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By praising the Almighty God for His continuous blessings and

guidance, it is indeed a great pleasure for me to present this Bank

Indonesia Annual Report for 1992/93, which fulfills the requirement

of Article 46 of Act no. 13 of 1968 on the Central Bank. The report

describes not only important developments and policies in economic

and financial areas during fiscal year 1992/93, but also presents

the prospects and policies for the years ahead. In this regard, we

have continuously sought to improve the usefulness of this report.

In particular, the report is being published much earlier than in

previous years. As readers may have noticed, previous annual

reports have usually been published after August in order to present

final fiscal year data. Although some data used are still preliminary, this earlier publication is intended to

enable readers to anticipate and adapt to future likely developments.

With the end of fiscal year 1992/93, the last in the period of office of the Fifth Development Cabinet,

an important stage in Indonesian economic development has passed During the period, our economy

experienced great success once again, despite various problems and challenges encountered. Policies

pursued during the period, especially those to promote structural change, have contributed not only to

high economic growth, at an average of 6% per year, but also to the diversification of our economic

structure. The share of the non-oil/gas sector, especially manufacturing, in national production has become

increasingly important, while the role of exports as the engine of economic growth has also strengthened.

In the financial sector, the spread of the banking network and its activities is expected to expedite the

development process through more efficient allocation and enhanced mobilization of funds.

At the same time, the economic overheating experienced during 1989 and 1990 has posed serious

challenges in managing our economy as inflation rose and the current account deficit widened during

1990 and 1991. In its effort to restore macroeconomic equilibrium, the Government issued a number of

policy measures covering various sectors. Through prudent fiscal and monetary policies, a realistic ex-

change rate regime, a responsible foreign borrowing management, and other measures, efforts to cool

down the economy have been successful since 1991/92. In that year, the excessive growth of domestic

FOREWORDFOREWORDFOREWORDFOREWORDFOREWORD
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demand, which had led to a deterioration in the balance of payments, was restrained, as indicated by

slower import growth and rising non-oil/gas export growth. However, worsening terms of trade in that year

due to the falling oil price, coupled with world economic recession resulted in no improvement in our

balance of payments position, despite improvements in other macroeconomic variables. In 1991/92, the

current account deficit continued to increase, reaching 3. 7% of gross domestic product. In addition, the

Government’s decision to raise energy and transportation prices in 1991 and the impact of drought on

food supply resulted in little improvement in the inflation rate in 1991/92, which reached 9.5%.

In 1992/93, the continuation of prudent fiscal and monetary policies, accompanied by efforts to ease

the burden on the business and banking community through lowering interest rates and other measures,

led to an improvement in the balance of payments. With the increase in the value of non-oil/gas exports

and the decrease in import growth, there was a substantial reduction in the current account deficit

accompanied by a rise in foreign exchange reserves. The significant increase in the non-oil/gas exports

and the increasing role of industrial production contributed to economic growth of about 6% in 1992.

This was, indeed, an encouraging development.

The inflation rate fell below 5% in calendar 1992. However, with the further rise in energy and

transportation prices in January 1993, accompanied by interruptions in food distribution due to wide-

spread floods in February and the coming of Ramadhan in March, the inflation rate for fiscal year 1992/

93 increased significantly. The high inflation rate of 6.44% during the last quarter of 1992/93 will push

up the rate for 1993. This is a serious problem that will require careful macroeconomic management in

the months ahead.

Weak growth of investment activities in some sectors, especially outside the export sector, posed

another serious problem in 1992/93. The problem was primarily due to the slow growth in bank credit in

the aftermath of measures to cool down the economy in 1990/91 and the existence of high interest rates.

The new prudential banking regulations issued in 1991 and the rising level of concern over non-performing

loans have forced banks to consolidate their balance sheets and change their financial management

system and operations. This consolidation process caused banks to be overly cautious in extending credit

and posed an obstacle to reducing interest rates.

Controlling the rather high inflation rate, promoting investment activities at a pace suitable for

sustainable economic growth, and maintaining the improvement in the balance of payments are the major

challenges to be tackled in 1993/94 and beyond. At this juncture, adjustment policies in various sectors
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and other measures to ease the burden of the business and banking communities will be implemented. In

the banking area, various measures will be introduced to expedite the process of consolidation and

promote credit expansion based on current prudential principles for bank management. With these efforts

and the expectation of stronger world economic growth, we are optimistic that the Indonesian economy

will prosper in 1993/94.

With the rise in economic activity, especially investment and export growth, we expect that overall

economic growth will be closer to 7% this year. High export growth, especially non-oil/gas exports, is

expected not only to boost economic growth but also to strengthen our balance of payments position and

increase foreign exchange reserves. Inflation is also expected to be contained within single digits in

1993/94. With a stronger domestic economy, we also hope that problems presently faced by our banking

community can be solved successfully.

Finally, we trust that this 1992/93 Bank Indonesia Annual Report will not only provide useful infor-

mation about the latest economic and financial developments but also illuminate the various problems

that have been encountered and the policy measures that have to be taken. We would like to extend our

appreciation to all parties that have contributed and cooperated during the preparation and publication of

this report and look forward to enhancing this beneficial cooperation in the period ahead.

Jakarta, May 1993

Governor of Bank IndonesiaGovernor of Bank IndonesiaGovernor of Bank IndonesiaGovernor of Bank IndonesiaGovernor of Bank Indonesia

Dr. J. Soedradjad Djiwandono
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International BackgroundInternational BackgroundInternational BackgroundInternational BackgroundInternational Background

An open economy such as Indonesia’s is

inevitably susceptible, in some measure, to

international developments. In 1992 the world

economy remained sluggish. The recovery that had

been earlier anticipated in the major industrial

countries failed to materialize. High interest rates,

especially those prevailing in Europe, albeit on a

declining trend, were one of the main factors

hampering recovery. The world economy grew only

1.0% in 1992, a relatively minor improvement over

that of 0.1% in the preceding year. Indonesia’s

main export markets, including the United States,

Japan, and the European Community (EC), which

are generally recognized as the locomotives of the

world economy, did not record significant

improvements; indeed, a continued slowdown was

recorded in Japanese economic growth.

Although the world economy generally

remained sluggish, world trade volume registered

a strong expansion of 4.5% as compared with 2.3%

in the preceding year. This was primarily due to

the trade expansion recorded in the regions of East

Asia (including China) and Southeast Asia. The

expansion in world trade, especially in those

regions, had a favorable impact on Indonesia’s

external sector.

The recovery in the United States remained

slow until mid-1992, reflecting the sluggish growth

of both domestic demand, especially consumer

spending, and external demand. Since the third

quarter of 1992, however, consumer spending has

strengthened. This momentum is expected to be

sustained in 1993 in line with current trends and

improved public confidence in the success of Presi-

dent Clinton’s concept of economic reform, which

is intended, inter alia, to reduce the budget deficit

in the long term while providing fiscal stimulus in

the near term.

Japan’s economy has weakened markedly in

recent years. Economic growth decelerated

noticeably, from 4.4% in 1991 to 1.8% in 1992. The

tight monetary policy introduced during this period

contributed to a sharp slowdown in investment after

booming for several years. Stock prices in the Tokyo

Stock Exchange slumped and the business sector,

especially property development, stagnated. These

developments adversely affected the banking sector

by increasing non-performing loans which in turn

created problems for banks in meeting the capital

adequacy ratio

(CAR) and loan-to-deposit ratio (LDR) in

compliance with international standards as

stipulated by the Bank for International Settlements

(BIS). These standards were adopted by Japan in

1990. The crisis in the financial sector had also

eroded both investor and consumer confidence,

INDONESIAINDONESIAINDONESIAINDONESIAINDONESIA’S ECONOMY IN 1992/93’S ECONOMY IN 1992/93’S ECONOMY IN 1992/93’S ECONOMY IN 1992/93’S ECONOMY IN 1992/93
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hence reducing consumption and investment. To

stimulate economic activity, the Government

lowered interest rates and provided a considerable

degree of fiscal stimulus. These measures are

expected to be reinforced to further support the

economy in 1993.

In the Western Europe, the economic growth

of the EC did not show any marked improvement;

the United Kingdom even recorded a contraction

in economic growth. Germany, the biggest economy

in the EC, failed to enjoy strong economic recovery

because of internal problems arising from the

process of unification. To contain the inflationary

pressure fueled by a burgeoning budget deficit,

the Bundesbank continued to pursue a tight

monetary policy. While such a policy stance

succeeded in curbing inflationary pressure, it

retarded the country’s economic growth. High

interest rates also led to a strengthening of the

German mark, the anchor currency in the

Exchange Rate Mechanism (ERM) system. The

limitations of other member countries to pursue

tight credit policies led to great difficulties in

maintaining their exchange rates vis-a-vis the

German mark within an agreed currency band.

Consequently, in September 1992, the United

Kingdom and Italy withdrew temporarily from the

ERM system.

The developments prevailing in the United

States, Japan, and Europe are expected to bring

about changes in the pattern of world trade. The

launching of the single European market in January

1993 is projected to increase the role of the EC in

world trade. The EC’s share of total world trade

was 40% as compared with 15% for the United States

and 7% for Japan. Consequently, any macroeconomic

imbalance in the EC will directly affect world trade.

Indonesia’s economy is susceptible to changes

occurring in the EC since this region is one of

Indonesia’s main export destinations; in the past few

years Indonesia’s non-oil exports to the EC grew

impressively although a slight deceleration was

recorded in 1992. Of Indonesia’s total non-oil exports

in 1992, 19.0% went to the EC, 16.6% to Japan,

and 16.9% to the United States.

Particularly noteworthy developments were the

steady growth rates of GDP and trade in East and

Southeast Asia. The newly industrialized

economies (NIEs), of Korea, Taiwan, Hong Kong,

and Singapore, as well as the ASEAN countries,

continued to record high economic growth. This

reflects the growing self-reliance of the East Asian

region. Economic growth and trade expansion in

East Asia and ASEAN (both intra and inter-trade)

remained high, well above the growth of the world

economy and world trade which, respectively,

recorded only a 1.1% and 4.5% rise in 1992. This

was made possible by continued industrial

relocation from Japan and the NIEs to other

countries in ASEAN and China. In the past few

years, China’s economy has recorded particularly

impressive expansion, enabling it to emerge as a

new economic power. While this development will

in turn promote trade, it will also further heighten

competition in East Asian and ASEAN regions.
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Furthermore, the establishment of the ASEAN

Free Trade Area (AFTA) is also expected to

promote intra- regional trade. This development

provides Indonesia with new opportunities as well

as with new challenges to strengthen further its

position in international trade.

Economic Problems and Policies in 1992/93Economic Problems and Policies in 1992/93Economic Problems and Policies in 1992/93Economic Problems and Policies in 1992/93Economic Problems and Policies in 1992/93

ProblemsProblemsProblemsProblemsProblems

Efforts to cool down the Indonesian economy

since 1990 have succeeded in dampening the

growth of domestic demand significantly, from

12.0% in 1990 to only 5.5% in 1991 and 5.1% in

1992. The sharp decline in the growth of domestic

demand helped relieve the pressure on

macroeconomic balances as inflationary pressure

eased and the current account deficit narrowed.

However, the success in restraining the growth of

domestic demand was not fully reflected either in

the inflation rate or the current account deficit in

1991/92. The inflation rate remained high at 9.5%

while the current account deficit widened to $4.4

billion. Inflation was mainly driven by cost-push

factors, such as drought and upward adjustments

in the prices of oil-based fuels, electricity rates,

and transportation fares. Meanwhile, the

substantial level of the current account deficit was

closely related to the deterioration in world prices

of oil and other primary commodities. Against this

background, the control of inflation and the current

account deficit required serious attention from the

monetary authority during 1992/93.

Another major problem arising in 1992/93 was

the slowdown in investment investment investment investment investment activity which, unless

checked, could adversely impact on economic

growth and exports in coming years. This would,

in turn, be detrimental to the public confidence,

especially that of investors, concerning the

prospects for Indonesia’s economy. This situation,

if it persists, may complicate the process of bank

consolidation currently underway aimed at

improving loan performance and meeting new

prudential requirements for the management and

operation of banks in accordance with international

banking standards. In formulating policies related

to the financial as well as the real sectors, the

objectives of growth, a manageable balance of

payments situation, and price stability must be

balanced. This will enable the expansion of

production capacity through an adequate level of

investment which will generate sufficiently high

economic growth and boost exports.

High domestic interest rates --interest rates --interest rates --interest rates --interest rates -- though on a

declining trend -- continued to be one of the main

impediments to maintaining high economic growth

and raising the competitiveness of Indonesia’s

export commodities. This condition was mainly

attributable to the low confidence in the rupiah as

result of devaluations in the past. Confidence,

however, has begun to return as the Government

has managed to avoid large exchange rate

fluctuations since the last devaluation in 1986. The

high interest rates were also related to the efforts

to cool down the economy through the cautious

monetary policy stance adopted in 1990. With
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respect to lending rates, the persistence of high

interest rates also stemmed from the high overhead

costs of banks. In 1992/93, stubbornly high interest

rates became a public concern, which was partly

due to the rising level of non-performing loans of

domestic banks. Accordingly, efforts to restore

macroeconomic stability were designed to improve

public confidence in rupiah while reducing interest

rates further.

Relatively high interest rates and the progress

made in restoring macroeconomic balances, as

reflected in the deceleration of the inflation rate

and the narrowing current account deficit in the

first three quarters of the reporting year, induced

an influx of short-term capital inflows short-term capital inflows short-term capital inflows short-term capital inflows short-term capital inflows which were

invested in rupiah-denominated assets. While this

development strengthened international reserves,

the substantial potential for monetary expansion

prompted Bank Indonesia to sterilize the inflows

through open market operations. Furthermore,

since a major portion of the short-term inflows were

in the form of private borrowings on commercial

terms, these inflows would eventually aggravate

the balance of payments. Hence, in implementing

monetary policy, an appropriate balance was sought

between the desired level of foreign exchange re-

serves, the level of open market operations, and

the impact of the inflows on monetary expansion.

In the area of banking, domestic banks were

still gearing-up to meet the new prudential and

supervisory requirements. This process of

consolidation, intended to establish a sound and

efficient banking system, is necessary in order to

enable the system to assume a pivotal role in

mobilizing and allocating development funds. Some

progress has been achieved in the process of

consolidation with respect to both capital and

balance sheet restructuring. Some structurally

weak banks, due either to inappropriate strategy

or mismanagement, encountered some problems

in meeting one or more of the prudential

requirement. To maintain the integrity and

confidence in the national banking system, efforts

to cope with this problem need to be accelerated.

At the macroeconomic level, the process of

consolidation and the concerns over the increasing

level of non-performing loans led banks to exercise

excessive caution in extending credits,  credits,  credits,  credits,  credits, hence

retarding investment.

The regulatory improvements in bank

management and operation are based on prudential

principles introduced in the Policy Package of

February 1991. Furthermore, several basic

aspects, especially those relating to banking

structure, ownership, the safeguarding of public

interests, as well as the rights and obligations of

the affiliated parties, are also stipulated in the

Banking Act no. 7 of 1992 which replaced the

former Banking Act no. 14 of 1967. The new

banking act simplifies the types and operation of

banks as either commercial banks or rural credit

banks. The new act also provides a legal basis for

earlier regulations regarding the rights and

responsibilities of the board of a bank in its

relationship with its customers, and for the
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management of a bank on the basis of prudential

principles. Accordingly, during the reporting

year, the monetary authority acted to enforce the

rules stipulated in the new banking act while

taking into account the prevailing condition of

domestic banks.

Economic PoliciesEconomic PoliciesEconomic PoliciesEconomic PoliciesEconomic Policies

Efforts to solve the problems mentioned above

require a sophisticated policy mix to address issues

affecting both the demand side and supply side.

On the demand side, the efforts were aimed at

striking a balance between domestic investment

and consumption and export oriented activities,

given constraints on the balance of payments. On

the supply side, efforts were aimed at expanding

production capacity through streamlining

investment and import procedures as well as

providing incentives for improving efficiency and

productivity in targeted sectors.

The policy mix was designed to attain

interrelated objectives through better coordination

and a more appropriate balance. The control of

inflation and the current account deficit called for

the pursuit of cautious monetary and fiscal policies,

while maintaining a realistic exchange rate. Foreign

borrowings were also managed to control the level

of debt service payments so as not to exceed

repayment capacity. In addition, several measures

were introduced to improve efficiency in allocating

funds and to channel them to sectors which

simultaneously strengthened the balance of

payments. The Government also sought to alleviate

the burden of the business and banking sectors in

coping with the problems arising as a side effect

of both macroeconomic policy and structural

adjustments in the banking sector.

Monetary and Fiscal PoliciesMonetary and Fiscal PoliciesMonetary and Fiscal PoliciesMonetary and Fiscal PoliciesMonetary and Fiscal Policies

Much of the success in cooling down the

economy in the past three years was accounted for

by the effective coordination of monetary and fiscal

policies. A conservative fiscal policy stance

supported the implementation of the cautious

monetary policy. In the past three years, the budget

has recorded surpluses of Rp4.8 trillion, Rp2.4

trillion, and Rp0.2 trillion, respectively, accounting

for 7.5%, 3.0%, and 0.2% of total domestic

liquidity (M2) over the same period. This, in turn,

helped slow down the growth of domestic liquidity

from 45.7% in 1989/90 to 26.0% in 1990/91,

24.2% in 1991/92, and 22.3% in 1992/93.

The effect of the government expenditures on

GDP formation can be measured by the size of the

expenditures in real terms for domestic

procurement of goods and services. The growth of

those expenditures dropped sharply from 42.0%

in 1990/91 to -4.7% in 1991/92 and 4.1% in

1992/93. This was in line with the efforts of the

Government to slow down the growth of domestic

demand while simultaneously easing the burden

of the monetary policy in curbing inflationary

pressures and reducing the current account

deficit.
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As mentioned above, a cautious monetary

policy supported by conservative fiscal policy in

the past three years contributed to the restoration

of macroeconomic balances as reflected in

economic developments during 1991/92 and

1992/93. The improved macroeconomic situation,

in turn, led to a strengthening of confidence in

the value of rupiah and in the stability of

Indonesia’s economy. This was reflected in the

absence of speculation against the rupiah and

the sharp rise in capital inflows in 1992 to invest

in short-term rupiah-denominated assets. These

developments allowed the monetary authority to

have greater flexibility in lowering interest rates

without disturbing macroeconomic stability.

Efforts to lower interest rates were pivotal to ease

the debt burden of the business sector while

sustaining sufficiently high domestic economic

growth.

The policy to lower interest rates was carried

out by reducing the discount rates on Bank

Indonesia certificates (Sertifikat Bank Indonesia

or SBI) and money market securities (surat

berharga pasar uang or SBPU) by 5.5 - 8.0

percentage points during 1992/93. Following the

lowering in the discount rate, the interest rate on

time deposits declined. During the course of the

year, the average interest rate on a three-month

deposit declined markedly from 21.3% to 15.8%.

Lending rates, however, remained relatively sticky

with the weighted average of interest rates on

working capital credit (short-term) decreasing only

slightly from 24.8% to 21.7% and that on

investment credit from 19.2% to 18.3%. To

accelerate the decline in lending rates, banks were

encouraged to speed up the process of

consolidation and to exclude non-performing loans

as a factor in measuring the cost of funds. In

addition to lowering the discount rates on SBI and

SBPU, efforts were made to ease the tightness of

money by allowing banks to discount SBPUs in

order to meet their liquidity needs. This facility

helped stabilize the interbank money market, as

reflected in the steady and low level of the

interbank rate.

On the institutional front, measures to

promote the effectiveness of monetary policy

were also adopted, especially by improving the

open market operation system which up to the

present has been the main instrument to control

liquidity. In preparation for the adoption of the

Stop-Out Rate (SOR) system in the auctioning

of SBIs, Bank Indonesia has designated a

number of financial institutions as primary

dealers with the obligation of buying all SBIs

offered in each auction. The SOR allows the level

of interest rates to be determined by the market.

This system will replace the COR system

currently in use. The Government also sought

to further develop the rupiah and foreign

exchange markets. During the reporting year,

the monetary authority issued licenses for the

operation of brokerage firms. Through the

operation of those firms, it is expected that

segmentation in the rupiah and foreign exchange

markets will be reduced.
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Banking PolicyBanking PolicyBanking PolicyBanking PolicyBanking Policy

The policy package of February 1991,

including its follow-up measures, have laid a

foundation for the development of a sound banking

system based on internationally accepted

prudential guidelines. This is to ensure that the

opportunity in the banking sector that emerged

following the issuance of the policy package of

October 1988 will be utilized responsibly, as it is

universally understood that banks are institutions

of trust and have an important role in development.

The Banking Act of 1992, issued by the end of

March 1992, also provides a legal foundation for

responsible banking management including the

rights and obligations of the related parties.

To enforce the new act, during the course of

the year, a series of government regulations were

issued concerning the operation of commercial

banks, rural credit banks, and profit sharing banks.

Those provisions specify the licensing,

management and operation of commercial and rural

banks so as to further strengthen efforts to promote

the soundness of banks and to provide guidelines

for their operation. This will enable banks to

assume an important role in development by

securing the public confidence. To better protect

the public, the minimum capital requirement for

the establishment of a new bank was raised from

Rp10 billion to Rp50 billion for a domestic bank

(non-foreign exchange bank) and from Rp50 billion

to Rp100 billion for a joint-venture bank (foreign

exchange bank). The minimum capital requirement

for the establishment of a rural credit bank, which

mainly serves small-scale customers and operates

in rural areas, remains unchanged at Rp50 billion.

The new regulations also provide foreign parties

(individuals or entities) access to acquire equity

of the domestic banks through the purchase of

shares in the stock market. The shares of domestic

banks (including state banks) allowed to be

purchased by foreign parties are fixed at a

maximum of 49% of the stocks listed in the stock

market. State banks, however, are allowed to list

their shares in the stock market at a maximum of

49% of their capital, with the Government thus

retaining a majority of the ownership. This policy

is intendedly to expand the access of domestic

banks to foreign sources of funds and

simultaneously broaden and deepen the domestic

capital market.

As mentioned earlier in this report, the process

of bank consolidation has been underway since

1991 to meet the new prudential requirements laid

down in the policy package of February 1991 as

well as the Banking Act of 1992 and its follow-up

measures. Those regulations mainly involve the

CAR, the LDR, legal lending limit (LLL), and

reserves for doubtful loans. Up to the reporting

year, most banks had made progress in their

consolidation efforts, especially in meeting the

CAR and LDR. The process of consolidation,

however, has tended to run concurrently with a

deterioration in bank loan portfolios, retarding the

expansion of bank lending. To ease the burden of

the consolidation process and to accelerate the
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expansion of bank lending, the monetary authority

relaxed the obligation to fulfill the CAR

requirement and extended the date by which banks

are required to release securities from a bank’s

portfolio. With respect to the fulfillment of CAR,

when necessary, a bank’s CAR was allowed to

decline to less than 5% after the previously

designated date (March 31, 1992) provided that it

reached a minimum level of 7% by March 31,

1993. After that date, the CAR could be less than

7% on condition that it met the minimum 8% level

by the end of 1993. As regards the obligation to

release securities in a bank’s portfolio, the deadline

which was previously set on August 15, 1994 was

extended to August 15, 1999. In order to accelerate

the process of consolidation within the state banks,

especially to meet the CAR requirement, the

Government resorted to foreign borrowings from

international institutions: in addition, loans

previously extended by the Government to the state

banks -- with the funds received by the

Government from international institutions as a

two-step loan -- were converted to equity

participation.

Recently, the banking sector witnessed

continued expansion of the banking networks

throughout the country concurrent with the

increasing need for improved bank management.

Furthermore, the operation of banks has become

more sophisticated with the process of

globalization. These developments added further

weight to the increasingly important and

complicated task that Bank Indonesia has in

exercising proper supervision of the banking

system. This task is made even more burdensome

due to the fact that the new banking act

acknowledges the principle of universal banking

and emphasizes the role of Bank Indonesia as the

only institution authorized and responsible for bank

supervision in the country. Accordingly, Bank

Indonesia continued its efforts to strengthen its

ability to conduct bank supervision through

organizational improvement and human resource

development as well as the adoption of new systems

and procedures.

In the area of organization, decentralization is

one of the main policies continuing to be pursued,

along with improvement of skills at the branch

level. In this regard, during the reporting year,

Bank Indonesia delegated greater authority to its

branches throughout the country to conduct

supervision of all bank offices under their

respective control. Furthermore, the program for

developing human resources, especially the skills

of those in charge of bank supervision, was stepped

up by increasing the number of supervisors and

improving their skills through training programs.

With a view to strengthening the information system

regarding the performance of each bank, Bank

Indonesia, in collaboration with the Indonesian

Accountant Association (Ikatan Akuntan Indonesia

or JAI), has introduced a special standard for

Indonesian banking accountancy to be adopted by

all banks in Indonesia. Improvements were also

made in the system of reporting financial data to

Bank Indonesia. To improve the skills of bank
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supervisors, Bank Indonesia made use of technical

assistance granted by international financial

institutions in addition to cooperating with other

leading central banks.

External Borrowing and Foreign ExchangeExternal Borrowing and Foreign ExchangeExternal Borrowing and Foreign ExchangeExternal Borrowing and Foreign ExchangeExternal Borrowing and Foreign Exchange

PolicyPolicyPolicyPolicyPolicy

The coordination of foreign commercial

borrowings by the Foreign Commercial Borrowing

Coordinating Team (Tim PKLN), created in the

latter part of 1991, succeeded in slowing down

the growth of borrowings for financing projects of

public enterprises and projects involving the

Government. Commercial foreign borrowings

incurred by the private sector continued to be a

problem which could in turn adversely affect

Indonesia’s balance of payments over the medium

and long term. These borrowings, mostly on short

and medium terms, has increased the burden of

debt repayment for the private sector.

Consequently, although the burden of debt

repayment of the Government declined and

Indonesia’s export growth accelerated, the ratio of

total debt service payment to total exports rose in

1992. Against this unfavorable background,

coordination in the control of commercial foreign

borrowing has still been needed. During the

reporting year, scrutiny of private commercial

foreign borrowing, including public enterprises and

banks, was intensified.

In the area of foreign exchange, several

improvements were made, among others,

increasing the spread between the buying and

selling rates in foreign exchange transactions

with Bank Indonesia. This was intended to

encourage the development of foreign exchange

transactions among banks so as to reduce

intervention by Bank Indonesia. To promote the

development of the foreign exchange market, the

Government issued licenses for the

establishment of 9 brokerage firms.

Exchange Rate PolicyExchange Rate PolicyExchange Rate PolicyExchange Rate PolicyExchange Rate Policy

Exchange rate policy pursued to date has

helped  support other economic policies in

restoring macroeconomic stability. In 1992/93,

exchange rate management contributed to the

attainment of a more realistic and stable value

of the rupiah, thereby improving the public’s

confidence in the rupiah. Furthermore, these

developments contributed to promoting the

competitiveness of Indonesia’s non-oil/ gas

export products and that of domestic products

against imports. During the year, the rupiah

depreciated by 2.1% against a basket of

Indonesia’s major trading partners’ currencies.

Hence, the decline in competitiveness resulting

from a domestic inflation rate higher than those

of Indonesia’s major trading partners was

compensated for by the depreciation of the

rupiah. It is worth noting that efforts to maintain

the stability of rupiah were carried out by

controlling the domestic inflation rate through,

for example, the adoption of cautious monetary

and fiscal policies.
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Investment and TInvestment and TInvestment and TInvestment and TInvestment and Trade Policiesrade Policiesrade Policiesrade Policiesrade Policies

During the past two years, investment slowed.

This was a particular concern during the report-

ing year because of the longer term implications

for economic growth. Measures to improve the in-

vestment climate were called for. To this end, the

Government continued the process of deregula-

tion by adopting the package of July 1992, simpli-

fying the negative list of investment, licensing and

investment procedures. Furthermore, the package

provided for exemption of various import goods

from import licensing; permitted the importation

of used machinery and capital goods; and both

reduced and removed surcharge duties on particu-

lar import products. The package is expected to

reduce costs to end users and enable the recondi-

tioning of existing industrial equipment at lower

cost. The policy package was very important in

helping accelerate the growth of domestic indus-

try and its competitiveness in the international

market, with positive consequences for Indonesia’s

balance of payments,

Economic DevelopmentsEconomic DevelopmentsEconomic DevelopmentsEconomic DevelopmentsEconomic Developments

Since mid-1990, efforts to cool down the

economy have contributed to dampening domestic

demand and restoring macroeconomic balances.

The slowdown in domestic demand was

compensated for by an impressive expansion of

net foreign demand, reflected in an increase in

exports, especially non-oil/gas, thus enabling the

economy to grow at a respectable rate. The

improved competitiveness of domestic products,

coupled with increased output by greater utilization

of existing capacities and the addition of new

capacity from investment in the preceding years,

brought about buoyant growth of exports exceeding

20% per annum in the past two years. The strong

expansion in exports and the slowdown in imports

also contributed to a reduction in the current

account deficit.

During calendar year 1992, the inflation rate

decelerated markedly to only 4.94%. During the
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first quarter of 1993, however, the rate

accelerated, raising the level to 10. 03% during

fiscal year 1992/ 93, due mainly to an upward

adjustment in the prices of several key consumer

goods. Although domestic monetary aggregates

were relatively stable, interest rates -- especially

lending rates -- remained high. This condition,

coupled with the ongoing process of bank

consolidation and the rising level of non-

performing loans, discouraged the expansion of

bank lending, which slowed in the past two

years.

Economic GrowthEconomic GrowthEconomic GrowthEconomic GrowthEconomic Growth

Indonesia’s economy grew at a respectable rate

during 1992 though slightly slower than the

previous year. After recording a growth rate of 6.6%

in 1991 (measured in terms of GDP), the economy

is estimated to have grown by 6.1% in 1992, which

was still well above the annual average growth

target of 5% during the Fifth Five-year

Development Plan (Repelita V).

Despite the  slowdown in overall  economic

growth, non-oil/gas sector growth accelerated

during 1992. Non-oil/gas GDP (at constant 1983

prices) grew 7.7% as compared with 6.3% in 1991.

In contrast oil/gas GDP experienced a contraction

of 0.8% due to a decrease in oil production. The

continued strong expansion of the non-oil/gas

sector has accentuated the gradual reduction in

the dependence of Indonesia’s economy on the oil

sector.

The policies aimed at cooling the economy

contributed to restoring the balance between the

growth of domestic and net foreign demand. This

is reflected in the steady growth of net foreign de-

mands, especially non-oil/gas exports, and the

slowdown in the growth of domestic demand over

the past two years.

Though lower than in the preceding year, 1992

non-oil/gas exports remained buoyant, expanding

24.9% as against 12.8% in 1990 and 27.0% in

1991. Of the total non-oil/gas exports during 1992,

manufactured commodities accounted for 75.4%.

This was mainly attributable to the robust growth

of investment in the past few years, both in the

construction of new factories (including industrial

relocations from Japan and the NIEs), and in the

expansion of existing production capacity by

companies operating under the domestic
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investment scheme (penanaman modal dalam

negeri or PMDN) as well as those operating under

the foreign direct investment scheme (penanaman

modal asing or PMA). Furthermore, with the

support of a realistic exchange rate, domestic

industries were able to enhance their

competitiveness in the international market despite

the intensifying competition and weakening

demand in the major industrial countries.

Growth of the private sector consumption

slackened from 7.5% in 1991 to 4.4% in 1992;

while that of the state sector fell from 7.2% to 4.0%

over the same period. Growth of investment, as

measured by gross capital formation, accelerated

(6.8%) after experiencing a record low growth

(1.2%) in 1991, mainly reflecting a recovery in

private sector investment, which rose by 8.1% as

against a contraction of 1.3% in the preceding year.

In line with the conservative fiscal policy stance,

public sector investment grew by only 2.5% in

1992, much lower than the 16.7% recorded in the

preceding year.

With respect to aggregate supply, the

manufacturing, construction, and services sectors

provided the main impetus for economic growth.

Together they contributed around 60% to GDP.

The manufacturing sector has grown steadily at

an annual rate of around 10% during the past

decade. This is mainly accounted for by the strong

expansion of investment in export-oriented

industries, such as textiles and processed wood

during that period. Though down in previous years,

a robust performance (8.8%) was also recorded in

the construction sector. In the services sector;

tourism grew rapidly due mainly to more aggressive

promotion of Indonesian tourism both domestically

and abroad. After stagnating following the drought

in 1991, the agricultural sector experienced

recovery in 1992 mainly supported by favorable

weather. Steady growth in the nonagricultural sector

has brought about a continued reduction of the

share of agriculture in the GDP formation, from

18.5% in 1991 to 18.0% in 1992. In contrast, the

share of manufacturing in total GDP rose from

19.9% to 20.6%. Until 1990; the agricultural

sector accounted for a larger share of GDP than

manufacturing . Since 1991, however, the reverse

has been true, reflecting the progress made in the

process of industrialization during the past two

decades.

Saving-InvestmentSaving-InvestmentSaving-InvestmentSaving-InvestmentSaving-Investment

Gross national savings went up from Rp44.2

trillion in 1991 to a level of Rp55 trillion in 1992,

raising its ratio in gross national product (GNP)

from 20.4% to 22.4%. This ratio was still well

below those in neighboring countries and the

industrial countries, such as Singapore (43%),

Malaysia (30%), Thailand (27%), South Korea

(35%), Japan (33%), and Germany (27%).

Although increasing, the low national savings rate

continues to be a structural problem. With the

growth of national savings falling short of the rapid

growth in investment, foreign savings have been

required to help finance economic development.
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The savings-investment gap narrowed in 1992,

as reflected in the decline in the current account

deficit. This improvement was attributable to a

slower growth rate of investment than that of gross

national savings. The ratio of the savings-

investment gap to GNP also declined, from 4.0%

to 2.7%. Both the government and private sectors

recorded deficits in their investment financing,

albeit smaller than in 1991. The private sector

deficit was still relatively large, namely Rpl5.4

billion (6.2% of GNP) though slightly lower than

Rp18.0 trillion (8.3% of GNP) in the preceding

year. During the same period, the government

sector deficit narrowed from Rpl.4 trillion to Rp0.4

trillion.

InflationInflationInflationInflationInflation

As previously indicated, the cautious monetary

and fiscal policy stance contributed to curbing the

inflation rate. Measured in terms of the consumer

price index (CPI), the inflation rate nearly reached

almost 10% in 1991. During calendar year 1992,

the rate decelerated markedly to 4.94%, due to

the containment of domestic demand coupled with

improvements in aggregate supply. Output of the

agricultural sector improved, due mainly to adequate

rainfall, thereby dampening inflationary pressure from

food prices, which account for a large share in the

CPI. Other factors contributing to the deceleration in

the inflation rate included the absence of upward

adjustments in the prices of goods and services

controlled by the Government, such as oil-based fuel,

electricity, and transportation fares.
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During the fiscal year 1992/93, however, the

inflation rate accelerated to 10.03%, well above

that for calendar year 1992 and fiscal year

1991/92. Much of this acceleration was accounted

for by sharp price increases during the first quarter

of 1993 following the upward adjustment in the

prices of oil-based fuel, transportation fares,

electricity and floor price of rice. Furthermore,

extensive flooding on the island of Java also

contributed to higher food prices during that period.

In January and February 1993, the inflation rate

rose 2.92% and 2.03% respectively, before

declining to 1.49% in March. Hence, during the

last quarter of 1992/93 the inflation rate reached

a level of 6.44% as against 3.59% in the preceding

three quarters.

Monetary DevelopmentsMonetary DevelopmentsMonetary DevelopmentsMonetary DevelopmentsMonetary Developments

The year 1992/93 witnessed relatively stable

monetary developments in the absence of

significant shocks such as occurred in the

preceding year. As a result of signs that-domestic

demand was easing as well as confidence in the

rupiah returning, Bank Indonesia continued efforts

to relax monetary policy through the reduction of

the COR on SBIs and by providing banks with the

opportunity to discount SBPUs. Over the past 12
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months, the COR on one month SBI was cut by

5.5 percentage points, from 18.0% at end of March

1992 to 12.5% at end of March 1993. In line with

this development, interest rates on deposits and

loans also declined, albeit at a different pace.

While interest rates on private deposits decreased

by around 5 percentage points, lending rates

declined by only 3 percentage points over the same

period. The weighted average interest rate on 3

month deposits fell from 21.3% to 15.8%, whereas

the average interest rate on working capital credit

decreased from 24.6% to 21.7%. On investment

credits, it fell from 19.1% to 18.3%. The impact

of the decrease in interest rates on private

deposits was transmitted to the lending rate less

than uniformly and with a lag. The decline in

the deposit rate did not proportionately reduce

the cost of loanable funds because of the

existence of deposits mobilized in the earlier

period bearing higher interest rates.

Furthermore, in calculating the lending rates,

many banks took into account the risk of a rising

level of non-performing loans, which also

contributed to higher lending rates.

Despite the decline in interest rates, expansion

of bank lending continued to slow, from 40.3% in

1990/91 to 16.1% in 1991/92 and 8.0% in

1992/93. Much of this slowdown was accounted

for by high lending rates in addition to the

reluctance of banks to extend loans owing to the

increasing level of nonperforming loans and

constraints arising from the introduction of

prudential banking regulations.

Domestic liquidity (M2) grew at a slower pace,

from 24.2% in 1991/92 to 22.3% in 1992/93 while

narrow money (M1) expanded from 15.9% to

12.2% over the same period. The weak expansion

in bank lending, accompanied by the slow growth

in monetary aggregates, led to weakened domestic

demand. In contrast, the foreign sector experienced

a strong expansionary effect, evidenced by a

substantial increase in net foreign assets. In

addition to improvements in the current account,

this development was also closely related to

substantial capital inflows. During the reporting

year, net foreign assets grew to Rp9.9 billion, a

sharp jump from Rp3.5 trillion in the preceding

year. Despite the strong expansionary effect of the

foreign sector, the effect on the growth of money

supply was offset by a slowdown in the expansion

of bank lending and sterilization through open

market operations.
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Balance of PaymentsBalance of PaymentsBalance of PaymentsBalance of PaymentsBalance of Payments

The strong performance of non-oil/gas exports

offset weakening domestic demand and boosted

economic growth while aiding the balance of

payments. The robust growth in non-oil/gas exports

was primarily attributable to rising demand from

countries in East Asia and Southeast Asia.

Furthermore, the high capital inflows contributed

to a surplus in the balance of payments, thus

further strengthening foreign exchange reserves.

During 1992/93, non-oil/gas exports,

comprising mostly manufactured products, reached

$24.3 billion, an increase of 27.8% compared with

the previous year. This rise was mainly supported

by the increase in the utilization of existing capacity

following strong investment in recent years, which

enabled a quick increase in output. In addition,

the macroeconomic policies and series of

deregulation measures adopted by the Government

in the past few years helped promote the

competitiveness of domestic products. The steady

growth in non-oil/gas exports more than

compensated for a less happy oil/gas performance

owing to a deterioration in the oil price, particularly

toward the end of 1992. Total exports rose by

16.5%. Non-oil/gas imports grew at a slightly

higher rate of 12.9% in 1992/93 as against 11.4%

in the preceding year. The relatively weak growth

in imports was closely related to efforts to control

domestic demand, through, inter alia, the

postponement of major projects with high import

contents. Accordingly, the current account deficit

narrowed to $3.3 billion from $4.4 billion in

1991/92.

Net capital inflows declined in the past two

years, from $6.8 billion in 1990/91 to $5.6 billion

in 1991/92 and $5.4 billion in 1992/93. The
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decline occurred in the capital inflows by the

Government, whereas net private sector inflows

rose. While capital inflows by the Government

decreased from $5.6 billion in 1991/92 to $5.5

billion in 1992/93, amortization rose from $4.2

billion to $4.7 billion, thereby reducing net capital

inflows to only $0.8 billion as compared with $1.4

billion in the previous year. This was closely related

to the higher level of mature external debts as well

as to the implementation of a prudent borrowing

policy.

Net capital inflows by the private sector

increased from $4. 1 billion in 1991/ 92 to $4.6

billion in the reporting year. Higher capital inflows

were intended to finance direct investment under

PMA which had been previously approved, as well

as indirect investment in the money and capital

markets. As previously mentioned, despite a

decline since the last quarter of 1992, outstanding

commercial foreign borrowings still stood at a high

level and were mostly short-term bearing relatively

high interest rates. This was encouraged in part

by the substantial differential between domestic

and foreign interest rates. Although in the short

run it helped strengthen the foreign exchange

reserves, it will increase the burden on the balance

of payments when it matures. This growing burden

was reflected in a rise in the DSR of the private

sector. Hence, despite a decrease in the DSR of

the Government, the total DSR increased in the

reporting year, reaching a level of 32.3%.

Overall, the balance of payments recorded a

surplus of $1.4 billion, raising Bank Indonesia’s

official foreign exchange reserves to a level of $12.0

billion, adequate to finance 5.3 month worth of

imports. These foreign exchange reserves helped

the Government maintain the stability of the rupiah.

During the reporting year, the nominal value of

the rupiah was relatively stable and there was little

speculation against the currency. In real terms,

the rupiah’s value was sufficient to maintain the

competitiveness of domestic export products.

Economic Outlook for 1993/94Economic Outlook for 1993/94Economic Outlook for 1993/94Economic Outlook for 1993/94Economic Outlook for 1993/94

The structural changes in the domestic

economy which have occurred in the past few years

mark an important phase Indonesia’s economic

development. Through these changes, a strong

foundation has been laid to enable the economy to

experience high and sustainable growth without

fear of seriously disturbing macroeconomic

balance. Given a stronger and more balanced

structure, the economy’s resilience against external

shocks will also be strengthened. The most notable

structural change in the past two years is the

increasing share of the manufacturing sector in

GDP, surpassing that of the agricultural sector. In

addition, non-oil/gas exports, mostly manufactured

products, recorded a strong expansion and were

primarily responsible for the improvement of the

balance of payments performance. Despite the

existing shortcomings in domestic structure,

Indonesia’s economy grew at a respectable rate in

1992, though lower than the preceding years. This

relatively high growth was sustained amidst
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stagnation in the world economy. In the light of

the above developments, Indonesia’s economy is

projected to perform favorably in the coming years.

This prospect also enhances optimism that the

second long term development plan to be launched

in 1994/95 will be successful.

With the support of an improving external

environment and a more encouraging domestic

economy, Indonesia’s economic growth is projected

to accelerate in 1993/94. Various economic policies

pursued by major industrial countries to stimulate

economic growth -- through, inter alia, the adoption

of expansionary policies, primarily through a

reduction in interest rates -- are expected to boost

growth in those countries. This in turn will have

beneficial implications for other parts of the world,

including Indonesia.

In the industrial countries, growth is projected

to increase from 1.5% in 1992 to 2.0% in 1993

and the world economy from 0.9% to 2.3% over

the same period. The expansion in the world

economy is not expected to fuel inflation, which is

projected to remain around 3% in the industrial

countries. The economies of East and Southeast

Asian regions are projected to grow at a slightly

faster rate and continue to be the regions with the

most rapid growth. The NIEs are expected to grow

by 7.1% as against 6.5% in 1992 and the ASEAN

countries to expand by 6.7% in 1993 as compared

with 5.6% in 1992. In China, the economy is pro-

jected to grow at a remarkable rate of 9.2%, though

slightly slower than that recorded in 1992 (10.8%).

Along with improvements in world economic

growth, world trade volume is expected to expand

by 6.7% in 1993 compared with 4.5% in 1992.

Though in 1993 oil prices are not expected to be

higher than in 1992, due mainly to excess supply

in the world market following the recovery of

production in Iraq and Kuwait, the prices of various

primary commodities in the international market

are projected to strengthen slightly by 2.6%.

Meanwhile, the international monetary situation

is expected to be stable with interest rates

remaining at a relatively low level.

Against the background of an improved world

economy, and with domestic macroeconomic

balances restored, there is greater room for the

Government to promote further economic activity

through a coordination of fiscal and monetary

policies as well as specific structural adjustment

measures. As mentioned earlier, the government

budget for 1993194 reflects a sharper priority in

outlays in line with the efforts to expand

infrastructure in order to promote domestic

investment and production. In total, government

expenditure is budgeted to increase by 7.1% as

compared to a rise of 11.9% in the preceding year.

The stimulative effect of the total spending (namely

domestic procurement of goods and services) will

rise by 9.0%, whereas foreign expenditure

(including, inter alia, amortization and interest

payments on external debts) will increase by 4.3%.

While maintaining a cautious stance, Bank

Indonesia will continue to ease monetary policy to
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encourage the expansion of bank lending in 1993.

With the significant progress already made in the

process of bank consolidation, expansion of bank

lending will accelerate slightly which will support

greater investment and production. Given this

acceleration, domestic liquidity (M2) is expected

to grow at a moderate rate of around 20%.

In line with the macroeconomic policy mentioned

above, and through the efforts to improve overall

economic efficiency, especially export-oriented

industry, it is expected that the competitiveness of

domestic products will be enhanced. This is necessary

given the prospect of intensified competition in

international trade and in order to benefit from

emerging opportunities. In this regard, the

deregulation measures in the real sector, especially

those designed to improve the climate for investment,

will deserve special attention.

In view of the above external and internal

factors, Indonesia’s economy is expected to grow

close to 7% in 1993, a marked acceleration

compared with the 6.1% recorded in 1992. The

growth will not only be induced by foreign demand,

especially expansion in non-oil/gas exports, but

also by domestic demand, most notably a rebound

in investment activity after a period of slow growth.

During 1993, non-oil/gas exports are projected

to remain buoyant, whereas oil/gas exports are

expected to remain virtually unchanged. Following

stronger domestic demand, imports are expected

to grow at a slightly faster pace. The higher growth

in exports relative to that of imports will further

reduce the current account deficit in absolute terms

and as a percentage of GDP. With improved

productive structures, a conducive investment

climate, and a relatively low interest rate in the

international market, it is expected that capital

inflows will increase in 1993. Hence, foreign

investment, either direct or indirect, is expected

to remain strong, thereby contributing to a surplus

in the overall balance in 1993.

Taking account of the high inflation rate during

the first quarter of 1993, coupled with increased

economic activity, the inflation rate may accelerate

in 1993 compared with the preceding year.

However, the pressure stemming from the upward

adjustment in the prices of certain goods and

services in January 1993 are expected to diminish

in the following quarters. Consequently, during

fiscal year 1993/94, the inflation rate is expected

to slow down to a level between 5% and 6%.
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MONETMONETMONETMONETMONETARARARARARY DEVELOPMENTSY DEVELOPMENTSY DEVELOPMENTSY DEVELOPMENTSY DEVELOPMENTS

In fiscal year 1992/93, Bank Indonesia

continued the efforts to gradually ease domestic

liquidity. As a result, domestic interest rates

declined further and money supply grew within

the target band. Credit expansion, however, fell

short of the target level initially set. The monetary

policy stance was aimed at bringing down domestic

interest rates through the reduction of the discount

rates on Bank Indonesia certificates (SBIs) and

money market securities (SBPUs). Following this

reduction, interest rates on both deposits and

lending declined. The decline in lending rates

lagged behind the fall in deposit rates, thereby

widening the interest rate spread between them.

High lending rates, the excessive caution exercised

by banks in extending loans, and the ongoing

process of balance sheet restructuring contributed

to a deceleration in the expansion of bank credits.

The differential between domestic and international

markets -- in favor of domestic -- and the relative

stability of the rupiah resulted in strong capital

inflows which were in turn partly invested in

rupiah-denominated assets, mainly SBls. Hence,

during the reporting year broad money (M2) grew

by 22.3% in 1992/93 as compared with 24.2% in

the preceding year. Much of this growth was

accounted for by growth in net foreign assets, while

the expansion of domestic assets decelerated.

To bring domestic interest rates down, Bank

Indonesia continued to lower the discount rates

on SBIs and SBPUs and to step-up the purchase

of SBPUs during the year under report. For ex-

ample, the cutoff rate (COR) on one-month SBI

was cut gradually by a total of 5.5 percentage points

to 12.5% at the end of the reporting year. Despite

the decline, the prevailing SBI COR was perceived

favorably as reflected in the large amount of SBIs

purchased. SBIs issued by auction rose from Rp2.4

trillion at end of March 1992 to Rpl6.3 trillion at

end of March 1993. The discount rates on SBPUs

were also lowered gradually from 19.5% to 13.5%

at end of the reporting year. In contrast to SBIs,

outstanding SBPUs declined from Rp3.0 trillion

at end of March 1992 to Rp2.6 trillion at end of

March 1993.

During the reporting year, the three month time

deposit rate went down from 21.3% to 15.8% while

interest rates on working capital and on investment

credits declined only slightly from 24.6% to 21.7%

and from 19.1% to 18.3%, respectively. This led

to a widening of the spread between deposit and

lending rates since the cost of loanable funds,

which were determined by previous deposits

bearing higher interest rates, was slow to fall.

Despite the decline in deposit rates, the lending

rates remained relatively high and retarded credit

expansion. This was due mainly to the ongoing

process of consolidation as the banking industry

moves to comply with the prudential regulations

governing bank operations, such as the CAR, the

LDR, and the legal lending limits. The
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consolidation contributed to a marked deceleration

in the growth of credit to only 8.0% in 1992/93,

half of the 16.1% during the preceding year, and

well below the 40.3% figure for 1990/91.

Money SupplyMoney SupplyMoney SupplyMoney SupplyMoney Supply

The gradual relaxation of monetary policy

successfully contained the growth of the money

supply in 1992/93 within the target range. Broad

money (M2) grew by 22.3% (Rp22.5 trillion) in

1992/93 compared to 24.2% in the preceding year.

Despite the attainment of the target, the relaxation

did not fully support the economic expansion due

mainly to a deceleration in the growth of bank

lending. Much of the growth of M2 was accounted

for by a rise in net foreign assets, while the increase

in domestic assets was more moderate (Table 2.1).

On the external front, the strong expansionary

effect was reflected in a substantial increase in

net foreign assets net foreign assets net foreign assets net foreign assets net foreign assets of Rp9.9 trillion in 1992/93

compared with Rp3.5 trillion in the preceding year.

This impact was closely related to a larger surplus

in the balance of payments resulting from increased

net capital inflows, especially of the private sector,

in addition to the narrowing current account deficit.

The increase in net inflows of private capital,

excluding foreign direct investment scheme (PMA),

was due mainly to the attractiveness of domestic

interest rates and growing confidence in the rupiah.

The reduction in the current account deficit was

attributable to the increase in exports well above

that of imports.

The expansion of domestic assets, domestic assets, domestic assets, domestic assets, domestic assets, comprising

the government sector, claims on private sector,

and other assets moderated to Rpl2.6 trillion

compared to Rpl6.2 trillion in the preceding year.

The government sector government sector government sector government sector government sector had a contractionary
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impact of Rp0.2 trillion, resulting mainly from an

increase in tax revenues following measures to

broaden the tax base and intensify tax collection,

coupled with the rise in income. As in the

preceding year, the contractionary impact of the

government sector also reflects the cautious stance

of the fiscal policy.

Claims to private enterprises andClaims to private enterprises andClaims to private enterprises andClaims to private enterprises andClaims to private enterprises and

individuals, individuals, individuals, individuals, individuals, a major portion of net domestic assets,

recorded a marked slowdown to 10.2% (Rpl2.4

trillion) in 1992/93 compared with an expansion

of 19.3% (Rp19.6 trillion) in 1991/92, mostly

originating from bank lending. During the reporting

year, bank lending decelerated markedly, due to

the balance sheet adjustments in the banking

sector to meet the banking prudential

requirements, the rising concern over the level of

non-performing loans, and the persistence of high

lending rates.

Against this background, the moneymoneymoneymoneymoney

multiplier multiplier multiplier multiplier multiplier for M2 (monthly average) declined

slightly from 8.0 to 7.9 while that of M1 rose

from 1.9 to 2.0 in the reporting year. Greater

stability in the money multiplier helped improve

the effectiveness of monetary policy. As in the

previous years, the ratio of M2 to GDP increased

from 44.4% in 1991/92 to 48.0% in 1992/93,

reflecting the ongoing process of financial

deepening.

As in the previous years, control of the money

supply was conducted through reserve money

management. In the reporting year, reservereservereservereservereserve

money money money money money grew only by 7.3%, well below 33.0%

in 1991/92, hence enabling the growth of M2 to

remain within the target range. It should be noted

that the sharp drop in reserve money growth may

be overstated due to the excessively high level

of reserve money at the end of March 1992
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attributable to seasonal factors, such as the

increased business activities relating to the Idul

Fitri celebration. This boost in the public’s

transaction demand for money dropped during

the following month.

Interest Rates and Money MarketInterest Rates and Money MarketInterest Rates and Money MarketInterest Rates and Money MarketInterest Rates and Money Market

During the course of the year the monetary

authority continued the efforts to bring down

domestic interest rates by lowering the discount

rates on SBIs and SBPUs. To a certain extent,

banks responded to this effort as reflected in

the decline of interest rates on both deposits and

lending. In real terms, domestic deposit rates

declined due to the rise in the inflation rate and

the decline in nominal deposit rates. During the

reporting year, money market activity increased

sharply as reflected in the rising level of

interbank lending and secondary market trading

of SBIs.

Interest RatesInterest RatesInterest RatesInterest RatesInterest Rates

During the reporting year, the COR on one-

month SBISBISBISBISBI was lowered gradually by 5.5 percentage

points to 12.5%. Discount rates on one-month

SBPUs were also reduced, from 19.5% in

1991/92 to 13.5% at the end of the reporting year.

Interest rates on rupiah time deposits rupiah time deposits rupiah time deposits rupiah time deposits rupiah time deposits fell

more sharply on short-term than on longer-term

deposits. The weighted average interest rate on

three-month rupiah time deposits declined

significantly from 21.3% to 15.8% at the end of

March 1993. In line with the cut in the SBI COR,

a more marked decline in the deposit rates

occurred during the first ten months of the reporting

year, by nearly 5 percentage points to 15.2%.

Interest rate on six month time deposits declined

from 22.0% to 16.4%, while the twelve-month time

deposits fell from 22.5% to 17.5%. The interest

rate on two-year time deposits, however, remained

virtually unchanged at 19.4% at end of the

reporting year.

The interest rate on foreign exchange depositsforeign exchange depositsforeign exchange depositsforeign exchange depositsforeign exchange deposits

of up to one year maturity declined modestly

following the decrease in interest rates abroad. For

example, the interest rates on one and of

three-month time deposits declined from 6.45%

and 6.52% to 6.05% and 6.29% respectively at

the end of the reporting year. As in the previous

years, foreign banks offered the lowest rates

followed by state banks, while national private

banks offered the highest rates.

 moMIIMoney SupplyMoney SupplyMoney SupplyMoney SupplyMoney Supply
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Interest rates on loans, loans, loans, loans, loans, both for short and

long terms, decreased, but only slightly. The

weighted average of interest rates on working

capi ta l  c redi t s  decreased  by  only  2 .9

percentage points to 21.7% at the end of the

repor t ing  year.  A smal ler  dec l ine  was

recorded in the interest rates on investment

credits, which fell from 19.1% to 18.3%. The

downward rigidity of the lending rates was

mainly attributable to the ongoing process of

bank consolidation and the rising concern

over non-performing loans. Due to the sharper

fall in deposits rates compared to lending

rates, the spread between deposit and lending

rates widened markedly. As the process of

consolidation nears completion and the

problem of non-performing loans eases, it is

expected that the spread will narrow.

After recording a marked decline of 1.3

percentage points during the first four months

of 1992/93, interbank interbank interbank interbank interbank rates stabilized at an

average annual rate of 11.5% and stood at 11.4%

at the end of the reporting year (Chart 2.5). This

development was closely related to increased

banks’ liquidity mostly originating from sales

of foreign exchange to Bank Indonesia (Table

2.5).
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During the same period, interest rates

abroad, such as LIBOR and SIBOR, declined

following the adoption of easy money policies in

the major industrial countries designed to

stimulate economic activity. Taking into account

the depreciation of rupiah vis-a-vis the US

dollar, the differential between domestic and

foreign interest rate was still relatively large,

albeit narrowing (Chart 2.6). Hence, with the

stable value of rupiah, there is still room for

banks to continue lowering domestic interest

rates without inducing capital outflows.

In real terms, interest rates on rupiah

deposits declined due mainly to an acceleration

of the inflation rate, most notably during the last

quarter of 1992/93, coupled with the decline in

nominal domestic interest rates. For instance,

the real rate on three-month time deposits

dropped significantly from 15.1% at end of

1991/92 to 5.6% at end of the reporting year.

During the first quarter of the reporting year,

the monthly-average time deposit rate stood

at 12.1% compared to 14.3% one year earlier

and decl ined by 6.5 percentage points

reaching a level of 5.6% at end of March 1993

(Chart 2.7). Despite the decline, real interest

ra tes  remained pos i t ive  and d id  no t

discourage saving.

Money MarketMoney MarketMoney MarketMoney MarketMoney Market

Rupiah Money MarketRupiah Money MarketRupiah Money MarketRupiah Money MarketRupiah Money Market

During the reporting year, increased rupiah

liquidity of banks, consisting of both primary
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and secondary reserves (including SBI holdings),

affected the interbank money market as reflected

in the increase in interbank transaction and the

level of SBIs and SBPUs outstanding. To further

promote the development of Indonesia’s money

market, Bank Indonesia set a quantitative target

for the SBI auction to replace the COR system,

modified the method of auctioning in the

secondary market, and established a Money

Market Information Centre.

The shift to a quantitative target system --

known as “stop-out rate” (SOR) in the sales of

SBIs -- is aimed at attaining “market

determined” SBI discount rates. To implement

this auction system, Bank Indonesia has

designated 21 commercial banks as primary

dealers. Furthermore, Bank Indonesia continued

to promote the secondary market for SBIs by

modifying the auctioning procedure. The

establishment of the Money Market Information

Center is intended to provide timely and accurate

information on interbank transactions and
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interbank rates, outstanding time deposits,

check clearing, and bank deposits with Bank

Indonesia. In addition, Bank Indonesia also

introduced the Jakarta Interbank Offered Rate

(JIBOR) as an interbank reference rate. These

facilities are intended as a means to monitoring

earlier domestic as well as international

monetary developments.

After rising by only 8.2% in the preceding

year, transactions in the interbank interbank interbank interbank interbank market grew

sharply by 31.3% to a level of Rp62.9 trillion

at the end of the reporting year. Despite this

increase, the average value of monthly interbank

transactions was relatively stable as reflected

in the small range between the lowest and the

highest transaction values and in the low interest

rates which stabilized at about 11.8% during

the reporting year. The rise in interbank market

activity was attributable to the continued

expansion of bank service networks to the

outlying regions.

Total outstanding SBIs SBIs SBIs SBIs SBIs jumped from Rp11.2

trillion at the end of March 1992 to Rp23.0 trillion

at the end of the reporting year, comprising Rpl6.3

trillion SBIs issued by auction and Rp6.7 trillion

special SBls (Table 2.7). The SBIs issued by

auction rose sharply during the first quarter of the

reporting year, from Rp2.4 trillion to Rp7.2 trillion

and continued to increase steadily, reaching a level

of Rpl6.3 trillion at the end of March 1993. This

rise was primarily accounted for by a substantial

amount of short-term capital inflows which were

invested in rupiah-denominated assets, including

SBIs due to the high interest rate differential

between domestic and international markets.

Outstanding SBPUsSBPUsSBPUsSBPUsSBPUs declined from Rp4.2 trillion

at the end 1991/92 to Rp2.6 trillion at the end of

March 1993 due to a substantial amount of

repayments prompted by increased rupiah

liquidity. With respect to the secondary market,

SBI transactions rose from Rp0.3 trillion in 1991/

92 to Rp5.8 trillion in the reporting year (Table

2.8).

The issuance of certificate of depositscertificate of depositscertificate of depositscertificate of depositscertificate of deposits

(CDs) declined from Rp1,229 billion to Rp891

billion at end of the reporting year (Table 2.9).

This resulted from a sharp decline in the amount

of CDs issued by private and foreign banks,

which offset a slight increase in CDs issued by

state banks. The decline in the total CDs issued
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was closely related to the more intensive efforts

by banks in marketing their new deposits which

offered more attractive terms than CDs.

As commonly known, Bank Indonesia provides

Discount Facility I Discount Facility I Discount Facility I Discount Facility I Discount Facility I on the basis of a repurchase

agreement (repo) or the submission of securities

as collateral. In the reporting year, the utilization

of Discount Facility I amounted to Rp3.0 trillion

compared to Rp0.9 trillion in the preceding year,

of which the highest level was recorded in February

1993 (Rp0.8 trillion). Taking into account the

repayment made during the reporting year, the

outstanding balance on Discount Facility I at the

end of March 1993 amounted to Rp0.5 trillion.

As in the preceding year, the entire utilization of

Discount Facility I was on a repo basis. The

Discount Facility I on the repo basis was more

attractive than that on non-repo due not only to its

simple procedure, but also because the banks

using this facility wanted to avoid the perception

that they were experiencing liquidity problems.

Foreign Exchange MarketForeign Exchange MarketForeign Exchange MarketForeign Exchange MarketForeign Exchange Market

A noticeable development in the foreign

exchange market during the reporting year was a

marked increase in the volume of transactions both

among foreign exchange banks and between foreign

exchange banks and Bank Indonesia. The latter

transactions were mainly characterized by a

substantial increase in the net purchase by Bank
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Indonesia. With a view to further promoting the

foreign exchange market, Bank Indonesia took

several steps, including issuing licences for the

establishment of brokerage firms dealing in rupiah

and foreign exchange markets and widening the

spread between selling and buying rates. These

steps were further supported by the establishment

of the Society for Worldwide Interbank Financial

Telecommunication (SWIFT) on March 1, 1993

under the coordination of Bank Indonesia. This

international network system is aimed at facilitating

the transfer of funds and exchange of information

among member banks and pop-bank financial

institutions.

In order to enhance the efficiency and reduce

segmentation in the foreign exchange market, Bank

Indonesia issued licences for the establishment of

9 brokerage firms. Joint-venture companies are

allowed to establish brokerage firms on the

condition that the equity participation of the foreign

partner is fixed at a maximum of 85%.

To encourage interbank foreign exchange

transactions, since February 1992 Bank Indonesia

has widened the spread of the rupiah indicative

rate and the foreign bank note rate. The indicative

rupiah rate was raised from Rp6.00 to Rp10.00

and the rate for transactions in foreign bank notes

between Bank Indonesia and money-changers was

increased from Rp8.00 to Rp14.00.

In the reporting year, interbank foreign

exchange transactions almost doubled, from

$244.1 billion in 1991/92 to $416.5 billion.

Increases were recorded in spot transactions that

rose 70.0% to a level of $259.4 billion, swap

transactions that increased 45.4% to a level of

$49.8 billion, and forward transactions that

climbed 87.1% to a level of $107.3 billion. This

development was closely related to higher foreign

exchange reserves held by foreign exchange banks
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bolstered by buoyant non-oil/gas exports. The

introduction of new products, such as options and

futures, also played an important role.

Foreign exchange transactions between Bank

Indonesia and foreign exchange banks (comprising

spot, swap, and sales of export drafts) were

characterized by a marked increase in the net

purchases of foreign exchange by Bank Indonesia,

amounting to $5.2 billion compared to only $1.2

billion in the preceding year. This increase was

mainly attributable to the sales of export drafts by

foreign exchange banks amounting to $6.0 billion

compared to $3.9 billion in the preceding year.

Over the same period, net sales through spot and

swap transactions by Bank Indonesia dropped from

$2.6 billion and $5.3 billion to $1.2 billion and

$0.2 billion, respectively. This development was

closely related to the relatively stable rupiah

exchange rate and the high domestic interest rates.

Since June 1, 1983, the monetary authority

has shifted monetary management from direct

to indirect control through reserve money

management using open market operations

(OMO) as the main instrument. The OMO is

conducted by selling Bank Indonesia certificates

(Sertifikat Bank Indonesia or SBIs) and

purchasing money market security (surat

berharga pasar uang or SBPUs). The SBI is a

rupiah bearer securities issued by Bank

Indonesia and used as the main instrument to

absorb excess liquidity in the banking system.

The SBPU is a short-term rupiah security traded

in the money market, including promissory

notes, issued both by banks and bank customers,

and drafts in which the bank customer can act

as a drawee or a drawer. Basically, the purchase

of SBPUs by Bank Indonesia is intended to

provide additional reserves to the banking

system.

The sale of SBIs and the purchase of SBPUs

are conducted by Bank Indonesia through an

auction system. In principle, there are two

systems used in the auction, namely the Cut-off

Rate (COR) and the Stop-out Rate (SOR)

systems. Up to the present, the sale of SBIs has

been carried out through the COR system. If

the monetary authority is going to sell SBIs, Bank

Indonesia will announce it to market makers in

advance without providing any information on

desired nominal value and discount rates.

Market makers are financial institutions

designated by Bank Indonesia to serve as agents

in the auction. Based on the information,

potential buyers, mainly banks, submit their

purchasing bids including the desired nominal

amount and discount rates through the market

makers. Under the COR system, Bank Indonesia

sets the upper limit target of discount rate and

all bids up to the limit are announced as the

COR OR SOR SYSTEM IN SBI AND SBPU AUCTIONCOR OR SOR SYSTEM IN SBI AND SBPU AUCTIONCOR OR SOR SYSTEM IN SBI AND SBPU AUCTIONCOR OR SOR SYSTEM IN SBI AND SBPU AUCTIONCOR OR SOR SYSTEM IN SBI AND SBPU AUCTION
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winners of the auction. With regard to the

purchase of SBPUs, banks are requested to offer

selling bids and Bank Indonesia will buy all of

those offered SBPUs at a discount rate not

exceeding the     desired rate. Hence, under the

COR system, the discount rate is fixed as the

target whereas the amount sold or purchased is

determined by the market.

Despite the success of SBIs (since 1984) and

the SBPUs (since 1985) as the instruments of

OMO in developing the money market and in

improving the effectiveness of monetary

management, the COR auction system still has

several weaknesses. First, due to aiming at the

desired discount rates, the growth of reserve

money in a period may deviate from that of the

targeted level adequate to meet the need for

domestic liquidity. This deviation may occur

because of the difficulty in determining the

discount rate in the auction that indeed reflects

supply and demand for funds. This difficulty

would be more apparent in the determination of

the “yield curve”, in which the discount rates

are determined based on maturities, which may

not reflect the market rates. For example, in the

last few months of the fiscal year 1992/93 the

prevailing SBI and SBPU discount rates for

several maturities were high relative to those

prevailing in the market, especially overseas,

thereby inducing a substantial amount of short-

term capital inflows. This prompted Bank

Indonesia to absorb the excess liquidity by

issuing more SBIs. Another weakness is the

adverse impact of the COR system on developing

secondary markets for SBIs and SBPUs. This is

closely related to the absence of obligation for

market makers to purchase or sell the whole

targeted amount of the offered SBIs or SBPUs,

making transactions generally more dependent

on their own needs.

To enhance the effectiveness of the SBI

auction system and develop secondary markets,

Bank Indonesia is going to introduce the SOR

system to replace the existing COR system.

Under the SOR system, Bank Indonesia

determines the quantitative target of SBIs to be

sold in an auction at a discount rate as bid by

primary dealers. Bank Indonesia designates

primary dealers serving as underwriters in every

SBI auction with the obligation to buy the whole

amount as stated in the bidding commitment

agreed upon by each primary dealer. Under the

recent agreement, a maximum of 60% of the

targeted SBI sales will be sold through an open

auction. In this auction each primary dealer can

bid for the amount and discount rates. In case

the SBIs are not entirely sold, the remainder

will be allocated among primary dealers in

proportion to their bidding commitments at the

weighted average of the discount rates offered

in the open auction. In this connection, it is

stipulated that the prorate allocation may not

cause a primary dealer to purchase more than

its bidding commitment.
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The designation of primary dealers is

carried out on a selective basis due to their

important role in the implementation of the

SOR system. In this regard. Bank Indonesia

has designated 21 commercial banks, with

total assets of more than Rp500 billion each.

Since the amount of SBI sales is determined

by the needs for domestic liquidity, the

implementation of the SOR system is

expected to improve the effectiveness of

monetary control as well as to contribute to

the development of the secondary markets for

SBIs which in turn would also help develop

the domestic money market.

Despite the advantages as mentioned

above, the SOR system still has several

weaknesses. In practice, the discount rates

of SBIs cannot always be directed to the

desired levels and may fluctuate in line with

the money market developments. To avoid

excessive fluctuation in the SBI rates, Bank

Indonesia has set a tolerable range, i.e., the

maximum differential between the discount

rate offered by primary dealers and that

prevailing in the previous auction. Recently,

the to lerable  range was  f ixed a t  0 .5

percentage point above and below the

discount rates prevailing in the auction of

the previous week.

In addition, due to the obligation to

purchase all SBIs offered in the auction,

primary dealers should maintain an adequate

level of supporting funds. As a compensation

for this obligation, Bank Indonesia provides

a Back-up Window (BUW) facility, namely a

short-term credit with fourteen-day maturity,

for primary dealers facing a liquidity shortage.

The maximum amount of the BUW facility is

50% of the value of SBIs auctioned. In

addition, those designated primary dealers

can voluntarily withdraw subject to the

approval of Bank Indonesia.
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The main thrust of the fiscal policy in the

reporting year was to foster mobilization of

domestic sources and to improve efficiency in

allocating government expenditures. As regards

budgetary operations, the Government continued

its conservative stance as reflected in the state

budget out turn for 1992/93. The monetary

impact of the overall government operations

including budgetary and nonbudgetary on

domestic liquidity was mildly contractionary at

Rp0.2 trillion. Moreover, in line with government

efforts to restrain domestic demand, the

stimulative effect of fiscal policy remained

relatively low, thereby providing a wider room

for monetary policy to maneuver.

The 1992/93 state budget was targeted at

Rp56.1 trillion or 7.9% higher than the out turn

of the preceding year. The 1992/93 budget out

turn exceeded its target level, reaching Rp58.2

trillion or 11.9% above the out turn of the

previous year. Despite the substantial increase

in nominal terms, the 1992/93 budget out turn

in real terms increased slightly only by 1.9%

after taking into account the inflation rate of

10.03%. Debt amortization and interest

payments increased by 13.3% which was more

rapid than the increase in overall expenditures

and still the largest part of routine expenditures.

In the 1992/93 budget operations, domestic

revenues and routine expenditures increased

quite significantly, while development revenues

originating from foreign borrowings as well as

development expenditures slowed. Development

expenditures, financed primarily by government

savings, increased by 18.2% to Rp13.4 trillion.

As a result, the share of foreign sources of funds

as a percentage of total government revenues

and expenditures declined a little further.

Moreover, the ratio of development expenditures

to gross domestic product (GDP) decreased

slightly from 9.6% to 9.4%, and the ratio of

government expenditures to GDP declined from

22.9% to 22.6%. These developments reflect

the Government’s efforts to enhance the role of

the private sector in the development process.

Regarding domestic revenues, the

Government continued to promote mobilization

of non-oil/gas revenues, among others, by

improving the tax system and intensifying

non-tax collection. In the reporting year, the

domestic revenues increased by 14.1%

compared with 5.2% in the previous year. This

increase primarily resulted from a considerably

high increase in non-oil/gas revenues which

exhibited a 21.0% rate of growth. Of total

domestic revenues, the share of non-oil/ gas

revenues accounted for 67.7%, slightly higher

than 63.8% in the preceding year. The majority

of non-oil/gas revenues resulted from tax

receipts (90.7%).

GOVERNMENT FINANCEGOVERNMENT FINANCEGOVERNMENT FINANCEGOVERNMENT FINANCEGOVERNMENT FINANCE
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On the expenditure side, routine

expenditures were effectively directed to finance

the Government’s operations and maintenance

programs as well as to improve the quality of

public service. As regards development

expenditures, the government made efforts to

allocate funds more efficiently to priority sectors

concerned with the development of infrastructure

and human resources. In fiscal year 1992/93,

routine expenditures rose strongly by 12.6%

compared to 0.8% in the previous year, while

development expenditures slowed to 10.9%

compared with 11.9% in the preceding year.

As a result of the improvements in tax

collection, tax receipts continued to grow rapidly

at 21.1% albeit slightly lower than the 22.0%

recorded in the previous year. This rapid growth

of tax revenues coupled with low growth in

routine expenditures (12.6%) resulted in a

continuation of the conservative fiscal stance in

1992/93.

Government RevenuesGovernment RevenuesGovernment RevenuesGovernment RevenuesGovernment Revenues

A series of tax policy measures were adopted

by the Government prior to the reporting year.

These include, among others, the expanded

coverage of income taxes, the implementation

of a value added tax (VAT) and sales tax on

luxury goods, and the land and building tax. The

coverage of VAT was extended to include

wholesalers with gross annual sales of Rp1 billion,

and the sales taxes on luxury goods were

reclassified with new rates of 10%, 20%, and 35%.

Moreover, the administrative procedures for land

and building tax collection were improved.
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In an effort to increase further non-oil/gas

revenues derived from tax receipts, the

Government introduced several new measures

regarding income tax and taxes on luxury goods.

In this regard, the Government1) redefined the

definition of net earnings of trust funds which

is subject to income tax. In addition, the

Government granted an allowance for income out

of sales revenues or transfer of assets occurring

in 1992 as the basis for the assessment of taxable

income.2) Furthermore, the Government also

improved the tax collection procedure on

geothermal resources used for energy and

electricity generation.3)

Regarding the imposition of import duties,

VAT, tax on luxury goods, and income tax on

commodities or economic transactions

denominated in foreign currencies, the

Government set the official exchange rate as the

basis for the settlement of tax bills.4) Moreover,

in order to safeguard the government revenues,

the Government set procedures for collection and

settlement of import duties, the surcharge on

import duties, the VAT, sales tax on luxury goods,

and income taxes.5)  The Government also took

measures to improve classification and to change

the rate of import duties and the surcharge on

import duties of selected imported goods. 6)

In the reporting year, government revenue

rose to Rp58.2 trillion, an increase of 11.9%

from the previous year, which consisted of

domestic revenues of Rp47.5 trillion (an

increase of 14.1%) and development revenues

of Rp10.7 trillion (an increase of 2.9% compared

to 5.1% in the previous year). As in the previous

year, the underlying increase in domestic

revenues originated mainly from the non-oil/gas

sector which increased by 21.0% to Rp32.1

trillion—mostly due to the increased in tax

receipts. Meanwhile, oil/gas receipts slightly

increased by 1.9% to Rp15.3 trillion, attributable

to a slight improvement of world oil price during

the first half of 1992/93. It should be noted that

the average export price for Indonesia’s crude oil

in the reporting year was $18.76 per barrel which

was higher than the assumption of $ 17.00 per

barrel contained in the 1992/93 budget .

Non-oil/gas receipts continued to the most

important role in the composition of domestic
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revenues. They grew quite steadily relative to

oil/gas receipts. Of the non-oil/gas receipts, tax

receipts from income taxes was the largest

portion (37.1%), followed by receipts from VAT

and taxes on luxuries (33.4%). Moreover,

non-tax receipts rose 20.3% compared to 17.6%

in the previous year. This increase was

attributable to Government’s efforts to improve

the efficiency of state enterprises and to intensify

non-tax collection. With that development, the

ratio of tax receipts to GDP increased 11.3%

compared to 10.6% in the previous year. In the

same period, the ratio of tax receipts to total

government revenues also increased 50.1%

compared to 46.3% in the preceding year.

The category of tax receipts that increased

the most was income tax receipts which

increased 24.4% to Rp11.9 trillion while

receipts from the VAT and taxes on luxuries rose

20.0% to Rp10.7 trillion. This was related to

the Government’s efforts to intensify tax

collection during the last few years and to

broaden the coverage of the VAT.

Receipts from taxes on land and buildings

increased 25.8% to Rp1.1 trillion compared with

an increase of 7.9% in the previous year. This

increase was attributable to the improvement of

data collection on taxpayers, the simplification

of tax the collection procedure, and the

adjustment of selling price of taxable goods

which became effective on November 1991.

Furthermore, receipts from import duties

increased considerably 24.3% to Rp2.7 trillion

in 1992/93, due largely to an increase in import

growth and to the shift in trade barrier from

non-tariff to tariff system.

Government receipts from excise duties

during the reporting year rose 7.1% to Rp2.4

trillion which was primarily related to the

increase in duties on tobacco as well as higher

growth in tobacco production. In contrast, export

tax receipts dropped sharply from Rp19 billion

to Rp8 billion due to the wider exemption of

goods subject to export taxes. Furthermore,

receipts from other taxes, such as stamp and

auction duties, rose 18.8% to Rp360 billion,

which resulted from an increase in the number

of documents requiring stamps, and also to the

Government’s efforts to improve the effectiveness

of auction procedure.

In 1992/93 non-tax revenues increased

20.3% to Rp3.0 trillion. This increase can be

traced primarily to the rise in government

receipts from state enterprises, receipts from

retribution on forestry products and on log

concessions. The increase in the government

receipts from the earnings of state enterprises was

achieved by improving efficiency and productivity

of state enterprises through a series of government

regulations which stipulated the status of state

enterprise as “pesero”.7) With this new status, state

enterprises were given greater independence and

flexibility in diversifying their business activities

and improving their operation.
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Development revenues originating from

foreign borrowings rose only 2.9% to Rp10.7

trillion compared with an increase of 5.1% in

the previous fiscal year. This was in line with

the government’s policy on foreign borrowings.

Against this backdrop, the share of foreign

borrowings in total development expenditures

was reduced from 47.8% to 44.4% in the

previous year, and its share in total government

revenues declined from 20.0% to 18.4%.

Development revenues consisted of program aid

for Rp0.5 trillion and project aid for Rp10.2

trillion. The decline in the share of foreign

borrowings in the budget was designed to

reinforce the Government’s foreign borrowing

policy.

Government ExpendituresGovernment ExpendituresGovernment ExpendituresGovernment ExpendituresGovernment Expenditures

In 1992/93, government expenditures

increased by 11.9% to Rp58.2 trillion. The ratio

of government expenditure to GDP, however, fell

to 22.6%, slightly lower than 22.9% in the

preceding year. Routine expenditures rose

12.6% to Rp34.0 trillion compared with an

increase of just 0.8% in the previous year.

This was related to a higher level of debt

amortization and interest payments, which

amounted to Rp15.2 trillion representing an

increase of 13.3% from the previous year. The

share of  debt amortization and interest

payments in routine expenditures was 44.7%,

which made it the largest item. This was

attributed to an increase in principal payment

on the foreign debt as well as the appreciation

of major currencies against the US dollar.

Personnel expenditures increased 16.8% due

to the salary increases for civil servants. Material

expenditures rose 20.9% to Rp2.9 trillion due

to an increase in expenses to finance the

operation and maintenance activities of

government institutions. Subsidies to local

governments rose 9.3% above the 1991/92 level

to Rp5.3 trillion. Other routine expenditures fell

19.5% to Rp1.2 trillion due to a reduction in

fuel oil subsidies from Rp1.0 trillion to Rp0.7

trillion.
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Development expenditures increased by

10.9% to Rp24.1 trillion in 1992/93, slightly

lower than 11.9% in the preceding year. Hence,

the share of development expenditures in the

formation of GDP remained relatively constant,

accounting for 9.4% compared to 9.6% in the

previous fiscal year. As before, development

expenditures were primarily directed toward

supporting the expansion of infrastructure. In

addition, participation of the private sector in

the development of infrastructure through

“build, operate, and transfer” (BOT) system was

also enhanced. Of that total development

expenditures, Rp10.2 trillion was in the form of

project aid to finance productive and strategic

projects which contained large impact on

people’s standard of living. Moreover, about

Rp13.9 trillion consisted local-cost financing,

which was used, among others, to finance the

expenses of ministries and other government

institutions of Rp7.9 trillion, an increase of

31.6% compared to 1991/92. Meanwhile,

development expenditures increased by 27.5%

to Rp5.0 trillion which was used to support

financing of regional development and to

promote a more equal distribution of

development. Several underlying projects were

implemented under presidential instruction

scheme and designed, among others, to promote

human resource development, to create more

employment opportunities and to improve

people’s welfare through the improvement of

health services, and to preserve environment

persistently, which, in turn, would alleviate

poverty. Subsidies on fertilizer, government

equity participation and others were reduced to

Rp1.0 trillion in 1992/93.

Government SavingsGovernment SavingsGovernment SavingsGovernment SavingsGovernment Savings

In the fiscal year 1992/93, government

savings, defined as the difference between

domestic revenues and routine expenditures,

rose by 18.2% to Rp13.4 trillion. As a result,

the share of government savings in development

financing increased by 55.6% compared to

52.2% in the previous year. The ratio of

government savings to total government

expenditures also increased, by 23.1%

compared to 21.8% in the preceding year.
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Moreover, the ratio of government savings to

GDP slightly rose from 5.0% to 5.2%. The

increased government savings has substituted

the declining share of foreign borrowings in

financing development expenditures.

Budget for Fiscal YBudget for Fiscal YBudget for Fiscal YBudget for Fiscal YBudget for Fiscal Year 1993/94ear 1993/94ear 1993/94ear 1993/94ear 1993/94

The state budget for 1993/94 is characterized

by the Government’s efforts to mobilize domestic

funds needed to finance government operations

and to develop priority sectors so as to provide

a strong basis for further economic development.

In order to alleviate dependence on foreign aid,

the Government will continue to mobilize

domestic resources, primarily through increases

in taxes. On expenditure side, finance will be

directed toward improving and expanding

infrastructure and developing human resources.

The budget for revenues and expenditures

in 1993/94 is set at Rp62.3 trillion represent-

ing 7.1% above the 1992/93 outturn. Domestic

revenues are budgeted at Rp52.8 trillion or

11.2% higher than the 1992/93 outturn, com-

prising oil/gas receipts of Rp15.1 trillion and

non-oil/gas receipts of Rp37.7 trillion. Domes-

tic revenues are targeted to rise to 84.7% of to-

tal revenues compared to 81.6% in the previ-

ous year. In contrast, foreign borrowings are tar-

geted at 15.3% of total revenues, lower than the

18.4% in the preceding fiscal year. Meanwhile,

the share of routine expenditures in total bud-

get will increase modestly, from 58.5% to

59.5%, while development expenditures will

decline to 40.5% from 41.5% in the previous

year.

From the above composition it is evident that

the share of non-oil/gas revenues in total

domestic revenues will continue to rise in 1993/

94. This is in line with the Government’s efforts

to further increase tax receipts through the

improvement of regulations as well as the

number of tax collectors and the enforcement of

the tax code. Through these measures, it is

expected that receipts from income taxes, VAT,

and land and building taxes will increase

appreciably.

Revenues from oil/gas sector are expected

to decline slightly in line with the fall in oil

prices to an average of $18.00 per barrel

while production remains at 1.534 million

barrels a day. Development revenues are also

budgeted to decline to Rp9.6 trillion compris-

ing mostly project aid of Rp9.1 trillion and

program aid of Rp0.5 trillion. With this

amount, the share of development revenues

in total government expenditure will continue

to decline, from 18.4% in the previous fiscal

year to 15.3% in 1993/94. This is in line with

the government budget policy to promote

greater dependence on domestic sources.

Routine expenditures are budgeted at Rp37.1

trillion, an increase of 9.0% over the 1992/93

outturn. Personnel expenditures are expected to
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increase 15.1% associated mainly with increases

in the salaries and fringe benefit of government

employees. In addition, debt amortization and

interest payments are budgeted at Rp16.7 trillion,

an increase of 9.8% over the outturn in the

preceding year, representing 45.1% of total routine

expenditures. Development expenditures are

projected to reach Rp25.2 trillion or 4.5% higher

than the 1992/93 outturn, to be financed largely

by government savings. These expenditures will

be allocated to finance the development of priority

sectors, such as transportation and tourism,

education, regional development, mining and

energy, and agriculture and irrigation. For regional

development, expenditures will be channeled

under the presidential instruction scheme.

In the 1993/94 budget, the government sav-

ings are targeted to increase 16.8% to Rp15.7 tril-

lion. Hence, the ratio of government savings to

GDP is projected to reach 5.5% compared with

5.2% in the preceding fiscal year.

NOTESNOTESNOTESNOTESNOTES

1) Government Regulation No. 61 of 1992, September 19, 1992.
2) Minister of Finance Decree No.1075/KMK.04/ 1992, October 14,

1992.
3) Minister of Finance Decree No. 766/KMK.04/ 1992. July 13, 1992.
4) Minister of Finance Decree No. 1030/KMK.014/1992, September 30,

1992
5) Minister Finance Decree No. 1147/KMK.01/1992, October 28, 1992.
6) Minister of Finance Decrees Nos. 685 and 686/KMK.00/1992, July

6, 1992.
7) Government Regulations Nos.19, 20, 21, 22,23,24, and 25, April 29,

1992.
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After a prolonged recession, the world economy

recovered slightly in 1992. In addition, the growth

in international trade volume and prices of primary

commodities (non-oil/gas) also improved despite

an increasing trend of trade protection imposed

by industrial countries. These developments,

coupled with greater interdependence and high

economic growth as well as the increased

inter-trade in East Asia and ASEAN countries and

the relocation of industries from Japan and NIEs

to ASEAN countries, had favorable consequences

for Indonesia’s external sector.

Government measures to cool down the

economy and to improve competitiveness of

domestic products contributed significantly to the

strengthening in Indonesia’s balance of payments

position in the reporting year. The growth rate of

non-oil/gas exports accelerated markedly while that

of imports remained relatively constant, resulting

in a sharp decrease in the current account deficit.

With respect to capital flows, total capital inflows

registered a strong surplus as private capital inflows

increased and offset a decrease in net official

capital inflows. As a result, the overall balance of

payments gain a higher surplus than the previous

year.

In an effort to accelerate the growth in

investments under the domestic investment

(PMDN) scheme and foreign direct investment

(PMA) scheme as well as to promote greater

efficiency, the Government launched another

package of policy measures in July 1992. This

package included measures which were also

intended to foster the growth of non-oil/gas exports

through increasing competitiveness. The increase

in competitiveness is to be achieved by the

enhancement of economic efficiency through the

simplification of import procedure for used

machinery, equipment, and other capital goods,

which, in turn, will reduce the cost of production

for direct users as well as encourage the

development of reconditioning industry.1) Moreover,

the Government has simplified the trade

BALANCE OF PBALANCE OF PBALANCE OF PBALANCE OF PBALANCE OF PAAAAAYMENTSYMENTSYMENTSYMENTSYMENTS

1) Minister of Trade and Minister of Industry Joint Decree No. 201/
KPB/VII/92 and No. 107/M/SK/VII/1992, July 6, 1992.
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procedures of various imported goods and also

removed import duties and surcharge on import

duties for specific goods.2) To encourage investment

by foreign companies, the Government has

approved land utilization rights (Hak Guna Usaha)

and building utilization rights (Hak Guna

Bangunan) for PMA companies, simplified

investment procedures and further simplified the

negative investment list (Daftar Negatif Investasi

or DNI).3) With regard to share ownership, the

Government allowed 100 percent of capital share

to be owned by foreign participants provided that

they fulfill a number of requirements.4) The

improvement in the investment climate has also

been supported by bilateral investment guarantee

agreements which were sought intensively by the

Government in 1992.

 Efforts to increase non-oil/gas exports were

made by the Government in cooperation with the

private sector, including export promotion through

trade missions, international trade exhibitions, and

other business activities conducted in the

Indonesian Trade Promotion Center (ITPC) located

in a number of countries. In line with these

promotion activities, the Government introduced

counter-trade schemes which have special payment

arrangements and initiating bilateral banking

relation with a number of countries. Meanwhile,

the Government continued to encourage

entrepreneurs in the use of the standard of export

goods’ quality (Standar Mutu Barang Ekspor). In

addition, it is expected that by March 1994 there

will be only one Indonesian National Standard

System (Standar Nasional Indonesia or SNI) which

accommodates internationally accepted standards.

To increase foreign exchange receipts from the

services sector, the Government together with the

2) - Minister of Trade Decree No.200/KP/VII/92, July 6, 1992.
- Minister of Finance Decree No.685/KMK.00/1992, July 6, 1992.

3) Presidential Decrees No. 32, 33, and 34, July 6, 1992.
4) Government Regulation No. 17/1992,  April 16, 1992.
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private sector developed a program for domestic

tourism promotion and for improving the system

of dispatching Indonesian workers abroad. The

tourism promotion activities were conducted

through Indonesian embassies and tourism offices

abroad. Following the success of the 1991 Visit

Indonesia Year, the Visit ASEAN Year campaign

was launched in 1992 aiming to promote

Indonesia’s tourism image abroad. In order to

expedite the development of national tourism, in

1992 the Government, also announced the 1990s

as the Visit Indonesia Decade which is expected

to increase in the number and length of stay of

foreign tourists visiting Indonesia.5) In addition to

the development of the tourism sector, the

Government continued to dispatch workers abroad

in order to help solve the problem of unemployment

as well as to increase foreign exchange earnings.

In this regard, the Government continued the

efforts to send more skilled labor that could work

informal sectors, such as medical, construction,

and electronics, which were expected to increase

foreign exchange receipts from those labor sources

in the future.

In order to maintain effective management of

the external debt and to gain self reliance, the

Government consistently pursued a prudent foreign

borrowing policy. The official disbursements from

the Consultative Group on Indonesia (CGI), which

replaced the Intergovernmental Group on

Indonesia (IGGI), during the reporting year

decreased in nominal terms. The increase in

exports led to a decline in the Government’s debt

service ratio (DSR). On the other hand, in line

with the policy to offer wider opportunity to the

private sector in economic activities, including the

opportunity to obtain foreign borrowing, DSR of

the private sector continued to increase. The

growing concern about commercial foreign

borrowing necessitates continued monitoring by the

Foreign Commercial Borrowing Coordinating Team

(Tim PKLN).

Current AccountCurrent AccountCurrent AccountCurrent AccountCurrent Account

During the reporting year, current account

deficit narrowed by $1.1 billion to $3.3 billion.

This was attributable to the rise in the trade account

surplus by $1.9 billion to $6.8 billion while

services account deficit increased by $0.8 billion

to $10. 1 billion. As a percentage of GDP, the

current account deficit decreased from 3.8% in

1991 to 2.6% in 1992. The non-oil/gas trade and

current account showed significant improvement,

as their deficits declined from $2.7 billion and

$8.9 billion to $0.1 billion and $7.0 billion,

respectively. This improvement was closely related

to the growth of non-oil/gas exports which was much

higher than that of non-oil/gas imports. On the other

hand, current account surplus of the oil/gas sector

decreased from $4.6 billion to $3.7 billion, mainly

due to the decrease in oil/gas export volumes and

an increase in oil-based fuel imports.5) Presidential Instruction No. 60, October 21, 1992.
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Merchandise ExportsMerchandise ExportsMerchandise ExportsMerchandise ExportsMerchandise Exports

The overall value of merchandise exports rose

to $34.6 billion or an increase of 16.5% during

the reporting year compared to 5.6% in the

previous year. This was attributable to the 27.8%

increase in non-oil/gas exports, in contrast to a

decrease in oil/gas. Sustained growth in non-oil/

gas exports resulted in a more balanced export

structure, which entails less dependency on oil

exports. In 1992/93, the share of non-oil/gas

exports to total exports reached 70.2% compared

to 63.9% in the previous year. The primary

destination of Indonesia’s non-oil/gas exports were

the European Community (EC) countries (19.0%),

the United States (16.9%), and Japan (16.6%). As

for the share of non-oil/gas exports to ASEAN rose

to 19.05% compared to 16.9% in 1991/92.

Meanwhile, the share of non-oil/gas exports

destined to east Asian countries, such as Hong

Kong, Korea, Taiwan, and China, decreased

slightly from 14.0% to 12.9%.

The most rapid expansion of non-oil/gas exports

occurred in manufactured products (38.3%), while

mining and agricultural products rose by 6.9% and

2.5%, respectively. With those developments, the

share of manufactured products in total non-oil/

gas exports increased from 69.7% in 1991/92 to

75.4% in 1992/93 while as a share of total exports

they increased from 44.6% to 52.9%. The

sustained rise in the share of manufactured goods

exports in total non-oil/gas exports has contributed

to the improvement in the structure of non-oil/gas

exports.

Exports of textiles textiles textiles textiles textiles and textile productstextile productstextile productstextile productstextile products

continued to grow strongly, rising 37.8% to $5.5
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billion in 1992/93. During the past five years,

exports of textiles and textile products increased

steadily from $1.1 billion in 1987 reaching a level

of $5.5 billion in 1992/93 or at an annual average

growth rate of 37.7%. Hence, export value of

textiles and textile products remained at the top of

non-oil/gas exports with the majority destined for

EC countries and the United States.

Export value of wood  wood  wood  wood  wood and wood products wood products wood products wood products wood products

increased by 3.0% to $3.8 billion, somewhat lower

than the 8.0% rise a year earlier. In particular, exports

of plywood contracted as prices dropped that offset

increases in export volumes. The Government

removed export prohibitions and instead imposed

export taxes on unprocessed logs, several categories of

wood, and wood for chips. This policy was meant to

shift from non-tariff barriers to tariff barriers6)

Footwear Footwear Footwear Footwear Footwear exports still recorded the fast growth

among non-oil/gas exports. In 1992/93, the value

of footwear exports showed an increase of 24.0%

to $1.3 billion, declining from 51.4% growth in

the previous year. As a result, the share of foot-

wear exports in total manufactured product exports

declined to 7.0%, lower than the 7.8% share

recorded in the previous year. The high

6) Minister of Trade Decree No. 178/Kp/VI/92, June 8, 1992.
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growth in footwear exports was attributable

to the continued relocation of the foot wear

industry from newly industrial economies

(NIEs) to Indonesia.

Exports of electrical appliances electrical appliances electrical appliances electrical appliances electrical appliances continued to

increase favorably, by 60.7% to $0.9 billion in the

reporting year, although lower than in preceding

year (110.0%). The commodities included

computers, video cassette recorders, televisions,

radios, and refrigerators.

 The value of steel steel steel steel steel exports increased 10.3%

to $0.4 billion in 1992/93, mainly as a result of a

61.8% rise in volume from 1.2 million tons to 1.9

million tons, while the average price of steel

declined sharply. For instance, average price of

hot rolling coil (HRC) declined from $340.00 to

$290.00 per ton and that of cold rolling coil (CRC)

declined from $410.00 to $380.00 per ton. On

November 12, 1992, Indonesian iron sheet

products acquired a quality certificate from the

Ministry of International Trade and Industry (MITI)

of Japan, which means improving prospect for

Indonesia’s iron export.

The value of handicraft handicraft handicraft handicraft handicraft exports which con-

sisted mainly of hand-woven items increased

11.9% to $0.5 billion.

The value of paper paper paper paper paper exports consisting of pulp,

cultural paper, cardboard, and industrial paper

increased 8.8% to $0.4 billion. Increased paper

and pulp exports were attributable to rising world

demand and greater investment in pulp, paper,

and cardboard industries prior to 1992/93.

In 1992/93, the value of cement cement cement cement cement exports

increased by 79.4% to $0.1 billion following a

decline in the preceding year due largely to a

19.4% rise in exports volume to 2.5 million tons.

This was closely related to the Government’s policy

to lift prohibitions in cement export and an increase

in production capacity.

The value of agricultural agricultural agricultural agricultural agricultural exports rose 2.5%

to $4.2 billion in 1992/93, compared to a 5.4%

increase in the previous year. Exports of rubber

and palm oil still increased steadily, while those

of coffee, shrimp, tea, and pepper weakened. This

slowdown was due to the decline in international

commodity prices.
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The value of shrimp  shrimp  shrimp  shrimp  shrimp and other animal other animal other animal other animal other animal

product product product product product exports decreased 2.5% to $1.1 billion

after increasing in the previous year. The decline

was primarily brought about by lower prices which

could offset the increase in volume. The rise in

volume was attributable to opening of new markets

in Europe, including France, the Netherlands,

Germany, and Belgium, in addition to the

traditional markets, such as Japan and the United

States.

Exports of natural rubber natural rubber natural rubber natural rubber natural rubber increased only 0.9%

to $0.9 billion m 1992/93, much slower than the

5.1% increase a year earlier. Increasing natural

rubber exports in the past two year related to an

increase in world prices, especially for the Standard

Indonesian Rubber (SIR) which increased

averagely from $0.74, to $0.77 per kilogram.

Meanwhile, the price of Ribbed Smoked Sheets

(RSS) remained relatively stable at $0.84 per

kilogram. The slower growth of natural rubber was

due to the failure of the International Natural

Rubber Organization (INRO) to stabilize the price.

Palm oil Palm oil Palm oil Palm oil Palm oil exports rose 36.4% to $0.5 billion,

recording the highest growth among agricultural

commodity exports. Both export volume and prices

increased in line with growing demand for palm

oil. The increase in demand was attributed to the
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failure of “palm oil cholesterol threat” campaign

in the United States.

As in the previous year, the value of coffeecoffeecoffeecoffeecoffee

exports continued to decline in 1992/93, by 3.9%

to $0.3 billion, largely associated with an excess

supply in the world market due to the failure of

the International Coffee Organization (ICO) to

establish coffee quota. The primary destinations

for coffee exports were EC countries (35.3%), Japan

(19.1%), and African countries (22.6%).

In 1992/93, teateateateatea exports declined further by

7.5% due to prolonged weakness in world tea

prices. The low world price of tea was related to

excess world supply and declining demand from

potential consuming countries, such as Russia. In

addition, exports to the Middle East countries, such

as Iraq and Kuwait, did not recover as those

countries were still in the process of economic

reconstruction.

 Exports of mining mining mining mining mining commodities increased

6.9% to $1.8 billion in 1992/93, lower than 17.6%

rise in the previous year. Among export

commodities decreasing were aluminium, nickel,

and gold. By contrast, the value of copper and tin

exports increased.

The value of copper copper copper copper copper exports rose 34.3% to

$0.7 billion compared to 18.1% in the preceding

year. The increase pushed in total mining exports

up to 39.2%. This was related to a higher world

copper price, in line with decreasing supply from

Papua New Guinea as the main world’s largest

supplier of copper.

In contrast to the preceding year, the export

value of tin increased 2.0% to $0.1 billion in 1992/

93. This was related to an increase in tin export

prices as the members of the Association of Tin

Producing Countries (ATPC) agreed to cut back

their production to reduce supply in the world

market and a decline in output by Brazil, the largest

tin producer in the world.

As in the previous year, the value of nickelnickelnickelnickelnickel

exports declined, by 35.3% to $2.0 billion in 1992/

93. This was closely related to the decrease in both

the price and volume of exports.

The value of aluminium aluminium aluminium aluminium aluminium and gold  gold  gold  gold  gold exports

decreased by 17.6% and 28.4% in 1992/93,

respectively, after recording increases of 21.3%

and 107.4% in 1991/92. This outcome was related

to declines in both the price and volume.
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During 1992/93, the average price of world oil

remained unchanged compared to that in the

previous year, even though in the last months of

the reporting year the price declined. As an

illustration, OPEC reference price for Arabian light

crude (ALC) of     $21.0 a barrel has never been

realized and prices moved in the range between

$17.25 and $18.95 a barrel. The decline in crude

oil price was caused by the excess supply since

Kuwait’s production had returned to pre-Gulf crisis

level, at 0.925 million barrels a day. To boost oil

prices, in February 1993 OPEC countries agreed

to reduce the level of production from 24.588

million barrels to 23.600 million barrels a day for

the period of March - June 1993. The OPEC

production quota for Indonesia was slashed from

1.374 million barrels to 1.319 million barrels a

day. Even though the prices of crude oil continued

to decline during the last months of the reporting

year, the average price of Indonesia’s crude oil

exports during 1992/93 was $18.57 a barrel, a

slight improvement compared with an average price

of $18.29 a barrel in the previous year. During the

course of the year, the crude oil price peaked in

the second quarter, at $19.84 a barrel.

The volume of oil exports decreased from 382.5

million barrels in 1991/92 to 352.8 million barrels

in 1992/93. This was in line with a decrease in

crude oil production, including condensates, while

the level of domestic oil fuel consumption remained

high. The level of crude oil and condensate

production was 1.562 million barrels a day in

1991/92 but during the reporting year it declined

to 1.506 million barrels a day. The growth rate of

domestic oil fuel consumption reached 8.1% in

1992/93 compared to 8.8% in the previous year.

During the last three years, growth rate of domestic
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oil-based fuel consumption was high in line with

the increase in economic activities, especially in

the manufacturing and transportation sectors. In

should be added that the annual growth of domestic

oil-based fuel consumption prior to the last three

years ranged between 3% and 4%. The value of

Indonesia’s oil exports during the reporting year

amounted to $6.4 billion, representing a decrease

of 7.0%.

In line with the oil prices which were,

relatively constant, the prices of liquefied natural

gas (LNG) and liquefied petroleum gas (LPG)

were also stable in 1992/ 93 as their prices are

linked to oil prices. The export volume of LNG

increased slightly from 1,157 million MMBTU

to 1,169 million MMBTU and the export volume

of LPG increased from 2,378 thousand tons to

2,513 thousand tons. As a result, the value of
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LNG and LPG exports in 1992/93 increased

from $3.8 billion to $3.9 billion.

Oil and gas exports declined by 3.5% to $10.3

billion, accounting for 29.8% of total Indonesia’s

exports. The share of oil and gas exports as a

percentage of total exports has declined

continuously since 1985/86 when they accounted

for 66.8% of exports. Regarding country of

destination, Japan and the United States remained

the main destinations for Indonesia’s oil exports,

with shares of 40.7% and 7.5%, respectively, while

gas was mainly exported to Japan and South Korea

with share of 83.8% and 14.6%.

Merchandise ImportsMerchandise ImportsMerchandise ImportsMerchandise ImportsMerchandise Imports

In 1992/93, the growth rate of merchandise

imports accelerated from 7.7% to 12.1%

reaching a total of $27.8 billion. The most rapid

growth was recorded in non-oil/gas imports,

which rose 12.9% to $24.4 billion due mainly

to the increase in investment following the

relaxation of trade procedures allowing the

import of used capital goods, including

machineries as stated in the July 1992 policy

package.

The growth of capital goods import deceler-

ated markedly from 11.3% to 3.9%, bringing

the level to $8.0 billion. Imports of raw/auxil-

iary goods grew 5.9% of $18.2 billion as against

a 14.5% increase in the preceding year. Con-

sumer goods imports rose 33.3% to $1.6 billion

stemming mainly from a jump in the imports of

food and beverages, durable goods, and passen-

ger cars, especially for the event of the

Non-aligned Movement Summit, which more

than offset a decline in the imports of

semi-durable goods. As a result, the composi-

tion of non-oil/gas imports continued to be domi-

nated by raw materials/auxiliary goods with a

65.6% share followed by capital goods with a

28.6% share and consumer goods with a 5.8%

share.
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By country of origin, Japan and the EC

countries remained the primary sources of

Indonesia’s imports with a share of 24.6% and

21.3%, respectively, followed by the United

States and the countries of East Asia and

ASEAN with shares of 15.0%, 16.7%, and

6.1%, Among the ASEAN countries, Singapore

continued to hold the largest share, at 3.3%,

followed by Malaysia, Thailand, and the

Philippines with shares of 1.5%, 0.9%, and

0.2%, respectively.

To promote efficiency in the Indonesian

economy, the Government made changes in

import duties on certain commodities during the

reporting year. These included, among others,

the exemption or relaxation of trade procedures

on certain imported commodities. In order to

continue to provide reasonable protection for

domestic manufacturing and to preserve the

environment, these exemptions and relaxations

were accompanied by an increase in surcharges

on the import of the stated commodities. This

policy is as follows.

- The imposition of surcharges on the import of

certain rubber thread and cord products, aimed

at promoting the growth of domestic industries.7)

- The exemption of import duties on spare parts,

raw materials, and components required for the

service and maintenance of aircraft, so as to

develop the ability of domestic industries in

providing service and maintenance for aircraft.8)

- The imposition of surcharges on import duties

for newsprint in rolls or sheets, with the

objective of expanding domestic newsprint

industry.9)

- The exemption of import duties, surcharges,

value added tax (VAT), and sales tax on luxury

goods on imports for construction and operation

of development projects in Riau province.10)

- The ban of imports of plastic waste.11)

Imports by oil/gas companies increased 6.9%

to $3.4 billion during the reporting year due to

higher oil-based fuel import and a rise in

exploration activities conducted by foreign oil

companies. Imports of oil-based fuel by Pertamina

also rose due to burgeoning domestic oil-based fuel

consumption, while domestic refinery capacity

remained unchanged.

ServicesServicesServicesServicesServices

During the reporting year, services account

deficit increased by $0.8 billion to $10.1 billion.

On the payments side, the increase originated

7) Minister of Finance Decree No. 606/KMK.00/1992, June 15, 1992.

8) Junior Minister of Finance Decree No. 1026/KMK.00/1992, September
28, 1992.

9) Minister of Finance Decree No. 1052/KMK.00/1992, October 13,
1992.

10) Minister of Finance Decree No. 1071/KMK.00/1992, October 14,
1992.

11) Minister of Trade Decree No. 349/Kp/XI/92, November 21, 1992.
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mainly from interest payments on public and

private sector’s foreign debt and freight charges

for merchandise imports. With respect to receipts,

foreign exchange earnings from tourism and

workers’ remittances continued to increase.

The non-oil/gas services account deficit rose

$0.6 billion from the previous year to $6.8 billion.

The increase originated mainly from increases in

freight costs of 12.9% to $2.7 billion and in interest

payments on public and private foreign debt of 1.2%

to $3.3 billion. In order to economize on foreign

exchange expenditures, the Government gave priority

to the domestic companies in carrying out and

constructing engineering projects.

With respect to services receipts, the tourism

sector and workers’ remittance from Indonesians

employed abroad remained the most important

sources of foreign exchange receipts. In 1992/93,

receipts from the tourism sector increased 23.7%

to $3.2 billion, mainly due to the increase in the

number of foreign tourists visiting Indonesia from

2.6 million to 3.2 million. The increase in the

number of foreign tourists was due, inter alia, to

the launching of 1991 as the Visit Indonesia Year,

1992 as the Visit ASEAN Year, and 1993 - 2000

as the Visit Indonesia Decade. In the meantime,

foreign exchange receipts from workers’ remittance

increased 76.0% to $0.3 billion.

The overall oil/gas services account deficit in-

creased from $3.0 billion to $3.2 billion, mainly

caused by the increase in payments of foreign

contractor’s share. The services account deficit of

oil companies remained constant at $1.8 billion,

while that of gas companies increased from $1.2

billion in 1991/92 to $1.4 billion in 1992/93.

Capital AccountCapital AccountCapital AccountCapital AccountCapital Account

Even though net capital inflows by the private

sector in the form of PMA and other categories

recorded a significant increase, the net capital

inflow of the government and private sectors

reached $5.4 billion in 1992/93, lower than that

of the previous year. Following the increase in

borrowing by the private sector, the principal

Most imported services products are related

to factors of production such as, capital,

technology, and highly skilled manpower.

Indonesia, as a developing country, still faces

constraints in these production factors and must

import a large quantity of services to meet

SERSERSERSERSERVICES ACCOUNT IN INDONESIAVICES ACCOUNT IN INDONESIAVICES ACCOUNT IN INDONESIAVICES ACCOUNT IN INDONESIAVICES ACCOUNT IN INDONESIA’S BALANCE OF P’S BALANCE OF P’S BALANCE OF P’S BALANCE OF P’S BALANCE OF PAAAAAYMENTSYMENTSYMENTSYMENTSYMENTS

domestic demand. On the other hand, services

exports are still relatively small resulting in a

deficit on the services account, in contrast to

the merchandise trade account which generally

records a surplus. Since the services deficit is

larger than the surplus in the merchandise trade,
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the current account (merchandise and services

account) records a deficit every year.

The services account deficit has also widened

year by year. As an illustration, it can be

observed in the development of the services

account deficit in the last 5 years (1987/88 -

1992/93). In 1987/88, the services account

deficit was only $7.1 billion and in 1992/93

became $ 10.1 billion, an average annual

increase of 7.5%. Divided into factor and

non-factor services, the deficit in factor services

registered the higher deficit in the services

account. In 1992/93, the deficit in factor services

accounted for 81.5% of the total services account

deficit. As a percentage of gross domestic

product (GOP), the services account deficit was

around 8.0% in 1992/93, much higher than the

ratio of the current account deficit to GDP which

was only 2.6%.

On the payments side, the kinds of imported
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services include transportation services for

merchandise import, capital services, and other

services, such as services related to consultancy,

insurance, and hospital. Among those services,

capital service recorded the highest level in

payments, followed by the cost of freight for

merchandise import. Payments on capital

services including, among others, interest

payments and profit transfer, in 1987/88 was

$3.2 billion and rose to $4.5 billion in 1992/

93, an average increase of 7.1% per annum.

Payments on the capital services were primarily

related to Indonesia’s position as a capital

importing country which needed to finance the

domestic investment activities, whether in the

form of loan, foreign direct investment, or

portfolio invesment. In order to avoid excessive

payments, efforts were made to contain foreign

borrowing. In this regard, Foreign Commercial

Borrowing Coordinating Team was established

with the responsibility, , , , , among others, to control

growth in foreign borrowing and to avoid

unfavorable loan terms. Meanwhile, the

Government continuously made efforts in

achieving a more favorable investment climate,

so that foreign investors would be more

interested in reinvesting their profit in Indonesia.

Furthermore, payments on freight cost of

merchandise import rose from at $1.4 billion in

1987/88 to $3.1 billion in 1992/93 or increased

by around 17.2% per annum. The increase in

freight payments was related to the increase in

the quantity of merchandise import, in line with

growing domestic investment and production

activities. Although showing a declining trend,

the ratio of freight cost to the value of

merchandise imports was still high (8-9%). This

shows that national shipping company has not

yet begun to play role, causing shipping services

for merchandise import to be provided by foreign

companies. In order to reduce the foreign

exchange payments for the cost of freight on

merchandise imports, efforts had been made to

allow national shipping companies to hire foreign

vessels and to buy used vessels.

In addition to payments of capital services

and freight cost of merchandise import, there

are some services payments included in other
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services, such as payments related to

consultancy, insurance, film rental, and port

services. Payments on these services was esti-

mated at $4.2 billion in 1987/88 and rose to

$6.2 billion in 1992/93, an increase of 8.6%

per annum.

Among other services, payments for

consultant fees and insurance premiums were

estimated as the largest payments.

Government policy gives priority to domestic

companies to plan and design projects

financed by foreign aid as an effort to reduce

foreign exchange payments for consultant fees.

In addition, the possibility of bilateral

cooperation in providing insurance for

merchandise export and import shipment has

been sought, so that the use of foreign

insurance services for Indonesia’s

merchandise exports and imports can be

lessened. Furthermore, the aircraft

maintenance and docking business have

recently been developed in Indonesia. In

addition to economizing on the foreign

exchange payments, this business is also

estimated to be a potential source of foreign

exchange.

With respect to service receipts, the main

sources of foreign exchange earnings were still

traditional ones, such as tourism and the

remittance from Indonesian workers abroad.

Although still quite low, foreign exchange

earnings from tourism and workers’ remittance

has trended upward. In the tourism sector,

this trend could be seen in the increased

number of foreign tourists visiting Indonesia

as well as in the rise in foreign exchange

earnings. In 1987/ 88, the number of foreign

tourists visiting Indonesia was recorded

around 1.6 million persons with foreign

exchange earnings amounting to $ 1.0 billion

and in 1992/93 the number of tourists

increased to 3.2 million persons who spent

$3.2 billion. Since Indonesia has natural

resources and culture as points of interest for

tourists, the tourism sector continues to have

a promising future. In order to increase foreign

exchange receipts from tourism, the

Government has made efforts to provide

infrastructure to support tourism and to

increase marketing activities both in

Indonesia and abroad. Policies in tourism are

not only aimed at increasing the number of

tourists visiting Indonesia but also at

encouraging the tourists to lengthen their stay

in Indonesia.

Remittance from Indonesian workers abroad,

especially those in the Middle East, was also

considered a potential foreign exchange earning

sector. Based on banking sector reports, foreign

exchange receipts from workers’ remittance were

$90 million in 1987/88 and increased to $264

million in 1992/93, an average increase of

31.0% per annum. Foreign exchange receipts
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from Indonesian workers abroad are estimated

to increase in line with the Government’s efforts

in improving the skills of Indonesian workers It

is expected that more Indonesian workers could

enter formal sector jobs which require higher

skill.

Another constraint in assessing the situation

in the services sector is the lack of data and

information, in contrast to merchandise exports/

imports for which there are export/import

documents. Frequently, the data for services

statistics are only based on estimation which

contain weaknesses.

As mentioned above, until now Indonesia’s

position in services trade is still relatively weak.

In line with the possibility in adopting the

General Agreement on Trade in Services (OATS)

under the Uruguay Round, which is designed

to liberalize services trade, the domestic services

industry will face more competition.

Consequently, Indonesia needs to improve the

competitiveness of services products intensively,

both in the domestic and the international

markets.

Various efforts in encouraging the

competitiveness of the services sector were

implemented, by accelerating technology

transfer and promoting the quality of human

resources. Those are considered important

since the main production factors for most

services industry are the levels of skill and

technology. Furthermore, the provision of

infrastructure and an improved business

climate are also needed. The provision of

infrastructure, especially an efficient and

reliable communication system, is one of the

main determinants in improving the

competitiveness of services industry needed

to enter the global market. Another important

effort is the improvement of services data

statistics which is important in formulating

policy measures for promoting the services

sector.

and interest payments increased which, in turn,

caused a rise in the DSR from 29.0% to 32.3%.

Official Capital MovementsOfficial Capital MovementsOfficial Capital MovementsOfficial Capital MovementsOfficial Capital Movements

Net official capital inflows decreased sharply

from $1.4 billion in 1991/92 to $0.8 billion in

1992/93, resulting from lower loans disbursements

and an increase in principal payments. Loan

disbursements declined slightly from $5.6 billion

to $5.5 billion due mainly to a decline in the

disbursement of project aid from the IGGI member

countries and the disbursement of special

assistance.

The amortization of official debt rose from $4.2

billion in 1991/92 to $4.7 billion in 1992/93.

During the same period interest payments also
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recorded an increase, namely from $2.6 billion in

1991/ 92 to $2.7 billion in 1992/93. Even though

the official debt service payments rose, the

Government’s DSR declined from 20.6% to 19.0%

due to a sharp increase in the growth of non-oil/

gas exports.

At the end of March 1993, the outstanding

external debts of the Government amounted to

$48.9 billion, compared to $44.5 billion at of

the end of March 1992. With respect to the

source of credit, most of the government debt

(87.7%) was owed to IGGI members, compris-

ing bilateral arrangements, mainly with Japan,

the United States, and Germany and multilat-

eral institutions, mostly from the World Bank

and Asian Development Bank. The outstanding

level of debt owed to non-IGGI members was

just $5.1 billion, mostly obtained from foreign

banks.

During the first CGI meeting held in Paris on

July 1992, donors agreed to set the aid level for

Indonesia at $5.0 billion, including special assis-

tance of $1.3 billion. The aid consisted of bilat-

eral assistance of $1.9 billion and multilateral as-

sistance of $3. 1 billion. The agreed amount was

larger than that of the previous IGGI meeting. This

reflects the credit worthiness of Indonesia’s de-

spite the prevailing concerns over the scarcity of

funds available for developing countries.

Classified with respect to type of borrowing,

Official Development Assistance (ODA) and non-
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ODA debt in 1992/93 amounted to $1,705 million

and $1,335 million, respectively. ODA debt

comprising special assistance and project aid

amounted to $561 million and $1,144 million,

respectively. The whole outstanding non-ODA

debts consisted of export credit facilities amounting

to $1,335 million because during the reporting year

there was no disbursement of commercial

borrowing or special assistance.

Private Capital MovementsPrivate Capital MovementsPrivate Capital MovementsPrivate Capital MovementsPrivate Capital Movements

After recording a substantial decline in

1991/92, the net inflow of private capital

increased in 1992/93. Capital inflows related to

PMA companies increased from $1.5 billion in

1991/92 to $1.7 billion in 1992/93, in line with

the Government’s efforts to create a more

attractive investment climate as well as

promotional activities of the Government and the

private sector. Meanwhile, private capital inflows

of non-PMA companies rose from $2.6 billion

to $2.9 billion which were induced by relatively

higher domestic interest rates compared to those

in the international market. In order to attract

more investment, especially for the development

of bonded zones in Batam and the Bintan

islands, the Government simplified the

procedure for obtaining a working permit for

expatriates whose expertise cannot yet be fully

satisfied by Indonesian manpower.

Net capital inflows related to non-PMA

companies increased by 10.9%, namely from $2.6

billion in 1991/92 to $2.9 billion in 1992/93,

caused primarily by the increase in foreign

borrowing by state banks. Net capital inflows of

private companies declined, caused mainly by an

increase in the debt amortization as a result of the

large foreign commercial borrowing in the past

years. In the meantime, stock purchases by foreign

investors in the Jakarta Stock Exchange declined.

International Reserves and International Reserves and International Reserves and International Reserves and International Reserves and ExchangeExchangeExchangeExchangeExchange
RateRateRateRateRate

Along with the improvements in Indonesia’s

balance of payments, foreign exchange reserves of

Bank Indonesia increased by $1.4 billion from the

previous year. As a result, the official reserves of

Bank Indonesia increased to $12.0 billion at the

end of March 1993. Taking into account foreign
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exchange reserves of $2.5 billion held by foreign

exchange banks, national foreign exchange

reserves amounted to $14.5 billion at the end of

March 1993 or equivalent to 6.6-month worth

of non-oil/gas imports.

In 1992/93, the nominal value of rupiah

depreciated by 4.8% vis-a-vis the United States

dollar while against a basket of Indonesia’s

trading partner currencies the value of rupiah

depreciated by 2.1%. This was sufficient to

make up differentials between Indonesia’s inflation

rate and the inflation rates of its trading partner

countries during 1992/93; consequently, the real

effective exchange rate was essentially unchanged.

This was consistent with the Government’s efforts

to maintain a realistic exchange rate to promote

the competitiveness of exports and to protect

domestic products from imported goods.

12) Minister of  Manpower Decrees No. 207 and  208/MEN/1992, June
13,  1992.

Exchange rate policy can play important role

in achieving the economic targets, such as

correcting balance of payments imbalance,

supporting the process of industrialization, and

controlling the inflation rate, especially in an

economy with an open capital account. Basically,

there are three kinds of exchange rate systems,

a fixed exchange rate, a free floating exchange

rate, and a managed float of the exchange rate.

From 1971 until November 1978, Indonesia

adopted a fixed exchange rate system. In the

short run, this system supported the inward

looking economic strategy applied in the

economy during that period. However, due to a

relatively high inflation rate in Indonesia

compared to those in other countries, especially

trading partner countries, the exchange rate

system led to a sharp appreciation and the

RUPIAH EXCHANGE RARUPIAH EXCHANGE RARUPIAH EXCHANGE RARUPIAH EXCHANGE RARUPIAH EXCHANGE RATE POLICYTE POLICYTE POLICYTE POLICYTE POLICY

overvaluation of the rupiah. This eroded the

competitiveness of Indonesian products. In

order to promote non-oil/gas exports, rupiah was

devalued by 30.9% in November 1978 against

the United States dollar.

Recognizing the weakness of the fixed

exchange rate-system and in line with the shift

to an outward looking economic development

strategy, the Government adopted the managed

float system in November 1978. In addition,

rupiah exchange rate was no longer solely linked

to the United States dollar but to a basket of

trading partner currencies instead. This was

primarily intended to maintain the rupiah

stability in case of fluctuation in the exchange

rate of major world currencies. Nevertheless,

from November 1978 to September 1986 the

“managed” factor was still dominant, resulting
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in a less flexible rupiah exchange rate. As a

result, the rupiah depreciation during the period

was not sufficient to make up for the difference

between domestic and overseas inflation,

causing the rupiah exchange rate to become

overvalued once again. This condition was

worsened by two external factors, the decline in

price of most primary goods in the early 1980s

and the drop in the oil price in 1986. The

situation forced Indonesia to devalue the rupiah

in March 1983 and September 1986.

Past experience shows that a relatively strong

“managed” factor in determining the exchange

rate, accompanied by post devaluation trauma

and a relatively high domestic inflation rate, has

weakened confidence in rupiah. This has led

the public to speculate about the possibility of

devaluation.

Since the last devaluation in 1986, exchange

rate policy has been implemented based on the

managed float exchange rate system with a less

“managed” factor. As a result, the rupiah

exchange rate remained competitive and

compensated for difference between the

domestic and foreign inflation rate. The

“managed” factor, however, was still needed to

avoid volatile fluctuations of the rupiah exchange

rate which could escalate speculative activity

and negative impact on business activity.

Exchange rate policy was basically aimed at

maintaining the nominal rupiah rate at a level

which reflects demand and supply forces in the

market (equilibrium value). The main factor

used in determining the exchange rate was the

difference between the domestic inflation rate

and the inflation rate in trading partner

countries.

With this policy, the rupiah exchange rate

was maintained at a realistic level and it helped

support the competitiveness of domestic

products. Furthermore, this policy has played

a significant role in promoting the growth of

non-oil/gas exports in the last few years. In

addition, the consistent implementation of

exchange rate policy along the lines mentioned

above has improved the people’s confidence in

the rupiah.

In an effort to maintain the competitiveness

of domestic products, especially in the long run,

price stability is still considered extremely im-

portant. Consistent monetary and fiscal policies

will play an important role. Nevertheless, these

efforts should be supported by improvements

in efficiency and productivity of the real sector.

These efforts are expected to help further stabi-

lize the nominal rupiah exchange rate in the

future and to relax people’s expectation on the

possibility of the rupiah devaluation.
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BanksBanksBanksBanksBanks

The consolidation of Indonesian banking sector

continued in 1992/93, though less intensive. In

addition to efforts to comply with prudential

principles stipulated in the policy package of

February 28, 1991, the consolidation was also an

adjustment following excessive expansion of

banking activities of the past several years. The

consolidation covered the implementation of

various measures to promote asset quality and

network efficiency, improve bank management, and

increase capital according to each bank’s situation.

The progress of consolidation during the course of

the year was satisfactory as reflected, among other

things, in banks’ ability to reduce risk while

continuing to meet prudential requirements.

Nevertheless, one private national bank, namely

Bank Summa, failed to anticipate risk and,

moreover, was too aggressive in its business

expansion, which brought about structural

difficulties. This bank was eventually liquidated.

Progress in the process of consolidation is also

reflected in the increased number of banks able to

meet the capital adequacy ratio (CAR) and the loan

to deposit ratio (LDR). On average, up to the end

of December 1992, the CAR of banks reached

12.7%. Of 221 banks, there were only 6 banks

whose CAR was below 5% and 9 banks whose

CAR was below 7% CAR. In addition, there were

38 banks with LDRs greater than 110%, down

from 50 banks in 1991/92. In order  for  state-

owned banks to fulfill the CAR requirement, the

Government obtained financial assistance from

international financial institutions. In addition,

state bank borrowing originating from two-step

loans were converted to government equity in those

institutions. Furthermore, additional capital for the

state banks was also supported by retaining part

of the profits earned by those banks. At the end of

March 1993, the CAR of state banks generally

surpassed 7%. Financial assistance from

international financial institutions to the

Government which were intended to boost the

capital of state banks was subject to several

requirements, most importantly that those banks

slightly reduce their loan extension. This

requirement contributed to the slowdown in the

growth of overall bank lending in the reporting year.

To provide a firmer operational basis for the

development of a banking business, the

Government put Act no. 7 of 1992 on Banking

into effect in March 1992. This new act provides

more flexibility in bank ownership and operation

but, simultaneously, it requires a more responsible

attitude on the part of bank owner and management.

This act states the principles, functions, and

objectives that Indonesian banks should use as

guidelines for their operations. The Indonesian

banking principle is economic democracy, with the

FINANCIAL INSTITUTIONS AND THE CAPITFINANCIAL INSTITUTIONS AND THE CAPITFINANCIAL INSTITUTIONS AND THE CAPITFINANCIAL INSTITUTIONS AND THE CAPITFINANCIAL INSTITUTIONS AND THE CAPITAL  MARKETAL  MARKETAL  MARKETAL  MARKETAL  MARKET
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main function of banks being to mobilize public

fund. The objective of banks is to support

development by promoting equitable income

distribution, economic growth, and national

stability aimed at improving the welfare of the

people. Consequently, Indonesian banking plays

a strategic role in supporting national development.

The strategic role of banks as stated in Act no.

7 of 1992 is to provide a sound banking system.

This is extremely important to all related parties,

whether bank owners and management, the public

as bank users, or Bank Indonesia as the supervisor.

The soundness of banks can be maintained if those

related parties make efforts to achieve it. Bank

Indonesia as the supervisor is concerned with

efforts to make the operations of banks comply with

prudential principles.

To provide more detailed operating guidelines

and practical implementation of the law, on October

30, 1992 the Government issued a series of

regulations, namely Government Regulations

numbers 70, 71, and 72, on commercial banks,

rural credit banks (bank perkreditan rakyat or

BPRs), and profit sharing banks respectively. In

detail, those regulations stipulate rules on

licensing, management, ownership, and other

operational activities, both for commercial banks

and BPRs. To obtain a license, a bank founder

has to meet various requirements, among others,

on the legal status of citizenship/corporate body,

capital, and nominees for its management, both

for the boards of directors and commissioners. The

Government increased the capital requirement

from a minimum of Rp10 billion to Rp50 billion

for a commercial bank and from a minimum of

Rp50 billion to Rp100 billion for a joint-venture

bank. In addition, the process of interbank

mergers, consolidations, and acquisitions is also

regulated to avoid concentration of economic power

in a few groups of banks which in turn could have

implications for soundness of the banking sector.

To promote the effectiveness of bank

supervision, Bank Indonesia has delegated more

extensive authority for supervision to its branches

throughout the country covering all bank offices

existing within the respective branch’s jurisdiction.

In addition, Bank Indonesia has cooperated with

leading monetary authorities and central banks in

the implementation of the Basle Concordat, an

agreement issued by Bank for International

Settlements (BIS) which arranges the supervision

of banks with branch offices abroad. As a

preliminary step, Bank Indonesia has begun a joint

cooperation with the Hong Kong Commissioner of

Banking.

To have a more informative and accurate

account of banks’ financial and operational reports,

Bank Indonesia in cooperation with the Indonesian

Accountant Association (Ikatan Akuntan Indonesia

or  IAI) has issued special standards for Indonesian

banking accountancy (Standar Khusus Akuntansi

Perbankan Indonesia or SKAPI). With these

standards, the financial reports of banks are

expected to present more accurate information.
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Bank Indonesia has also improved the financial

and operational reports of banks to be submitted

to Bank Indonesia.

In the reporting year, Bank Indonesia

announced that the sales of a bank’s equity

participation and shares ownership would be

postponed from August 15, 1994 to August 15,

19991). This was intended to give banks a longer

time to improve their asset portfolios and also to

prevent fluctuations in the capital market. Based

on this measure, banks can only hold equity in

financial institutions or non-financial institutions

temporarily to reserve an institution suffering from

bad debts. In addition, banks are prohibited to

possess shares traded in the bourse. Banks which

presently possess shares traded in the bourse or

place equity in non-financial institutions are

permitted to sell them in stages, at the latest on

August 15, 1999.

Although Indonesian banking was still in the

process of consolidation, expansion of banking

network continued in the reporting year. In 1992/

93, the number of commercial banks increased

by 24 and 143 bank offices comprising head

offices, branches, and sub-branches. The rise in

the number of banks reflects the community’s need

for banking services. The additional number of

banks and bank offices was also due, in part, to

the reclassification of 12 non-bank financial

institutions (NBFIs) and 22 NBFI offices to banks

1) Bank Indonesia Board of Directors Decree No. 25/97/KEP/DIR,
November 17, 1992.
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by the end of March 1993 at the latest as stipulated

in Act no. 7 of 1992. With the addition in the

number of banks, the total number of commercial

banks rose to 220 with 4,429 offices at end of

March 1993.

In the meantime, to encourage BPRs’

activities, the operations of these banks,

which were previously limited to subdistrict

capitals, since February 1993 have also been

permitted to operate in district capitals,

municipal capital, provincial capitals, and the

state capital2). In the reporting year, the

number of BPRs increased by 185 to 8,551

banks, consisting of 1,543 non-rural credit

agencies  (non-badan kredi t  desa  o r

non-BKDs), 5,345 BKDs, and 1,663 rural

fund and credit institutions (lembaga dana

dan kredit pedesaan or LDKPs). Through the

end of the reporting year there were 1,663

rural credit institutions which could be

converted to BPRs. The conversion has to be

executed before April 1997 in accordance

with Act no. 7 of 1992.

In line with the increased number of banks,

their total assets during the reporting year grew at

a slightly higher rate. The assets of commercial

banks grew 20.1% compared with 16.6% in the

preceding year. The increase in growth occurred

mainly in foreign assets, which in 1992/93 rose

44.5% compared with a decrease of 8.5% in 1991/92.

Sources of FundsSources of FundsSources of FundsSources of FundsSources of Funds

During the reporting year, funds mobilized

by banks from foreign and domestic sources

continued to grow. Funds from foreign sources

increased significantly as reflected in rise in

foreign liabilities of domestic banks, from

Rp13.1 trillion at the end of March 1992 to

Rp18.2 trillion at the end of March 1993. The

increase originated mostly from offshore

borrowings amounting to $1.2 billion (up to

January 1993).

2) Minister of Finance Decree No. 221/KMK.017/1993, February 26,
1993.
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Funds from domestic sources originated mostly

from public savings while the rest came from

additional capital, namely paid-in capital and

retained earnings. During the reporting year,

banking sector funds originating from capital

increases rose by Rp2.3 trillion as a result of their

efforts to meet the CAR requirement. Meanwhile,

public savings accounted for the largest component

of bank funds, both in rupiah and foreign currency

denominated demand deposits, time deposits, and

savings deposits, which continued to grow almost

at the same pace as in the preceding year, namely

23.4%. This indicates that although declining,

deposit interest rates were still sufficiently

attractive for depositors. Deposits in foreign

currency rose 19.6% in 1992/93 compared with

8.8% in the previous year. This was associated

with a rise in foreign currency time deposits owned

by non-residents due to the attractiveness of dollar

interest rates available from domestic banks. Total

bank deposits in rupiah increased somewhat slower

at 24.6% in 1992/93 compared with 28.8% in the

preceding year.

TTTTTime deposits, ime deposits, ime deposits, ime deposits, ime deposits, the largest source of funds of

banks (54.7%), increased 13.8% in 1992/93 com-

pared with 14.0% in 1991/92. Of those time de-

posits, foreign currency time deposits increased

more rapidly at 21.2% compared with 11.4% in

the previous year. Meanwhile, rupiah time deposit

which contributed highest share in rupiah depos-

its, increased at a slower rate of 10.4% compared

with 15.2% in the preceding year.

By ownership, rupiah time deposits owned by

individuals constituted the largest share at 45.9%,

followed by those owned by private companies and

social funds and institutions at 18.4% and l 1.7%,

respectively. In the reporting year, growth in time

deposits owned by individuals slowed from 7.0%

to 1.5%. In contrast, deposits of private companies

and social funds and institutions rose 31.7% and

25.0%, respectively, compared with a decrease of

11.4% and an increase of 10.1% in the preceding

year. Slower growth in time deposits held by

individuals was partly associated with a transfer

of funds from time deposits to savings deposits.

This is reflected in the increase in the share of

savings deposits in total deposits from 18.3% to

23.7% while the share of rupiah time deposits

declined from 40.6% to 36.3%. The transfer was
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induced most importantly by the more attractive

characteristics of savings deposits compared to

time deposits, concerning both facility of

withdrawal and the difference in interest rates.

Meanwhile, the increased growth of time deposit

owned by private companies was attributable,

among other things, to a continuously slow growth

of bank credits, while that of time deposits owned

by social funds and institutions was associated with

stronger inducement in the establishment of

pension funds.

Furthermore, savings deposits savings deposits savings deposits savings deposits savings deposits continued to

rise sharply, at 60.3%, although this was slower

than 79.7% expansion in the previous year. As

mentioned above, the sustained growth in savings

deposits was closely related to the attractive fea-

tures of savings deposits offered by banks, such

as the possibility of daily withdrawal in addition

to an attractive interest rate. As a result, the share

of savings deposit in the total funds mobilized by

banks rose from 18.3% to 23.7%.

Uses of FundsUses of FundsUses of FundsUses of FundsUses of Funds

Bank credits, Bank credits, Bank credits, Bank credits, Bank credits, the largest component in uses

of bank funds, grew slowly in the reporting year.

This was associated with the continuously high

bank lending rates as a result of efforts to cool

down the economy adopted since mid-l990 as well

as of banks to comply with prudential require-

ments. Although bank liquidity was moderately

loosened in the reporting year, banks continued
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to-restrain their lending because they wanted to

avoid additional risk and thus preferred to boost

their liquid assets by temporarily investing their

funds in short-term investments, such as Bank

Indonesia certificates (Sertifikat Bank Indonesia

or SBIs).

Growth in bank credits denominating in rupiah

and foreign currencies slowed to 8.0% in 1992/93

compared with 16.1% in the previous year. Rupiah

credits continued to constitute the largest share at

81.4% in 1992/93 but grew only 5.4% compared

with 10.4% in the previous year. Foreign currency

credits also increased at a slower rate, namely

21.1% compared with a growth of 56,8% in the

previous year.

By type of credits, working capital cred-

its continued to account for the highest share

of total bank credits at 63.3%, followed by

investment credits at 30.1% and consumer

credits at 6.6%. In the reporting year, invest-

ment credits continued to increase, from

26.6% in 1992/93 to 34.4%, while consumer

credits rebounded from a contraction of 4.5%

to an increase of 6.5%, The rise in consumer

credits resulted, among other things, from in-

creased demand for credits mainly for elec-

tronic products and house purchases. In contrast to

investment and consumer credits, working capital

credits decreased 1.1 %, after increasing by 15.1 %

in the preceding year.

Of total bank credits, those extended by state

banks continued to account for the highest share

at 54.9%. During the course of the year, however,

growth in those credits slowed to 11.9%, compared

with 12.9% in the preceding year. Credits extended

by private national commercial banks (Bank umum

swasta nasional or BUSNs) in the reporting year

also slowed, from 18.7% to 2.3%. As a result, the

share of credits extended by BUSNs decreased
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slightly from 36.3% to 34.4%.

By sector, credits extended to the industrial

sector accelerated by 22.9% compared with 13.1%

in the previous year. This growth was associated

with an increase in industrial activity, mainly in

the transportation and basic metal industries.

Credits to the trade sector slowed to 3.4%

compared with 7.8% in the preceding year. This

was, in part, related to slower growth in the

extension of credits to the retail trade, distribution,

and collection of domestic goods activities.

With the policy package of January 29, 1990,

the extension of export credits has no longer been

financed through Bank Indonesia refinancing

credit facility (kredit likuiditas Bank Indonesia or

KLBI). In the reporting year, export credits con-

tinued to increase but at a slower rate of growth

(by 8.5%) compared with in the previous year

(63.3%). The persistent rise in export credits was

also attributable to an increase in export activities

coupled with Bank Indonesia stipulation which

obliged banks to use at a minimum of 80% of their

total foreign exchange credits to finance export

activities.

In 1992/93 (up to December 1992), credits

extended to small-scale enterprises (Kredit Usaha

Kecil or KUK) increased by Rp80 billion to Rp22.6

trillion. With this increase, the banking sector’s

ratio of KUK to total lending reached 20.0%. In

the meantime, efforts continued to be made to

enhance the extension of credits to small-scale

enterprises.

Those efforts in boosting the extension of KUK

were carried out through cooperation among

commercial banks themselves and between

commercial banks and BPRs. This cooperation was

executed in the forms of KUK extension from

commercial banks to BPRs, mutual financing,

factoring, and channeling. During the reporting

year, 25 commercial banks cooperated with BPRs

in the extension of KUK to small-scale enterprises

amounting to around Rp1.5 trillion. To support

banks in continuing the extension of KUK, Bank

Indonesia continued to provide technical

assistance through the small-scale enterprise

development project (Proyek Pengembangan
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Usaha Kecil or PPUK) which was directed to

promote investment opportunity of “foster

parent”  businesses .  In  addi t ion ,  Bank

Indonesia helped train bank staff in KUK

management related to assessing investment

opportunities and credit applications and

improving credit evaluation reporting. The

project also provides consultation for banks

in determining the feasibility of a project and

in maintaining, improving, and promoting

potential small-scale projects.

To encourage the development of businesses

in the informal sector, Bank Indonesia continued

to extend assistance through banks and

self-supporting community group relation

development project (Proyek Pengembangan

Hubungan Bank dengan Kelompok Swadaya

Masyarakat or PHBK), assisted by Gesellschaft

fur Technische Zusammenarbeit (GTZ) / the

Government of Germany. Through this project,

those small-scale entrepreneurs were expected to

obtain better access to bank finance. This project

has been carried out in 9 provinces, namely North

Sumatera, Lampung, Bali, South Sulawesi, and all

provinces in Java.

In efforts to promote the business of small-scale

cooperatives and their members and to boost farmers’

incomes and  food supplies, Bank Indonesia

continued the provision of  KLBI for  those activities.

In addition, in line with efforts to reduce interest rates,

interest rates on KLBI for the above mentioned credit

schemes were reduced, from 16% to 14% for credit

to farmers (Kredit Usaha Tani or KUT) and from 18%

to 16% for village unit cooperatives (koperasi unit

desa or KUDs), primary cooperatives, and food

procurement through the state agency  for logistics

(Badan Urusan Logistik  or Bulog) in March 1993.

In line with these efforts, credits extended  to

cooperatives and KUT increased significantly during

the reporting year. Credits to cooperatives comprising

KUD for food procurement, secondary crops, fertilizer,

and cloves rose 17.9%, and the intensification of

small-scale sugarcane estate schemes (Tebu Rakyat

Intensifikasi or TRI) increased 12,8%, while KUT
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used to finance the intensification of rice and

secondary crops fields grew 6.4%. The number of

banks channeling credit to cooperatives under the

primary cooperatives credit for members scheme was

still limited. At the end of the reporting year, only 22

banks participated including 4 state banks, 7 rural

development banks (bank pembangunan daerah or

BPDs), and 11 private national banks.

Other Financial InstitutionsOther Financial InstitutionsOther Financial InstitutionsOther Financial InstitutionsOther Financial Institutions

In addition to banks, other financial institutions

played a greater role in financing investment. As

mentioned above, in realizing the implementation

of Act no. 7 of 1992, 12 out of 13 existing NBFIs

adjusted their business to become commercial

banks in the reporting year. In the meantime, one

NBFI adjusted its business to become a venture

capital company. With those adjustments, at

present other financial institutions can be classified

into finance companies, insurance companies,

pension funds, and pawnshops.

Finance CompaniesFinance CompaniesFinance CompaniesFinance CompaniesFinance Companies

A finance company as one of the NBFIs provides

funds or capital goods without directly mobilizing

funds from the public through demand deposits, time

deposits, savings deposits, and promissory notes. This

company is allowed to issue promissory notes only to

secure bank loans. By type of activities, finance

companies are grouped into leasing, consumer

finance, factoring, venture capital, credit card

business, and securities trading companies.

In the reporting year (up to September 1992),

the number of finance companies rose by 4

reaching 146 companies, each of which could carry

out more than one type of business activities. By

ownership, 101 were private national companies,

44 were joint-venture companies, and one was a

state company. By type of business, 58 companies

were engaged in leasing, 3 in consumer financing,

2 in factoring, 6 in venture capital, 2 in credit card

business, and 75 in securities trading.

In 1991, the total assets of finance companies

reached Rp8.4 trillion, an increase of Rp2.1 trillion

(34.4%) . In the meantime, the net investments of

those companies reached Rp5.2 trillion, an

increase of Rp0.4 trillion (9.4%). This increase in

net investments was in line with an increase in

total equity in 1991 reaching Rp1.1 trillion, a rise

of Rp0.4 trillion, or 49.1%, in total equity in 1990.

Insurance CompaniesInsurance CompaniesInsurance CompaniesInsurance CompaniesInsurance Companies

To establish a legal basis for its existence and

promote the development and supervision on the

insurance industry, the Government in February

11, 1992 put Act no. 2 of 1992 on Insurance

Business into effect. The operating regulation was

formulated in Government Regulation no. 73 of

October 30, 1992 on the Regulation of Share

Purchases by Insurance Companies. Basically, this

act adopts a specialization principle regarding the

type of insurance business that a company can be

involved in while also liberalizing and protecting

the rights of insurance customers. The insurance
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companies are grouped into insurance and

insurance-related companies. Insurance

companies consist of indemnity insurance, life

insurance, and re-insurance companies, while

insurance-related companies include insurance

brokers, indemnity, insurance examiners, actuary

consultants, and insurance agents. To comply with

legal requirements, an insurance company can be

a limited company, a cooperative, or a mutual

company. However, actuary consulting and

insurance agent can be carried out by an individual

company. To promote choices in insurance

coverage, each customer is free to choose his/her

guarantying company.

Through the end of 1992/93, insurance

industry grew rapidly as reflected in its high level

of mobilized assets, gross premiums, and

investment funds. Up to the end of 1992, the

number of insurance companies totalled 145

companies, consisting of 46 life insurance, 90

indemnity insurance, 4 re-insurance, and 5 social

insurance companies or, in total, increased by 8

companies from the end of 1991. The total assets of

insurance companies in 1991 increased 26.3% to

Rp7.9 trillion. Meanwhile, gross premiums received

by those companies rose 17.8% to Rp2.7 trillion,

while invested funds rose 25.6% to Rp6.3 trillion.

Pension FundsPension FundsPension FundsPension FundsPension Funds

The existence of pension funds has been long

demanded by the public because it guarantees the

continuity of participants’ income and welfare after
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their retirement. In addition, pension funds also

promote participants’ motivation and composure

in the work place which, in turn, will increase

productivity. The establishment of pension funds

also contributes to the accumulation of long-term

funds.

On April 20,1992 the Government enacted

Act no.11 on Pension Funds. This act makes

possible the establishment of two corporate

bodies to manage and implement pension funds,

namely the employer pension fund and the

financial company pension fund. An employer

pension fund is a fund established by a person

or a corporation employing employees, which

sets up a guaranteed pension benefit program

for all or part of its employees. Meanwhile, a

financial company pension fund is established

by a bank or a life insurance company to provide

guaranteed premiums pension program, both for

employees or self-employed individuals, apart

from the employer pension fund.

Up to September 1992, state and private company

pension funds licensed by the Minister of Finance

reached 194 institutions. To develop the pension

payment system for retired government employees

in Indonesia PT Taspen has been chosen. Up to the

end of November 1992, outstanding pension funds

mobilized through PT Taspen reached Rp4.8 trillion.

PawnshopsPawnshopsPawnshopsPawnshopsPawnshops

In addition to the provision of small loans to

those in financial difficulty, the purpose of state

pawnshops is also to discourage the practice of

unfair futures trading, black pawnshops, excessive

interest charges, and improper lending. To

promote their services, state pawnshops have

provided loans for the community commensurate

with the debtor’s collateral. In line with the

public’s rising need for short-term liquidity, state

pawnshops increased the maximum ceiling on

loans to a debtor from Rp500 thousand to Rp1.5

million in the reporting year. Interest rates on a

loan amounting from Rp2,500.00 up to

Rp40,000.00 was fixed at 3% per month with a

maturity of 6 months, while that in excess of

Rp40,000.00 up to Rp1.5 million was fixed at

4% per month with a maturity of 3 months. In

1992, 14 pawnshop offices were opened bringing

the total to 544 offices. Their business also

expanded as reflected in an increase of Rp84

billion (13.6%) in total loans extended and Rp142

billion (25.8%) in repaid loans. Accordingly,

outstanding loans rose by Rp8 billion (5.1%)

reaching Rp166 billion.
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Capital MarketCapital MarketCapital MarketCapital MarketCapital Market

In 1992/93, the capital market performed well

as reflected in the increased number of companies

going public, the rise in the composite stock price

index (Indeks Harga Saham Gabungan or IHSG),

and the greater number and value of traded stocks.

The increase in stock transactions was mainly

associated with the lower bank interest rates

following the central bank’s effort to relax domestic

liquidity.

Following the transfer of management, since

July 20, 1992 the Jakarta Stock Exchange (JSE)

has sought to improve the efficiency of the bourse

and introduced new types of trading, such as

crossing, the maximum amount of securities

allowed to be purchased by a foreign investor, and

right issue. With a view to enhancing the efficiency

of the bourse and improving the image of the bourse

among foreign investors, the JSE and the Surabaya

Stock Exchange (SSE) have established an agency

for stock clearing and deposit, known as PT Kliring

Deposit Efek Indonesia (KDEI), which settles

inter-bourse transactions. To further stimulate

securities trading, since September 1, 1992 the

JSE has also introduced spot transactions in stocks

in the bourse.

In the reporting year, a ruling was issued

concerning conflict of interest on certain share

transactions. This governs the conduct of

transactions among affiliated parties of a listed

company so as ensures fair trading practices.3),

Any transaction containing conflict of interest

among members of the boards of commissioners

and directors or shareholders shall win approval

3) Cavital Market Executing Agency Chairman Decree No. KEP-01/PM/
1993, January 29, 1993.
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of the majority of shareholders uninvolved in this

transaction. In case a conflict of interest occurs in

the equity participation of one company in another,

the company shall comply with the transparency

principle and the conflict shall be examined by an

independent party.

In the reporting year, the number of public

companies increased to 194 with total funds mo-

bilized of Rp15.4 trillion, consisting of 164 com-

panies issuing stocks totalling Rp11.5 trillion and

30 companies issuing bonds totalling Rp3.9 tril-

lion. In the parallel bourse, 4 companies issued

stocks, 2 companies issued bonds, and 1 com-

pany issued credit securities with values of

Rp125.4 billion, Rp25.0 billion, and Rp3.0 bil-

lion respectively.

The IHSG in the JSE rebounded over the

course of the reporting year. From March 1992, it

rose from 278.7 to peak at 317.2 at end of July

1992 before declining to 310.8 at end of March

1993. The stock market was also more bullish in

1992/93 as reflected in a respectable increase in

the number of traded stocks which reached 2.0

billion shares with a total value of Rp10.1 trillion

as against 1.3 billion shares traded with a value of

Rp6.4 trillion in the previous year.

In addition to stocks, bonds appear to have

favorable prospects as an investment alternative

market in terms of risk and profitability. Bonds

bear a relatively lower risk because they are cov-

ered with issuer’s assets and sunk funds. Due to

scarcity of fund in the form of bank loan, bonds

have become a more attractive alternative instru-

ment for funding investment activity.

After a year long bearish market, bond

trading strengthened in the reporting year as

reflected, among other things, in increased

number of issuers and value. Up to the end

of March 1993, the number of issuers rose to

a total of 30 companies with total issuance of

655.1 thousand bonds valued at Rp4.0 tril-

lion, compared with 383.8 thousand and

Rp2.3 trillion, respectively, at the end of

March 1992.
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Profit sharing banking has been legally

permitted to operate in Indonesia since the

enactment of Act no. 7 of 1992 on Banking.

This act was supplemented by operating

regulations presented in Government Regulation

No. 72 of 1992. Services offered by this type of

bank are alternatives made available to the

public, particularly to moslems who wish

to earn return on the basis of sale/purchase

principle in accordance with Islamic law

rather  than to  earn interest  on their

financial investments.

PROFIT SHARING BANKINGPROFIT SHARING BANKINGPROFIT SHARING BANKINGPROFIT SHARING BANKINGPROFIT SHARING BANKING

a. Al Mudharabah Al Mudharabah Al Mudharabah Al Mudharabah Al Mudharabah (trust financing)

It is a form of partnership whereby one party

provides the funds while the other provides

the expertise and management. Any profits

earned are shared between the two parties

on a pre-agreed basis, while capital loss is

born by the partner providing the capital.

b. Al Musyarakah Al Musyarakah Al Musyarakah Al Musyarakah Al Musyarakah (profit sharing)

It is a form of partnership which involves the

pooling of funds between two or more parties

in order to finance a particular venture, each

partner obtaining, in accordance with the terms

and conditions of partnership, a percentage of

(net) profit earned from the venture. The loss

incurred by each partner is proportional to each

partner’s share in the capital of the venture.

c. Al W Al W Al W Al W Al Wadiah adiah adiah adiah adiah (goods/money depositing)

It is an agreement between goods/money

BASIC PRINCIPLES OF PROFIT SHARING BANK OPERABASIC PRINCIPLES OF PROFIT SHARING BANK OPERABASIC PRINCIPLES OF PROFIT SHARING BANK OPERABASIC PRINCIPLES OF PROFIT SHARING BANK OPERABASIC PRINCIPLES OF PROFIT SHARING BANK OPERATIONTIONTIONTIONTION

owner and keeper whereby the keeper un-

dertakes to keep and safeguard the goods/

money being deposited.

d. Al Murabahah Al Murabahah Al Murabahah Al Murabahah Al Murabahah (cost-plus financing)

It is a contract of sale between buyer and a

seller at a higher price than the original price

at which the seller bought the goods. As a

financing technique, it involves the purchase

by the seller (financier) of certain goods

needed by the buyer and their re-sale to the

buyer on cost-plus basis. Both the profit

(mark-up) and the time of repayment are

specified in the initial contract.

e. Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil (installment sale)

It is a mode of financing whereby the bank

purchases machinery and equipment then

sells them to the beneficiary at a higher price,

repayment being made in installments. The
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ownership of the asset is transferred to the

purchaser on delivery.

f. Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn (sale of a claim at a dis-

count)

It is an agreement on discounting a claim

originating from a sale/purchase of goods or

services.

g. AlAlAlAlAl Sharf Sharf Sharf Sharf Sharf (sale/purchase of currency)

It is a sale/purchase of a current with an-

other currency. If the same currency is

traded, it must be equal value and delivered

at the same time.

h. Al TAl TAl TAl TAl Ta’jiri’ a’jiri’ a’jiri’ a’jiri’ a’jiri’ (leasing with purchasing right)

It is a mode of financing which involves pur-

chasing and subsequently transferring the

right of use of equipment/machinery to the

lessee for a specific period of time. Upon

termination of the lease, the lessor sells the

assets to the lessee at an agreed price.

i. Al Ijarah Al Ijarah Al Ijarah Al Ijarah Al Ijarah (leasing without purchasing right)

It is an agreement between the lessor and

lessee whereby the lessee has the right to

use equipment/machinery with rental pay-

ments as agreed. After the leasing period,

the assets will be returned to the lessor.

j. Al WAl WAl WAl WAl Wakalah akalah akalah akalah akalah (authority extension)

It is an agreement on the transfer of author-

ity to another party to carry out a specific

task on behalf of the first party.

k. Al Kafalah Al Kafalah Al Kafalah Al Kafalah Al Kafalah (guarantee)

It is an agreement on covering a guarantee

by one party to another whereby the guaran-

tor assumes responsibility of debt repayment

to b received by the beneficiary.

l. AlAlAlAlAl Hiwalah Hiwalah Hiwalah Hiwalah Hiwalah (obligation transfer)

It is an agreement on the transfer of an obli-

gation from one party to another.

m. AlAlAlAlAl Qard Ul Hasan Qard Ul Hasan Qard Ul Hasan Qard Ul Hasan Qard Ul Hasan (benevolent loan)

It is an agreement between a bo rower and a

lender whereby the borrower is obliged to

repay his debt of equal amount. In case the

borrower is unable to meet his obligation on

maturity, a sanction cannot be imposed on

him. The borrower can give a remuneration

to the lender with an amount at the borrower’s

discretion.

In principle, a profit sharing bank’s opera-

tions, whether in the mobilization and invest-

ment of funds or other banking services, are

similar to those of conventional banks. In the

mobilization of funds, the profit sharing bank

accepts savings from the public in the form of

demand deposits, time deposits, savings depos-

its, and/or instrument similar to those. In addi-

tion, the bank also accepts loans from financial

institutions operating under Islamic law.
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Fund mobilized in the form of demand

deposit adopts Al Wadiah principle, whereby

the bank can use the fund to finance its

operation with or without depositor’s permission.

All profits earned from the use of this fund

belongs to the bank. The bank can give a part

of the profit to the depositor, the amount of which

is left to the bank.

Fund mobilized in the form of savings

deposit can be based on Al Wadiah or Al

Mudharabah principle. If based on the former

principle, the deposit can be withdrawn anytime,

whereas if based on the latter, the deposit cannot

be withdrawn anytime. According to the latter

principle, a repayment at a previously agreed

profit sharing amount is given to the depositor

and in case of a loss the depositor will bear the

loss.

In general, funds mobilized in the form of

time deposits is based on Al Mudharabah prin-

ciple. Profit and risk sharing between the bank

and the depositor is arranged in accordance with

those of savings deposit.

In addition to funds from the public, the

bank can accept funds from other parties based

on Al Wadiah, Al Mudharabah, or Al Qard Ul

Hasan principle. Mobilized fund based on the

last principle can be in the form of zakat, infaq,

and sadaqoh (ZIS), whereby the bank can act

in the management or channeling of the funds.

The bank’s placements are granted by

providing funds for financing various business

ventures as follows.

a.a.a.a.a. Financing on Financing on Financing on Financing on Financing on AlAlAlAlAl     Mudharabah Mudharabah Mudharabah Mudharabah Mudharabah principleprincipleprincipleprincipleprinciple

The bank provides 100% financing for a cer-

tain business of its customer. The customer

manages the business without the bank’s in-

terference but the bank has the right to make

suggestion and to implement supervision.

Profits are to be divided on agreement be-

tween the bank and the customer while a loss

is to be born by the bank except if it is due to

the customer’s failure.

b. Financing on b. Financing on b. Financing on b. Financing on b. Financing on Al Musyarakah Al Musyarakah Al Musyarakah Al Musyarakah Al Musyarakah principleprincipleprincipleprincipleprinciple

The bank provides part of the financing of a

certain business and the rest is provided by

a business partner. In this case, the bank

can participate in the management of the

business. The bank makes an agreement with

the business partner on the sharing of profit

where the ratio of sharing does not have to

be proportional to each respective financing

share but based on another agreement. In

case of any loss, both of them will bear it in

accordance with their respective financing

share.

c.c.c.c.c. Financing on Financing on Financing on Financing on Financing on Al Murabahah Al Murabahah Al Murabahah Al Murabahah Al Murabahah principleprincipleprincipleprincipleprinciple

The bank finances the purchase of goods

needed by its customer on a credit basis.

Operationally, the bank purchases or gives
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the customer authority to purchase the

needed goods. At the same time, the bank

sells the goods to the customer at a cost-plus

price to be paid by the customer within a

certain agreed upon period.

d. Financing on d. Financing on d. Financing on d. Financing on d. Financing on Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil Al Bai Bithaman Ajil principleprincipleprincipleprincipleprinciple

The bank finances the purchase of goods on

installment payments. Operationally, the

bank purchases or gives the customer

authority to buy the needed goods. At the

same time, the bank sells the goods to the

customer at a cost-plus price to be repaid in

installments within a certain agreed upon

period.

e.e.e.e.e. Financing on Financing on Financing on Financing on Financing on Al Ijarah Al Ijarah Al Ijarah Al Ijarah Al Ijarah and and and and and Al Bai AlAl Bai AlAl Bai AlAl Bai AlAl Bai Al

TTTTTa’jiri a’jiri a’jiri a’jiri a’jiri principlesprinciplesprinciplesprinciplesprinciples

Financing based on these two principles is

usually applied in the leasing business, both

in operating lease and finance lease.

According to Indonesian laws, this cannot

be directly executed by a bank but by its

subsidiary.

f.f.f.f.f. Financing on Financing on Financing on Financing on Financing on Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn Al Bai Al Dayn principleprincipleprincipleprincipleprinciple

On discount, the bank purchases credits or

claims originating from the sale/purchase

transaction of goods and/or services. Opera-

tionally, this principle is executed, among

other things, to purchase drafts and factoring.

g.g.g.g.g. Fund provision on Fund provision on Fund provision on Fund provision on Fund provision on Al Qard Ul HasanAl Qard Ul HasanAl Qard Ul HasanAl Qard Ul HasanAl Qard Ul Hasan

principleprincipleprincipleprincipleprinciple

The bank provides funding facility for the

customer with no expectation for repayment

from the customer. This facility is usually

provided for a customer really needing and

having the right to accept it in the imple-

mentation of social duty.

In addition to the above mentioned mobili-

zation and investment of funds, the bank can

extend other banking services, which are also

based on Islamic laws as follows.

a.a.a.a.a. Guarantee on Guarantee on Guarantee on Guarantee on Guarantee on Al Kafalah Al Kafalah Al Kafalah Al Kafalah Al Kafalah principleprincipleprincipleprincipleprinciple

The bank can extend guarantee at the request

of its customer to guarantee the implemen-

tation of a project or to fulfill a certain obli-

gation of the customer. The bank can request

the guaranteed customer to deposit funds as

the guarantee deposit based on Al Wadiah

principle. The bank obtains fee as the re-

payment for this service.

b.b.b.b.b. TTTTTransfer on ransfer on ransfer on ransfer on ransfer on Al Niwalah Al Niwalah Al Niwalah Al Niwalah Al Niwalah principleprincipleprincipleprincipleprinciple

The bank can carry out the transfer of money

on Al Hiwalah principle and obtains fee as

the repayment for this service.

c.c.c.c.c. Goods and money market securities depositGoods and money market securities depositGoods and money market securities depositGoods and money market securities depositGoods and money market securities deposit

The extension of goods and money market
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securities deposit service is implemented on

Al Wadiah and Al Wakalah principles. By

the former principle, the bank accepts

money, goods, or money market securities

deposit to be stored in safe deposit box and

the bank obtains a fee for this service. In

the latter case, the bank accepts money or

money market securities for deposit and

obtains authority from the depositor to

manage the money or money market

securities. The bank obtains fee for this

service.

d.d.d.d.d. Foreign currency sale/purchase on Foreign currency sale/purchase on Foreign currency sale/purchase on Foreign currency sale/purchase on Foreign currency sale/purchase on AlAlAlAlAl

Sharf Sharf Sharf Sharf Sharf principleprincipleprincipleprincipleprinciple

As a foreign exchange bank the bank is

permitted to carry out foreign currency sales/

purchases on the condition that the sold/

bought foreign currencies differ and be

offered at the same time. The bank obtains

profit from the spread between the two

exchange rates.

e.e.e.e.e. L/C openingL/C openingL/C openingL/C openingL/C opening

Extension of L/C opening services can be

implemented for domestic and foreign trade.

The opening of L/C in foreign currency can

only be executed by foreign exchange bank.

The opening of L/C can be done on Al

Wakalah, Al Musyarakah, and Al

Murabahah principles. By the first principle,

the bank requests its customer to deposit

100% amount of the opened L/C. This fund

is deposited by the bank on Al Wadiah

principle and the bank charges fee or

commission. With respect to the second

principle, the bank and its customer agree

to open L/C for purchasing goods. The bank

requests that the customer deposit funds

equal to a part of the price of the purchased

goods on Al Wadiah principle. Further, the

bank pays its correspondent using the fund

and its own fund constituting its financing

share. If the goods are sold, the bank and

the customer obtain profit at a ratio as agreed.

In addition, the bank can also charge a fee

or commission for the L/C opening service.

In the last principle, the bank provides

facility for the customer to open L/C and to

purchase the needed goods. In this purchase

the customer is not obliged to provide fund

but the bank pays all of it in advance. The

customer promises to buy the goods at a

cost-plus price as agreed. In addition, the

bank can also charge fee or commission for

the provision of L/C opening facility.

To keep those products offered by the

bank in accordance with Islamic laws,

there is an institution in the bank, namely

the legal control council (Dewan Pengawas

Syari ’at ) ,  engaged in the research of

products to be marketed. This council is

established by the bank under consultation

with the Indonesian Ulema Assembly

(Majelis Ulama Indonesia or MUI) and will
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consul t  wi th  the  assembly  in  i t s

operation.

Several profit sharing banks have been

operating in Indonesia including of one com-

mercial bank and several rural credit banks.

Their products in fund mobilization, among

other things, are Wadiah demand deposits,

Mudharabah investment savings deposit, haj

savings, Qurban  savings deposits,

Mudharabah time deposits, and other savings,

such as ZIS. The placement of their fund,

among other things, cover Mudharabah

credit, Murabahah credit, Bai Bithaman Ajil

credit, and Musyarakah credit while other

services consist of L/C issuance, transfer

payment, check payment, bank guarantee

extension, and ZIS channeling.
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Real GDP growth in Indonesia slowed to 6.1%

in 1992 compared with 6.6% in the previous year,

yet still higher than the average annual target of

5% for the Fifth Five-year Development Plan

(Repelita V). The growth was largely supported by

strong gains in the non-oil/gas sector which

accelerated from 6.3% in 1991 to 7.7% in 1992

while output of the oil/gas sector contracted 0.8%.

These strong gains in non-oil/gas sector were, in

large part, attributed to the high growth rate in

export-oriented manufactures. Driven by

export-oriented activities, the manufacturing sector

accounted for the largest share of GDP in the past

two years (19.9% in 1991 and 20.6% in 1992).

During the last five years, the non-oil/gas sector

recorded an impressive rate of growth, averaging

at 7.4% per year and peaking at 8.2% in 1989.

This success was accomplished despite the

Government’s efforts to cool down the economy

since 1990. The balance of payments improved

and domestic inflation was contained without

adversely affecting economic growth. During

calendar year 1992, the inflation rate dropped to

4.94%, much lower than in the two previous years

when it reached almost 10%. The upward

adjustment in the prices of several commodities

in January 1993, coupled with floods in some

regions in February 1993 and seasonal effect of

the new year and Idul Fitri, combined to fuel

domestic inflation in the first quarter of 1993. As

a result, the cumulative rate of inflation rose to

10.03% in fiscal year 1992/93.

On the demand front, as in previous years, high

economic growth in 1992 was mainly attributable

to higher net external demand driven by significant

growth rate in non-oil/gas exports. In contrast,

growth in domestic demand slowed down due to

the low growth of consumption, in spite of

strengthening investment.

In line with the upward trend in world economic

growth, especially in the industrial countries and

in East Asia during 1992, foreign demand for

Indonesian products remained buoyant. Increases

in foreign demand were also supported by the

increased competitiveness of Indonesian products

due to a depreciation in the real rupiah exchange

rate. During the reporting year, the value of non-oil/

gas exports increased 27.8%. Of the total, 75.4%

consisted of manufactured commodities. In the last

few years, non-oil/gas exports increased

significantly due to robust investment, as reflected

by the growing number of new industrial plants

including relocated from Japan and the NIEs, the

expansion of production capacity through foreign

direct investment (PMA) and domestic investment

(PMDN) schemes, and by the improved

competitiveness of Indonesian products as well.

This in turn has led to a better balanced export

composition. Previously, Indonesia depended

heavily on exports of oil/gas .

PRODUCTION AND PRICESPRODUCTION AND PRICESPRODUCTION AND PRICESPRODUCTION AND PRICESPRODUCTION AND PRICES
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Efforts to cool down the economy slowed the

growth of domestic demand from 5.5% in 1991 to

5.1% in 1992. Growth of consumption slowed down

from 7.5% to 4.3%. The slowdown occurred in

the private consumer spending as well as

government consumption as they slowed from 7.5%

and 7.2% in 1991 to 4.4% and 4.0% in 1992,

respectively. In contrast to the weak growth of 1.2%

in 1991, investment growth rebounded in 1992

and expanded 6.8%. Private sector investment

grew 8.1%, a sharp improvement after a 1.3% drop

in 1991. In line with conservative fiscal policy,

however, the public sector investment grew only

2.5% in 1992.

ProductionProductionProductionProductionProduction

GDP growth in 1992 was mainly supported by

strength in the manufacturing sector and trade,

hotel, and restaurant sector. The agricultural sector

also grew favorably. It is worth noting that the

manufacturing sector recorded the highest average

annual growth at 12% during the last decade. As

a result, the economic structure gradually shifted

from agricultural to manufacturing as this sector

became the largest in the last two years.

The manufacturing sector grew by 9.9% and

increased its share of GDP from 19.9% in 1991 to

20.6% in 1992. Of this amount, 16.2% is

accounted for by the non-oil/gas manufacturing

sub-sector. The increasing share of non-oil/gas

manufacturing sub-sector was sustained by export

growth in cement, electronic products, textiles, and

footwear due to the improved competitiveness and

higher foreign demand.

Growth in the trade, hotel, and restaurant sec-

tor accelerated from 5.3% in 1991 to 7.1% in 1992,

accounting for 16.1% of GDP in 1992. This growth

was driven by the fast growing manufacturing sec-

tor and the encouraging expansion in tourism as a

result of the Visit ASEAN Year 1992.

After recording little growth in the previous

year, the agricultural sector output rose 3.6% in

1992 and accounted for 18.0% of GDP. The in-

crease was related to a more favorable climate,

better planning, and better post-harvest arrange-

ments, leading to a higher level of production for

many agricultural products, especially rice.

Other sectors recording high growth included

construction and transportation and communica-
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tion which together accounted for 11.8% of GDP

in 1992. The growth in the construction sector was

driven by the rising demand for housing, while

the growth in the transportation and communica-

tion sector supported increased production in the

manufacturing sector.

ManufacturingManufacturingManufacturingManufacturingManufacturing

The manufacturing sector grew 9.9% in 1992,

almost at the same pace as a year earlier (9.8%).

This growth was sustained by the high growth rate

in non-oil/ gas sector that reached 10.9% compared

to 6.3% of the oil/gas sector. During the last five

years, the manufacturing sector grew remarkably,

recording an average annual growth of more than

10%, well beyond the average GDP growth rate.

In this sector, the production of paper, cement,

and textiles contributed significantly to this

impressive growth.
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An increase in oil-based fuels oil-based fuels oil-based fuels oil-based fuels oil-based fuels and liquefied

natural gas (LNG) production was recorded in the

oil/gas manufacturing sector. In 1992, the

production of oil-based fuels rose 5.1% to 210.7

million barrels, slightly lower than the 5.9% rise

registered in 1991. The increase was related to

growing domestic demand, which rose 8.1% to

244.8 million barrels. To reduce the oil-based fuel

subsidy and contain domestic consumption, the

Government raised domestic oil-based fuel prices

ranging from 5.0% to 27.3% on 8 January 1993.1)

In 1992, LNGLNGLNGLNGLNG production rose 4.5% to 1,237

million MMBTU as a result of the increased foreign

demand especially from Japan, South Korea, and

Taiwan. This growth, however, was lower than the

1991 figure. Of the total production, 51%

originated from the Arun plant and the rest from

the Badak plant. As was the case in the previous

year, LPG LPG LPG LPG LPG production remained 2.7 million tons,

which for the most part was exported. Of that

amount, 57% was produced by the Arun plant. It

is worth noting that although the production

remained at the same level, LPG exports rose 5.7%

in the reporting year compared to 2.4% in the

previous year.

The textile textile textile textile textile and textile product  textile product  textile product  textile product  textile product industry has

expanded at an average annual rate of 13% in the

last five years. The level of production in 1992/93

almost doubled the 1987/88 level, while the export

volume increased more than fivefold. This

favorable development was brought about by 9.1%

and 8.1% increases in the garment wear and

weaving yarn production respectively. The increase

in garment production was related to higher exports

during the last few years. In the reporting year,

textile exports rose 32.8%.

The production of shoes shoes shoes shoes shoes that has expanded

markedly since 1989/90 continued to grow rapidly

in 1992/93 by 95% to 423 million pairs. The

increase in sport shoes production reached 104%,

while the rise in leather shoes was 42%. This

1) Presidential Decree No 1 of 1993, January 7, 1993.
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impressive growth was largely attributable to the

relocation of the footwear industry from the NIEs.

The industrial relocation not only contributed to

the sharp rise in the production of sport shoes,

which rose 250% in 1989/90, but also paved the

way for the marketing of Indonesian shoes in the

world market.

In the reporting year, paper paper paper paper paper production rose

16.9% to 1.9 million tons, only slightly lower than

in the previous year (17.5%). The increase in pro-

duction was made possible by the greater capacity

of utilization of the new and expanded plants. To

boost activity in the domestic paper industry, the

Government imposed surcharge on import duty on

newsprint from 5% to 20% in October 1992.2) Af-

ter experiencing a sharp increase in the previous

year, the production of pulp only rose 1.3% to 450

thousand tons in 1992/ 93. Meanwhile, to ensure

an adequate supply of raw materials for pulp pro-

duction while preserving forest for wood produc-

tion, the Industrial Timber Estate (Hutan Tanaman

Industri or HTI) has been continuously expanded.

During the first four years of Repelita V, the area

of the HTI pulp reached 222 thousand hectares.

The cement cement cement cement cement industry continued to expand rap-

idly as production rose 10.1% in 1992/93 due

partly to rising demand in the construction sector.

The 1992/93 output was 17.8 million tons. For-

eign demand for this commodity remained strong

as reflected by the 19.4% increase in exports dur-

ing the reporting year. The growing supply of ce-

ment was supported by an expansion in produc-

tion capacity. The upward adjustment of prices of

oil and electricity has led to an increase in the

cost of production and distribution of cement and,

as a result, the Government raised the local prices

of cement between 7.8% and 9.9% on 9 January

1993.3)

During the reporting year, plywood plywood plywood plywood plywood produc-

tion rose 5.9%, higher than the 1.6% increase in

the previous year. The production of plywood

reached 9.0 million m3, while sawn timber de-

creased again, by 4.8%. The increase in plywood

production was due to the expanded capacity of

saw mills in the eastern part of Indonesia and to

the restructuring of log retribution (Iuran Hasil

Hutan or IHH) which had positive impacts on the

supply of raw materials. In addition, rising foreign

demand has encouraged strong expansion of the

plywood and sawn timber industries. Most of the

plywood, the second largest contributor in the

non-oil/gas sector to foreign exchange earnings,

was exported.

The declining trend in fertilizer fertilizer fertilizer fertilizer fertilizer production

in the previous year did not end in the reporting

year. The production of urea fertilizer which

composes 77% of total fertilizer production only

rose 1.3% to 4.9 million tons, while the ZA and

2) Minister of Finance Decree No.1052/ KMK.00 / 1992. October 13.
1992. 3) Minister of Trade Decree No.041 /Kp/1/ 1993, January 9, 1993.



87

TSP production dropped again, by 13.5%. The low

urea production was caused by the ongoing

rehabilitation of several plants. The drop in ZA

and TSP production was due to a high level of

imports of these products to meet domestic

demand. In contrast to the previous year, the export

volume of urea fertilizer decreased by 27.4% in

1992/93.

The production of four-wheeled motorfour-wheeled motorfour-wheeled motorfour-wheeled motorfour-wheeled motor

vehicles vehicles vehicles vehicles vehicles dropped by 25%, reaching only 196

thousand units due in large part to declining

domestic demand. Furthermore, the production of

basic metals basic metals basic metals basic metals basic metals remained weak after falling in the

previous year. In order to facilitate the flow of goods

and raw materials for developing industry that use

metal and iron steel products, the Government

eased the import duty on these products. In

addition, the Government also lifted duties on

imports of spare parts, materials, and other

components needed for aircraft aircraft aircraft aircraft aircraft maintenance.4)

AgricultureAgricultureAgricultureAgricultureAgriculture

Agricultural output in 1992 rose 3.6%

compared with 1.3% in 1991. Nevertheless, since

other sectors recorded higher growth rates, the

share of the agricultural sector in GDP declined

slightly from 18.5% to 18.0%. The increase in

agricultural output was driven by gains in foodcrops

and fishery outputs, at 4.1% and 5.1% in 1992

compared to -0.6% and 5.0% a year earlier,

respectively. Meanwhile, production growth of

smallholders’ estate and livestock sub-sectors

slowed, yet in a slower rate.

Except cassava and sweet potato, the

production of foodcrops foodcrops foodcrops foodcrops foodcrops increased sharply in

1992. This was attributable to a more favorable

climate, a better planting system, and a better post-

harvest management. After decreasing by 1.1%
4) Minister of Finance Decree No.1026/KMK.00/1992. September 28,

1992.
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in the previous year, rice rice rice rice rice production rose 5.8%,

the highest growth rate since 1984. As a result,

self-sufficiency in rice was maintained and a part

of the output was even exported. In order to foster

foodcrops production as well as to improve farmers

income, the Government raised the floor price for

unhusked dry paddy (gabah kering giling) from

Rp330.00 to Rp340.00 per kilogram on 1 January

1993.5)

To boost the foodcrops outputs, the Govern-

ment also invited the private sector to take part in

opening new paddy fields. The development of

paddy fields opened by self-supporting system

during the first three years of Repelita V (up to

September 1992) covered 185,456 hectares or

48.6% of the target.

The production of cash crops cash crops cash crops cash crops cash crops in 1992 generally

increased. Significant increases took place in palm

oil and kernel oil production, while the production of

sugar slowed down and cloves dropped due to low prices.

5) Presidential Instruction No. 5 of 1992, October 22, 1992.
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Rubber Rubber Rubber Rubber Rubber production increased 3.3% to 1.3

million tons in 1992 as greater productivity

accounted for 3.1% of the increase. Of total

production, 70% originated from smallholders’

estates, covering 82% of the whole planting area.

Most of Indonesian natural rubber production

(90%) was exported. Tighter competition in rubber

trade is expected in the future, especially from new

potential producers of natural rubber, such as

Vietnam, in addition to Thailand and Malaysia.

Similar to 1991, the production of copra copra copra copra copra went

up only 0.2% to 2.3 million tons in 1992, most of

which came from smallholders’ estates. As with

palm oil, most of the cooking oil derived from copra

was directed to meet domestic demand. Growth in

palm oil palm oil palm oil palm oil palm oil demand as raw material by the

manufacturing sector has encouraged its

production. As a result, palm oil production rose

19.0% to 3.2 million tons in 1992. This also

provided the bases for increases in exports to meet

the growing demand in the Netherlands, England,

and Germany.

The cane sugar cane sugar cane sugar cane sugar cane sugar industry encountered a

number of constraints to growth such as difficulty

in finding suitable plantations and low productivity.

In 1992, the production of sugar slowed to 2.8%

and totalled 2.3 million tons. This output came

from 68 sugar mills with a total operating capacity

of 186.6 thousand tons of sugar cane per day. This

capacity is expected to expand in the future since

the Government has approved licences for new

investment and expansion. In the reporting year,

the Government imported a larger volume of sugar

than in the previous year, mainly from Thailand

and India. Meanwhile, attempts to increase

production have been carried out by primarily

increasing the selling price6) from the farmers,

applying better sharing system, and facilitating the

marketing of part of the production for new

investors in the eastern part of Indonesia.

In the reporting year, disappointing growth rates

were recorded for coffee and cloves. The production

of coffee coffee coffee coffee coffee increased only by 0.7% compared to

1.5% in the previous year, producing only 422

thousand tons. This was in line with the low price

of coffee in the international market, which

experienced oversupply in the past few years. The

production of cloves cloves cloves cloves cloves dropped 10.7% to 75

thousand tons compared to the 27.3% increase in

the previous year. This drop was due to a smaller

planting area stemming from lower prices caused

by oversupply. To cope with this problem the

Government adjusted the trade regulations and

the floor price of cloves and decided the

purchase of cloves by village unit cooperatives

(koperasi unit desa or KUD) in 14 main areas

at a floor price of Rp7,900.00 per kilogram.7)

The purchase of cloves outside the main areas

6) Minister of Finance Decree No.39a/KMK.013/ 1992, April 29, 1992.
7) - Presidential Decree No. 20 of 1992, April 11, 1992

- Presidential Instruction No. 1 of 1992, April 16, 1992
- Minister of Trade Decrees Nos. 91 and 92/Kp/IV/1992, April 22,
1992
- Director General of Trade and Director General of Cooperative Busi-
ness Counseling Joint Decrees Nos.05/BUK/SKB/IV/92 and 03/
DAGRI/ KPB/IV/92, April 29, 1992.
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is managed by the agency for clove procurement

(Badan Penyangga dan Pemasaran Cengkeh or

BPPC) through central KUDs. In addition, the

purchase of cloves produced by private and state-

owned companies, including clove cigarette

factories, is executed by KUDs. Of the Rp7,900.00

floor price, Rp4,000.00 is received by the farmers,

Rp2,000.00 is the farmers’ capital participation

in KUDs, while the rest is the farmers’ saving in

KUDs.

ForestryForestryForestryForestryForestry

Efforts to develop forestry were aimed at

increasing production capacity to support

manufacturers using forest products while

preserving forest areas. In the last five years, forest

products fluctuated on a declining trend as a

consequence of lower quality. In 1992, forest

products went down further by 2.2% following a

1.0% decrease in the previous year. The

contraction was reflected in the production of logs,

which up to July 1992 reached only 8.9 million

m3 as a result of the temporary freeze on the logging

permits of 433 log concessions. To facilitate the

transportation of logs to the manufacturing sites,

the Government changed the procedure of IHH

collection from official assessment to

self-assessment.8) To eliminate non-tariff barrier

in international trade and protect downstream

industries using wood and wood products, on 8

June 1992 the Government allowed log exports,

lifted the ban on export of raw and semi-finished

rattan products, and applied higher export tax. The

development of HTI was continued in order to

reduce the burden on natural forest to produce logs

and to fulfill rising demand from the wood

processing industry. By December 1992, the

development of HTI reached 915 thousand

hectares. The Government provided an incentive

for HTI development through joint-ventures

between private and state owned enterprises which

is especially related to transmigration program.9)

Mining and QuarryingMining and QuarryingMining and QuarryingMining and QuarryingMining and Quarrying

The growth of the mining sector slowed from

9.3% in 1991 to 2.5% in 1992, mainly as a result

of the declining production of oil and gas. The pro-

duction of coal, copper, gold, and silver, however,

expanded sharply. With this development, the

share of the mining and quarrying production in

GDP declined from 15.6% in 1991 to 15.0% in

1992.

The production of oiloiloiloiloil contracted 4.1% to 557.2

million barrels in 1992 compared with a 3.6%

increase in the previous year. The decline was

related to lower oil prices in international market

as a result of oversupply by some OPEC members.

A similar outcome was also applied to natural gasnatural gasnatural gasnatural gasnatural gas

production which dropped 8.6%, reaching only

2,253 billion cubic feet compared to an 11.7%

increase a year earlier. The decline was, among

8) Minister of Forestry Decree No. 614/Kpts-V/1992, June 15, 1992. 9) Minister of Forestry Decree No. 341/Kpts-II/1992, March 16, 1992.
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other things, related to the declining world demand

for LNG.

To meet the growing domestic demand for oil,

exploration and exploitation activities were

promoted by providing new production incentives

for contractors on September 11, 1992, which were

retroactively effective from January 1, 1992. Oil

production sharing agreements between the

Government and contractors, which were formerly

implemented on a daily basis, were changed.

Presently, the total sharing ratio of 80% to 20% is

used in frontier area and 75% to 25% is used in

offshore areas in depths of more than 1,500 m.

Meanwhile, the natural gas production sharing

agreement which used a ratio of 70% to 30% was

changed to 60% to 40% for new frontier areas and

65% to 35% for new conventional areas. Incentives

are also provided by easing the domestic market

obligation (DMO) for those who extend their

contracts. Such incentives are aimed at keeping

oil investment in Indonesia attractive in relation

to the rest of the Asia Pacific region.

Mining production other than oil/gas grew

favorably except for tin and bauxite. The production

of coal rose 61.3% to 22.0 million tons compared

to 27.3% a year earlier. The increase was related

to higher coal production of the private sector,

which rose 70.4%, and burgeoning external

demand, which rose 100% compared to 44.2% in

the previous year. The production of coppercoppercoppercoppercopper

concentrate rose 30.4% to 939.9 thousand tons.

The rising production was related to the more

favorable prices following decreased supplies from

Papua New Guinea, the largest copper producer

in the world.

The production of gold gold gold gold gold and silver  silver  silver  silver  silver extracted

from copper concentrate reached 21 tons and 65
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tons. This boosted gold outputs by 114.2% to 42

tons and silver output by 29.5% to 107 tons. These

impressive gains were related to rising copper

concentrate output and gains from the operation

of gold and silver mines by several private

companies.

In the reporting year, tintintintintin production decreased

4.7% to 28.7 thousand tons compared to a 1.0%

increase in the previous year. The decline was

aimed at improving the international tin price as

agreed by the Association of Tin Producing

Countries (ATPC) by reducing the supply to a more

reasonable level. Indonesia’s export quota in 1993

is 30.5 thousand tons, representing a 9.0%

increase from the 28.0 thousand tons produced a

year earlier. Bauxite Bauxite Bauxite Bauxite Bauxite production dropped 32.5%

to 838.2 thousand tons as the external demand

contracted and the mining activity was reduced.

TTTTTransportationransportationransportationransportationransportation

The transportation and tourism sectors received

the largest development budget allocation during

Repelita V. Development in the transportationtransportationtransportationtransportationtransportation

sector sector sector sector sector was aimed at facilitating the growth of other

sectors by providing adequate infrastructure.

Efforts to develop infrastructure and improve

services have led to an expansion in highway and

railway transportation services. Seaports for bulk

carriers were expanded and have led to an increase

in sea transportation services. Regarding air

transportation, efforts were directed at developing

the landing strips at airports of various sizes.

Improvements in transportation services were

reflected by 7.7% rise in production. Due to the

price adjustments on oil-based fuels on 8 January

1993, the economy class fares for land, sea, and

air transportation services were raised.10)  To further

improve transportation services, the Government

enacted acts on rail transportation, on air

transportation, and on sea transportation.11)

TTTTTourismourismourismourismourism

Development in the tourism sector tourism sector tourism sector tourism sector tourism sector was

principally directed to supporting activities that

led to employment opportunities and promoting

foreign exchange earnings. In contrast to 1991

when the tourism sector faced some disturbances

originating from the unstable international political

and economic situation, tourism expanded in 1992

as reflected by the 19.1% increase in foreign

tourists, reaching 3.1 million persons which

surpassed the target of 2.9 million tourists. This

rise can be traced to overseas promotion and efforts

to improve national infrastructure. To maintain the

momentum in the tourism sector generated by the

Visit Indonesia Year 1991 and Visit ASEAN Year

1992, the Government has introduced Visit

Indonesia Decade 1993-2000. In addition,

favorable gains in the tourism sector have benefited

sectors supporting tourism, such as hotels and

restaurants.

10) Minister of Communication Decrees Nos. KM2, KM3, KM5, and KM6
of 1993, January 9, 1993.

11) Acts Nos.13,15 and 21 of l992,May ll,May 25,and September 17, 1992.
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TTTTTelecommunicationselecommunicationselecommunicationselecommunicationselecommunications

In the past few years, the expansion in

telecommunications telecommunications telecommunications telecommunications telecommunications progressed satisfactorily in

terms of quantity as well as capacity. In 1992 (up

to November), the number of automatic central

telephone exchanges increased 24.3% to 666

central units, while telephone lines rose 20.1% to

1.5 million units, and public telephones jumped

36% to 36.7 thousand units. In addition, cellular

telephones also rose sharply. Hence, the telephone

density rose to 0.83 per 100 persons in 1992/93.

ElectricityElectricityElectricityElectricityElectricity

In the first seven months of the reporting year,

electricity electricity electricity electricity electricity distributed by the State Electric

Company (Perusahaan Umum Listrik Negara or

PLN) reached 23.7 billion KWH or 62.5% of the

production in the previous year. The largest

consumers of electricity were the manufacturing

and housing sectors which accounted for 51% and

33% of the total consumption, respectively. Up to

October 1992, total installed capacity increased

by 10.1% to 10.3 thousand MW, resulting in part

from the gas/steam-powered electricity generating

plants in Muara Karang and Gresik that

commenced operations. The Government has

pursued efforts to provide electric power to meet

the burgeoning demand driven by increased

investments. To this end, an opportunity is opened

for the private sector and cooperatives interested

in the business of providing electricity.12) In

addition, allowances were also granted for the

import of capital goods. Consequently, imports of

electricity generators and electrical devices rose

60.5% and 79%, respectively, in the first semester

of the reporting year. In line with oil-based fuel

price adjustment, the Government increased

electricity tariffs by an average of 13% in February

1993.13)

PricesPricesPricesPricesPrices

In 1992, the consumer prices rose at 4.94%,

far below the nearly 10% rise registered in 1990

and 1991. The decline in inflation was partly

associated with the Government’s efforts to cool

12) - Presidential Decree No. 37 of l992, July 9,1992.
- Minister of Finance Decree No. 128/KMK.00/1993. February 10,
1993. 13) Presidential Decree No. 2 of 1993. January 8, 1993.
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down the economy initiated in mid-1990. In

addition, the absence of adjustments on certain

administered prices also helped contain inflation

in 1992. As a result, the growth of domestic

demand remained low, supported by a favorable

condition in the supply side. Agricultural

production, especially rice and secondary crops,

increased appreciably, while the supply of

manufactured goods rose steadily. As a result, the

pressure on prices eased in 1992.

In contrast to the calendar year, the inflation

rate in fiscal year 1992/93 reached 10.03%,

slightly higher than the 9.78% recorded in the

previous year. The inflation rate rose sharply in

the last quarter of the reporting year, namely in

January (2.92%), February (2.03%), and March

(1.49%), totalling 6.44%. In contrast, the

cumulative inflation rate for the first nine months

was only 3.59%, much lower than 8.43% rise

registered during the same period a year earlier.

In January 1993, the Government raised

oil-based fuel prices ranging from 5.0% to 27.3%

as an effort to reduce Government’s subsidy and

contain growth in consumption. This measure was

followed by adjustments in transportation fares for

economy class and the local price for cement. In

addition, the Government also announced an

increase in government employees’ salaries. These

adjustments helped boost housing costs by 3.55%

and miscellaneous goods and services by 4.43%.

The high price increase in February was a
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result of increases in prices on foodstuffs, which

rose 3.56%. This was a seasonal phenomenon prior

to the fasting month as well as the floods in several

regions that reduced agricultural supplies. The

increase in the housing expenses (1.93%) was related

to the oil-based fuel and cement price adjustments

in January. In addition, price increases for foodstuffs

(2.58%) and clothes (2.37%) in March 1993 rose

sharply ahead of Idul Fitri.

Although over the period of 1992/93 food

supply was sufficient, the food price increase in

January - March (7.95%) led the foodstuffs

component of the price index to recording the

sharpest increase during the reporting year

(11.39%). Price index of housing expenses rose

6.63% and that of miscellaneous goods and

services rose 5.75% in the first three months of

1993, which yielded price increases for 1992/93

of 10.55% and 8.30%, respectively. Finally, the

price index of clothes increased by more than 10%

in the reporting year, although it remained stable

during the last quarter.

In line with the price increases, as measured

by consumer price index, the wholesale price in-

dex which covers 76 cities increased 5.35% in

1992 compared to 5.06% one year earlier. The

increase was related to price rises of several agri-

cultural commodities, especially export-oriented

ones. In addition, international oil prices were

somewhat higher than in the previous year and

contributed to higher wholesale prices in 1992.
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WWWWWorld Economyorld Economyorld Economyorld Economyorld Economy

World economic activity failed to recover

strongly following 1991 recession. The world

economy grew just 1.1% in 1992, up from 0.1%

growth in 1991. Recovery in industrial countries

has yet to materialize because, in general, except

in the United States and Canada, in fact, OECD

growth in the second semester of 1992 was lower

than that in the previous semester. While some

industrial countries, like the United States and

France, experienced gains in economic activity,

Japanese economic growth slowed markedly and

the United Kingdom experienced a contraction.

Along with this development, unemployment in

industrial countries continued to increase. High

interest rates, exacerbated by widening of budget

deficits, especially in Europe, were among the

factors that prevented the recovery. Weak consumer

spending and worsening business confidence in

relation to lower asset and property prices also

contributed to the weakness in economic activity.

This situation was worsened by the “Black

September” crisis which ignited foreign exchange

instability in Europe. Robust economic growth, however,

continued to prevail in some non-industrial countries.

Growth of countries in dynamic Asian economies

remained strong. The same situation was also true for

China, India, Latin America, and the Middle East. In

contrast to the weak expansion in the world economy, the

growth of world trade registered strong gains.

The economic growth of industrial countries

as a group reached 1.5% in 1992, higher than the

previous year’s rate of only 0.8%. Although higher

than in 1991, the growth was still considered low

because of the economic weakness in most major

industrial countries, including the United States,

Germany, and Japan. Efforts to counter the

slowdown were carried out by lowering discount

rates in the United States, the United Kingdom,

Japan, and Canada. This policy, however, failed to

gain consumer’s and investor’s confidence and

consequently did not stimulate the economic

activity as expected. This situation was a result of

the ongoing process of financial adjustment by

households, businesses, and financial institutions

in the United States, Japan, the United Kingdom,

and other industrial countries, following the sharp

drop in asset prices, particularly for securities and

property.

The success of the efforts to control inflation

in industrial countries, such as the United States

and Japan, provided them with an opportunity to

ease their monetary policy. Short-term interest rates

in the United States fell to low levels where they

remained for some time but the long-term interest

rates were still relatively high. In Japan, both short-

and long-term interest rates declined substantially.

Due to high inflation rates in some European

countries, notably in Germany, however, the easing

WORLD ECONOMY AND INTERNAWORLD ECONOMY AND INTERNAWORLD ECONOMY AND INTERNAWORLD ECONOMY AND INTERNAWORLD ECONOMY AND INTERNATIONAL COOPERATIONAL COOPERATIONAL COOPERATIONAL COOPERATIONAL COOPERATIONTIONTIONTIONTION
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of monetary policy could not be carried out.

Monetary authorities in those countries continued

to focus their attention towards efforts to control

inflation as price stability was a prerequisite for

pegging their exchange rate to the German mark

as well as to the European Currency Unit (ECU).

High interest rates in Europe were an important

factor which helped trigger the exchange rate crisis

especially in Europe which is often referred to the

“Black September”. High interest rates in Germany

put pressure on the Italian lira and British pound

sterling, forcing the United Kingdom and Italy to

withdraw temporarily from Exchange Rate

Mechanism (ERM). Another problem created by

the high interest rates was the strengthening of

some European currencies, such as French franc

and Danish kroner, which     hurt their export

competitiveness. As a result, domestic demand

weakened while currency appreciations pressured

the external sector. This development, in turn,

brought a gloomy outlook for the economy which,

in turn, weakened consumer and business

confidence.

Unlike the development in industrial countries,

developing countries experienced stronger growth.

The economic growth of this group in 1992,

excluding Eastern Europe and the former Soviet

Union, registered its highest growth in the last 10

years in 1992. This development especially

resulted from the remarkable growth of the newly

industrialized economies (NIEs) and countries in

the Middle Fast and developing countries in

Europe. In some East European countries

contraction of output subsided but the economic

contraction of the former Soviet Union continued
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to accelerate as they were still in the early stages

of their economic reform process. Although the-

tendency of protectionist trade measures continued

to escalate and the world economic recovery was

only moderate, the volume of world trade recorded

an increase of 4.5% and in the price of

manufacturing commodities rose 4.6% while

non-oil primary commodity prices rose 1.4%.

Following the end of the Gulf war, however, the oil

price declined slightly, from $ 19.30 per barrel in

1991 to $ 18.50 per barrel in 1992.

As for international trade relation, the trade

conference under the Uruguay Round encountered

some obstacles originating especially from the

dispute between the United States and European

Community (EC) on the magnitude of reductions

in subsidies for the agricultural sector. Meanwhile,

the 1992 was also characterized by the ongoing

process of regionalism in trade as reflected in the

agreements to speed up the creation of trading

blocs. The European single market has been in

effect since January 1993 and the North American

Free Trade Agreement (NAFTA) will begin in

January 1994. In south-east Asia, the ASEAN Free

Trade Area (AFTA) was initiated on January

1,1993.

Industrial CountriesIndustrial CountriesIndustrial CountriesIndustrial CountriesIndustrial Countries

As previously mentioned, the economic recovery

in the industrial countries, especially Group-7, did

not materialize as expected in 1992 since consumer

and business confidence remained weak. The

adjustment process to lower asset prices, particularly

for securities and properties, has exposed the

excessive increase in indebtedness of past several

years. This damped spending by households and

businesses in a number of countries, including the

United States and Japan. High interest rates in

Germany prevented the recovery in Europe as interest

rates of other European countries also remained high

to keep their currencies in line with the German mark

which serves as an anchor for most European

currencies. The wide spread impacts of the recession

on the job market also weakened household

expenditure as more workers became more cautious

in their spending. In the last recession, the job lay-offs

affected more sectors and also included white collar

jobs in addition to more job lay-offs permanent in

nature. In Europe, the pattern of lay-offs was in part
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influenced by industrial restructuring in anticipation

of the European single market which started in

January 1993.

The inflation rates inflation rates inflation rates inflation rates inflation rates of industrial countries

in 1992 declined to 3.7% compared with

4.7% in 1991. Inflation rates fell in the G-7

countries, especially the United States and

Japan, as well as other industrial countries.

This development was related with weak

domestic demand.  The current  accountcurrent  accountcurrent  accountcurrent  accountcurrent  account

deficit of industrial countries worsened from

$19.9 billion in 1991 to $31.5 billion in 1992

due primarily to the widening current account

deficits of the United States and Germany.

The decline in unemployment rates of in

industrial countries halted at the end of the

f i r s t  semester  o f  1992.  As  a  resul t ,

unemployment in the second semester of 1992

peaked-up again. The unemployment rates at

the end of the second semester of 1992

reached 7.9% compared with 7.2% a year

earlier.

Economic growth Economic growth Economic growth Economic growth Economic growth of the United States  the United States  the United States  the United States  the United States was

estimated to have reached 1.8% in 1992 compared

with a contraction of 1.2% in 1991. The increase

was brought about by stronger domestic demand,

which was related to growth in private consump-

tion and investment, due to lower interest rates.

The growth, however, was considered low despite

the decline in interest rates, the depreciation of
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the dollar, and fiscal stimulus. In addition, the

prime lending rate fell to only 6.25% in 1992, the

lowest level in the last 6 years.

The inflation rate inflation rate inflation rate inflation rate inflation rate in the United States reached

3.0% in 1992, the lowest rate in the last 5 years.

This was brought about by the decline in unit labor

cost aided by the success of the private sector in

improving production efficiency. The weakening

of dollar and improved efficiency boosted exports

but as economic activity rebounded, imports grew

substantially and the trade balance worsened. The

current account current account current account current account current account deficit of the United States

increased sharply from $3.7 billion in 1991 to

$56.1 billion in 1992, mostly as a result of a decline

in the services account surplus of $36.8 billion,

which offset export gains. The decline of surplus

was mostly caused by much lower Gulf-war-related

transfers, mostly from Japan and Saudi Arabia.

Japanese economyJapanese economyJapanese economyJapanese economyJapanese economy, , , , , which recorded an

average annual growth rate in excess of over

4.0% in the last 5 years, only increased by 1.8%

in 1992. Slower growth was the result of a

weakening domestic demand, which offset gain

in external demand. The weakening of domestic

demand was brought about by a slowdown in

private investment activity although there was a

substantial increase in government investment.

The decline in private investment, including

both the housing and non-housing sub-sectors

by 4.8% and 2.1% respectively, was the result

of rising stock levels and the limited availability

of bank credit. As a result of consolidation in

the financial sector, which was related with an

increase in the level of non-performing loans

related to a sharp decline of the prices of

securities and properties, and efforts to comply

with Bank for International Settlements (BIS)

guideline for bank soundness, credit extension

was limited. To cope with nonperforming credits,

the Cooperative Credit Purchasing Company

(CCPC) was established. Household

consumption recorded weak growth as reflected

mostly in lower expenditures for garments and

electrical appliances. There was an increase in

the growth of net external demand which was

brought about by an improvement in export

volumes. In order to resuscitate domestic

demand, the government initiated a stimulative

economic package, especially investment,

during the fiscal year 1992/93. The effects of

the package on economic activity, however, have

not been significant.
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As a result of weak domestic demand and lower

lending rates for loan compared with those in the

previous year, the inflation rate inflation rate inflation rate inflation rate inflation rate in Japan declined

to 2.1% in 1992 compared with 2.6% a year earlier.

An increase in exports coupled with a decrease in

imports led to a rise in Japan’s current accountcurrent accountcurrent accountcurrent accountcurrent account

surplus, from $72.2 billion to $118.9 billion. The

weakening of imports was in line with the slowdown

in domestic demand, while the increase in exports

was related to improved competitiveness.

During 1992, economic growth in GermanyGermanyGermanyGermanyGermany

decreased to 1.4% compared with 3.7% in the

previous year. The weakening of economic activity

was brought about by a contraction in external

demand in line with reduced export growth coupled

with an increase in imports. This offset the

acceleration in domestic demand domestic demand domestic demand domestic demand domestic demand which was

prompted by an increase in government
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expenditures, particularly investment. In contrast,

private consumption and investment growth only

registered modest increases due to the magnitude

of job losses in the former East Germany and high

interest rates.

High interest rates resulted in an appreciation

of the German mark in 1992 as a consequence of

German unification which required a large amount

of financing, especially for the development of

infrastructure in the eastern part of the country.

The increase in development expenditures led to

inflation pressures which prompted the government

to slightly tighten monetary policy by increasing

discount rates several times to reach 8.75% on

average in July 1992. Higher interest rates in

Germany, especially compared with other EMS

members, resulted in the appreciation of the mark,

which triggered exchange rate crisis for several

currencies within ERM. Some of the currencies

experienced downward pressure to a level beyond

ERM’s lower limit. While exerting negative

impacts, tight monetary policy was still

unsuccessful in completely damping the

acceleration in domestic demand as reflected in

the strengthening of inflation pressure during 1992.

It is worth noting that under the pressure from other

EC members, in September 1992 the Bundesbank

lowered the discount rate to 8.25%.

Growth in domestic demand outpaced

production capacity driven by the govern meet’s

need to finance German unification. As a result,

inflation rate inflation rate inflation rate inflation rate inflation rate reached 4.8%, the highest rate

recorded in the last 10 years. To cope with inflation,

the government tightened monetary policy by

increasing the discount rate. As mentioned above,

the discount rate reached 8.75%, the highest rate

determined by Bundesbank in the last 8 years.

Meanwhile, the current account current account current account current account current account deficit in 1992

increased to $25.8 billion, due in large part to

continuing increases in import volumes to meet

the demand in the eastern part of the country.

Developing CountriesDeveloping CountriesDeveloping CountriesDeveloping CountriesDeveloping Countries

Developing countries’ economies (as a group)

improved in 1992 compared to the past few years

as reflected, among other things, in the acceleration

of economic growth and the narrowing of the current

account deficit. The improvement of both indicators

could mostly be credited to the success of structural

adjustments which improved efficiency and

increased production capacity. The economiceconomiceconomiceconomiceconomic

growth growth growth growth growth of developing countries developing countries developing countries developing countries developing countries as a group

excluding East Europe East Europe East Europe East Europe East Europe and the former Sovietformer Sovietformer Sovietformer Sovietformer Soviet

Union increased Union increased Union increased Union increased Union increased 6.1% in 1992 compared with

3.2% in the previous year. This growth rate was

the highest in more than a decade. The increase

in economic activity reflects sound macroeconomic

policy and positive results of structural adjustment

occurring in most developing countries, the

recovery in the Middle East, and higher import

demand from industrial countries. In contrast,

economic activity in the countries of East Europe

and the former Soviet Union showed a contraction

of 10.4% and 18.6%, respectively, in 1992 due to

the ongoing economic reform.
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Economic growth Economic growth Economic growth Economic growth Economic growth in the developingdevelopingdevelopingdevelopingdeveloping

countries of Asia countries of Asia countries of Asia countries of Asia countries of Asia accelerated to 6.6% in 1992.

Higher growth stemmed from stronger domestic

demand and rising intra-regional trade among

countries within dynamic Asian economies, such

as Malaysia, Korea, and China. In addition, some

countries, such as the Philippines, India, and

Pakistan, showed more favorable economic

performance as a result of structural adjustment

and the greater effectiveness of monetary policy.

Among the developing country regions, the Middle

East and Europe were the regions with the highest

growth rate (9.9%), while growth in Africa was the

lowest (2.0%). The economic growth economic growth economic growth economic growth economic growth of NIEs NIEs NIEs NIEs NIEs as

a group remained relatively high (6.2%) but was

lower than in the previous year. Economic growth

benefited from an increase in government

investment for infrastructure development and an

improvement in the foreign sector.

Efforts to curb inflation and improve trade

accounts in the ASEAN region through monetary

tightening in the past two years have yielded

positive results. Weakening aggregate demand

brought about by high interest rates slowed down

import growth and inflation. This provided room

for the monetary authorities to ease their monetary

policy to stimulate the economic activity. The

economy of ASEAN ASEAN ASEAN ASEAN ASEAN countries as a group grew by

6.0% in 1992, compared to 6.3% in 1991.

As in the past two years, Malaysia recorded

the highest growth rate (8.5%) among ASEAN

countries. The growth, however, was lower than

that of the previous year stemming from the efforts
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to cool down the economy following the rapid

economic expansion of the past six years. A similar

situation occurred in Thailand, Singapore, and

Brunei Darussalam where economic growth

declined from 8.2%, 6.7%, and 3.5% to 7.5%,

5.8%, and 3.0%, respectively. Although showing

substantial improvement, the Philippines still

recorded the lowest economic growth (1.8%).

The inflation rate inflation rate inflation rate inflation rate inflation rate of developing countries developing countries developing countries developing countries developing countries

as a group was still relatively high (42.4%) in 1992,

due to the persistence of high inflation rates in

East Europe (1,296.2%) and the former Soviet

Union (796.4%). Meanwhile, the inflation rate of

countries in Asia countries in Asia countries in Asia countries in Asia countries in Asia is estimated to have reached

8.4%, lower than in 1991. The decline in inflation

reflects gains from continuing structural

adjustments in the region, coupled with

conservative fiscal and monetary policies. A similar

development occurred in the NIEs and ASEAN

countries. Inflation rates were lowered by adopting

tight monetary policies by most countries in those

regions. Meanwhile, the current account deficits

of developing countries as a group was $51.8 billion

in 1992, lower than the $78.2 billion recorded in

1991. This resulted from the improving current

account of countries in the Middle East and

Europe, from a deficit of $50.5 billion to a deficit
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of $6.1 billion, in line with the declining transfer

payments related to the Gulf war. The improvement

in the current account in both regions was closely

related to the rise in oil production in the Middle

East which returned to its normal level. This in

turn increased oil export revenues and increased

the region’s demand for exports from East European

countries, such as Poland, Czech, Slovak, and

Hungary.

In 1992, net financial flows consisting of official

transfer, foreign direct investment, and foreign

borrowing to developing countries were estimated

to have increased from $ 101 billion to $ 133

billion. The financial flows to all regions, except

Africa, experienced an increase. Overall, the debt

position of developing countries increased 6.25%

to $1,362 billion in 1991, resulting an increase in

the ratio of external debt position to exports to

127%. In 1992, the debt condition of developing

countries showed an improvement. The ratio of

debt position to exports recorded a slight decline

to 123% which was benefited from the

improvement of the economy and debt decline as

a result of debt reduction program.

International Monetary DevelopmentsInternational Monetary DevelopmentsInternational Monetary DevelopmentsInternational Monetary DevelopmentsInternational Monetary Developments

During the first eight months of 1992, interest

rates in most major industrial countries declined.

In an effort to stimulate the economy, monetary

authorities in the United States, Canada, Japan,

and the United Kingdom lowered their discount

rates. This policy was feasible due to the sharp

decline in inflation rates in these countries. In

contrast, however, Germany and Italy continued

to pursue a tight monetary policy.

In foreign exchange markets, initially, the value

of the United States dollar appreciated against all

major currencies from January through March

1992. The expectation of a strong recovery and

high long-term interest rates supported this

development. The United States dollar, however,

depreciated during March-August period, in line

with the decline in interest rates in the United

States. As a result, from March to August 1992

period, the dollar depreciated against French franc,

Italian lira, pound sterling, and yen, while against

Canadian dollar, the United States dollar

appreciated.

The year 1992 was also characterized by a

financial crisis in Europe which disrupted the
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stability of exchange rates in the ERM. The

objective of the ERM was to support the smooth

operation of European Monetary System (EMS).

The exchange rate crisis originated from poor

coordination of economic policy which was brought

about by differences in economic problems faced

by EC members. Although the requirements of

economic convergence including inflation rates,

interest rates, exchange rates, government budget,

and debt position progressed satisfactorily, there

was still prevailing significant interest rate

differentials among EMS members. The decline

in competitiveness of member countries called new

alignment of exchange rates. The situation was

worsened by discord in the monetary policies of

Germany and other member countries as well as

the decline of interest rates and the weakness of

economic activity in the United States which

caused the switching of fund to securities

denominated in strong currencies, especially the

German mark

In contrast to the strengthening of German

mark, other currencies within ERM, particularly

Italian lira and British pound sterling, weakened.

On September 13, 1992 the European Commission

agreed to realign exchange rates within ERM, by

devaluing lira by 7%. The crisis continued as the

pound sterling declined markedly on September

16, 1992, which was widely known as the “Black

September”. On that date, exchange rate for pound

sterling was closed at a rate of DM2.740, below

the ERM’s lower margin of DM2.778. Although

other European countries expected Germany to

lower interest rates, it did not materialize as

Germany had to address the economic situation in

East Germany. The effects of a stronger German

mark also put pressure on the dollar.

On September 16, 1992 Italy announced its

temporary withdrawal from ERM. This action was

followed by the United Kingdom on September 17,

1992. Meanwhile, Spanish peseta was devalued

by 5%. Before withdrawing from ERM, however,

the United Kingdom made an attempt to rescue

its currency by intervening to raise the value of

pound sterling. In addition, the United Kingdom

raised the base rate from 10% to 12% on

September 16, 1992 which was later increased

again to 15%. Nevertheless, all of these efforts

failed to prevent the value of pound sterling from

falling which, in turn, forced the United Kingdom

to withdraw from the ERM. The fall of the pound

sterling, besides being caused by the activity of

speculators, was closely related to the weakening

of the economy during the last five years, which

slowed from 4.8% in 1987 to negative 2.2% in

1991. Furthermore, in 1992, it is estimated that

British economy contracted 1.0%.

To cope with the foreign exchange crisis, the

Bundesbank spent a substantial amount of money

to support the pound sterling. In addition, the

Bundesbank finally accommodated the pressure

from other EC members by lowering its discount

rates on September 14, 1992 from 8.75% to 8.25%

while Lombard rate was lowered from 9.75% to

9.50%. Nevertheless, this was inadequate to satisfy
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the expectation of various interested parties and

created instability in the foreign exchange and

securities markets in Europe. This induced a

further depreciation of the pound sterling. On

November 22, 1992, a realignment of currencies

within ERM was established in which Spanish

peseta and Portuguese escudo were each devalued

by 6%.

International liquidity, as measured by the total

world foreign exchange reserves, rose SDR40.5

billion in 1992 to SDR745.3 billion. In 1992, the

liquidity of industrial countries dropped SDR5.5

billion to SDR422.8 billion. Decreases in industrial

countries occurred in the United States, Canada,

Italy, and Belgium; while increases occurred in

Germany, Japan, and the Netherlands. Meanwhile,

international liquidity of developing countries as

a whole increased by SDR45.9 billion to SDR322.5

billion. The increases in international liquidity

occurred in all regions, except Europe, with highest

increase recorded in Asia. The group of oil

exporting developing countries showed a slight

decline which mostly was related to a decline in

Saudi Arabia’s international liquidity.

Cooperation of the South-east Cooperation of the South-east Cooperation of the South-east Cooperation of the South-east Cooperation of the South-east AsianAsianAsianAsianAsian
Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)Nations (ASEAN)

In order to materialize the formation of AFTA,

all six member countries of ASEAN agreed to apply

tariff reductions on 15 categories of products under

the Common Effective Preferential Tariffs (CEPT)

scheme at the Third Meeting of AFTA Council on

CEPT on December 11, 1992. CEPT products

were divided into fast track fast track fast track fast track fast track and normal track normal track normal track normal track normal track

programs and began on January 1, 1993. In the

agreement, each country submitted an inclusioninclusioninclusioninclusioninclusion

list list list list list as well as an exclusion list exclusion list exclusion list exclusion list exclusion list so that the

industrial community in each country could

evaluated their market access to other member

countries. The number of products in the CEPT

inclusion list is 38,308 items covering 87% of the

number of products which were subject to tariff

within ASEAN. From the perspective of individual

country, it involves 78% to 98% of all commodities

traded. To monitor the implementation of the

regulation, the AFTA Council will be responsible

for implementation, regulation, and supervision of

CEPT. To handle any dispute among members, the

council also established an institutional

mechanism to provide immediate settlement.

In line with the economic opportunities

anticipated from the implementation of AFTA, the

first international conference on trade and

investment was held in Jakarta from 29 June to 1

July 1992 and it was attended by participants from

Asia, Europe, and the United States. The

conference was intended to discuss issues that

would be encountered by ASEAN countries in

implementing AFTA. The discussion covered

issues and prospects as well as investment

regulations in ASEAN countries.

In the area of agriculture and forestry, the 14th

Meeting of ASEAN Ministers for Agriculture and

Forestry (AMAF) was held. The participants at-
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tending the meeting agreed to take action against

“anti-tropical wood usage” campaign launched by

industrial countries. This action was deemed nec-

essary as tropical wood and its products gener-

ated substantial amounts of foreign exchange for

most ASEAN countries. It was also agreed to sup-

port Indonesia’s proposal to set up an international

research centre for forestry issues, which will be

located in Bogor, West Java. In addition, it agreed

to provide an assistance for African farmers by

providing job training in ASEAN countries. Fi-

nance for this project will be shared by the gov-

ernments of ASEAN countries and developed

countries.

During the past few years, the world

economy was characterized by changes in trade

relations which were accented by the formation

of trading blocs in various parts of the world. In

the Americas there was formation of North

American Free Trade Agreement (NAFTA) and

Latin American Free Trade Agreement

(LAFTA), while in Europe, the European single

market and European Free Trade Agreement

(EFTA) emerged.

The objective of the trading blocs is to pro-

mote trade among their members so as to sup-

port the expansion of their national incomes.

With rising trade volumes, the market for a

member’s products will expand so that it will

induce investment in their respective countries.

The strengthening of trade flows is facilitated

by tariff reductions among member countries.

Tariff for the goods from non-member, however,

has in practice been left to the discretion of each

participating country.

With the establishment of trading blocs, the

competitiveness of commodities produced by par-

ticipating countries will be strengthened at the

cost of non-members. In addition, more profit-

able investment prospects in the member coun-

tries might discourage direct foreign investment

flows to the countries outside the trading blocs.

To face such a trend successfully and in line

with the efforts to promote ASEAN cooperation,

an agreement was reached to establish a free

trade area among ASEAN countries by creating

ASEAN Free Trade Area (AFTA) at the 4th

ASEAN summit held in Singapore, January 27 -

28, 1992. With the creation of AFTA, it is ex-

pected that trade among its members can be pro-

moted, and the position of an individual country in

dealing with global competition can be strength-

ened. AFTA will be realized within 15 years start-

ing from January 1, 1993 by applying a scheme of

Common Effective Preferential Tariffs (CEPT) for

imports originating from AFTA members.

ASEAN FREE TRADE AREAASEAN FREE TRADE AREAASEAN FREE TRADE AREAASEAN FREE TRADE AREAASEAN FREE TRADE AREA
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The CEPT scheme is only applicable for

manufactured products, including capital goods

and processed agricultural products. Basically,

the CEPT scheme lowers the tariffs imposed by

participating countries on commodities pro-

duced by ASEAN countries included in the

scheme until tariff equalization in the region is

obtained. In the meantime, tariff rates prevail-

ing in each ASEAN country for commodities

originating from non member countries remain

the same. According to the CEPT scheme, all

member countries are obliged to lower their tariff

rate to a maximum of 5% within 15 years start-

ing from January 1, 1993.

The scheme for tariff reduction is divided

into two programs, namely the fast track and

the normal track. The fast track program cov-

ers 15 commodity categories, including cook-

ing oil, cement, chemical products, pharmaceu-

tical products, fertilizer, plastic products, leather

products, rubber products, pulp, textile and

textile products, ceramic and glass products,

jewelry, copper cathode, electrical products, and

rattan/wood furniture. In the fast track program,

for products whose tariff rates by January 1,

1993 were higher than 20%, their tariff will be

lowered to 0-5% within 10 years, while for prod-

ucts with tariff rates of 20% or lower, the tariff

will be lowered to 0-5% within 7 years.

In the normal track program, which includes

manufactured and processed agricultural prod-

ucts not included in the fast track program, the

tariff rates will be lowered to 0-5% range within

10 years if by January 1, 1993 their tariffs were

already 20% or lower. As for products with tar-

iff higher than 20%, the tariff rates will be low-

ered gradually to 20% within 5-8 years and then

to a range of 0-5% within the following 7 years

prior to January 1, 2008.

Products considered sensitive by certain

country can be excluded from the CEPT scheme.

In addition, the clause on the rules of origin for

products to be eligible for CEPT scheme has

been agreed upon. Products must have a mini-

mum local content of 40%. In this context, at

least 40% of the raw materials in traded com-

modities must originate from the member coun-

tries.

In the past five years, the value of

inter-ASEAN trade grew on average by 14.8%

per annum. Compared to trade with non-ASEAN

countries, however, the value was relatively low,

at only 17.7%. Such a relatively low level of

inter-ASEAN trade was brought about by simi-

larity of traded commodities produced by

ASEAN countries, in addition to the limited size

of the ASEAN market itself. With regard to prod-

uct included in the CEPT, in 1990 the total value

of inter- ASEAN imports for these products con-

stituted 37.2% of total inter-ASEAN imports.

Trade in CEPT products, so far, was dominated

only by two commodities, textiles and electrical
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products, which were mostly exported by Ma-

laysia to Singapore.

With the agreement on the CEPT concept,

within 15 years the tariff barriers will be much

lower. This development, in turn, will create a

broader market for ASEAN industries and will

help their industries ability to realize econo-

mies of scale in production. The opening of

AFTA will stimulate competition among coun-

tries within ASEAN, which will make domestic

industries more efficient and competitive. In the

long run, the sharpened competitiveness of

ASEAN commodities included in CEPT in the

international market is anticipated.

Judging from the tariff rates currently pre-

vailing in ASEAN countries, it can be stated

that Brunei Darussalam and Singapore are bet-

ter prepared in implementing AFTA as their

prevailing tariff rates for CEPT products are

relatively low. As for Indonesia, it has an ad-

vantage relative to the Philippines and Thailand,

which in general have higher tariff rates.

In marketing CEPT products, some ASEAN

countries will face tough competition. Some

of Indonesia’s products appear to be very

competitive due to lower labor costs and

the availability of raw materials. Products

projected to be able to enter ASEAN mar-

ket without much difficulties include,

among others, textiles, edible oils, rubber

and rubber products, rattan/wooden furni-

ture, and cement.

With trade liberalization through the

formation of AFTA, it is expected that

inter-ASEAN trade will be expanded. This

situation will create a conducive climate for

foreign investors to invest in ASEAN re-

gion. The expansion of ASEAN market will

also provide an opportunity for ASEAN

countries to reduce their dependency upon

American and European markets.
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