similar moves
by state and private domestic banks.

Table 2.4
Interest Rates
1991/92
End of Period 1990/91
I Il I v
Percent/year (end of period)
Time deposit 1)
Rupiah :
1 month 2407 2310 2047 2015  19.38
3 months 2435 | 2360 2085 2089  20.19
6 months 2416 2307 2138 2162 2082
12 months 2085 | 2250 | 2083 2139 2050
24 months 2025 2100 2000 2000 2025
Foreign currency :
1 month 6.17-8.33 | 6.17-8.33 6.16-9.47 5.12-7.83 4.48-850
3 months 5.63-8.33 | 5.63-8.33 6.16-9.50 5.00-8.08 4.71-8.50
6 months 5.88-8.42 5.88-842 6.14-9.72 4.98-8.42 4.79-8.67
12 months 5.95-8.45 5.95-8.45 6.18-9.83 4.92-8.42 4.75-8.67
Credits 2)
Working capital 2670 2690 @ 2460 2510  24.60
Investment 2320 | 2240 | 1950 1930  19.10
LIBOR (3 months) 6.38 6.19 5.63 493 438
SIBOR (3 months) 6.44 6.25 5.69 463 4.38

1) Simple average.

2) Weighted average.

During the reporting year, the decline in interest
rates abroad, such as the Singapore Interbank
Offered Rate (SIBOR), was larger than that of
domestic interest rates. Taking into account the
depreciation of rupiah vis-a-vis the Singapore
dollar, the interest differential was still relatively
large. Hence, domestic interest rates were still more
attractive, which not only prevented capital outflows
but were high enough to encourage capital inflows.
On the other hand, the high interest rates were not
conducive for promoting investment. Through the
maintenance of a stable monetary environment by
the Government, there should be room for banks
to lower interest rates further. An ideal level of
interest rate would be attractive enough to mobilize
savings and encourage economic activities without
necessarily triggering capital outflows.

Interest rates on loans, both for working capital
and investment, decreased by different magnitudes
during the reporting year. The weighted average of
interest rates on working capital credits declined
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Chart 2.8
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by less than those on investment credits, from
26.70% to 24.60% and from 23.20% to 19.10%,
respectively. The decline in the interest rates on
loans was also smaller than those on deposits. This
was because the decrease in interest rates on
deposits did not directly cut the cost of funds. In
addition, these lower costs were offset to some
extent by rising intermediation costs resulting from
a deterioration in productive assets.

Money market

After recording sharp growth (67.9%) in the
preceding year, transactions in the interbank
market rose only 8.2% to Rp47.9 trillion in
1991/92. Furthermore, the average level of
monthly transaction was more stable, moving
within a range of Rp3.6 trillion and Rp4.6 trillion
compared to Rp2.4 trillion and Rp4.9 trillion in
the earlier year. These trends were accounted for
by the increase in bank liquidity due to the restraint

exercised by banks in extending loans and the
greater flexibility of Bank Indonesia in controlling
reserve money. In addition, there was a tendency
among banks to convert their liquidity from foreign
currencies to rupiah.

Total SBIs outstanding rose from Rp9.4
trillion in 1990/91 to Rpll.2 trillion at the end of
the reporting year. This increase was comprised
of Rp2.4 trillion SBIs issued by auction and
Rp8.8 trillion of special SBIs issued. The SBIs
outstanding issued by auction jumped from
Rp0.3 trillion in March 1991 to a level of Rpl.5
trillion in the following month, reaching its peak
of Rp4.5 trillion in July 1991 which was closely
related to the increase in bank liquidity. Special
SBIs declined slightly from Rp9.1 trillion in
March 1991 to Rp8.7 trillion in May 1991 where
they remained virtually unchanged until the end
of the reporting year. This development was due
to a one-year extension of SBIs owned by public
enterprises. This was intended to avoid a
monetary disruption resulting from a sudden

Table 2.5
Rupiah Liquidity of Deposit Money Banks

March March | March
1990 1991 1992

Billions of rupiah

Total reserves 4.406 2.074 5.489
Primary reserve 2.523 1.764 3.096
Secondary reserve SBI 1.884 310 2.393

Current liabilities 46.109 64.180 78.825
Deposits 45.856  57.397 74.629
Outstanding SBPUs 253 6.782 4.196

Percentage of liquidity
Total liquidity/

total current liabilities 9.6 3.2 7.0
Liquid assets/deposits 9.5 3.1 4.1
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Chart 2.4
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increase in the money supply when these special
SBIs matured. With respect to the secondary
market, its development was still not satisfactory
as reflected in a drop in the level of transactions
from Rpl.4 trillion in 1990/91 to Rp0.3 billion
during the reporting year.

Bank Indonesia reactivated the purchase of
SBPUs at the end of 1990/91. At that time,

Table 2.6

Transactions and Interest Rates in

the Jakarta Money Market

Transaction and 199091 1991/92 1991/92

Interest Rates I O m

Trilions of rupiah

Trasaction value

One day 1) 316 425 101 107 112 105

Total 43 419 115 119 125 12
Percent

Interest rate 2)

One day 1) 2690 1284 1129 1272 1243 12.84

Total 2699 1301 1192 1280 1278 13.01

1) Afternoon transaction.
2) Weighted average interest rate in the last month of the period.
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outstanding SBPUs stood at Rp6.8 trillion,
mostly comprising special SBPUs intended to
assist banks experiencing a drain in liquidity
following the conversion of the deposits of public
enterprises to SBIs in March 1991. The
outstanding special SBPUs subsequently
declined to Rp3.5 trillion in September 1991 and
Rpl.2 trillion at the end of the reporting year.
Meanwhile, outstanding SBPUs by auction rose
from RpO0.1 trillion in March 1991 to Rpl.4
trillion in June 1991, reaching its peak of Rp3.0
trillion at the end of the reporting year. This
development was closely related to the purchase
of SBPUs of a relatively long-term maturity (one
year) by Bank Indonesia and a cut in the discount
rate on them. Despite the significant increase,
transactions of SBPUs between Bank Indonesia
and banks were still limited.

The issuance of certificate of deposits
(CDs) nearly tripled, reaching Rpl.2 trillion
during the reporting year. The increase mainly
occurred in the beginning of the first quarter of
1991/92 which was attributable to the intensive
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Table 2.7

Issuance, Repayment, and Outstanding of Bank Indonesia
Certificates (SBIs) and Money Market Securitaies (SBPUs)

Table 2.9
Certificates of Deposit

SBI
By auction
Issuance
Repayment
Outstanding 1)
Interest rate (%) 1)
Special
Issuance
Repayment
QOutstanding 1)
Interest rate (%) 2)
SBPU
By auction
Issuance
Repayment
Outstanding 1)
Interest rate (%) 1)
Special
Issuance
Repayment
QOutstanding 1)
Interest rate (%) 3)

1991/92 Changes End of period
199091 1991/92 ‘ I ‘ i ‘ il ‘ I\ Type of Banks | 1990/91 1991/92 | 1991/921)
Trillions of rupiah Billions of rupiah
State banks 26 141 244
94 50 | 164 155 123 129 Foreign banks 2) 243 654 985
U3 49 183 159 126 132 Total 269 795 1,229
0.3 24 3.3 30 27 24 1) The outstanding certificates of deposit are equals the

275 1979 1826

9.9 8.9 -
0.8 9.1 0.4
9.1 88 | 87
30 165 | 34
31| 126 | 22
0.1 3.0 14

3087 1844 2047

73 18 | 02
0.7 3 0.5
6.6 12 6.3

1883 1803 1 19.79

- - 89
0.3 0.2 8.3
84 8.2 88
24 45 51
24 34 46
L5 25 3.0

1906 2019 | 1844

0.1 - 15
29 L7 21
3.5 18 12

stock of the preciding period plus total sales in the
current period minus total repayment in the current of
the concerned period.

2) Including certificates of deposit issued by private
national banks.

1) The last month of the period.

2) Interest rate for one year maturity was 22.00%.

3) Interest rate ranged from 18.75% - 23.00% depending upon maturity.

Table 2.8
Trasaction of SBI in the Secondary Market
Trasaction Weighted
Period value average interest
rate
Billions of rupiah Percent per annu
1990/91 1.355.2
Quarter I 858.2 13.42
Quarter II 83.5 19.87
Quarter IIT 214.0 21.95
Quarter IV 199.5 22.39
1991/92 253.9
Quarter I 9.0 21.63
Quarter II 50.0 18.26
Quarter IIT 94.3 18.16
Quarter IV 100.6 18.68

efforts by banks in marketing CDs with more
attractive characteristics. Furthermore, banks
increasingly tended to use CDs as an alternative
source of funds because of their stability
compared to time deposits.

Since Bank Indonesia provided Discount
Facility I on the basis of repurchase agreement
(repo) in February 1991, banks made use of the
facility in two ways: first, through repos and
second, through the submission of securities as
collateral. During the reporting year, the
utilization of Discount Facility I amounted to
Rp851.6 billion, all of which was on a repo basis.
On a monthly basis, the highest level was recorded
in November (Rpl49.9 billion). Taking account of
the repayment in the amount of Rp893.4 billion,
the outstanding Discount Facility I was fully repaid
at the end of the reporting year. These developments
indicated that the Discount Facility I on the repo
basis was more attractive than that on non-repo due
to the longer maturity (up to 7 days). Furthermore,
the impression that banks which use this facility
are experiencing liquidity problems could be
minimized.
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To achieve the ultimate targets of monetary
policy, which include increasing national
income, expanding job opportunities, as well
as stabilizing the balance of payments and the
price level, the monetary authority attempts to
realize a set of intermediate targets. The
interest rate is one of the intermediate targets
of monetary policy and recent efforts heave
been directed at reducing rates. Caution is
required in determining an appropriate level
for interest rates because an excessively high
or low level of interest rates will discourage
economic development.

Interest rates that are too low will boost
investment but it will not encourage the
mobilization of savings through the banking
system and therefore would create a gap between
savings and investment. In addition, a low level
of interest rates may also cause capital outflows
and a deterioration in the balance of payments
(run down in the country’s international reserve
position). On the other hand, interest rates that
are too high will encourage neither investment
nor production.

In a number of developed countries, such
as the U.S. and Canada, monetary authorities
use short-term interest rates as an intermediate
target to influence long-term interest rates.
This, in turn, will impact on investment and
production. To affect interest rates, the U.S.
government adjusts the discount rate, which
is used by banks to help determine the level
of interest rates they offer on time deposits and
charge on loans.

In Indonesia, the discount facility has not
been used as an effective monetary tool
because it has not been established as a
reference rate. Banks, however, have been
reluctant to utilize this facility because there
is a negative connotation attached to banks that
resort to this facility. An alternative used to
affect interest rates has been by adjusting the
SBI interest rate through open market
operations.

Interest rates are affected by the actions of
the monetary authority, banks and the general
public. On the part of the monetary authority,
interest rates on deposits are affected by the
SBI rate and the ongoing adjustment of the
financial sector to the prudential regulations
issued in February 1991, namely provisions
on the capital adequacy ratio (CAR), the loan
to deposit ratio (LDR), and reserves for bad
debts.

CAR is defined as a percentage of a bank’s
capital to its assets, and can be increased by
raising capital and/or reducing assets. LDR is
defined as a percentage of a bank’s loan to its
deposits and can be increased by mobilizing
savings and/or limiting credit. Banks which
have not been able to meet the minimum LDR
may increase deposit rates to expand their
deposit base. The tendency to limit credit has
not lowered lending rates because of the high
demand for credit. Higher interest rates may
encourage banks to accept a higher level of risk
which, in turn, will increase the intermediation
cost.
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On the part of bank, internal management
plays an important role in affecting interest rates.
A well and efficiently managed bank will enjoy
a greater degree of confidence from the general
public who will readily open accounts there
despite relatively low interest rates. This lower
cost of funds for the bank coupled with efficient
bank management will reduce cost of loanable
funds and create a climate conducive for lowering
the interest rates on bank credit.

In Indonesia, banking funds are concentrated
on certain depositors, and this creates
disadvantages to banks in deciding their interest
rates. Banks are unwilling to lose important
customers when the interest rate does not meet
the needs of the customers.

Other factors that affect domestic interest rates
are overseas interest rates, the tax rate on
deposits, the public’s expectations concerning a
rupiah devaluation and the outlook for inflation.
If monetary policy attempts to reduce domestic
interest rates so that the spread between domestic
and foreign interest rates narrows by an amount
greater than that justified by the market
expectation, capital flight will occur. As a result,
the rupiah will depreciate, offsetting attempts to
lower domestic interest rates.

A number of factors affecting domestic
interest rates are definitely outside the control of
the monetary authority. Only open market
operations in general and the interest rate on SBIs
in particular are expected to influence interest
rates on time deposit and credit.

Market-determined interest rates have been

in place since June 1, 1983. Prior to that, the
monetary authority determined the interest rates
on time deposits and credit ceilings for state
banks. Efforts to control interest rates through
open market operations occurred with the intro-
duction of SBIs in 1984 and SBPUs in 1985.
Interest rates on SBIs are based on a cut-off rate
(COR) determined by the monetary authority.
Hence, in an auction, SBIs are sold to banks
intending to buy at the COR or lower.

During 1990/91, Indonesian economy
experienced high inflation rate, which was an
indication of overheating. Efforts to contain
demand have consisted of a reduction of liquidity
credits, the conversion of bank deposits of state
enterprises to SBI, and an increase in the SBI
rate. The rise in SBI rate drove up deposit rates
at the same period. The SBI COR rose by a range
of 0.91% 3.98% in June 1990 and went up
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further at a range of 0.04% - 0.12% in September
1990. Correspondingly, interest rates on deposit
increased by a range of 0.25% - 1.00% and
0.25% - 2.50%, respectively, curing the same
period. A further increase in the SBI COR of
1.00% - 4.45% in March 1991 also gave a rise
of around 0.25% - 2.75% during the same
period.

In contrast to the situation described, banks
did not lower deposit rates when the authority
lowered the SBI COR by 1.00% - 3.88% in
April 1991 which affected a decline of only
around 0.25% - 1.75%. This situation is likely
related to costs associated with the efforts of
banks to meet requirements on CAR and LDR,
and the desire to protect their deposit base.
The monetary authority responded by
purchasing SBPUs to provide banks a safety
valve in case of losing customers if they lower
deposit rates.

In May 1991, SBI COR of 1 - 12 months
was lowered by 0.12% - 1.48% and deposit

rates went down by between 0.5% and 2%.
This lower deposit rate was affected by the
lowering of SBI COR which declined by
0.50% - 1.00%. Again, from May 1991 until
January 1992 banks responded favorably as
reflected in a decline of deposit rates by
between 1.34% and 4.62%. This condition
continued up to April 1992 when SBI COR
was 1.0% - 2.4% lower than that in January
1992. During the same period, deposit rates
dropped by around 0.25% and 1%.

By projecting an 8% inflation rate in 1992/93,
the deposit rate is expected to go down around
16% - 18% and the credit rate is in a range of
19% - 21% by the end of 1992. A further decline
in interest rates may be possible if the inflation
rate falls to between 5% and 7% and the ratio of
current account deficit in GDP is contained at
2.65% - 3.01%. Credit rates are usually slower
to decline since the average interest rate on time
deposits adjusts more slowly. However with the
gradual decline of the deposit rate, lending rates
will also fall, though lagging behind.
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GOVERNMENT FINANCE

In an effort to cool down the economy, monetary
policy was supported by a conservative fiscal policy
reflected in the state budget outturn for 1991/92.
The state budget for the fiscal year 1991/92 was
estimated at Rp50.6 trillion or 2.2% higher than
the outturn in the previous year. The 1991/92
budget outturn was above target at Rp52.0 trillion
or 5.1% higher than the outturn of preceding year.
Although increasing nominally, in real terms the
1991/92 budget outturn decreased by 4.7% after
taking into account the inflation rate of 9.78%. On
the revenue side, the Government succeeded in
increasing domestic revenue significantly even
though oil/gas receipts dropped sharply due to the
decline in international oil prices. The increase in
domestic revenues was achieved due to the strong
performance of non-oil/gas revenues which
registered growth of 21.6% in 1991/92. As a results,
the share of non-oil/gas in domestic revenues
increased from 55.2% in 1990/91 to 63.8% in
1991/92. For the most part, non-oil/gas revenues
originated from tax receipts (90.6%) which
increased by 22.0% -- much more rapidly than the
nominal GDP-- and as a result the ratio of tax
receipt to GDP increased significantly.

The conservative nature of fiscal policy was also
reflected in higher growth of revenue than that of
expenditure, resulting in a budget surplus which is
treated as development budget reserve (CAP).
Routine expenditure only increased by 0.8% in
1991/92 compared with 23.3% in the preceding
year. When adjusted for inflation, the routine
expenditure was decreased by 9.0% in real terms.
Furthermore, development expenditure also slowed
growing 11.9% in 1991/92 compared to 40.6% in
the previous year.

Weak growth in routine expenditure was due
mainly to the government policy which reduced the
domestic fuel oil subsidy by increasing domestic
fuel oil prices. In addition to controlling
expenditures, the increase in domestic fuel oil prices
was needed in order to contain the growth of
domestic fuel oil consumption. In contrast,
personnel expenditures rose strongly at a rate of
14.9% in 1991/92 due to the salary increases
granted to government employees. Material
expenditures increased by 29.7% in 1991/92 for
the operation and maintenance of government
institutions as well as maintain the quality of
existing infrastructure.

Regarding development expenditures, the
Government made efforts to allocate funds
efficiently aiming to develop infrastructure in order
to promote private sector investment, regional
development and improving public services. The

Table 3.1
Government Revenues and Expenditures
1991/92 1992/93
1990/91 Budget Actuals Budget
Billions of rupiah
Revenues 49,451 50,556 51,994 56,109
Domestic 39,546 40,184 41,585 46,509
Development 9,905 10,372 10,409 9,600
Expenditures 49,450 50,556 51,992 56,109
Routine 29,998 30,558 30,228 33,197
Development 19,452 19,998 21,764 22,912
Government savings 9,548 9,626 11,357 13,312
Development fund 19,453 19,998 21,766 22,912

Source : Ministry of Finance.
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increase in development expenditures was financed
primarily by government savings which increased
by almost 20% in 1991/92 compared to the previous
year, while development revenue originating from
foreign borrowing only increased by 5.1%. This
was in line with the guidelines adopted for foreign
borrowing.

The role of fiscal policy in containing domestic
demand was also reflected in the contractionary
impact that government finances had on the
money supply. This amount reached Rp2.4
trillion or 3.0% of money supply in the end of
March 1991. These funds were used to increase
the reserve fund and the government’s equity
participation in state banks.

To fulfill the increasing needs for development
funds, the Government continuously made efforts
to increase its revenue, especially domestic
revenue, whereas foreign aid remained a
complement far domestic funds, In the reporting
year, the revenue outturn reached Rp52.0 trillion,
which consisted of domestic receipts amounting
to Rp41.6 trillion and development receipts
amounting to Rpl0.4 trillion -- both representing
an increase of around 5%.

Underlying the increase in domestic revenues
was the sharp rise in non-oil/gas revenues,
which amounted to Rp26.5 trillion--mostly from
increased tax receipts. Meanwhile, oil/gas
receipts decreased by 15.1% to Rpl5.0 trillion
due to 17.9% decline in oil prices. It should be
noted that the average price of Indonesia’s crude
oil in the reporting year was $ 18.55 per barrel
and lower than the assumption of $ 19.00 per
barrel contained in the budget for 1991/92.

Table 3.2
Ratios in Government Revenues and Expenditures
Budget
1989/90 1990/91 1991/92 1992/93
Percent
Government savings to
development fund 319 491 52.2 58.1
Government savings to
total expenditure 116 193 21.8 23.7
Government savings to
development expenditure 319 491 52.2 58.1
Government savings to
GDP 1) 26 48 5.0 5.3
Government expenditure
to GDP 1) 228 251 229 22.3
Tax receipt to GDP 1) 92 10.0 106 11.5
Development expenditure
to GDP 1) 83 99 9.6 9.1
Tax receipt to total
revenue 404 399 463 51.4

Tax receipt to non-oil/gas
receipt 882 903 906 91.1

1) GDP in calendar year.

Non-oil/gas receipts increased 21.6% to
Rp26.5 trillion in 1991/92. Tax receipts from
income taxes, value-added taxes, sales taxes on
luxuries, and land and building taxes all increased.
In contrast, revenues from import duties and export
tax decreased. With that development, the ratio of
tax receipts to GDP increased to 10.6% in
1991/92 compared to 10.0% in the previous year.
In the same period, the ratio of tax receipts to
government revenues also increased, reaching a
figure of 46.3% compared to 39.9% in the
preceding year.

The category of tax revenues which increased
most strongly was income tax revenues which
increased 41.8% to Rp9.6 trillion. This was related

28



to the efforts to intensify tax collection during the
last few years. In 1991/92, the Government has
improved various regulations related to the
imposition of income tax. This includes the
imposition of a progressive income tax on interest
earned from time deposits, certificate of deposits
and savings deposits, as well as interest earned on
Bank Indonesia certificates owned Dby
corporations. Meanwhile, tax revenue originating
from VAT and sales taxes on luxuries also increased
significantly by 19.6% to Rp8.9 trillion, even
though this increase was lower than the increases
recorded in the past few years, which was related
to desirable slowdown in import growth.

In order to expand the tax base and distribute
the incidence of taxes more equally, the
Government set the maximum value of gross sales
of taxable goods and services for small-scale
entrepreneur that can be exempted from VAT at
Rpl20 million and Rp60 million, respectively. The
measure was put into effect since January 1, 1992.
In addition, to boost VAT revenues, the
Government included wholesalers with gross sales
of Rpl billion a year as subject to pay VAT.®
Furthermore, on January 1, 1992 the Government
also expanded the application of taxes on luxury
goods to include a wider range of products including
certain kinds of motor vehicles.”

In the meantime, receipts from the tax on land
and buildings increased 7.9% to Rp.875 billion.

1) - Government Regulation No.74/1991, December 3I, 1991.
- Minister of Finance Decree No.1287/KMK.04/1991, December 31,
1991.

2) Minister of Finance Decree No. 1288/KMK.04/1991, December 31,
1991.

3) - Government Regulation No. 75/1991, December 31, 1991.
- Minister of Finance Decree No. 1289/KMK.04/1991, December 31,
1991.

4) - Government Regulation No. 76/1991, December 31, 1991.
- Minister of Finance Decrees No. 1285/KMK.04/1991 and No. 1286/
KMK.04/1991, December 31, 1991.

Table 3.3

Government Revenues
1991/92 1992/93
199091 Budget Actuals Budget

Billions of rupiah

Domestic revenues 39,546 40,184 41,585 46,509
Oil and gas receipts 17,712 15,009) 15,039 13,948
0Oil 14,578 12,522) 12,481 11,201
Gas 3,134 2487 2558 2,747
Non-oil/gas receipts 21,834 25,175 26,546 32,561
Tax 19,719 22,345 24,059 28,850
Non-tax 2,115 2830 2487 3711
Development revenues 9,905 10372 10409 9,600
Program aid 1,397 | 1,538/ 1,563 501
Pure 35 - - -
Local cost financing 1,362 1538 1,563 501
Project aid 8508 8834 8846 9,099
TOTAL 49451 50,556 51,994 56,109

Source : Ministry of Finance.

This increase was attributable to the simplification
of the tax collection procedure, the improvement
of data collection activities, and adjusting selling
price of the tax object, which became effective on
November 22, 1991.9 Furthermore, in order to ease
the tax burden on low- income groups, the
Government increased the sale value of non-taxable
buildings to Rp7 million in January 1992.°

Revenues originating from import duties
decreased by 14.2% to Rp2.1 trillion, due largely to a
decrease in import growth. Government receipts from
excise duties increased 16.0% to Rp2.2 trillion,
which was primarily related to the increase of duties
on tobacco stemming from a lowering of tariffs.

5) Minister of Finance Decree No. 1147/KMK.04/1991, November
22, 1991.

6) Minister of Finance Decree No. 1291/KMK.04/1991, December
31, 1991.
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The revenue from export taxes in 1991/92 fell
56.8% to Rpl9 billion compared with the previous
year. The lower outturn for export tax receipts was
related to the exporters’ preference, to export
processed goods rather than raw materials to avoid
relatively higher export taxes. Meanwhile, receipts
originating from other taxes consisting of stamp and
auction duties rose 24.7% to Rp303 billion
compared to 1990/91.

Non-tax revenues in 1991/92 increased by
17.6% to Rp2.5 trillion. The increase in nontax
receipts was achieved by improving the efficiencies
of state-owned enterprises and intensifying its
collection efforts.

Although its role in financing development was
decreased, foreign aid continued to be utilized to
complement domestic funds to support the
development process. The actual development
revenues in 1991/92 reached Rpl0.4 trillion,
which was 5.1% higher than the 1990/91 outturn.
Development revenues, in the form of program aid
rose 11.9% to Rp 1.6 trillion compared to 1990/91,
while project aid increased 4,0% to Rp8.8 trillion.

Government Expenditures

In 1991/92, government expenditures
increased by 5.1% to Rp52.0 trillion. The ratio of
government expenditure, excluding development
budget reserve, to GDP reached 22.2% in 1991/92
compared with 24.1% in 1990/91. Routine
expenditure amounted Rp30.2 trillion, which
represented an increase of 0.8% compared to
1990/91. This outturn was related to the decrease
of fuel oil subsidy. Debt amortization and interest
payments reached Rpl3.4 trillion, which was
relatively remained unchanged compared to
1990/91 but still the largest part (44.4%) of routine

expenditure. Personnel expenditure increased
14.9% to Rp8.1 trillion which was related to the
higher incomes for civil servants, armed forces
personnel and retired government employees,
besides budget adjustment for rice allowance and
other personnel expenditures. In the 1991/92,
material expenditures increased 29.7% to Rp2.4
trillion, which was related to the additional
expenditure to support the operation and
maintenance activities of government institutions.
Subsidies to the local governments rose 14.1%
above the 1990/91 level to Rp4.8 trillion. Other
routine expenditures fell to Rpl.5 trillion in 1991/92,
a decrease of 57.4% compared to 1990/91 due
to sharp drop in fuel oil subsidies.

Development expenditures, which was
mainly intended to expand infrastructure, increased

Table 3.4
Government Expenditures
1991/92 1992/93
1990/91 Budget Actuals =Budget
Billions of rupiah
Routine expenditures 29,998 30,558 30,228 = 33,197
Personnel expenditure 7,054 1,153 8,103 9,145
Material expenditure 1,830 2,201 2,373 2,432
Subsidies to local
Government 4,236 4,660 4,834 5,269
Amortization and
interest payments 13,395 | 14,381 13434 = 15902
Others 3,483 1,563 1,484 449

Development expenditures 19452 @ 19,998 21,764 22912

Ministries/institutions
including national defense

and security 4,853 6,447 5971 8,038
Regional development 2,998 3,958 3,953 4,951
Other expenditure 1,093 759 1,494 824
Development budget

reserves 2,000 - 1,500 -
Project aid 8,508 8,834 8,846 9,099

TOTAL 49450 | 50,556 = 51,992 56,109

Source : Ministry of Finance.
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11.9% to Rp21.8 trillion in 1991/92. Development
expenditures as a percentage of GDP remained at
about 10 % in 1991/92. In order to maintain
development momentum, the Government
expanded opportunities for the private sector to
participate in development process. Of that total,
Rp8.8 trillion was in the form of project aid to
develop infrastructure to support private sector
development and human resources development
aswell as expand basic services to improve people’s
standard of living. Meanwhile, about Rpl3.0 trillion
was local-cost financing, which was used, among
others, to finance the expenditures of ministries and
other government institutions of Rp6.0 trillion and
several regional development program of Rp3.9
trillion. Regional development expenditure
increased significantly (31.9%) under presidential
instruction scheme to support various projects

Table 3.5
Development Expenditures by Sector

1991/92 1992/93
199091 Budget Actuals Budget

Billions of rupiah

Government 250 290 321 398
National defense and

security 996 1,085 1,023 1,120
Education and culture 2,607 3,006 2,847 3,569

Health, social welfare
population, and family

planning 723 783 891 955
Housing and settlement 677 833 801 959
Religion and manpower 621 797 766 953
Economy 8,766 10,084 10,289 11,266

Regional, business, and
environment 2,812 3,121 3,326 3,692

Development budget
reserves 2,000 - 1,500 -

TOTAL 19,452 19,998 21,764 22,912

Source : Ministry of Finance.

designed to create employment opportunities and
to promote a more equal distribution of
development which, in turn, will alleviate poverty.
Subsidies on fertilizer, government equity
participation and others were increased to Rpl.5
trillion in 1991/92. As in the previous year, the
Government allocated a development budget
reserve, amounting to Rp1.5 trillion in the reporting
year.

Government Savings

Government savings, defined as the difference
between domestic revenues and routine
expenditures, increased by 18.9% to Rpll.4 trillion
in the fiscal year 1991/92. As a consequence, the
role of government savings in development
financing increased to 52.2% compared to 49.1%
in the previous year. In the meantime, the share of
government savings in GDP increased from 4.8%
to 5.0%. Higher government savings has reduced
the dependence of development expenditure on
foreign aid.

Government Budget for Fiscal Year
1992/93

The state budges for 1992/93 was designed to
reinforce monetary policy in order to reduce the
current account deficit and the inflation rate. The
budget for 1992/93 is characterized by government
efforts to increase further domestic revenues,
especially from taxes, so as to reduce dependence
on foreign aid. In addition, Government expenditure
is directed toward improving and expanding
infrastructure in order to provide a basis of
sustainable economic development.

The government’s effort to boost domestic
revenues is reflected in the changing composition
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of the budget during the last few years. In the
last five years, domestic revenues as a percentage
of total revenues increased from 69.7% in
1988/89 t0 82.9% in the 1992/93 budget. Over
the same period, development revenues as a
percentage of total revenues decreased from
30.3% to 17.1%. Meanwhile, the role of routine
expenditures as a percentage of total
expenditures decreased from 62.9% in 1988/89
to 59.2% in the budget for 1992/93, while
development expenditures rose from 37.1% to
40.8% for the same period. If amortization and
interest payments are excluded, routine
expenditures as a percentage of total
expenditures decreased from 44.4% in 1988/89
t0 43.0% in the budget for 1992/93.

Budget for revenues and expenditures in
1992/93 were set at Rp56.1 trillion, representing
an increase of 7.9% from the 1991/92 outturn.
Domestic revenues were Rp46.5 trillion or
11.8% higher than the 1991/92 outturn. These
comprised oil/gas receipts of Rpl3.9 trillion and
non-oil/gas receipts of Rp32.6 trillion. Higher
domestic revenues were expected from non-oil/
gas receipts, especially taxes, in line with
government policy to make taxes receipts the
main source of government revenue. This
government policy included improving
regulation, enhancing collection efforts while
expanding tax base, enhancing administrative
controls, and enforcing legal sanctions.

Revenue from oil/gas sales was estimated to
decline in line with the fall in oil prices to an average
price of $17.00 barrel and production of 1.534
million barrels a day. Meanwhile, development
revenues were budgeted at Rp9.6 trillion or 7.8%
lower than the 1991/92 outturn, comprising
program aid of Rp0.5 trillion and project aid of
Rp9.1 trillion. Due to the need for local-cost
financing, the Government relied less on program
aid, which declined by 67.9% compared to
1991/92. Furthermore, project aid, which
increased by 2.9% compared to the 1991/92
outturn will be used for developing priority sectors.

Routine expenditures are budgeted at Rp33.2
trillion, an increase of 9.8% over the 1991/92
outturn. Personnel expenditure are expected to
increase significantly, namely by 12.9%, due mainly
to increases in salary and pension payments. In
addition, amortization and interest payments are
estimated to increase by 18.4% to Rpl5.9 trillion
and represent 47.9% of routine expenditures.
Development expenditures are budgeted at Rp22.9
trillion, an increase of 5.3% over the 1991/92
outturn, to be financed in large part by government
savings.

In 1992/93 budget, the Government savings are
budgeted at Rpl3.3 trillion, an increase of 17.2%
compared with the 1991/92 outturn. The ratio of
government savings to GDP was estimated to reach
5.3% compared with 5.0% in the previous fiscal year.
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BALANCE OF PAYMENTS

Measures to cool down the economy combined
with continuing efforts to promote non-oil/gas
exports had helped improve of Indonesia’s balance
of payments situation in 1991/92 as reflected in
the reduction of non-oil/gas current account deficit.
Due to unfavorable external developments,
especially oil price drop, however, the overall
current account deficit widened. Meanwhile, as in
the previous year, the capital account recorded a
surplus which was greater than the current account
deficit. As a result, the overall balance of payments
remained in a surplus, albeit lower than the previous
year’s, and the foreign exchange reserves of Bank
Indonesia increased significantly.

Monetary policy coupled with other government
measures succeeded in containing domestic
demand during 1991/92. As a result, the gap
between domestic supply and demand narrowed.
The growth rate of non-oil/gas import declined while
non-oil/gas export growth accelerated. Growth in
non-oil/gas exports was aided by improved
competitiveness and various government measures
to promote exports in the face of weak in world
demand and trade volumes that reduced demand
weakened demand for some of Indonesia’s primary
commodities. With the increase in non-oil/gas
exports, the non-oil/gas trade and current account
deficits improved from deficits of $4.1 billion and
$9.8 billion in 1990/91 to $2.7 billion and $8.9
billion respectively in 1991/92. In contrast, the oil/
gas current account surplus dropped from $6.0
billion to $4.6 billion as a result of oil price drop in
international market. These developments resulted
inanincrease in the overall current account deficit
from $3.7 billion in 1990/91 to $4.4 billion in
1991/92. Nevertheless, as a percentage of Gross
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Domestic Product (GDP), the current account deficit
relatively stable, namely 3.6% in 1990/91 and 3.8%
in 1991/92. It can be added that for calendar year
1990 and 1991 the percentage were 3.0% and

3.8%, respectively.

Chart 4.2
Trade and Current Account

Millions of &

LMD ]

| 3 Teade deoevant [ Servies Amouni Bl Currerk desvenk
AT

Tl

B ‘%

b

:

i

195768 153350 193550 #5091 13911

33



Chart 4.3
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The rise in 1991 was due to sharp increase in
the current account deficit in the fourth quarter of
1991.

As regards the capital account, total official and
private capital inflow (net) decreased from $6.8
billion in 1990/91 to $5.6 billion in 1991/92
reflected primarily a decline in private capital
inflows, excluding foreign direct investment (FDI)
scheme. The decline in private capital inflows also
contributed to lower import growth. Developments
in the capital account were also related to measures
to coordinate foreign commercial debt.

As previously mentioned, the government created
aForeign Commercial Debt Coordinating Team (Team
PKLN)" to stem foreign borrowing by business sector
which grew rapidly over the preceding two years. The
team, among other things established ceilings for new
foreign commercial borrowing commitments over the
next five years for various category of borrowers in
addition to rescheduling a number of large scale
investment projects.

1) Presidential Decree No. 39 of 1991, September 4, 1991.

Table 4.1
Balance of Payments

1989/90 ‘ 1990/91 ‘ 1991/92
Billions of $
Current Account -1.6 -3.7 -4.4
Merchandise 6.5 5.1 4.9
Exports fob 23.8 28.1 29.7
Non-oil/gas 14.5 15.4 19.0
Oil/gas 1) 9.3 12.8 10.7
Imports fob -174 -23.0 -24.8
Non-oil/gas -14.8 -19.4 -21.7
Oil/gas -2.5 -0.36 -3.1
Service -8.1 -8.9 9.3
Non-oil/gas -5.2 -5.7 -6.3
Oil/gas 1) -2.9 -3.2 -3.0
Capital Account 2.4 6.8 5.6
Net Official Capital
inflow 1.8 0.9 14
Official inflow 5.5 5.0 5.6
Debt repayment -3.7 4.1 4.2
Net Private Capital
inflow 0.6 5.9 4.1
Total 0.8 3.0 12
Net errors & omissions -0.6 0.3 -0.2
Monetary movements 2) -0.2 -3.3 -1.0
Official reserves 6.3 9.6 10.5
Non-oil/gas imports
(months) 4.6 5.4 5.3

1) Oil/gas imports is imports by oil/gas companies, consisting
of oil and other merchandise, while oil/gas services
cover payments of foreign contractor’'s share and other
services payments (net) by oil/gas companies.

2) Positive means deficit and negative means surplus.

These measure were intended to organize assess
to the international capital market and to avoid
heavy burden on Indonesia’s future balance of
payments.

During 1991/92, Bank Indonesia revised mea-
sures on Net Open Position of banks, swaps, and
credit extension denominated in foreign currency.?

2) - Board of Directors of Bank Indonesia Decree No. 24/ 50/KEP/
DIR, November 20, 1991.
- Board of Directors of Bank Indonesia Decree No. 24/ 51/KEP/
DIR, November 20, 1991.
- Board of Directors of Bank Indonesia Decree No. 24/ 53/KEP/
DIR, November 20, 1991.

34



The measures are in accordance with prudential
principles designed to control bank’s risk exposure
originating from foreign currency transactions, in-
cluding “off balance sheet” activities. The revision
of swap measures was intended to promote the in-
terbank foreign exchange market and to attract capi-
tal inflow intended for investment. Meanwhile, the
revised measures covering credit extension were
designed so that the banking sector could continue
to support export activities, especially non-oil/gas
exports. In line with the success of Inpres (Presi-
dential Instruction) N0.4/1985 in securing the
smooth flow of goods and in sustaining economic
activity, the Government reestablished export and
import procedures along with their inspection pro-
cedures.? The new measure, superseded Inpres No.
4/1985 and as a result the authority to conduct in-
spections was returned to the Directorate General
for Customs and Excises.

Merchandise Exports

The value of overall merchandise exports in
1991/92 only increased slightly, namely by 5.6%
compared to 18.1% in the previous year. This
slowdown was attributable mainly to the oil-price
decline, while non-oil/gas exports increased by
23.6% in 1991/92 compared to 19.0% in 1989/90
and 6.1% in 1990/91. The increase in non-oil/gas
exports was driven by the export of manufacturing
commodities, which grew by 31.4%, while exports
of mining and agricultural commodity increased by
17.6% and 5.4%, respectively.

Stronger growth in non-oil/gas exports in
1991/92 reflected sustained competitiveness and
an expansion of production capacity.
Competitiveness was preserved by improved

3) Presidential Decree No. 3 of 1991, July 25, 1991.
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production efficiency and the maintenance of
realistic exchange rate. Currency appreciations and
wage increases among some of Indonesian foreign
competitors strengthened the competitive ness of a

number of exportables.

These developments had boosted export despite
an unfavorable international environment. The
economic activity among Indonesia’s major trading
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partners was sluggish, as reflected in the decline of
Japanese economic growth and negative growth in
the U.S. economy. Likewise, growth in the volume
of world trade only reached 2.4% in 1991/92
compared to 3.8% in the previous year. The
sluggishness of world trade in turn weakened prices
of primary commaodities. With the sustained rise in
non-oil/gas exports, the structure of Indonesia’s
exports was further improved. The share of non-oil/
gas exports in total exports increased from 54.6%
in 1990/91 to 63.9%. In 1991/92, the most
important markets for non-oil/gas exports included
Japan (35.8%), United States (12.6%) and EC
(11.7%).

The rapid expansion of non-oil/gas exports,
especially manufacturing commodities such as
textile, footwear and electrical appliances was
supported, among other factors, by capacity
expansion an the easing of domestic demand for
certain exportable products. The expansion of
production capacity from investment under foreign
direct investment (PMA) and domestic investment
(PMDN) scheme, was directly related to increases
in approvals for PMA and PMDN projects over the
past several years. Some of the increase under the
PMA scheme represented the continued relocation
of firms from newly industrialized economies as well
as Japan, as their competitiveness were weakening
due to wage increases.

In 1991/92, the growth in the value of
manufactured exports increased by 31.4%
compared with 8.0% a year earlier. As a result the
share of manufactured goods as a percentage of total
non-oil/gas exports increased from 65.6% in
1990/91 to 69.7% in 1991/92 while the share of
manufactured exports to total exports increased
from 35.8% to 44.6%.

Table 4.2
Export Value of Selected Manufactured Goods
1991/92 199091 1991/92
Millions of §  Share (%) Changes (%)
Textile 4,011 302 23.1 46.9
Wood product 3,722 28.1 -0.3 8.0
Plywood 2,868 21.6 134 38
Sawn timber 90 0.7 -85.0 -
Others 764 5.8 409 28.8
Footwear 1,028 78 1234 514
Electrical appliances 544 4.1 4712 110.0
Handicrafts 489 ahil 428 37.0
Iron steel 380 29 -31.1 234
Paper 330 08 10.7 33.1
Glassware 124 0.9 6.4 24.0
Cement 68 0.5 -46.1 -14
Others 2 565 19.3 -5.5 352
Total 13,261 100.0 8.0 314

Exports of textile and textile products rose
impressively by 46,9% to $4.0 billion, reflecting
an increase in production, improved efficiency, and
the tapping of new markets. In 1991/92 the export
value of textile and textile products replaced wood
product as the top in non- oil/gas exports, following
annual growth of 36.1% in the previous five years.
Textile exports were primarily destined for EC
countries (32.4%) and the United States (16.4%).
In the past five years exports to Middle Eastern
countries expanded rapidly, accordingly its share
increased from 4.3% in 1987/88 to 13.5% in
1991/92.1n 1991/92, the U.S. agreed to increase
export quotas for Indonesian textile products over
the next few years.

In 1991/92, the export value of wood
products, which declined the previous year,
increased by 8.0% to $3.7 billion. Strength in
exports of plywood and other wood products was
behind the increase while sawn timber exports
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remained weak. Marketing efforts were
compromised by the action of some environmental
groups to limit the use of wood products originating
from tropical forests. Exports of wood products were
primarily destined for Japan, the United States, EC
countries and NIEs. In 1991/92, the imposition of
higher taxes on exports of sawn timber, aiming to
stimulate the exports of higher value added wood
products, was still in effect. In addition, to create
business opportunities and to increase exports, the
Government lifted export prohibitions for certain
categories of luxurious wood and removed the export
tax on sandalwood in the form of chips, wood
shavings, sawdust, and root. With this change, there
are now 16 categories of woods which are not
subject to export taxes including finger jointed,
decorative moulding and wall panel.?

The value of footwear exports showed an
increase of 51.4% to $1,028 million in 1991/92.
Footwear exports have averaged 162% per annum

4) Director General of Foreign Trade Circular Letter No. KUM/703/
DAGLU/0419/91, June 13,1991.

over the past five years, making it the fastest growing
non-oil/gas exports. As a result, its rank among
non-oil/gas exports jumped from the twenty-sixth
in 1987/88 to the fourth in 1991/92. High growth
was attributable to the relocation of foreign shoes
manufacturers to Indonesia through foreign direct
investment (PMA). In many cases their
manufacturers have already developed an extensive
marketing net work. Exports of footwear were
primarily destined for the United States (40.9%)
and EC countries (39.1%).

Electrical appliance exports recorded the
fastest growth among manufactured exports in
1991/92 at 110.0%, reaching a value of $544
million. Electrical appliances consisted of, among
other items, television sets, radios, and refrigerators.
The value of steel exports increased to $380
million in 1991/92, sustained by an increase
production and the easing of domestic demand. The
value of handicraft exports, which consisted
mainly of handwoven and embroidered fabrics,
increased 37.0% to $489 million. Exports of paper
which consisted of pulp, cultural paper industrial
paper, and card board, increased 33.1% to $330
million, in line with expanded productive capacity.

Exports of manufactured commaodities declined
in 1991/92, which occurred, among others, in
cement whose exports remained low due to controls
introduced by the Government at the end of 1990.
The measure, which was still in effect during
1991/92, was intended to satisfy strong domestic
demand in 1990/91.

The value of agricultural exports increased
just 6.4% to $4.1 billion in 1991/92, somewhat
slower increase than the year before. This slowdown
due to the weakening of some important commodity
prices. Among the export commodities which
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Chart 4.7
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increased were palm oil, rubber, shrimp, and
foodstuff. Those exports which showed a declined
were coffee, tea, pepper, tobacco, and copra.

The value of shrimp exports increased by 6.9%
to $1.2 billion in 1991/92 which was brought about
entirely by increased volume as prices declined by
32.8%. The decline in price was attributable to the
entry of white shrimp from China (PRC) in the

Table 4.3
Export Value of Agricultural Commodities
1991/92 199091 1991/92
Millions of $ Share Changes
(%) (%)

Rubber 932 23.0 72 5.1
Coffee 362 8.9 -17.9 2.4
Palm oil 349 8.6 1.8 22.9
Shrimps 1,150 284 37.8 8.8
Tea 145 3.6 -149 -5.8
Pepper 69 1.7 -17.0 -115
Others 1) 1,048 25.8 224 5.2
Total 4,055 100.0 81 54

1) Including tobacco, hides, copra cakes, foodstuffs,
and animal products.

Japanese market. To promote competitiveness and
to maintain buyers confidence abroad, an initiative
for an Indonesian Industrial Standard (Standard
Industri Indonesia or Sl) for shrimp food in take
was proposed. Around 70% of shrimp exports were
earmarked for Japan and 15% to United States.
Meanwhile export expansion to EC countries was
still facing difficulties in the form of tariff
discrimination and other kinds of barriers.

The value of palm oil exports increased 22.9%
to $349 million in 1991/92 which was brought
about by price and volume increases. The increase
in volume was attributable to government trade
policy whereby producers were no longer required
to give priority to the domestic market.® The
increase in price was the result of increased
demand for palm oil because of supply disturbance
for palm oil substitute which was brought about by
the floods in the Philippines and long dry season
in the United States.

5) Minister of Trade Decree No. 137/Kp/V1/91, June 3, 1991.
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After declining in 1990/91, the value of rubber
exports in 1991/92 increased 5.1% to $932 million.
This development was brought about by volume
increases. International rubber prices remained
unfavorable due to the failure of the International
Natural Rubber Organization (INRO) to stabilize
price by establishing reference price for rubber. The
primary destination for rubber exports were the
United States (51%), Singapore (21.4%), and EC
countries (12.1%).

As in the previous year, the value of coffee
exports declined in 1991/92 falling 2.4% to $362
million. This situation resulted from an excess
supply in the world market. This development was
related to the failure of ICO to establish quotas for
coffee and the good harvest in Brazil. Countries of
destination for coffee exports were EC countries
(33.6%), Japan (20.9%), and African countries
(20.0%).

In 1991/92, the value of tea exports declined
again falling 5.8% to $145 million. This situation
failed to improve because of prolonged weakness
of world tea prices. Demand for tea remained weak
due to the trade embargo on Iraq, the main tea
importer, and the decline of tea imports by Russia.
At the same time, tea production was still
increasing.

Following a decline of 9.2% in 1990/91 the
value of mining product increased 17.6% in
1991/92 to $1.7 billion. This development resulted
from an increase in copper and gold exports.
Meanwhile, tin, nickel, and aluminum showed a
decline.

Even though the prices of mining commodities
continued to be weak, the exports of copper in
1991/92 increased 18.1% to $528 million due to

Table 4.4
Export Value of Selected Mining Commodities

1991/92 199091 1991/92
Millions of § Share Change
(%) (%)
Tin 146 8.6 -31.0 -0.7
Copper 528 31.2 -39.3 18.1
Aluminum 159 9.4 -24.3 213
Nickel 289 17.1 -19.3 -11.3
Gold 141 8.3 -68.8 107.4
Others 429 254 53.7 72.3
Total 1,692 100.0 9.2 176

an increase in export volume, reflecting a sharp
increase in copper production.

In contrast to 1990/91, the value of gold exports
increased sharply in 1991/92, rising 107.4% to
$141 million. Exports volumes increased in line
with rising production due to the initiation of
privately operated gold mines and the increase in
gold production as a by product in the production
of copper concentrate.

The value of tin exports declined 0.7% to $146
million, primarily because of the decline in the world
tin price. Prices remained weak due to excess supply
in the world market, despite a reduction in output by
Brazil, asamajor tin producer. To strengthen the world
market for tin, the members of ATPC (Association of
Tin Producing Countries) agreed to cut back their
production by 9.1% down to 87.0 thousand tons in
1992. Indonesia received a quota of 27.9 thousand
tons. The value of other mining products, such as
nickel and aluminum showed a decreased in
1991/92 compared with 1990/91.

With the end of the Gulf war, the world oil prices
tended to decline in 1991/92. The average spot
price for oil, which peaked at more than $33.00 a
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barrel in October 1990, fell to about $17.00 in
February 1991 before stabilizing in the $17.00 -
$18.00 a barrel range through August 1991. In
October 1991, the price increased slightly, due in
part to concerns over a possible supply interruption
from the former Soviet Union, the major non-OPEC
oil producer. But, in January 1992, the price of oil
slid back to $16.50 a barrel.

In 1991/92, the world oil market was weakened
due to the excess supply stemming from the
economic weakness in some major industrial
countries. Although oil supply from non-OPEC
declined slightly in 1991, the overall production
from OPEC countries increased not withstanding
the fact that Iraq did not effectively return to the
market. On the other hand Kuwait started to export
its oil again in January 1992, which before the break
of the Gulf crisis was 1.5 million barrels a day. In
the meantime, Saudi Arabia as the swing producer
was reluctant to cut their production to the level
before the Gulf crisis in August 1990. As a result,

Chart 4.8
Monthly Movement of OPFEC and
Indonesian Minas (4]l Prices in the
Past Two Years
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Tabel 4.5
Exports of Oil, LNG, and LPG
1991/92
199091 | 1991/92
Changes
(%)
0il
Value (millions of §) 8,053.6 @ 6,868.5 -14.7
Volume (millions of barrels) 359.5 382.5 5.1
Price ($/barrel) 22.5 183 -18.6
LNG
Value (millions of $) 43039 @ 3,510.0 -18.4
Volume (millions of MMBTUs) 1,100.0 | 1,157.0 14
Price ($MMBTU) 3.9 3.0 -22.5
LPG
Value (millions of $) 406.3 327.0 -19.5
Volume (thousands of tons) 2,635.2 | 2,378.0 2.4
Price ($/ton) 154.2 137.5 -10.8

the OPEC's reference price was not realized, while
OPEC’s production climbed as high as 24 million
barrel a day, higher than the quota of 23.65 million
barrel a day. The development of world oil prices
had a direct impact on the average price of
Indonesia’s oil exports, such that during 1991/92
the average of Indonesia’s oil price dropped to
$18.53 a barrel compared with an average of $22.5
a barrel in the previous year.

In 1991/92, the volume of oil export increased
by 6.4% which was slightly higher than in the
previous year. Thiswas in line with an increase in
production, including an increase in condensate
production, by 3.4% to 1,562 thousands barrel a
day. In addition, the growth rate of oil-fuel
consumption declined to 8.8% in 1991/92
compared with 14.0% in the previous year. The
decline in the growth of consumption was induced
by price increase of oil-fuel by the government and
it was reinforced by the slow down in domestic
economic activity. The value of Indonesia’s oil
exports in 1991/92 declined 14.7% to $6.9 billion.
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Table 4.6
Oil/gas Exports by Country
of Destination
Volume of exports
1990/91 1991/92
Volume Share Volume Share
(%) (%)
0il (millions of
barrels) 359.6 100.0 382.5 100.0
Crude oil 305.4 84.9 320.2 83.7
United States 37.6 10.5 34.3 9.0
Japan 184.1 51.2 171.5 44.8
Others 83.7 23.3 1144 29.9
0Oil products 54.2 15.1 62.3 16.3
United States 1.1 0.3 5.6 15
Japan 47.9 13.3 45.0 11.8
Others 52 14 11.7 3.1
Gas
LNG (MMBTU) 1,019.1 100.0  1,157.4 100.0
Japan 910.5 89.3 | 1,006.9 87.0
South Korea 108.6 10.7 145.8 12.6
Taiwan - - 4.7 04
LPG (thousands of tons) 2,635.2 100.0 2,377.8 100.0
Japan 2,239.3 85.0 | 2,149.3 90.4
Singapore 103.9 3.9 79.9 34
South Korea 162.3 6.2 96.0 4.0
Others 129.7 49 52.6 2.2
Value of exports
Millions Share | Millions Share
of § (%) of $ (%)
0il 8,053.5 1000  6,869.0 100.0
Crude oil 6,853.8 85.1 5,863.8 85.4
United States 787.0 9.8 537.6 7.8
Japan 4,170.7 51.8 3,200.0 46.6
Others 1,896.1 235 | 2,126.2 31.0
0il products 1,199.7 149 1,005.2 14.6
United States 23.2 0.3 91.5 1.3
Japan 1,033.6 12.8 709.2 10.3
Others 142.9 18 204.5 3.0
Gas 4,328.3 100.0  3,836.8 100.0
Gas (LNG) 3,922.0 90.6 | 3,510.3 915
Japan 3,457.0 79.9 3,020.9 78.7
South Korea 465.0 10.7 451.7 11.8
Taiwan - - 37.7 1.0
LPG 406.3 9.4 326.5 8.5
Japan 344.6 8.0 295.2 7.7
Singapore 15.6 04 11.0 0.3
South Korea 252 0.6 13.2 0.3
Others 20.9 0.5 7.1 0.2
Total 12,381.8 10,705.8

Along with the decline of oil prices, the prices
of liquefied natural gas (LNG) and liquefied
petroleum gas (LPG) also declined in 1991/92,
as their prices are linked to oil prices. The prices

of LNG and LPG, declined by 22.5% and 10.8%
to $3.03 per MMBTU and $137.5 per ton,
respectively. The export volume of LNG and LPG
increased from 1,100 million MMBTU and 2.64
million ton to 1,157 million MMBTU and 2.38
million ton, respectively. As a result, the value of
LNG and LPG exports declined 18.4% and 19.5%,
down to $3.5 billion and $327 million, respectively.

The overall oil and gas exports declined 16.1%
to $10.7 billion in 1991/92. According to country
of destination, Japan and the United States
remained the main destination for Indonesia’s oil
exports, with shares equal to 56.9% and 9.2%
respectively, while gas was mainly exported to Japan
and South Korea with shares equal to 86.4% and
12.1%, respectively.

Merchandise Imports

Government’s efforts to cool down the economy
also succeeded in restraining (merchandise)
imports, which slowed from 32.5% in 1990/91 to
7.7% in 1991/92, so that its value reached an
amount of $24.8 billion. This development was
related to the government decision to coordinate
foreign commercial borrowing and reschedule some
large scale projects which in many cases involved
the government. The growth of non-oil/gas imports
dropped from 31.0% in 1990/91 to 11.4% in
1991/92, so that its value reached an amount of
$21.7 billion. The decline in import growth was
especially apparent during the second semester of
1991/92 when import were essentially flat from
month to month.

The decline in import growth was broad based.
Capital goods imports increased 11.3% in
1991/92, but this was much lower than in the
previous year (65.4%). As a result, the share of
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Chart 4.9
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capital good imports in total imports increased from
30.2% in 1990/91 to 31.2% in 1991/92. The
increase was in line with the high level of investment
realized within the PMA or PMDN scheme. Imports
of capital goods for the most part consisted of
machines for the textiles, paper and pulp, printing,
food processing industries, and power generating
machinery, which were used to establish or expand
the production of exportable commodities.

Table 4.7
Value of Merchandise Imports 1)

1990/91 1991/92 1990/91 1991/92

Billions of § Changes (%)

Non-oil/gas imports 194 21.7 31.0 114
General imports 2) 17.6 19.2 31.9 9.1
Program imports 1.9 2.5 234 15.9
Oil/gas imports 3.6 3.1 41.6 5.7
Total 23.0 24.8 32.5 7.7

1) Based on f.0.b.
2) Including imports by FDI, state enterprise and

other private companies.

The growth of intermediate goods imports
also slowed down, from 22.8% in 1990/91 to
5.9% in 1991/92. As a result, its share in total
imports declined from 65.2% to 64.1%. This
development was in line with the slowdown in
production.

The value of consumption goods imports
remained at $1